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University and College Union
Carlow Street, London NW1 7LH, Tel. 020 7756 2500, www.ucu.org.uk

To Branch and local association secretaries

Topic Pension briefing

Action Circulate to branch committee

Summary  This circular provides an overview of the changes announced by 
Government to the state pension and second state pension to take 
effect from April 2016  

Contact Geraldine Egan, National Pensions Official (pensions@ucu.org.uk)

Please find attached a briefing on the changes announced to the state pension and some 
of the implications for our members.

UCU shall continue to argue for decent pensions for all employees in all available fora.

Branches/LAs requiring further information are advised to contact Geraldine Egan, 
National Pensions Official.
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UCU State Pension Reform 2016 and its implications

The Government has announced changes to the state pension and second state 
pension from April 2016.

What does this mean?

From April 2016, members will pay more national insurance, as the present 
rebate of 1.4% will cease.

For anyone drawing his or her full state pension there will be a new flat rate 
state pension, which will be the equivalent of £144 per week in today’s money.

Will our members get that?

Members will need at least 10 years earnings credited in the State Pension 
Scheme to receive any pension. At present, there is no minimum contribution 
requirement.

If members have contributed to national insurance for 35 years through 
earning and credit and have reached state pension age after that date,  the 
answer for new entrants into the scheme is yes. 

The situation is more complicated for individuals who have been in the old state 
pension scheme.  At the point the new scheme is implemented, they will have 
what they have accrued in the old scheme converted into an opening balance in 
the new scheme. This is called the ’foundation level’. It will be compared with 
the new single tier outcome and whichever one is highest will be used. This 
means that members will not lose the value of the state pension built up to 
date.  

Contracted in member - someone only paying into the state scheme

This is someone who has never been in an occupational pension scheme. In the 
vast majority of the areas where we have members, this will only apply to 
someone who has decided to opt-out of the pension scheme on offer and 
therefore remained a contracted in member of the state scheme. 

The Government has guaranteed that individuals will not lose out on benefit 
they have already earned. So if the foundation level produces an outcome 
above the £144, then the ‘protected payment’ will be added (the protected 
payment is capped at a maximum of £14 per week), but although they will be 
required to continue contributing, they will not benefit above that cap. In 
addition, the protected payment will increase in line with CPI only, not average 
earnings as at present. If the foundation level is below £144, the individual will 
be able to increase it by £4.11 for each future qualifying year.
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Example member worked and has 36 years contributions through earnings 
and credits and has been contracted in and therefore has additional State 
Pension of £12 

Single tier valuation
£144

Current scheme valuation
£107 + £12= £119

So the member will benefit, if the current scheme valuation was higher this 
would be called ‘protected payment’ and the member would be paid that 
amount.

Contracted out member, someone paying into an occupational scheme 
like Teachers’ Pensions or USS

The majority of UCU members have been contributing to a contracted-out 
occupational pension scheme (Teachers’ Pensions, USS, LGPS, MRC or NHS 
etc). This makes a difference. 

When the foundation amount of state pension benefit is worked out they will 
take account of all state pension benefit earned by 2016 and then they will 
subtract something called the ‘rebate derived amount’.  This is intended to 
reflect the lower rate of NI paid whilst contracted- out.  The Government will 
work out what the member would have accrued under the old scheme and the 
new single tier scheme, this time with the rebate derived amount applied and 
the best calculation for the member will be used.

Example a member has worked 40 years and has been both contracted in and 
contracted out. This would be reflected in the calculation

Current scheme valuation
£107 + £45 - £45 =£107

Equals basic state pension plus additional state pension minus the contracted 
out deduction

Single-tier valuation
£144- £92 (£45+£47#) = £52

Equals qualifying years valued under single-tier minus rebate derived amount#

#example from DWP Single tier transition – technical note, includes the £45 
from before 1997, and £47 to cover the period 1997 to 2016 for which there is 
no corresponding additional State Pension entitlement as member contracted 
out.

This will affect people differently depending on their employment pattern and 
age. Older individuals who have long service in contracted out schemes will 
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lose the most, and it is likely to remain this way in the first 10 years after the 
change.
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How will the new scheme operate?

As there will be only one state pension scheme, the current second state 
pension scheme ceases. For ‘contracted out’ pension schemes, this means that 
the national insurance rebate will also cease. This means employees will pay 
1.4% more and employers 3.4% in national insurance for earnings between 
£109 per week (£7748 annually) and £777 per week (£41,444 annually).

This means more out of your pay packet.
 
If you are in Further Education and in Teachers’ Pensions or USS then this is 
the extra it will cost both you and your employer from April 2016

Salary Extra member cost
per year

Employer extra cost

£23,546 £250      £607.46 
£24,960 £270        £655.44 
£26,476 £291       £707.58 
£28,086 £314       £762.33 
£29,787 £337       £820.21 
£31,597 £363       £881.74 
£33,515 £390      £ 946.91 
£35,551 £418    £1,016.26 
£37,717 £448   £ 1,089.79 
£40,007 £481 £1,167.48

*figures from HMRC NI calculation at nicecalculator.hmrc.gov.uk

If you are in Higher Education and paying into Teachers’ Pensions or opted 
out of salary sacrifice in USS

Salary Extra member cost Extra employer cost

£28,655    £321        £781.10 
£29,541  £333        £811.86 
£30,424   £346        £842.11 
£31,331     £358        £872.87 
£32,267     £372        £904.16 
£33,230     £385        £937.01 
£34,223     £399        £970.90 
£35,244     £414     £1,005.31 
£36,298     £428    £1,041.29 
£37,382     £443     £1,078.31 
£38,522     £459     £1,116.90 

UCU/518 page 5



£39,649     £475     £1,155.49 
£40,834     £482     £1,172.69 
£42,055     £482     £1,172.69 
£43,312     £482     £1,172.69 
£44,607     £482     £1,172.69 
£45,941     £482     £1,172.69 

             -                   -   
£47,314     £482     £1,172.69 
£48,729     £482     £1,172.69 
£50,186     £482     £1,172.69 
£51,687     £482     £1,172.69 
£53,233     £482    £ 1,172.69 

You note that when you reach £40,044 the national insurance remains the 
same.

In USS with salary sacrifice being applied to the pension scheme.

Salary Extra member costs Extra employer costs

£28,655     £291        £708
£29,541     £303        £736 
£30,424     £314        £764 
£31,331     £326        £792 
£32,267     £338        £822 
£33,230     £350        £852 
£34,223     £363        £883 
£35,244     £376        £920 
£36,298     £390        £949 
£37,382     £404        £982 
£38,522     £419     £1,018 
£39,649     £433     £1,054 
£40,834     £448     £1,091 
£42,055     £464     £1,129 
£43,312     £481     £1,169 
£44,607     £482     £1,172 
£45,941     £482     £1,172 

             -                   -   
£47,314     £482     £1,172
£48,729     £482     £1,172
£50,186     £482     £1,172 
£51,687     £482     £1,172 
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£53,233     £482     £1,172 

Government support for employers

To assist employers, the Government has agreed to reduce corporation tax 
from April 2015 to 20% and from April 2016, the Government will remove the 
first £2,000 of their national insurance bill.

Importantly, in terms of pensions, the Government is to give employers a 
statutory override facility. What this means is that the employers can adjust 
their pension schemes to recoup their loss. This could apply to USS and MRC 
schemes but not to public sector schemes like Teachers’ Pensions, NHS or 
LGPS. It is not clear yet whether government is going to require employers of 
these schemes to absorb the additional costs from the cessation of the national 
insurance rebate or whether it will increase the public funding to compensate 
for the removal of the rebate.

The statutory override for multi-employers schemes, like USS, is not clear yet 
but technically, it is assumed that they could alter benefits or increase costs to 
the members of the scheme.

Summary of what does the move to a single tier state pension scheme 
actually means?

• Most welcome the change to a single flat rate state pension scheme 
(however, the rate that has been fixed is below the poverty level)

• The self-employed will be included
• Individuals will have to pay contributions for longer, 35 years instead of the 

present 30 years
• Individuals will have to pay into or be credited with 10 years to receive 

anything, present basic state pension has only 1 year
• No improvement for individuals who earn less than £5,888. The state 

pension age is rising to 66, 67, 68 and onwards, so you have to wait longer 
to get the pension

• The second state pension added to the basic state pension would and does 
pay more than the single tier state pension. The government’s own figures 
show fall in the cost of state pension against GDP.

 
UCU’s position

• In principle, the single-tier state pension is a good idea but the level is too 
low. It should be sufficient to ensure that state pensioners are above the 
poverty level.

• The state pension should be index linked to maintain its value
• There should be a Government run system that provides a pension paid into 

by individuals who are automatically enrolled, which will accept transfers 
and which will not have an earnings cut off point. 
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• Public pension policy should be focused on the promotion of outcomes that 
guarantee a predictable income in retirement, from schemes that are 
transparent and have low administration and investment costs.

• There is a need for the Government to promote occupational pensions, 
based on defined benefits that guarantee more than the state operated 
scheme (NEST).
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