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Plan comes together

Jeanette Makings | Head of financial education services
Close Brothers Asset Management

Who knew that the pension reforms
introduced in April 2015 would have so much
impact? Well, in truth, lots of people; pension
experts, employers, advisers, providers and,
we suspect, the government, all knew this
would be seismic, with providers and
employers bearing the brunt of the change
and individuals being the biggest beneficiaries.
The reforms were hailed as the biggest
change to pensions in 100 years, so what
trends are we seeing six months later?
To the relief of everyone except luxury car
manufacturers, individuals are acting sensibly
and with support are choosing all three of
their new choices: cash; using a bit of pension
to buy an annuity to cover essential spend;
and using the rest of their pension as flexible
drawdown. But they have not arrived at these
decisions on their own. Many employers have
put a lot of effort into introducing or
extending their communication and support
programmes, with 52% communicating the
reforms to all staff, 27% introducing financial
education or advice and 27% referring staff
to the Pension Wise service.
But the reforms have reached even further
than expected so soon after their introduction.
Although they apply to defined contribution
(DC) pensions, there has also been an effect
on defined benefit (DB) pensions. More
than half (52%) of organisations have
communicated the changes to DB members.
With 11% of employers seeing an increase in
members asking for transfer values, 11% have
introduced financial education or advice and
11% are considering DB closures or liability
management exercises.
The latest pension reforms are part of
the government’s plan to increase people’s
engagement with saving for their retirement.
These reforms, alongside auto-enrolment
and changes being made to the state pension,
aim to encourage more people to recognise
their role and take control of their pension,
both while saving and when they are drawing
their pension.

After only six months, it appears this
plan is working. The Close Brothers Business
barometer survey, published in July 2015,
shows that 33% of employers have seen a
significant increase in the number of younger
staff seeking guidance about their pension,
and 27% of organisations are increasing
pension engagement exercises for all staff,
not just those approaching retirement.
Are pensions the new craze? That may be
stretching the point but there is clearly
renewed and growing interest.
The hard work of responding to these
changes has not finished yet. The reduction
in lifetime and annual allowances being
introduced in April 2016 is a continued
headache for employers, with 67% saying it
will have some effect on their staff, principally
their higher-paid senior management. Having
provided affected staff with financial
education, modellers and access to advice,
many firms will also have to change their
remuneration structures to ensure replacement
benefits for these staff and some early
warning system for those approaching the
limits. And everyone in the industry is waiting
with bated breath for the response to the
consultation in pensions tax relief in
anticipation of what further changes we
can expect.
For now though, we should focus on
the positive. While employers have had to
mobilise and fund changes to their pension
schemes and communication plans to respond
to the changes, engaging staff more with their
pensions is arguably the Holy Grail for
employers. So, with more engagement for all
staff around their pensions and more financial
education being introduced, it is safe to expect
that a wave of knock-on benefits will follow:
increased engagement and productivity;
improved financial wellbeing; higher retention;
smoother transitions into retirement; and
helping to achieve businesses’ HR and wider
strategic objectives. Now that is an impressive
list of benefits ■

“ARE
PENSIONS
THE NEW
CRAZE? THAT
MAY BE
STRETCHING
THE POINT
BUT THERE
IS CLEARLY
RENEWED
INTEREST”
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Almost a third (30%) of respondents to the
Employee Benefits/Close Brothers Pensions
research 2015 say the most frequent
concern that staff have around retirement is
a lack of knowledge about how much they
need to contribute into their pensions in
order to achieve their retirement goals.
If an employee reaches their target
retirement age and finds that they do not
have sufficient savings to maintain the
standard of living they expect in retirement
then they may financially have no choice
but to remain in the workforce for longer.
This can present certain challenges for
employers, for example, how to attract
and retain talent when there are limited
prospects of career progression due to a
bottleneck at the top of the talent pipeline,
or how to ensure staff that work beyond
the age they had envisioned doing so
continue to be happy, motivated and
engaged in the workplace.
A further 14% of respondents cite
confusion around changes to pension
legislation as a commonly expressed
concern among staff who are thinking
about retirement.
A significant number of respondents are
communicating the pension flexibilities that
came into effect in April 2015 to staff; 52%
of respondents with defined contribution
provision in place have communicated

the reforms to all staff or those approaching
retirement, 32% have or plan to communicate
the changes to active defined benefit
members or those approaching retirement,
and 20% have or plan to communicate
the reforms to all deferred and active
scheme members.
Furthermore, 67% of respondents will
use communications to support staff that
will be affected by the reductions in lifetime
and annual allowances, which come into
force in April 2016.
However, 51% say employees have
shown a partial understanding of the
pension reforms and 18% report a
poor level of understanding. A lack of
understanding around retirement savings,
whether around legislative changes,
contribution levels, savings options, or
where to go for advice and information,
is not beneficial to employers or staff.
The pensions landscape is undergoing
significant change, and in light of the
government’s consultations into pensions
tax relief, early exit charges, pension
transfers and financial advice, the scope
for further change looms on the horizon.
Ensuring employees have a good
understanding of retirement savings, as
well as the guidance and options available to
them, remains a pressing issue that shows
little sign of abating any time soon.
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Key findings
The survey, which was carried out in September 2015 among readers
of Employee Benefits and users of www.employeebenefits.co.uk,
received 259 responses

68%

45%

52%

37%

32%

of respondents
offer a group
personal pension
as their primary
pension scheme

offer a trustbased defined
contribution
pension as their
primary scheme

of respondents
that offer a defined
contribution
scheme have
communicated
the pension
reforms to staff

will have changed,
or will be changing,
their default or
lifestyle fund in
response to
April 2015’s
pension reforms

of respondents are
currently reviewing
or putting plans
in place to include
financial wellbeing
within their overall
wellbeing strategy

26%

39%

51%

32%

67%

of respondents
believe the
reductions in the
lifetime and annual
allowances will
affect a small
number of staff

of respondents
will offer increased
reward (such as
remuneration or
pay) for staff
impacted by the
lifetime or annual
allowance limit
changes

of respondents say
staff have only
shown a partial
understanding
of the pension
changes

of respondents
offer financial
education to
all staff

of respondents
believe staff will
have to work
longer to rely
on current assets
in retirement

Number of UK-based employees in respondents’
organisations

Organisation type
Sample: All respondents (223)

Sample: All respondents (259)

Voluntary sector
24%
1,001-5000
23%

6%
Public sector
6%

100-500
19%
Fewer than 100

Publicly
quoted

13%
More than 10,000

27%

12%

Privatelyowned

501-1,000
9%

60%

5,001-10,000
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Group dynamic
Group personal pension plans remain the most
popular type of workplace scheme
Ty n a n B a r t o n | F e a t u r e s e d i t o r
Employee Benefits

Master trusts also remain popular
with employers

Type of pension offered as a primary scheme
by respondents for staff
Sample: All respondents

68%
Contract-based DC – group personal pension (GPP)
45%
Trust-based defined contribution (DC) (money purchase)
31%
Contract-based DC – stakeholder
22%
Master trust (for example, Nest, People’s Pension, Now: Pensions)
20%
Final salary defined benefit (DB) – closed to new members
17%
Contract-based DC – group self-invested personal pension plan (Sipp)
13%
Collective DC pension plan
12%
Career average DB
10%
Final salary DB – open scheme
9%
Hybrid DB/DC
4%
Final salary DB – closed to future accrual

Group personal pension (GPP) plans remain the most popular
primary workplace scheme, according to the Employee Benefits/
Close Brothers Pensions research 2015.
The research, which surveyed a total of 259 respondents in
September 2015, found that while 68% of repondents offer this
type of scheme as their organisation’s primary workplace pension
arrangement, this percentage has declined slightly from the 78%
that did so in 2014’s Employee Benefits/Close Brothers Pension
research, published in November 2014. But, although figures have
dropped slightly, the contract-based defined contribution (DC) GPP
scheme has remained the most popular type of pension offered
by respondents since 2005.
Master trusts also remain popular schemes offered by employers,
as shown by the 22% that cited it as their primary workplace pension
plan this year.
Trust-based DC schemes are offered by a larger percentage of
respondents this year: 45% now offer it as their primary pension
scheme and 8% as their secondary, compared to 40% and 3%,
respectively, in 2014.

Type of pension offered as a secondary scheme by respondents for staff

Contract-based DC – group selfinvested personal pension (Sipp)

3%

Career average DB scheme

4%

Hybrid DB/DC scheme

5%

Final salary DB – open scheme

5%

Collective DC pension plan

5%

Cash balance scheme

6%

Contract-based DC – stakeholder

7%

Contract-based DC – group personal
pension (GPP)

7%

Trust-based defined contribution (DC)
(a.k.a. money purchase)

8%

Master trust (for example, Nest,
People’s Pension, Now: Pensions)

9%

Final salary DB – closed to
future accrual

Final salary defined benefit (DB) –
closed to new members

29%

33%

Sample: All respondents
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Coming to an understanding
Greater freedoms have not necessarily been accompanied
by a greater understanding of pensions
Louise Fordham | Deputy editor
Employee Benefits

02

How well respondents believe their employees
understand the pension reforms

Other

4%

They have introduced new
drawdown or annuity services

6%

None of the above

18%

They have introduced access to financial
advice for staff approaching or at retirement

18%

They have introduced financial education for
staff approaching or at retirement

19%

They have changed or will be changing their DC
pension to enable drawdown/cash withdrawals

24%

They have started or increased pension
engagement exercises for all staff

27%

They are referring all staff to
Pension Wise

27%

They have changed or will be changing
their default/lifestyle fund

37%

Sample: All respondents (163)

They have communicated the reforms to all staff or
those approaching retirement

Employees currently have mixed levels of
understanding about pensions flexibilities,
according to this year’s Employee Benefits/
Close Brothers Pensions research.
The reforms, which came into force in
April 2015, give pension scheme members
over the age of 55 greater freedom in how
they can access their pension savings.
These mean that DC scheme members
no longer have to purchase an annuity but
instead can take their pension wealth as
a lump sum, drawdown or as an annuity.
Around half (51%) of respondents say
staff have demonstrated a partial
understanding of the changes, 18% believe
employees have shown a good level of
understanding and 18% report a poor
level of understanding.

The changes respondents have made around defined contribution (DC) provision
in response to the reforms

52%

01 Mixed levels
of perception

02 Employers offer staff guidance
around defined contribution provision

01

Sample: All respondents that will be impacted by the April 2016
reductions in the lifetime and annual allowances (108)

51%

More than half (52%) of respondents have communicated the
pension reforms to all employees or those approaching retirement
as part of changes made to their defined contribution (DC)
provision in light of the new flexibilities.
Almost half (48%) of respondents to Employee Benefits/Close
Brothers Pensions research 2014, published in November 2014,
believed that April 2015’s changes would result in more staff
wanting and needing guidance around their pension decisions at
retirement. In addition, 43% of respondents expected an increase
in the number of staff requiring guidance throughout their career.
Indeed, a number of respondents to this year’s survey offer
pensions engagement, communications and guidance-centred
initiatives in response to the reforms.
Just under a fifth (19%) have introduced financial education for
staff at, or nearing, retirement in response to the pension reforms,
and 18% now provide these groups with access to financial advice.
Meanwhile, 27% have begun or already increased pension
engagement exercises for all employees and 27% are referring
all employees to the government’s Pension Wise service.
While just 6% of respondents have implemented new drawdown
or annuity services under changes to DC pension schemes
prompted by the new flexibilities, 24% either already have changed
or plan to change their DC pension scheme to allow staff to
drawdown or take cash withdrawals.

They have shown a partial understanding of the changes
18%
They have shown a good understanding of the changes
18%
They have shown a poor understanding of the changes
14%
Do not know
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7%
have
introduced
financial
education for
DB scheme
members who
are approaching
or at retirement

03 Defined benefit members
are informed of pension reforms
Communication is high on the list of support measures employers
offer to defined benefit (DB) pension scheme members, with 32%
communicating, or planning to communicate, the pension reforms
to active DB scheme members and those approaching retirement.
A fifth (20%) of respondents are informing deferred and pension
members about the changes that came into effect in April 2015.
But just 4% of respondents are using financial education for those
approaching retirement as a means of supporting DB members in
light of the pension changes, and just 7% have introduced access
to financial advice for employees at or nearing retirement.
One in 10 respondents (11%) are considering closure or liability
management exercises on DB schemes, with the same percentage
reporting an increase in DB members asking for transfer values.
Half (50%) of respondents are not implementing any of the
measures discussed above. This may be an indication that they
are not making any changes to their organisation’s DB schemes
or offering additional support to DB members in response to the
reforms, or it may be that they do not have a DB scheme in place.

How the reforms have caused respondents to make changes to their defined benefit
(DB) pension or support for DB members

03

Sample: All respondents (143)

50%
None of the above
32%
They have communicated or will be communicating the reforms to all active DB staff or those approaching retirement
20%
They have communicated or will be communicating the reforms to all deferred members or pension members
11%
They have seen an increase in DB members asking for transfer values
11%
They have/will be considering closure or liability management exercises on their DB scheme
7%
They have introduced access to financial advice for staff who are approaching or at retirement
4%
They have introduced financial education for staff who are approaching or at retirement
4%
Other
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Braced for impact
Reductions in the lifetime and annual allowances are set to have
an effect on pension scheme members
Louise Fordham | Deputy editor
Employee Benefits

How respondents expect the April 2016 reductions in the lifetime and annual allowances
to impact their organisation

01

Sample: All respondents (163)

26%
It will affect a small number of staff
17%
It will affect senior management
14%
It will affect a significant number of staff
13%
This will not have a significant impact
13%
They do not know
7%
This does not affect their organisation
5%
It will be problematic because our reward structure does not allow us to easily identify the staff affected until the end of the year
5%
They will have to make adjustments to their reward structure/approach in the future for those affected

Less than one in 10 will be unaffected
by allowance changes
Some 14% of respondents expect the April 2016 reductions
in lifetime and annual allowances to affect a significant number
of staff.
From April next year, the annual allowance for those earning
more than £150,000 a year will be tapered down to a minimum of
£10,000, while the lifetime allowance for pension contributions will
be reduced from £1.25 million to £1 million from 6 April 2016.
In addition, more than a quarter (26%) of respondents believe
the reductions will impact a small number of employees, while
17% expect these to affect senior management.
However, less than one in 10 (7%) of respondents say their
organisation will be unaffected by the changes, while a further
13% say the impact on their organisation will not be significant.
But, it appears that the full implications of the reductions in
lifetime and annual allowances may not yet be fully understood,
with 13% of respondents claiming to be unaware how much
of an impact these will have.
Determining which members of staff will be impacted by the
reductions is an area of concern for some employers. For 5% of
respondents this is further complicated by the nature of their
organisation’s reward structure, which will make it difficult to easily
identify the staff affected until the end of the year.
The upcoming allowance changes may require some employers
to re-examine their reward strategies. Indeed, 5% of respondents
will adjust their reward approach in the future for those employees
who will be affected.
8
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39%
of respondents
will offer increased
reward to staff
affected by
reductions to
lifetime and
annual
allowances

Communication is key

Alternative benefits respondents will offer to staff that have reached
the lifetime allowance limit

03

Sample: All respondents that will be impacted by the April 2016 reductions in the lifetime and annual
allowances (106)

9%

One-to-one financial advice

Do not know

15%

20%
None

Increased reward (for example,
remuneration or pay)

27%

39%

More than two-thirds (67%) of respondents are using communications
to support affected staff.
A quarter (25%) of respondents are providing financial education
seminars and webinars to members of staff affected by the changes,
while 24% have turned to online information as an additional support
mechanism for staff.
Respondents have harnessed a range of methods and initiatives to
help employees affected by the changes, including modellers (17%),
one-to-one financial advice (17%) and pension clinics (13%).

More than a third (39%) of respondents will
offer increased reward, such as additional
remuneration or pay, as an alternative
benefit to staff that are going to be
affected by the reductions to lifetime
and annual allowances.
One-to-one financial advice is also on
employers’ agendas, with 15% planning to
offer it as an alternative benefit to affected
staff. This is followed by alternative savings,
such as individual savings accounts (Isas)
and unfunded pensions, as cited by 9%,
while 6% of respondents will offer shares
as an alternative benefit to those
employees who are affected.
However, one-fifth (20%) of respondents
do not know what alternative benefits will
be made available to staff affected by
the changes. Meanwhile, more than
a quarter (27%) of respondents do not
plan to offer any alternative benefits
to affected employees.

Other

25%
Financial education seminars or webinars
24%
Online information
17%
Modellers
17%
One-to-one financial advice
15%
None of the above
13%
Pension clinics
4%
Other

1%

Communications

Shares

67%

Increased reward
to offset allowance
reductions

6%

02

Sample: All respondents that will be impacted by the April 2016
reductions in the lifetime and annual allowances (107)

Alternative savings (for example, individual
savings accounts, unfunded pensions)

Additional support respondents have in place

9

|N ovember 2015|

employeebenefits.co.uk/pensions

EBS_011115 9

22/10/2015 18:17

Award winning solutions
Together in one place
Support at
retirement

Pension
engagement

Changes to
default strategies

Employers recognise that the changing pensions and tax
landscape means your staff will need increased ﬁnancial
guidance and some will want to take advice.
Working with a provider who is expert at both enables you
to manage the risk and deliver clearer, more integrated
services to your staff.
Close Brothers is a leading provider of ﬁnancial education
and advice services, working with some of the UK’s best
know organisations for more than 45 years.

Lifetime and
annual allowances

DB transfers

To understand how we can help your staff, please
contact us on:

0800 028 8950
events@closebrothers.com
@CloseBrothersAM
¾www.closebrothersam.com

The value of an investment can go down as well as up
and you may get back less than the amount you
initially invested.
3

WINNER
Professional Adviser/Baillie Gifford Financial Education Award

Close Brothers

Financial Education and Advice experts
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Well supported?
Pension flexibilities and greater integration of financial benefits
are driving the need for financial wellbeing strategies
Ty n a n B a r t o n | F e a t u r e s e d i t o r
Employee Benefits

24% of employers offer some, or all,
their employees financial support

Key issues respondents seek to address through
their wellbeing strategy

How respondents believe staff will cope with having
to live longer on their assets in retirement

Sample: All respondents (145)

Sample: All respondents (144)

They do,
for some 5%
staff

Do not know
3%

They will spend
less overall

Caring responsibilities

21%

Do respondents’ wellbeing strategies include
financial wellbeing?

Resilience

Fitness

Financial worries

Mental health

Stress

48%

58%

60%

66%

69%
Physical health and wellbeing

Despite major reforms to how employees can access pension
savings with the introduction of pension flexibilities in April
2015 (see page 6), many respondents are not seeking to
address financial wellbeing as part of their overall employee
wellbeing strategy.
Just 24% of employers offer some, or all, of their employees
financial wellbeing support. The wider variety of options now
available to employees, however, may mean that more now
require some support from their employer.
Although 42% of the 145 respondents do not include financial
support in their wellbeing strategy, the proportion of employers that
do so may well increase, with approximately a third of respondents
(32%) currently reviewing this or putting plans in place.
The 77 respondents that currently include, or are considering
including, a focus on financial wellbeing rank it as one of the top
four key wellbeing issues, behind physical health and wellbeing,
stress and mental wellbeing.
Yet, respondents expect that staff will have to w ork for longer
in order to rely on their current assets in retirement. Two-thirds of
respondents (67%) believe this will be the case in their organisation,
while only 26% expect staff will save more.

88%

Sample: All respondents that include financial wellbeing in their wellbeing strategy (77)

They will
take more
investment risk
11%

16%
19%
They
do, for
all staff
They
do not
42%
32%
They are
currently
reviewing this
or putting it
in place

23%
Do not
know

They will
work for
longer
67%

26%
They will
save more
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Learn the lessons
Most see the importance of financial education
but many still do not offer it in the workplace
Ty n a n B a r t o n | F e a t u r e s e d i t o r
Employee Benefits

Most frequent concerns among respondents’ employees when
thinking about retirement

01/02/03 76%
of respondents see
education as essential

01

Sample: All respondents (148)

30%
They do not know how much they need to contribute to their pension to reach retirement goals
26%
They do not know what options are available to them at retirement
14%
They are confused by recent changes to legislation
11%
They do not know when they will aim to retire
5%
They are unclear about who to speak to for further financial advice
3%
They do not know how much they are contributing towards their pension
3%
They are unclear what Pensions Wise offers
2%
They do not know how their pension savings are invested

More than three-quarters (76%) of
respondents believe it is essential to
provide financial education to all staff,
yet just 32% do so.
The research also found that 9% of
respondents offer financial education
to some staff and 7% offer it to those
at retirement.
Half (50%) of respondents do not offer
financial education in the workplace.
However, although almost half (48%)
of respondents do offer financial education
support in the workplace, there is still
confusion among employees when thinking
about retirement, demonstrating that

What respondents see as the key benefits of financial education

02

It improves productivity

16%

It improves overall business performance

18%

It is a differentiator

20%

It helps to support wider HR initiatives, such as people
development

27%

It helps to attract and retain key staff

29%
It helps benefit take-up

It enables smoother transitions
at retirement and redundancy

31%

44%

It supports the organisation’s people culture

It improves engagement

It improves financial wellbeing

44%

59%

61%

It improves employees’ overall understanding of financial issues

It allows staff to understand the value of their benefits

62%

76%

Sample: All respondents (147)
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04/05/06 Interactive
tools are most popular
education methods

Əƒ

Sample: All respondents that provide financial education in the workplace (72)

ƕѵѷ

Interactive tools and personal communication
are the most popular ways that employers
offer financial education.
The research found that tools and
modellers (56%), along with face-to-face
seminars (51%), targeted communication
(45%) and online education (39%) are the
most common education methods.
While the use of digital and mobile
tools for financial education purposes has
begun to increase in prominence as the
technology develops, just 6% of
respondents incorporate apps into their
financial education programme, while
16% utilise webinars. Meanwhile, 27%
of respondents offer one-to-one clinics
and 27% provide access to one-to-one
financial advice.
Just 17% of respondents use an
internal department or their own resources
to provide financial education, while the
majority use a specialist professional such
as an independent financial advisor or
wealth manager (29%), or a pension
provider (19%). However, a smaller
percentage of respondents (15%) will go
to a specialist financial education provider.
Employers recognise that the expertise
they have in their organisation

All staff
Ѷѷ
Those 10-15 years from retirement
Ѷѷ
Those at retirement
ƒѷ
New joiners
Ɛѷ
Those going through redundancy
Ɛѷ
Senior management
Ɛѷ
Younger members of staff

perhaps the education is not delivering its
intended goals. Nearly one-third (30%) of
respondents’ employees do not know how
much they need to contribute to their
pension prior to retirement, and a quarter
(26%) do not know the options available
to them at retirement.
Employers see the provision of financial
education as key to helping improve an
employee’s overall financial understanding.
Respondents cited the top reasons for
providing financial education in the
workplace as allowing staff to understand
the value of their benefits (76%), improving
employees’ overall understanding of
financial issues (62%) and improving
financial wellbeing (61%). Financial
education is also seen as key in
strengthening an employer’s talent
management strategy, for example,
by improving engagement (59%) and
aiding the attraction and retention
of key staff (29%).

15%
of respondents
use a specialist
financial education
provider

)_oruob7;v=bm-m1b-Ѵ;71-|bombm
u;vrom7;m|vĽouhrѴ-1;v

ƏƓ

Sample: All respondents that provide financial education in the workplace (72)

ƑƖѷ
Independent financial adviser or wealth manager
ƐƖѷ
Pension provider
Ɛƕѷ
Internal department or resources
Ɛѵѷ
Employee benefits consultant
ƐƔѷ
Financial education specialists
Ɠѷ
Other
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What respondents see as the benefits of using an external provider
to deliver financial education

05

may be limited in terms of providing
employees with sufficient financial
education. Respondents believe that the
key benefits an external provider can bring
are the fact they are specialists (64%) and
recognised experts in their field (57%).
Employers also see value in the external
perspective providers can offer and their
ability to make cross-industry comparisons
(35%). Being impartial to any particular
benefit (48%), and independent of the
organisation (62%) are seen as advantageous
in terms of the trust this can help to build
among employees. A further 39% of
respondents believe that turning to an
external provider for financial education
services demonstrates to staff that they
want to invest in them and offer the
best suppport available.

Sample: All respondents (143)

64%
They are specialists
62%
They are independent of the organisation, which aids trust
57%
They are recognised experts in their field
48%
They have no link to any particular benefit or benefit strategy, so their guidance will be impartial
46%
They can bring industry best practice to the organisation
39%
Staff can see the organisation wants to invest in them and bring in the best support for them
35%
They can provide an external perspective and make cross-industry comparatives

Type of education provided by respondents

06

Other

Apps

3%

6%

Case studies

Webinars

9%

16%

One-to-one financial advice

27%
One-to-one clinics

Guides

Online education

Targeted communications

Face-to-face seminars

Tools and modellers

27%

34%

39%

45%

51%

56%

Sample: All respondents that provide financial education in the workplace (71)
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Getting the balance right
for retirement savings
Longer lifespans and the pension freedoms have
turned retirement planning on its head

Andy Cumming | Head of advice
Close Brothers Asset Management

The combination of longer lifespans and
new pension freedoms has turned the way
we need to plan for retirement on its head.
The freedom and choice reforms are now
tearing up the traditional covenant between
the government and savers. For
generations, pensions have been structured
as ‘a double-edged incentive’; in return for
the big carrot of full tax relief on
contributions, there were strict rules to
ensure that savers would not later become
reliant on the state (notably the obligation
to buy an annuity). The new freedoms have
changed that deal by giving people more
flexible access to their pension pots, so
they can now invest or spend them as they
wish after the age of 55.
This is a big positive. The old system was
designed for a previous age and the way
people retire now is very different.
However, with wider choice comes the
need for much more education, guidance
and support.
The conventional wisdom was that an
individual would draw on their pension for
income, and plan to pass on other assets
to their heirs. Now, it may make more
sense to draw down retirement income
from assets outside of their pension, such
as individual savings accounts (Isas) or
tax-efficient bonds.
However, there is a catch. In recent
years, the amount someone can save into
a pension has been progressively reduced.
In 2008, you could pay £275,000 annually
into a fund; the maximum now is £40,000.
The total value of savings you can hold in
a pension fund has also been reduced
dramatically. From next April, it will fall

“RISING LIFE
EXPECTANCY
HAS ALSO
ALTERED
THE PICTURE
HUGELY; A
25 YEAR OLD
TODAY MIGHT
EXPECT TO
LIVE UNTIL 88”

from £1.25m to £1m, with any assets
above that taxed at a punitive 55% rate.
The trick is to get as close to this target
as possible, without tipping beyond it.
It is like a Mission Impossible scenario;
individuals will need to weigh up all the
various drawdown options, as well as the
merits of other tax-efficient investments.
Rising life expectancy has also altered
the picture hugely; a 25 year old today
might expect to live until 88. That probably
means a much longer retirement, in turn,
heightening longevity risk, that is the
possibility of running out of money
before death.
But it also means that the period for
pension savings has become markedly
longer. For a 25 year old, we’re talking
a possible 63-year term. That has big
implications for the mix of assets they may

want to put into a pension fund and
the investment strategy going forward.
For example, depending on their risk
profile, a 25 year old might choose to invest
80% in equities when they start saving. The
risks are higher but so are the probable
returns and, with time on their side, they
can weather fluctuations in the market
cycle. By the time they hit their 60s though,
they will need to start taking out some of
the risk and become more ‘defensive’, while
keeping an eye on the fact that their fund
has to last them for the next 30 years.
It is a tricky balance to get right.
The reforms and the option of
drawdown mean that the end game is
no longer the point of retirement, it is the
end of life. The old cliché applies: it is not
timing the market, but time in the market
that counts ■
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Making good pension decisions
Guide your staff through the reforms
Support at
retirement

Pension
engagement

Changes
to default
strategies

Making good pension decisions has always been
important. With the increased freedom of choices,
providing staff with expert guidance throughout
their pension savings years and added support at
retirement is now essential.
Close Brothers has been helping the employees
of some of the UK’s largest and best known
organisations with pension planning, engagement
and retirement for over 45 years.

Lifetime
and annual
allowances

DB transfers

To understand how we can help your staff, please
contact us on:

0800 028 8950
events@closebrothers.com
@CloseBrothersAM
¾www.closebrothersam.com
3

WINNER
Professional Adviser/Baillie Gifford Financial Education Award

Close Brothers

Financial Education and Advice experts
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