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Don’t turn down deferred pay, you
could be giving give away £450,000

• If you opt out of the pension scheme provided to you by
your employer then you could be giving away anything
from the current auto enrolment legal minimum of 2%
of pensionable salary (as at 6th April 2018) and 3%
(from 6th April 2019) to above 20% in some schemes.
• Insurer Aegon has said that over time, workers’
contributions plus their employer’s contributions can
grow to very substantial sums – and someone on
average earnings who chooses not to join their
workplace pension scheme at age 22 could potentially
lose out on pension savings of £450,000 by the time
they reach 68.
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Don’t give away 20% tax relief

• You get tax relief when you pay money into your
pension.
• A basic-rate tax payer gets 20% back on their pension
contributions, a higher rate payer 40% and top rate
payer 45%.
• For a basic-rate taxpayer for every 80p you pay into
your pension, a further 20p is put into your pension
scheme by the government in the form of pensions tax
relief.
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A pension can provide life assurance

• Most pension schemes will provide a lump sum in the
event of your death for the dependants you choose.
• Some may also pay a survivors pension to a dependant.
• If you die before you reach pension age then when you
pass on your pension savings to your dependant it will
be taxed less than other types of savings.

“

”

• If you die before 75 you can usually pass your pension
on tax-free.
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A pension can provide an income if
you suffer ill health

• Many pension schemes will provide a pension that can
be paid early if a member suffers ill-health.
• For other pension schemes this will be provided for by
an insurance company in the form of a lump sum and
or a life annuity pension.
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You can get up to 25% of your
pension savings tax-free

• In some defined benefit (DB) pension schemes members
will receive a tax-free cash sum without having to
exchange any of their annual pension.
• In other defined benefit pension schemes members
might chose to reduce some of their pension in
exchange for a tax-free lump sum.
• In defined contribution (DC) schemes a member can
take up to 25% as a tax free lump sum.

6
•

A minimum of 15% pension
contributions needed to avoid future
pensioner poverty

A report by the Independent Review of Retirement
Income (IRRI) says a national retirement savings target
of 15% of lifetime earnings should be adopted “to
avoid future pensioner poverty”.

• Two-thirds of pre-retirement income is seen as an
acceptable level of pension’s provision by many pension
commentators. It will take contributions greater than
15% to achieve this.
• There is an adage that suggests that people should be
paying half of their age in percentage terms into their
pension (for example, a 30 year-old should pay in 15%,
a 40 year old 20%). These contribution levels,
depending on market performance, would be more
likely to provide an acceptable level of pension
provision in retirement.
• However, the problem with this rule of thumb, if
followed literally, is that you will miss out on the
compound interest that could accumulate by
contributing more earlier rather than later (see point 8).
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State Pension on its own will not be
enough to live on

8

You need to start making pensions
savings now – you’re missing out on
interest

8
• The full basic State Pension is currently only £125.95
a week.
– for men born before 6.4.1951.

– for women born before 6.4.1953.

– The full new State Pension is currently only £164.35
a week.

– for men born after 6.4.1951.

– for women born after 6.4.1953.

• Loughborough University publishes a minimum income
standard, which it considers to be a good measure of
how much money someone needs to participate in
normal life in the UK.
• In 2017, the university's Centre for Research in Social
Policy said single people needed to earn at least
£17,900 a year (£344 a week) before tax, and couples
with two children at least £20,400 (£392 a week) each
to achieve the minimum income standard.

• So clearly, relying on State Pension alone isn’t going to
be enough, particularly when you consider that you are
waiting longer to receive it.

• Albert Einstein famously said: “Compound interest is
the eighth wonder of the world. He who understands it,
earns it. He who doesn’t, pays it.”
• The chart below shows why starting your pension
early is key.

• It is based on contributing £250 a month with assumed
annual interest of 6%. This does not take into account
any tax relief that you are entitled to which would go
on top.
• If you start your pension aged 25, your pension savings
at 65 would be £524,851.

• If you start your pension aged 35, you would have
pension savings of £269,669 – 48% less than if you
had started at aged 25.
• If you start your pension aged 45, you would have
pension savings of £127,176 – 75% less than if you
had started at aged 25.
• If you start your pension aged 55, you would have
pension savings of £47,609 - 90% less than if you
had started at aged 25.
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