JARGON GLOSSARY
1) Employees Earnings Threshold (EET) or Primary Earnings Threshold

Once a person earns more than £139.00 per week (from April 2011/12) they start to pay National Insurance.  Earnings over £817 per week are subject to only 2% NI.

2) Lower Earnings Limit (LEL)

The LEL is the old starting point for paying National Insurance but is still used in some calculations and it is £102 per week in 2011/12. 
If a person earns between £102 a week (the LEL) and £139.00 (the EET) they will be credited with paying NI without actually paying it. Both the LEL and EET will change every April.

3) National Insurance (NI)

National Insurance is another form of taxation.  Paying sufficient National Insurance (full stamp) contributions qualifies a person for such things as Job Seekers Allowance, Sickness Benefits and State Pensions. Current rates are 12% of band earnings between the EET (£139) and UEL (£817) for employees who are contracted-in to the State Additional Pension and 10.4% of band earnings for those who are contracted-out (e.g. in an occupational pension scheme). For those employees earning above £817 per week there is only 2% to pay on these earnings.
4) Basic State Pension (BSP)

This is a contributory based, flat rate state pension (currently maximum of £102.15 per week for an individual in 2010/12) which is payable at state retirement age to people who have paid or have been credited with sufficient years of NI contributions. From 6th April 2010 you will need only 30 years of contribution / credits to receive a full Basic State Pension but some Basic State pension will be paid in proportion to contributions.
NB not all people over 65 receive a Basic State Pension and not all people who receive a Basic State Pension receive a full pension.

5) State Earnings Related Pension Scheme (SERPS)

This is an Additional State Pension (started in 1978 but closed membership in April 2002).  This pension is ‘earnings related’ so the more you have earned and the longer you have earned it (the more national insurance contributions you have paid) the more pension you will get.  This pension is paid for via a higher level of National Insurance contribution.  SERPS was the default additional pension, ie if you were not contracted-out to another additional occupational scheme you would automatically be a member of SERPS if you earned more than the LEL.

6) State Second Pension Scheme (S2P)

SERPS closed in April 2002.  SERPS was from the outset a modest additional pension (based on 1/80th of average lifetimes earnings and your best 20 years taken) but it was due to get progressively worse by amendments made in the 1980s.  From April 2002 a new State Additional Scheme was formed called S2P and this scheme is an improvement on SERPS for the low paid (paid between £5,304 and £14,400).  Certain other groups like people with severe disabilities and those with home responsibilities (e.g. looking after children under 6) will be credited with membership of the scheme with earnings at a stated (low earnings) threshold (£14,400 in 2010/11).  S2P will eventually be merged with BSP and become a flat rate pension by 2020.

7) Contracted-Out

When schemes meet certain criteria (e.g. a reference test) and the schemes are considered good enough to be an alternative to the S2P, the schemes are given ‘contracted-out status’ and members of these schemes pay less NI.  Members no longer pay into the S2P but pay into their own contracted-out additional schemes.

8) Final Salary Schemes

Most large employers had final salary (or defined benefit) schemes.  In these schemes your pension is linked to:

a) Your salary in the final year of your working life (or a year near your 


retirement, e.g. best year in last three years).

b) an accrual rate or fraction, eg 1/80th or 1/60th
c) the number of years membership in the scheme.

A final salary scheme for someone with 40 years membership and a final salary of £15,000 might be £15,000 x 1/60 x 40 = £10,000 per year

Other benefits like death in service will be defined in the scheme rules.

9) Career Average Salary Schemes
This is a scheme that has pensions based on a person’s earnings over their years of membership. There are several ways these schemes can be calculated eg, you can calculate a pension at the end of each year, inflation proof them and then add them together (Pension Builder) at retirement. Or you could calculate an average career salary at retirement and then work out the pension from that.  A re-valued average salary scheme would increase each year’s earnings in line with inflation before averaging. If you received regular pay increases above inflation a Re-valued Average Salary Scheme or Pension Builder would pay less pension than a Final Salary Scheme.
10) Integrated Pension Schemes
If a Final Salary Pension Scheme is Integrated this means that the final salary that is used for the pension calculation is subject to a deduction and not all of the salary counts.  Integrated schemes may be integrated with the Lower Earnings Limit (LEL) or the Basic State Pension.  For example if your salary was £15,304 and your scheme was integrated with the L.E.L your pensionable salary would be £10,000 (i.e. £15,304 less the L.E.L of £5,304).  Please note integrated pensions provide disproportionately poor pensions for the low paid.

11)  Defined Contribution (Money Purchase) Schemes
All personal private pensions (and a growing number of occupational schemes) are defined contribution schemes.  In this type of scheme your benefits are not defined and there are no calculations involving your salary and years in the scheme. The only thing you know for certain is how much is contributed. The benefits from this type of scheme depend upon how big your fund is and the price of annuities when you come to retire (see annuities below).

12) CAT Standard for Stakeholder Schemes
Defined Contribution (Money purchase) pensions that fit certain criteria – low cost (not more than 1.5% of fund value) good accessibility (low cost, open to all) and good terms (no penalties for transfers) are given the CAT standard (Costs, Accessibility, Terms) and are allowed to call themselves “Stakeholder Schemes”. Employers that do not offer occupational schemes have to offer to facilitate a stakeholder scheme for their employees. 
13) Pension (Guarantee) Credit
This is a commitment from the Government that if people’s (over the age of 60) income from all sources does not reach a certain level, the Government will allow people to claim the difference with a social security payment (savings over £10,000 affect this calculation). This is a form of minimum income guarantee (MIG). The Pension Credit level is £137.35 per week for individuals and £209.70 for a couple.
14) Pension (Savings) Credit

This was introduced in October 2003.  This is aimed at rewarding pensioners over 65 with low incomes who received nothing from the Pensions Guarantee Credit.  It is aimed at rewarding those who have saved and contributed to pension schemes.  The system works by paying pensioners 60p in the £1 for every pound earned over an amount approximate to the Basic State Pension level (£102.15 per week) up to a stated level. For example if a woman had an occupational pension of only £32.40 the Savings Credit would reward her with a Credit of £20.52 a week (£34.20 x £0.60) to give an overall income of £156.87 a week. Once an individual receives about £190 a week in Basic State and Additional Pension it is unlikely they would receive any Savings Credit.
15) Annuities

An annuity is a product that members of Defined Contribution schemes must buy from a financial company. It is a regular series of cash payments for the rest of your life in return for your pension fund.  The annuity rate is the rate of annual pension given for every £100 of pension fund.  Rates vary by age and gender and are influenced by interest rates.  A male age 65 for a £100 fund might get an annual pension of about £6.50 (with no pension increases and no widow’s benefit).  Annuity rates have recently dropped and new schemes have been developed to try to combat this, e.g. delaying buying an annuity until 75 and drawing down income from the holder of your pension fund (at a cost) until then. Another attempt to alleviate poor annuity rates is to only turn parts of the fund into an annuity, as you need it and leaving part of it invested to get possibly a bigger pension fund if the investments grow. Obviously if you have a big fund over £100,000 pound this gives you more flexibility. If you have no other sources of income and a small fund you will need to convert it to an annuity to access all of it.
16) Occupational Funded Schemes 

Funded Schemes have a real pot of money and assets from which they pay out the pensions as they fall due. Contributions are invested in a portfolio of products to give short, medium and long term returns. For example the Local Government scheme is a funded scheme.
17) Occupational Notionally Funded Schemes
Notionally Funded Schemes have no real available pot of money or assets. Contributions are sent to a central source and the Government provides an equivalent of investment returns to a central source. This money is then used to pay out pensions as they fall due. For example the NHS is a Notionally Funded scheme.
18) Pay As You Go Schemes
Pay As You Go Schemes are schemes with no funds (real or otherwise). The contributions of the employer and the employer have to match and fund the pensions as they fall due. For example the Fire Fighters Pensions Scheme is a Pay As You Go scheme.
19) Trust Schemes

Occupational Funded Schemes in the Private Sector have their funds held in trust. They appoint Trustees who technically hold the funds on behalf of the beneficiaries. The Trustees are governed by Trust Law.
20) Statutory Schemes

Occupational Schemes in the Public Sector do not have trustees. These schemes will have ‘Officers’ acting in the best interests of the schemes; however these schemes are governed by Statute Law (Acts of Parliament). 
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