
 

 

                                                                                

 

PENSION 

 

What is pension? 

A p           

• M                v r         r  

•      wh       r   r   r r      w rk 

•         pp r    b     r   p    r      h    v r      (v     x r     ) 

Y              ’                      r        , wh  h h  p    k    r   h  

          h r  wh       r               

How pensions typically work 

Most pensions follow this pattern: 

1  Y       r b    

A p r           r     r               r p        

2  Y  r   p    r           r b         

M    w rkp     p                  p    r     r b        

3  T x b        

P           r b               r    v    x r     ,     h                 

 h     r      v      

4  Th             v      

I ’    v      (             ,  h r  , b    )            r w  v r       

5  Y                 r 

Wh       r   h r   r         ,          

o T k  r     r        

o T k               p     

o  r    b    b  h 

Main types of pensions (high level) 

1  S     P       

• P    b   h    v r      

•             r N        I   r     r   r  

• Pr v       b           ,                  h         w  

2  W rkp       E p    r P       



 

 

                                                                                

 

• S    p b     r   p    r 

• C   r b        r       +   p    r 

•   r             h     

•         D       C   r b      (DC) p       

3  P r        Pr v    P       

• S    p b      p r        

•              ’r         p       r w         v   x r  

Two important pension models 

Defined Contribution (DC) 

• Y   b       p            

• F     v       p          

o   w    h         r b    

o I v        p r  r      

• M        r  w rkp     p         r  DC 

( h           wh          r     r      ) 

Defined Benefit (DB) 

• P         r                 r   r      

•              r         r       rv    

•               w,            r   h     

Why pensions matter 

• P  p     v       r,    r   r               20–30    r  

• Th  S     P                                 h 

• S  r       r     k     h         r               p        

• E p    r     r b        r         v    “ r        ” 

UK Pensions – The Big Picture 

In the UK, retirement income usually comes from three layers: 

1  S     P       –  r    h    v r      

2  W rkp     P       – v      r   p    r 

3  P r      P       –  rr      b      ( p      ,   p  p) 

1. State Pension (baseline, not enough on its own) 



 

 

                                                                                

 

Wh         

• P    b   h       v r      

•             r N        I   r     (NI) r   r  

Key points 

• Y     r           35 q          NI    r    r  h              

• P     r   S     P           (  rr           60 , r       v r     ) 

• I  pr v       b           ,            r  b   r   r      

     In practice, the State Pension is a foundation, not a full solution. 

2. Workplace Pensions (the most important for most people) 

A w rkp     p               p b     r   p    r         h       r   r      

v h       r           p        

How UK workplace pensions work 

• Y       r b      %       r     r  

• Y  r employer also contributes 

• C   r b       r    v  tax relief 

• Th             v           p       p   

• A  r   r     ,             h   p      x b   

M       w rkp     p         r  Defined Contribution (DC)   h      

Auto-enrolment (UK-specific) 

     w  

• E p    r       automatically enrol      b     p       

• Y        p     , b        p  p    h     ’  

A      r           r    

• Y     v               

• Y   r    v    p    r     r b       

• Y   b        r     x r      

Defined Contribution (DC) – what this really means 

I    DC   h     

• Th r     no guaranteed income 

• Y   b       pot of money 



 

 

                                                                                

 

• F               p          

o C   r b       

o I v         r w h 

o   w     wh       w  h r w    

Th       h  standard UK model today  

Employer contributions (the key advantage) 

Th      wh  w rkp     p         r     p w r     

• E p    r     r b        r  extra pay you only get via a pension 

• I         ’  p r    p   ,     lose that money 

• N  p r      p           r p        h   b       

S         p    r           r salary sacrifice, wh  h  

• P    p           r b         r       r       r  

• C   r      National Insurance 

• I pr v     x            

When you can access a workplace pension 

• N r       r   age 55 (r         57) 

• Y      not            p w rk    

•  p                

o T x  r      p     ( p           ) 

o F  x b    r w  w  

o C  b           b  h 

Pros and cons of workplace pensions 

Pros Cons 

• Employer contributions 

(huge) 
 

•           v         h     

(         ) 

• Tax-efficient 
 

• T         p        ( h   h 
 r     r b  ) 

• Simple and automatic 

 

 

• Often low fees due to 

scale 
 

 

 



 

 

                                                                                

 

3. Personal Pensions (your own, flexible top-up) 

A p r      p                       p    r    ,     p             r 

  p    r  

What counts as a personal pension 

C           p    

• Personal Pension 

• SIPP (Self-Invested Personal Pension) 

Th       w rk     r  h         x r      

How personal pensions work 

• Y       r b     r      r net pay 

• Th  pr v   r        basic-rate tax relief   r     

•    h r r    r         r         v      r   x r   r  

• M          v      

• Y                 r  h       p       r        w rkp     p        

When personal pensions make sense 

P r      p         r             

• Y   w    more investment control 

• Y   w       save more than your workplace allows 

• Y    h     j b   r q       

• Y  ’r         p      

• Y   w                       p        

Th    r          not a replacement   r        w rkp     p      — h   

 r    supplement 

Pros Cons 

• Full control over provider 

and investments 

• N    p    r     r b       

• Flexible contribution 

levels 

• Y            v              

• Portable and independent 

of employment 

• F    v r  w      

 

 

Workplace vs Personal Pension – UK Comparison 



 

 

                                                                                

 

 

 

How much should you contribute towards pension? 

F    w  h     p  b   w  

Step 1: Lock in the “non-negotiable” minimum 

A w        r b         h         h    x       p    r     r b      

Wh   

• E p    r p           r b        r   x r     p         

• I         ’      r b         h,            p    r       

Step 2: Understand your “total contribution rate” 

I   h    ,      w           r   r        r  b     w  h 15–25%        r  

           p         v r       

Step 3: Use a simple age-based benchmark (UK-appropriate) 

Th        decision guide,                 v     

 

I     r employer already contributes heavily,    r p r          r b      

    b  lower    h    h              

Step 4: Decide your personal contribution 

W rk b  kw r    



 

 

                                                                                

 

1  Ch  k    r employer % 

2  D         r target total % 

3  T p  p  h       r     

Example 

• E p    r     r b      10% 

• T r           20% 

• Y  r     r b       ~10% 

Step 5: Use salary sacrifice where available (UK tax efficiency) 

I      r     r          v    b  , p           r b       b      cheaper  h   

 h      k  

Step 6: Know the UK limits  

 

• Y           r b     p    100%      r       

• T x r    v   p         v         pp   b   h  A      A   w     

(£60,000)   r      p  p   

• Salary cannot fall below National Minimum Wage 

 

Step 7: A very practical decision formula 

• C   r b         h         h         p    r     h 

• Th     k,     I      r  b      r     b  +1–3% w  h              p   ? 

Step 8: Bonus & lump sums (optional accelerator) 

     p                  

• P   some or all of a bonus      p       

• M k  one-off lump sum contributions 

• D   h   v    h  p       p r   

Summary: 

I   h    ,  h  r  h  p           r b         r   w  h   x          p    r 

    r b      ,  h   b          w r              r b         r   h   15–25% 

       r   v r    r   r  r  S   r     r        k   p         v     h  p r 

 h         k ,              r     —  p          r  —     r   r   r   h   

p r         Y  r         ’       x          r b      , b       v    

    r   v    wh            b     


