Pension Credit – A brief guide

This leaflet is only a general guide to Pension Credit and is not a full and authoritative statement of the law. The figures used in the text and examples are the rates that will apply when Pension Credit is introduced in October 2003.  

People age 60 and over – guarantee credit applies  

Pension Credit is replacing the Minimum Income Guarantee (MIG
). However, the principle of a guaranteed minimum income continues to apply.

For people age 60 or over, Pension Credit will guarantee an income of £102.10 (single person) or £155.80 (couple).  This is the standard minimum guarantee, which is the minimum amount the Government say they need to live on.

Extra amounts will be added to the standard minimum guarantee for those who have:

· relevant housing costs

· severe disabilities

· caring responsibilities

The resultant amount is the customer’s appropriate minimum guarantee. (If the customer is not entitled to any extra amount(s), their appropriate minimum guarantee will be the amount of the standard minimum guarantee).

· Entitlement to the guarantee credit will be calculated by comparing the customer’s income with their appropriate minimum guarantee.  The

guarantee credit will make up any shortfall between the two. 

Income – what will be taken into account 

Pension Credit concentrates on the main sources of income available to people over 60, not going into every penny of income from every source. Consequently, the level of intrusion into people’s private affairs will be radically reduced.   

The categories of income that are relevant to calculating the guarantee credit (such as state retirement pension, second pensions, assumed income from capital, earnings and certain benefits) are set out in legislation – appendix A provides a full list of what is taken into account. (This differs from MIG, which specifies that all income is taken into account unless specifically excluded).

This makes the Pension Credit assessment transparent and reflects the fact that some of the less common or more obscure income streams will be ignored. For example:

· cash in lieu of concessionary coal

· student grants and loans

· payments from family/ friends and charitable payments
· payments for children –such as child maintenance and child benefit

· strike pay 

are currently taken into account in MIG, but will be completely ignored in Pension Credit.

In MIG, claimants and their partners are excluded from any help if they work more than 16 or 24 hours a week respectively. There is no hours limit for claimants or their partners in Pension Credit, although earnings will be taken into account.

Savings and investments – what will be taken into account 

In MIG, people are excluded from any help if they have savings of £12,000 or more (or £16,000 for care and nursing home residents). Pension Credit abolishes this rule.  Savings below a threshold of £6,000 (£10,000 for those in care homes) will have no effect on entitlement. Unlike MIG, details of savings below £6,000 (or £10,000 for those in care homes) will not be recorded.

The other main change in Pension Credit is that less income is assumed from capital (£1 in every £500 or part thereof over the threshold, rather than £1 in every £250 under MIG). This means that customers can have an amount of capital that would have disqualified them from MIG, but not from Pension Credit.

Certain types of capital will continue to be disregarded when establishing the customer’s assumed income from capital. These include:

· ex gratia payments made to former Japanese Prisoners of War or to their surviving spouse

· special payments made to the customer or their partner (or the customer’s or partner’s late spouse) because of atrocities that happened during the Second World War

· the  value of the customer's home

· personal possessions

· the surrender value of insurance policies 

· any payments received from the following organisations: 

· Macfarlane Trust

· Eileen Trust

· Independent Living Fund

· The Fund

Unlike MIG, compensation payments made in consequence of a personal injury to the claimant or their partner will also be ignored.

People age 65 or over – Savings Credit applies

Single people age 65 or over (and couples where one member is 65 or over) may be entitled to a Savings Credit. This will reward pensioners who have modest income or savings.

The savings credit will be calculated by taking into account any qualifying income above a fixed threshold  – called the savings credit threshold. The threshold is £77.45 for single people (£123.80 for couples). Almost all income relevant to the guarantee credit is qualifying income and may be rewarded through the savings credit (see appendix A). 

The savings credit will give customers a cash addition calculated at 60% of the amount by which their qualifying income (upto the level of the standard minimum guarantee) exceeds the savings credit threshold. The maximum savings credit is £14.79 per week (£19.20 a week for couples). Only qualifying income above the level of the savings credit threshold will be rewarded
. 

If the customer’s income exceeds their appropriate minimum guarantee the savings credit will be reduced by 40% of the difference between their total income and appropriate minimum guarantee. (The level at which this reduction starts will vary, as the appropriate minimum guarantee is not a fixed amount).

Single customers whose appropriate minimum guarantee does not include any additional amounts (i.e - it is the same as the standard minimum guarantee) will qualify for the maximum savings credit if they have qualifying income of £102.10 (for a couple the figure is £155.80). The reduction will apply if their income is above that level.

Customers who receive an extra amount because of their circumstances 

(e.g – severe disability, caring responsibilities) will qualify for the maximum savings credit if their qualifying income is between the level of the standard minimum guarantee and their appropriate minimum guarantee. The reduction will apply if their income exceeds their appropriate minimum guarantee.

People age 65 or over – may be entitled to an assessed income period

Single people age 65 or over (and couples where one member is age 65 or over and the other at least 60) may not need to report any changes in money set aside for retirement for up to 5 years.  

This is called an assessed income period.

An assessed income period will normally be set for 5 years. During this time customers will not need to report changes to any: 

· second pensions (such as work pensions, stakeholder pensions, state second pensions, private pensions)

· income from annuities

· income from capital

They will need to report any other changes in circumstances.

A shorter period may be set if: 

· the money the customer has set aside for retirement is likely to change within 12 months of the decision on Pension Credit entitlement. For example, if a newly retired customer expects an endowment policy to mature 6 months after retirement, the assessed income period would be restricted to 6 months;

· in couple cases, the other member reaches age 65 within 5 years.  For example, in the case of a customer aged 67 whose partner is aged 62, the assessed income period would be set to run until the partner’s 65th birthday.

During an assessed income period income from second pensions and annuities will be automatically uprated using information provided by customers about the rate and timing of any increases.

Appendix B provides some examples of how Pension Credit will be calculated.

Appendix A

Income – what will be taken into account 

The categories of income that are relevant to calculating the guarantee credit are set out below. The majority of these will also be treated as qualifying income and rewarded through the savings credit (the few exceptions are shaded). A full or partial disregard applies to certain types of income  – in these cases any amounts disregarded will not be taken into account in the guarantee credit assessment or rewarded through the Savings Credit. 

Social Security benefits: 

· Bereavement allowance

· Widow’s Benefit

· Widow’s pension 

· Widowed parent’s allowance 

The first £10 will be ignored, as will any additional amounts paid in respect of children.

· Widowed mother’s allowance

The first £10 will continue to be ignored. Any additional amounts paid in respect of children will be ignored.

· Incapacity Benefit
Any additional amounts paid in respect of children will be ignored

· Severe Disablement Allowance
Any additional amounts paid in respect of children will be ignored

· Maternity Allowance
· Invalid Care Allowance (to be renamed Carers Allowance)

Any additional amounts paid in respect of children will be ignored

· Contribution based Job Seekers Allowance
· Industrial injuries benefit
Including Industrial Injuries Disablement Benefit, Reduced Earnings Allowance, Workmen’s Compensation and Pneumoconiosis scheme, and Industrial Death Benefit. Any elements paid in respect of mobility needs or attendance will be ignored

· All foreign social security benefits similar in nature to the above

Non-Benefit income:

· Payments from Retirement Pension 

This includes Category A, B, C, D retirement pension, any age addition, State scheme pension credits on divorce, graduated retirement benefit, SERPS. A notional amount will be applied for those who have deferred their state retirement pension. Any additional amounts paid in respect of children will be ignored.

· Regular payments from occupational and personal pension schemes
This includes UK and foreign equivalents.
· Payments from retirement annuity contracts

· Payments from non-pension annuities (such as a home income plan).

If from a home income plan, or similar and an associated loan is secured on the person’s home, the interest the person has to pay on that loan will continue to be offset.
· Earnings

This includes employer’s sick pay and maternity pay, Statutory Sick Pay, Statutory Paternity Pay and Statutory Adoption Pay 

The current earnings disregards that apply in MIG (Income Support) disregards have been carried forward into Pension Credit. Single pensioners will be entitled to a £5 disregard on their earnings, couples a £10 disregard and a £20 disregard will be applied in other prescribed cases (those currently entitled to the higher disregard will continue to receive it). Earnings that are disregarded will not be taken into account in the guarantee credit assessment or rewarded through the Savings Credit. 

· Working Tax Credit
· Income from boarders\ lodgers 

Pension Credit will continue to ignore the first £20, plus 50% of the balance of payment from each boarder where meals are provided.

· War disablement and war widow’s/widower’s pensions (including overage infirm allowance)
The first £10 will continue to be ignored.
The whole of any war widows supplementary pension – paid in addition to the normal pension to certain pre-1973 war widows – will continue to be ignored, as will the first £10 of other war pensions
· Foreign war disablement and war widow’s/widower’s pensions
The first £10 will continue to be ignored.
· Spousal maintenance payments 

· Royalties and payments made  under the Public Lending Rights Scheme

An earnings disregard will continue to apply if the payments relate to the claimant’s (or their partner’s) own work. 

· Pension paid by the German or Austrian Governments to victims of National Socialist persecution  

The first £10 will continue to be ignored.

· Assumed Income from capital

Normally actual income deriving from capital assets will be ignored, but an income (of £1 per week in each £500 or part thereof) will be assumed, based on the total value of the customer’s capital assets in excess of £6,000 (or £10,000 for people in residential care or nursing homes). 

Certain types of capital will be excepted from the deemed income rule (of £1 in every £500 or part thereof) and actual income received will be taken into account in the assessment. These are:

· Income from subtenants
The first £20 a week of rent from a subtenant will be ignored. This simplifies the current rates (abolishing the separate rule for heating).
· Regular payments from trusts   
Payments relating to a trust set up to compensate the claimant (or their partner) for a personal injury will be ignored. The current MIG disregards that apply to payments from a discretionary trust will continue to apply in Pension Credit.
· The capital value of the right to receive -

· income under a life interest or from a life rent;

· any rent if the customer (or their partner) is not the freeholder or leaseholder; 

· income from an annuity, or the surrender value of such an annuity

 Any actual income paid will be taken into account in full.

Concessionary or ex-gratia payments in lieu of any of the above will be treated in the same way as actual payments of the income in question
Appendix B

Examples

Have a look at the examples below, which show what happens depending on the customer’s level of income. All figures used are based on the rates that will apply when Pension Credit is introduced in October 2003.







	Example 7– Couple: Customer is over 65, partner is under 60 and is in receipt of JSA. The couple has housing costs and savings of £9, 219

Income


Customer retirement pension
          £  77.45





Customer occupational pension
          £  47.00





Partner JSA



          £  55.00





Assumed income







on £9,219 savings

    
           £   7.00

Total income



                                                      £186.45

Appropriate minimum guarantee [including £27.00 housing costs]
£182.80

Guarantee credit


                                                      £    0.00

Their qualifying income, which does not include the partner’s Jobseeker’s Allowance, is £131.45. This is £7.65 more than the savings credit threshold for a couple (£123.80), so their gross savings credit is £4.59 (60% of £7.65).

Qualifying income [£77.45 + £47 +£7]   
         = £131.45 


Less savings credit threshold

            £123.80


    
   
     


                       £  7.65 x 60%
       

Gross savings credit     
  

  
 £   4.59
Their total income - including the partner’s Jobseeker’s Allowance - is £3.65 more than their appropriate minimum guarantee, so 40% of this (£1.46) is taken away from their gross savings credit leaving a savings credit of £3.13.

Total income





 
                     £186.45

Less appropriate minimum guarantee


                     £182.80

Excess above appropriate minimum guarantee
                                £    3.65
Excess income £3.65 x 40% = £1.46

     Gross savings credit



              
£4.59


     Minus 



             

£1.46

     Savings credit




             
£3.13

Total Income



Customer retirement pension
£77.45





Customer occupational pension
£47.00






Partner JSA



£55.00






Assumed income








on £9,219 savings


£  7.00






Savings Credit 


£  3.13

Total weekly income





           £189.58



Example 2 – Separated woman over 65 – Does not have full basic retirement pension, but has a second pension





Income		Basic retirement pension		£  46.00


			Personal pension 			£  31.45


			Total Income				£  77.45	





Appropriate minimum guarantee	£102.10


Guarantee credit			£  24.65





Total weekly income					£102.10





The customer does not have full basic retirement pension. Consequently, she has no qualifying income (retirement pension and personal pension) above the level of the savings credit threshold (£77.45). Therefore, the customer is not entitled to a savings credit – only qualifying income above the level of the savings credit threshold will be rewarded.  





Example 1 – Single Person under 65 – Only income is the basic rate of retirement pension





Income		Basic retirement pension		£  77.45


			


Appropriate minimum guarantee	£102.10


Guarantee credit			£   24.65





Total weekly income 					£102.10


As the customer is under 65, the savings credit will not be considered.





If the customer were over 65, they would not be entitled to a savings credit because their qualifying income (basic retirement pension) does not exceed the level of the savings credit threshold. 			





Example 4 – Couple over 65 - Income includes second pension and is at the same level as their appropriate minimum guarantee





Income		Customer basic retirement pension 		£  77.45


			Partner retirement pension				£  46.00


			Partner occupational pension			£  32.35


			Total income			 			£155.80


Appropriate minimum guarantee			£155.80


Guarantee credit					£    0.00





Their qualifying income is £155.80. This is £32 more than the savings credit threshold for a couple (£123.80), so they will be entitled to the maximum savings credit for a couple of £19.20 [60% of £32].  





Qualifying Income [£77.45 + £46 + £32.35]				£155.80


Less savings credit threshold 						£123.80


£32 x 60%


£19.20





Savings credit								£19.20





Total income		Customer basic retirement pension	£ 77.45


				Partner RP					£ 46.00


				Partner Occupational Pension		£ 32.35


				Savings Credit				£ 19.20


Total weekly income							£175.00








Example 3–Single Person over 65 - retirement pension includes SERPS. Total income is below their appropriate minimum guarantee





Income		Basic retirement pension			£77.45	SERPS					£10.00


				Total income					£87.45


				Appropriate minimum guarantee             £102.10


Guarantee credit				£14.65


Income with guarantee credit						£102.10





The customer’s qualifying income is £87.45. This is £10 more than the savings credit threshold for a single person (£77.45), so the customer will be entitled to a savings credit of £6 [60% of £10]. 





Qualifying income [£77.45 + £10]					 =	£87.45


Less savings credit threshold						£77.45


£10 x 60%		£6.00	


									


Savings credit								£6.00





Total income			Basic retirement pension		£77.45


					SERPS				£10.00


					Guarantee credit			£14.65


					Savings credit			£6.00


Total weekly income							£108.10








Example 5– Couple over 65– Income includes second pension and exceeds their appropriate minimum guarantee 





Income	Customer & partner basic retirement pension		£123.80


		Customer personal pension				£  60.00


Total income							£183.80


Appropriate minimum guarantee 				£155.80


		Guarantee credit						£    0.00





Their qualifying income is £183.80. This is £60 more than the savings credit threshold for a couple (£123.80). Their gross savings credit is £19.20 (i.e – as 60% of £60 is more than the maximum savings credit for a couple the maximum amount applies).





Qualifying income [£123.80 + £60]	£183.80


Less savings credit threshold 		£123.80


£60 x 60% 


[up to the maximum couple rate]


Gross savings credit			£19.20


		  				 


Their total income is £28 more than their appropriate minimum guarantee, so 


40% of this (£11.20) is taken away from their gross savings credit. This gives them a net savings credit of £8.  





Total income									£183.80


Appropriate minimum guarantee						£155.80


Excess income above appropriate minimum guarantee		£  28.00





Excess income £28.00 x 40% = £11.20





Maximum savings credit			£19.20	


Minus 						£11.20


Savings credit				£  8.00





Total income		Customer & partner basic retirement pension	£123.80


			Customer personal pension			£ 60.00


			Savings credit					£   8.00





Total weekly income							£191.80





				











Example 6– Couple over 65 – Have full basic retirement pension, second pension and savings of £10,000





Income	Customer & partner basic retirement pension	£123.80


		Customer personal pension			£  40.00


		Assumed income on £10,000 savings		£    8.00			[i.e - £1 assumed for every £500 


or part thereof above £6,000]  


Total income						 £171.80


Appropriate minimum guarantee  			 £155.80


		Guarantee credit					 £    0.00





The customer’s qualifying income is £171.80. This is £48 more than the savings credit threshold for a couple (£123.80). Their gross savings credit is £19.20 


(i.e – as 60% of £48 is more than the maximum savings credit for a couple the maximum amount applies). 





Qualifying income [£123.80 + £40 + £8]  £171.80


Less savings credit threshold	      	£123.80


					        	£  48 x 60%


      	[up to the maximum couple rate]  


Gross savings credit		      	£19.20	





Their total income is £16 more than their appropriate minimum guarantee, so 40% of this (£6.40) is taken away from their gross savings credit. This gives them a net savings credit of £12.80.





Total Income									£171.80


Less appropriate minimum guarantee					£155.80


Excess above appropriate minimum guarantee				£  16.00





Excess Income £16.00 x 40% = £6.40





Maximum savings credit				£19.20


Minus 							£  6.40


Savings credit					£12.80





Total Income		Customer & partner basic retirement pension	£123.80


			Customer second pension				£  40.00


			Assumed income		


			on £10,000 savings			  		£   8.00


Savings credit					£  12.80





Total weekly income							£184.60



























































 





 





 





 





 






















































































� Income Support for people age 60 and over.


� If, for example, a customer does not have full basic state pension, but has other qualifying income (such as a second pension) only the amount of the total above the level of the threshold will be rewarded through the savings credit.  
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