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& What is a pension?

A pension (also referred to as a pension scheme or retirement plan) is a long term
financial arrangement where you contribute regularly to accumulate a pension fund
that provides you with a regular weekly income when you retire, i.e. when you are no
longer earning a regular income from paid employment.

The main difference between a pension and other types of regular savings and
investments is that in the UK pensions currently have the following tax advantages:

v Your regular savings amounts get tax relief, i.e. if you save £80 per month
this could turn into £100 per month as a result of the government giving
you back the tax you would have normally paid on it, depending on your
tax rate.

v~ Capital gains and income tax are not charged as your savings grow.

v~ You can take up to 25% of your savings out as a tax free lump sum when
you retire.

You can pay as much as you like into a pension scheme but tax relief is only
available up to a maximum of 100% of your earnings.

A basic state pension, known
as "Old Age Pension" was
introduced in the UK and
Ireland in January 1909,
following the passing of the
Old Age Pensions Act 1908.

The original intention of the 'Old Age Pension' was to prevent poverty in old age and
this is still true of the current basic state pension scheme introduced by the
Government in 1948. In 1909 you had to be 70 years old to claim the pension, which
subsequently changed to 65 for men and 60 for women. From 2010 this is gradually
being equalised again for women, with the state pension age increasing by half a
year each year to become 65 by 2020. The Government plans to gradually increase
it back up to 68 for both men and women by 2046.

The minimum age you can start drawing from a pension fund is 55, as at 6 April
2010, and you can defer drawing from your pension until age 75 if you want to
continue working or have other income to support you.

A mixture of state, public sector and private sector pension schemes are available in
the UK. The variety and complexity of UK pensions can make them very confusing,
whether you are just starting to think about organising a pension or are close to
retiring. So, in addition to the Basic State Pension this booklet looks at the other
different types of pensions, along with things to consider, to enable you to make an
informed decision about which type of pension might be right for you.
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4 Why do you need a pension?

It's not compulsory to have a pension but it's a good idea to think about one,
especially if you don't have a large lump sum or any alternative income to fall back
on when you retire.

The reality is we are living longer, Office for National Statistics' trends tables show
the life expectancy of our population is rapidly increasing:

Year Age women expected to live to Age men expected to live to

1901 49 45
2008 81 77
2058 89 86

One of the effects of living longer is that retirement can last for tens of years, so how
do you support yourself for those years if you don't have an income from
employment?

Apart from needing to pay for basic living costs such as accommodation, food and
utilities, you'll potentially have a lot of time on your hands which you may want to use
to travel or pursue hobbies or interests, having enough money to do these things
may become very important to your overall quality of life.

You will usually qualify for some
form of state pension but even the
maximum state pension may not be
enough to comfortably retire on.

When the first 'Old Age Pension’' scheme was introduced in the UK in 1909, only
people earning less than £21 per year qualified for it, this low threshold was set to
encourage people who earned more to make their own provisions for their retirement.
The same applies today as the Basic State pension is currently around £90 per week
for a single person and around £140 per week for a couple.

Taking advantage of the Government contributing via tax relief, or your employer
contributing to your pension scheme on your behalf, can significantly increase how
much you can accumulate, when compared to what you might be able to save and
invest by yourself.

In all cases the earlier you can start contributing to some sort of pension scheme the
better!
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Before you decide whether a pension is right for you it's important to know about the
different types of pensions available. In the UK pensions can broadly be split into

three categories:

State Pensions - offered by the Government

Company or Occupational Pensions - offered by Employers to their staff
Personal Pensions - offered by Insurance companies, Finance
companies, Banks, Building Societies etc.

The following pages outline these in more detail:

State Pensions Description

Basic State
Pension

Additional or
State Second
Pension (S2P)

Over 80
Pension

Depends on the number of qualifying years you make
National Insurance contributions for. Changes to the Basic
State Pension made on 6 April 2010 mean men born on or
after 5 April 1945 and women born on or after 5 April 1950
now only need to have:

o 30 qualifying years to get a full basic state pension

o 1 qualifying year to get some basic state pension
Parents and carers can also obtain National Insurance credits
to build up their qualifying years.

You can qualify for an additional state pension if you are
under state retirement age and are:
o employed and earning over £4,940 (from any one job)
« looking after children under 12 years old and claiming
child benefit
e caring for a sick or disabled person for more than 20
hours a week and claiming carer's credit
o aregistered foster carer and claiming carer's credit
e receiving certain other benefits due to illness or
disability
Employed people do not usually build up additional State
Pension if they are in a personal or occupational pension
scheme that 'contracts out' of the Additional State Pension.
Until April 2002, the Additional State Pension for employees
was called the State Earnings-Related Pension Scheme
(SERPS).

Unlike other State Pensions, this is not based on National
Insurance contributions. You can qualify if you:
e are aged 80 or over
« don't get basic State Pension, or your basic State
Pension is less than £58.50 a week
« live in England, Scotland or Wales, and have done so
for 10 years or more.




National Insurance Contributions and your earnings (if you haven't contracted out of
the Additional State pension) determine what you get under a state pension.
Contributions you make while working go straight towards paying for pensions being
claimed now, so when you retire your pension will be paid for by the current
generation of workers.

For full details of State Pensions, including enquiries about your own state pension
entitlements, refer to the UK Government website:
www.direct.gov.uk/en/Pensionsandretirementplanning/StatePension
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http://www.direct.gov.uk/en/Pensionsandretirementplanning/StatePension/index.htm

5 Company or occupational pension schemes
offered by employers

If your employer manages a pension scheme you will usually be offered this when
you accept a job with them. It is not compulsory to join an employer pension scheme,
but if you are lucky enough to be offered one through your employer it can be a very
good way to top up your state pension. Not only can you benefit from employer
contributions, but some employers also offer:

life insurance paying a lump sum and/or pension to your dependants if

you die while working for that employer

a pension if you have to retire early because of ill health

a pension for your spouse and other dependants when you die

Your employer does all the paperwork on your behalf and arranges for your
contributions to be automatically deducted from your pay before you receive it. Some
employers also offer a 'non-contributory' scheme where they pay into the pension on
your behalf and you don't have to pay anything.

Employer Pensions Description

Also known as Defined Benefits, Salary Related or
Superannuation schemes. Guarantees a fixed level of income
based on your salary and number of years in this job. Accrual
rates depend on length of service, i.e. you may be offered 1/60th
of your final salary for every year you're a member of the
scheme. If you worked for 40 years at this accrual rate you would

Final Salary Pension get 2/3 of your salary as your pension. This is the maximum you
can accrue, most schemes offer accrual rates of 1/80th or
1/120th of your final salary. Mainly offered by Public Sector and
Local Government employers. A very good scheme to have as
your pension amount is guaranteed, not being dependent on
investment returns; but, many of these schemes are now being
closed or frozen due to the long term costs to employers.

Also known as Defined Contribution or Money Purchase
schemes which build up a pension fund using your contributions,
your employer's contributions, investment returns and tax relief.
Employees (and usually the employer too) pay into a retirement
fund which is invested, for example, in the stock market by the
employer, through a Trust or Small Self Administered Scheme
(SSAS). On retirement the employee has a retirement fund to
take a tax free cash lump sum and/or buy an annuity (a financial
product providing an income for the rest of that person's life). The
size of the employees' retirement fund depends on how well the
funds' investments have performed and is not guaranteed.

Occupational
Pension

These are also money purchase schemes. Different to
Occupational pensions, the employer negotiates a cheaper group
rate with an external pension provider on your behalf and a
personal contract is then set up directly between you and the
provider. Your employer deducts contributions from your pay and
sends them to the pension provider along with any employer
contributions.

Group Personal or
Stakeholder Pension
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Employer pension schemes are regulated by The Pensions Regulator, a regulatory
body for work-based pension schemes in the UK, established through the Pensions
Act 2004. The Pensions Regulator has been set up to:

v Protect the benefits of members of work-based pension schemes

v~ Promote good administration of work-based pension schemes

v~ Reduce the risk of situations arising that may lead to claims for
compensation from the Pension Protection Fund.

From 2012 all UK employers
will by law be required to
automatically enrol their

employees into some sort of

pension scheme —

ask your employer how this may

affect you.

Your employer will have records of your pension and should be able to provide
pension information and assistance to you throughout your employment with them. If
you change employers your pension may stop from the date you leave but is usually
retained for the years you worked there. Always check Employers' leaving policies in
these cases.
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Y Personal or private pension schemes

If you don't have an employer pension scheme, are self-employed or want to
increase your pension further, personal or private pension schemes can be a good
option. Personal pensions can offer a wider range of investment choices and
flexibility not always offered by State or some Occupational schemes.

Whereas state and employer pension schemes are set up and managed on your
behalf, personal pensions can be set up directly by you and/or your financial adviser.
Personal or private pension schemes are offered through providers such as
Insurance companies, Finance companies, Banks and Building Societies etc. The
three main types of personal pensions are outlined in the table below:

Personal Pensions  Description

These are money purchase schemes, which build up a
pension fund using your contributions, investment returns and
tax relief. You select a pension provider, either directly or via
an independent financial advisor, then arrange to pay
contributions and choose from the range of investment
options on offer. They can offer more flexibility i.e. draw
pension any time between 55-75 years, and have flexible
contribution and investment options. The final amount of the
Personal Pension pension fund is dependent on:

e how much you pay into the fund

e how well your investments have performed

e what charges have been taken out of your fund by

your pension provider.

Charges for managing schemes vary depending on who you
use. Your investments are managed for you within the pool of
funds you have chosen.

Similar to personal pensions but these must meet minimum
standards set by the Government, including:

limited charges

low minimum contributions

flexible contributions

penalty-free transfers

a default investment fund, i.e. a fund your money will
be invested in if you don't want to choose one.

Stakeholder Pension

A money purchase scheme for people who want to manage
their own pension fund, dealing with, and switching
investments for themselves. These often have a wider range

Self Invested Personal  of investment options and higher charges than other personal

Pensions (SIPPS) pensions. More suitable for large pension funds and
experienced investors. Alternatively you can pay for an
authorised investment manager to make the investment
decisions for you.
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You can also top up personal and stakeholder pensions and some occupational
schemes by making extra contributions via:

Additional Voluntary Contributions (AVCSs) - by paying contributions into a
scheme run by your employer to boost your main pension.

Free-Standing Additional Voluntary Contributions (FSAVCS) - separate
from your employer’s pension scheme and normally run by an insurance
firm.

Most pension schemes will provide you with a statement each year showing your
contributions so far and projected (estimated) pay out figures at future dates.

Although you know exactly what your contributions will be with a personal pension
scheme, you won't know what your final pension amount will be, it can't be
guaranteed because investments can go up or down. Because of this element of risk
it is recommended you seek the assistance of an independent financial advisor who
is a pension specialist, unless you are an experienced investor yourself.

Independent financial advisers can help you work out what will be enough for you to
live on in your retirement taking into account:

Your current age

Your current finances

Your employment status and prospects

Any other pension schemes or savings you have
Your long term financial requirements.

They can identify which type of pension scheme and which provider will be best for
your needs.

It is also very important to ensure the provider you select is regulated by the
Financial Services Authority.

sk financially 52

AN




?

B Shopping around for a personal pension

As with most finance products, personal pension schemes are available from a large
number of providers in the UK, the key players amongst others include:

Aviva

AXA

Friends Provident
Legal & General
Prudential
Scottish Widows
Standard Life

Setting up a pension is a long term financial commitment which can have a
significant impact on your retirement, positively if you get your pension right, or
negatively if you don't. Pensions are one of the most complex financial products
available in the UK so wherever possible take the advice of an Independent Financial
Adviser who is also preferably a pension specialist.

Before committing to a personal pension, The Consumer Financial Education Body
(CFEB) an independent body, established by the Financial Services Authority
suggests you try to answer as many as the following questions as you can:

How much can | afford to pay regularly? Some pensions can start as low
as £20 per month.

When do | hope to retire? Do you want to carry on working after state
retirement age?

What savings, investments or other assets do | have?

Will my partner have a pension?

What am | likely to get from State Pensions?

What do | know about investing my contributions and how do | feel about
investment risk?

Always ask for a Key Features document from pension providers or from your
financial adviser, these documents will provide important information on:

Any minimum contribution amounts you have to commit to
Whether contribution amounts can be varied or stopped

Fund choices offered, i.e. UK and overseas

equities, fixed interest, cash and commercial

property

The scheme charges, i.e. pension contribution insurance,
annual management charges, portfolio charges, switching fees
between funds or transfer charges

Any exit penalties such as Market Value Reductions (MVRS),

if you want to switch to another pension

Any other charges that may affect your investment returns, high
charges do not necessarily mean better performance

What happens if you can't keep up with your contributions as a result
of illness or redundancy

What any dependents may get if you die

Whether loyalty bonuses are available

What age you can start taking your pension, and if this can be altered.
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You can take advantage of independent online comparison sites which compare
different products and packages from the leading pension providers. It's important to
take your time to compare as many providers as possible if you're doing it yourself, to
make sure you understand what's available. We've included a link below to a
respected independent comparison site to help start your research:
www.beatthatquote.com/pensions Compare Pensions: Stakeholder Pension,
Government Pension, Work Pension, Private Pension, Personal Pensions, Self
Invested Personal Pension (SIPPs).
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Frequently asked guestions

Here are some frequently asked questions and their answers which may also assist:

&
%} What does 'contracting out' mean in relation to the Additional State
Pension?

The UK Government's Directgov website provides a good explanation of this as
follows:

"Some pension schemes are set up to provide a pension instead of all, or part, of the
additional State Pension. This includes some company, stakeholder and personal
pension schemes. When you join one of these pension schemes, you are said to be
‘contracted out' of the additional State Pension. While you are contracted out, you will
not normally build up additional State Pension, but you are compensated for this,
depending on the type of scheme you are in:

if you are in a company or occupational pension scheme, both you and your
employer pay a reduced rate of National Insurance contributions.

if you are in a stakeholder or personal pension scheme, you pay full rate
National Insurance contributions but the government pays part of those
contributions into your pension scheme for you.

Contracting out of the additional State Pension does not affect your basic State
Pension. It is not possible to contract out of the basic State Pension. From 6 April
2012 you will no longer be able to contract out of the additional State Pension
through:

a personal or stakeholder pension scheme
a company or occupational pension scheme which is contracted out on what
is called a ‘money purchase’ or ‘defined contribution’ basis.

If you are in a company or occupational pension scheme, your employer can tell you
if it is contracted out on a ‘money purchase’ or ‘defined contribution' basis. If you are
contracted out through one of these schemes on 6 April 2012, you will automatically
be brought back into the additional State pension. You will begin to build up
entitlement to the additional State Pension from this time."

&
¥} Is there a limit on how much | can put into a pension scheme?

There is no limit to how much you can contribute to salary related or money purchase
schemes BUT you will only get tax relief up to certain amounts, these limits as at
2010/11 tax allowances are up to 100% of your earnings (and then up to an annual
maximum of £255,000 - this is set by HM Revenue and Customs and changes each
year). There is also a lifetime allowance which limits the amount you can accumulate
free of tax in all your pension funds when you come to draw your benefits. This is
currently £1.8m, you have to pay tax on any excess over the £1.8m allowance.
Salary-related pension scheme benefits are given a value which counts towards the
£1.8m lifetime allowance. Any amount above the lifetime allowance can be paid as a
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pension benefit but is subject to tax of up to 55%. You may still have to pay tax on
your income when you start to draw the pension.

&
¥} What is Pension Credit?

The Pension Credit is not a pension but a means tested benefit which was introduced
on 6 October 2003 and replaced the Minimum Income Guarantee (Mig). It is
administered through the Government's Pension Service. The Pension Credit is
designed to help pensioners on low incomes who have some savings. The benefit is
split into two parts:

The Guarantee Credit - can be claimed by pensioners who are 60 or over.
Low income pensioners who claim this may also get help with council tax and
housing costs.

The Savings Credit - can only be claimed by pensioners who are 65 or over
and rewards pensioners who have a second pension or modest savings.

&
¥} What does it mean when a pension is 'frozen'?

The term 'frozen' can refer to an an occupational pension scheme where pensions
owned by employees who no longer work for the sponsoring employer are 'frozen’
until retirement age. Frequently, if the amounts are small, the member and the
scheme administrators lose touch with each other, and as a result the pension is
never claimed. The term 'frozen' can also relate to state pensions where the UK
Government can 'freeze’ state pensions for pensioners who live in certain overseas
countries. Not all countries are included in the "frozen" list, most Commonwealth
countries are included in the frozen list, and some non-Commonwealth, non-
European countries. Countries on the list mean UK pensioners get the same
indexation as pensioners resident in Britain. All British State pensioners receive their
pension based on the level of their compulsory contributions to the National
Insurance Fund, and as payments are made within the UK they are all at the same
level. However, if the beneficiary moves abroad, their level of pension is dependent
on where they live.

&
¥ What is the Pension Protection Fund?

Like The Pensions Regulator, this is a non-departmental public body established by
the Pensions Act 2004. The Pension Protection Fund (PPF) is a compensation
scheme for members of eligible defined benefit pension schemes where the
sponsoring employer becomes insolvent and the scheme is underfunded.
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% Where can | go to get more help?

The following links may also provide additional help and information:

The Pensions Advisory Service (TPAS), is an independent voluntary organisation,
grant-aided by the Department for Work and Pensions (DWP). They provide
information and guidance on all pension matters, including state, company, personal
and stakeholder schemes. They can also help if you have a problem, complaint or
dispute with your occupational or private pension arrangement.

For tax enquiries regarding your pension or gquestions about how your pension and
entitlements may be affected if you move abroad HM Revenue and Customs have
some helpful online fact sheets at: www.hmrc.gov.uk/pensionschemes/simplification-
factsheets

Reputable pension providers and scheme administrators should be a member of the
Financial Services Association (FSA). Check the FSA register at
www.fsa.gov.uk/Pages/reqister/ to see whether your provider is registered and
regulated by the FSA.

If you've lost details about a pension scheme (including work related pensions) and
need help contacting the provider, The Pension Tracing Service may be able to help.
Find out what the service can do for you and how you can contact them at:
www.direct.gov.uk/en/Pensionsandretirement

The BBC raw online site
www.bbc.co.uk/raw/money/saving_up/planning_for_retirement.shtml has helpful
information, questionnaires and real life case studies to help you start planning for
your retirement.

The Pensions Regulator offers a helpful guide called Are your contributions being
paid on time? for individuals who are members of work related pensions:
www.thepensionsregulator.gov.uk

Personal pensions are complex so always take independent financial advice, find a
suitable Independent Financial Advisor who is also a pension specialist through
unbiased.co.uk.
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