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Why Pensions Matter

We are continuing our financial education series to help simplify how money works.
We began by looking at cash, then explored ISAs, and the next logical step is pensions

For many people pensions feel confusing or restrictive. Words like “locked away” or
“retirement only” are often used, which can make them seem inflexible.

In reality, pensions are one of the most powerful long-term planning tools available.
They combine:

e Tax advantages

e Employer contributions

e Long-term investment growth

This guide explains how pensions work, why they exist, and why they are often a key
part of a long-term financial plan.




Breaking Down the Terminology

Similar to other areas of finance, pensions come with terminology that can feel
confusing.

In simple terms there are two broad types of pension.
1. Guaranteed Pensions (Defined Benefit)

Sometimes referred to as Defined Benefit (DB) schemes, these provide a guaranteed
income for life based on salary and years of service.

Historically these were common in both the public and private sectors. Today they are
largely associated with public sector employment, such as teachers, NHS staff, and

civil servants.

Over the past few decades most private companies have closed these schemes
because the cost of guaranteeing retirement income has become difficult to sustain.

2. Defined Contribution Pensions
Defined Contribution (DC) pensions are now the most common type of pension.

With these schemes there is no guaranteed income. Instead, the income in
retirement depends on:

e Contributions made
¢ |nvestment growth
¢ Withdrawals taken later in life

Over the last 50 years the UK pension system has gradually shifted from guaranteed
schemes towards these contribution-basea arrangements.
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Types of Defined Contribution Pension

Within defined contribution pensions there are several common structures.
Workplace Pensions

These are set up by employers. Every employer must provide a pension scheme for
eligible employees.

The complexity varies, but many employers choose straightforward solutions such as
NEST or similar workplace schemes.

Automatic enrolment was introduced in 2012 to increase pension participation,
requiring employers to enrol eligible workers and contribute to their pension.

Stakeholder Pensions

Stakeholder pensions were introduced to provide low-cost pension options with strict
government rules around charges and accessibility.

They were an important step in encouraging wider pension saving.
Personal Pensions and Self-Invested Personal Pensions (SIPPs)
Personal pensions and SIPPs are effectively similar structures today.
The main difference is investment flexibility.

SIPPs can allow more specialist investments such as commercial property, whereas
many personal pensions focus on investment funds.

For most people investing through diversified funds, the difference between the two
is often minimal.




What Is a Pension?

Once we get past the terminology we can ask a simpler question:
What actually is a pension?

At its simplest, a pension is a long-term savings plan designed to provide income later
in life.

Money is contributed during your working life and invested so that it can grow over
time.

Governments encourage pension saving by offering tax advantages because they
want individuals to build their own retirement income rather than rely solely on the
State Pension.

In practical terms, a pension is simply:

Money saved today to provide income in the future.

But the structure around pensions makes them particularly powerful.

Why Pensions Exist

Historically, pensions were provided by employers through Defined Benefit schemes,
where retirement income was guaranteed.

Today most people rely on Defined Contribution pensions, where the outcome
depends on savings and investment growth.

This shift is important to understand because the responsibility for retirement income
has increasingly moved towards individuals.

Across the past five decades the pension landscape has changed dramatically, driven
by longer life expectancy, economic change, and policy reforms designed to
encourage personal saving.

This is why understanding pensions has become increasingly important.

A pension is not simply a retirement product — it is part of a long-term financial
strategy. 5




Tax Relief Explained Simply

One of the biggest advantages of pensions is tax relief.

When you contribute to a pension, the government adds money back in the form of
tax relief.

For example:

If you contribute £80, the government adds £20, meaning £100 is invested.
Higher-rate taxpayers may be able to claim additional relief through their tax return.
This means pensions allow you to invest money that would otherwise have been paid
in tax.

Salary sacrifice is another method used in workplace pensions. Without getting into
the technical details, this arrangement reduces taxable earnings and can therefore be

an efficient way of contributing.

Over time, these advantages can make a significant difference.

Employer Contributions - “Free Money”

If you are employed, your workplace pension must include contributions from your
employer.

This is one of the most powerful aspects of pensions.

For example:

You contribute » your employer contributes » tax relief is added.
This means your savings can increase significantly from the start.

In many cases, choosing not to participate in a workplace pension means missing out
on employer contributions, which is effectively turning down additional income.
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When Can You a Pension?

A common misconception is that pension money is locked away forever.

In reality pensions are designed to support income later in life, but they are not
inaccessible.

Currently:

e Most pensions can be accessed from age 55
e This will rise to age 57 from 2028

Once you reach the access age you may be able to:
e Take tax-free cash
e Draw income gradually

e Purchase an annuity for guaranteed income

Since the 2015 pension freedoms, individuals have much greater flexibility in how they
use their pension savings.

Why Long-Term Thinking Matters

Pensions are designed for the long term.

This allows investments inside the pension to benefit frorm compounding, where
returns build on previous returns.

Even relatively small contributions made consistently over many years can grow
significantly.

However this only works if pensions are viewed with a long-term mindset.
Short-term market movements are inevitable, but pensions are built around decades
rather than months or years.
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Where Pensions Fit Into Financial
Planning

While pensions are powerful, they are only one part of a financial plan.
A well-structured plan often combines:

e Cash reserves for short-term security

e |SAs for flexibility

e Pensions for long-term tax efficiency

Each plays a different role.

Pensions typically form the long-term engine of that structure.

Are Pensions Still Worth Investing In?

This is a common question, particularly following discussions around inheritance tax
changes or adjustments to salary sacrifice rules.

Even with these changes pensions remain a very useful long-term planning tool.
For example:

e Proposed changes to salary sacrifice are not expected until 2029

e Contributions above certain thresholds remain possible

e Pension rules continue to provide tax advantages for long-term saving

On death before age 75, although inhericance tax rules may apply, beneficiaries can
often withdraw pension funds without paying income tax.

Headlines often simplify these changes, but the reality is more nuanced.

When viewed as part of a wider financial plan, pensions continue to play an important
role in building long-term financial security.
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The Key Takeaway

Pensions are often misunderstood.
They are not simply retirement products.

They are a tax-efficient long-term savings tool designed to help provide financial
security later in life.

Understanding how pensions work is an important step towards building a clearer
financial future.
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Frequently Asked Questions

Are pensions better than ISAs?

They serve different purposes.

Pensions offer stronger tax advantages but have restricted access.

ISAs offer flexibility but fewer tax benefits.

Many financial plans use both.

Is my pension locked away forever?

No. Most pensions can currently be accessed from age 55, rising to age 57 in 2028.
Do | have to take my pension all at once?

No. Modern pensions allow flexible withdrawals including phased income.

What happens to my pension if | die?

Pensions can usually be passed to beneficiaries, often in a tax-efficient way depending
on your age and circumstances.

How much should | contribute to my pension?
There is no universal answer.

It depends on:

Your income

Retirement goals

Other savings
When you want to stop working

This is where financial planning becomes valuable.
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Contact:

0 0117 427 0495 @ naomi.gee@mgi-ifa.co.uk mgi-ifa.co.uk

Manning Gee Investments Limited is authorised and regulated by the Financial
Conduct Authority. FCA Number 844546. Registered in England and Wales under
Company Number 11968984, it has its Registered Office at 27 Old Gloucester Street,
London, WCIN 3AX.

General disclaimer:
The information in this financial education guide is for general educational purposes
only and should not be considered personal financial advice.

We source some data from external providers. While we aim to ensure the
information is accurate and up to date, we cannot guarantee the accuracy or

completeness of information provided by third parties.

This guide is based on UK tax rules and legislation as at March 2026, which may
change in the future and may affect the information provided.

Anyone considering a financial product or service should seek professional advice or
carry out their own research before making any decisions.

Investments can fall as well as rise and returns are not guaranteed. You may get
back less than you originally invested.
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