Pensions may be confusing but that's
no excuse. Get to grips with them here.

If there’s one thing everyone’s agreed
on, it's that pensions are confusing.

But they’re important too. The Employee
pension scheme (EPS) is one of the pillars
of our retirement income, whilst
occupational and personal pensions are a
key vehicle for long-term savings.

While it’s essential that we get to
grips with pensions, we needn’t go to
the other extreme. Pensions should
only be one part of an overall long-
term investment plan. Balancing your
investments is crucial as it helps to
manage risk.

However, it's good to remember that

your pension contributions are tax
efficient. All growth within the pension is
also tax efficient. And, of course, pensions
keep your money out of temptation’s way
until you retire. The downside is that you'll
have to pay tax on your pension income.

Here's an overview of the types of
pension you might encounter — how
they work, who's actually paying for
them, and how you’ll get your money
when you retire.

The basic EPS pension may not
amount to much but it is one of the pillars
of our retirement income.

Let’s look at some of the
other options.

You may well have an ccupational pension
These are offered only by few employers and

that too only to few categories of employees.

They come in two varieties: the defined
benefit pension (usually a final salary
pension) and the defined contribution
pension.

There’s plenty of time
to start a pension

You're right

The longer you leave it, the more
you'll have to save. So start as
soon as you can.

For employees, a final salary pension

is the most attractive scheme around.
That'’s because how the level of your
pension will be worked out is ‘defined’
in advance. What's more, employers

are the ones making the investment
decisions and taking the investment risk.

How it works is that the employer
makes provisions for your pension

and you contribute a set percentage
(some schemes may not even need you
to contribute). When you retire you'll
generally have the option of taking a
tax-free lump sum and will receive a
retirement income, usually based on a
percentage of your final salary, which
depends on the number of years you've
been in the pension scheme.

This income is worked out by a simple
calculation. For example, a scheme
might offer 1/60th of your final salary
multiplied by the number of years
you've been working there. Therefore,
if you've been in a defined benefits
scheme for 20 years and your salary






