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Introduction

Whatever provision you have already made for

your retirement, it's really important that you think
carefully before you make decisions about how much
you'll have to live on for the rest of your life.

When you come to take your benefits, you can take
up to a quarter of your pension savings as cash but
the majority of your pension savings have to be used
to provide an income. This income is known as an
‘annuity’. You choose the type of annuity you want
and it pays you a regular income.

So that you provide the best possible future income
for yourself and any dependants upon your death it
is very important that you choose the right annuity

for your circumstances.



Who is this guide for?

This guide is for members of the

Royal Mail Defined Contribution Plan
(“the Plan”) who are expecting to take
their Plan benefits in the near future,
whether or not they are still working
for Royal Mail Group.

If you are thinking about taking

your Plan benefits or are considering
retirement, this guide will explain and
help you to think about:

¢ how to approach one of the most
significant financial decisions you will
ever make, namely, what to do with
your pension savings to provide a
future income for the rest of your life;

¢ the choices you have to make
surrounding annuities (the way that
your Plan benefits are converted into
an income for life) to help you ensure
you make the most appropriate
decisions for your own and your
family’s circumstances; and

¢ how much money you are likely to
need when you stop working and
how other financial obligations such
as loan or mortgage repayments could
affect your requirements. It will also
give you information on how to check
what State pensions you are likely
to receive.

What help do | get in this
decision?

When the time comes for you to take
your benefits, an annuity broker
appointed by the Trustees will help you
with the process of entering into an
annuity. However, please read this guide
carefully as it will provide you with more
information about the decisions you will
have to make.



Planning for Retirement

If you are thinking of ceasing work or are considering
taking your benefits from the Plan it is time to start
thinking about how much money you will need to
live on — as well as how much you will actually have
saved up to that point.

This means taking a look at your current financial
situation and considering how it might change when
you stop work, for example, will you have paid off
your mortgage by then?

The next step is for you to find out how much
income you are likely to receive in the form of
pensions (both from the State and any work-related
or personal pension plans) as well as any other
income from other savings and investments you
may have.



THINGS TO START THINKING
ABOUT NOW

Your financial situation

To begin with, you will need to build up a
picture of your current financial situation.

What do you have (savings and
investments)?
¢ What assets do you have?
- savings (e.g. bank or building society
accounts) and

- investments (e.g. Individual Savings
Accounts, unit trusts, with-profits bonds
or individual shares).

As well as the values of these
investments you will need to consider
the amount of money in interest or
income that you receive from them

each year. How likely to go up and down
are these figures in the future?

e Then consider how easy it would be for
you to turn any investments into ready
cash if you needed to do so. For example,
some investments may impose a penalty
charge if you want to cash them in early.

What do you owe (debts)?

¢ Do you owe any money and if so, what
conditions apply to paying it back?
Unless you have already managed to pay
it off, your mortgage is likely to be your
main debt. Any monthly repayments you
still have to make after you stop working
could take a large chunk out of any
pension income.

How long do you have left to pay off
your mortgage? Are you at risk of your
repayments increasing, for example,

if interest rates were to rise?

* You may be able to use part of your
pension savings as a lump sum to pay off
your mortgage outright — but you will
need to check whether your mortgage
provider imposes any early repayment
charges.

e Look at credit card and personal loan
debts: it might be well worth your while
to pay these off early. Check to see if
there are any charges associated with
doing so.

What income will you
need when you cease
work?

¢ When you cease working, your spending
habits are likely to change. In many
cases, the amount you need to live
on will fall, but there may be extra,
unexpected costs that you need to take
into account.

For example, you will save money if you
are no longer travelling to work every
day, but this saving could be offset if
spending more time at home results in
higher heating and electricity bills.

As well as your pay, you may lose other
work-related benefits. Think about
whether you need to replace these and
how much it would cost to do so. Are
you planning any one-off expenses, such
as home improvements, a special holiday,
or even the cost of moving house?



¢ If you have a disability, you may be Where will you get your

eligible for a grant from your local
authority to pay for necessary alterations
to your home as a result of this.

income in retirement
from?

* If you have maturing insurance policies Your pension
or bonds check to see if you will be due

Most of your income throughout
any extra windfalls from them.

retirement is likely to be provided from
your Company pension plus your State
pension. Find out how much money each
source is likely to provide, as well as what
you can do now to maximise that income.




State pension

The Government pays a state pension ¢ About four months before you
when you reach state pension age which reach State retirement age, the

is currently 65 for men. State pension
age for women will rise incrementally

to age 65 between 2010 and 2020 contact you and invite you to claim
your State pension. To find out now

how much total State pension you will
* Aswell as the Basic State Pension, you receive, contact the Pension Service’s

may be entitled to the State Second State pension forecasting team.
Pension. This is now known as ‘S2P’

(previously the State Earnings-Related

Pension Scheme (SERPS)).

Government’s “Pension Service” will







You can call 0845 3000 168 or visit
the website
www.thepensionservice.gov.uk.

What if you think you do not need your
State pension payments when you reach
State Pension Age (for example if you are
still working)?

If you don’t need your State pension
payments yet, you can defer taking them
until later.

When you wish to start claiming your State
pension, you have two options:

(a) You can either receive a higher level of
pension every week. For every year you
defer, your weekly payment will rise by
10.4% until you eventually claim; or

(b) you can take the whole of the deferred
State pension payments, plus interest
paid at 2% above the Bank of England
base rate, as a taxable lump sum.

Again, the Pension Service will be able to
explain what you could get from deferring
your State pension.

Income from a pension is subject to
income tax. However, those aged over 65
are entitled to a higher tax-free personal
allowance so they can receive more income
before they start paying tax.

If you cease work before age 65, you will
only get a higher personal allowance
when you reach age 65. One incentive
for deferring your State pension could be
if you plan to keep working and if you
are currently paying tax at the higher
rate. It works like this: if you took your
State pension straight away, it would be
taxed at 40% but if you defer payments
(as explained above) until after you stop
working, it might be taxed at 20% if you
were to drop down into the basic-rate tax
bracket after you cease work.

If your income in retirement is below a
certain level, you may be able to claim
pension credit from the Government.
This is means-tested.



Turning your pension
savings into income

Your pension savings are invested in a defined
contribution pension plan. Before you take your
Plan benefits you will have to decide how to
convert this money into a regular income.

Most people do this by buying a lifetime annuity.
This is a type of insurance which is intended to
provide you with an income payable for the rest
of your life. People in Britain are living longer than
ever before. Without a lifetime annuity, if you do
not have an alternative source of income in place,
you run the risk of your money running out before
you die.

Once you buy an annuity, you will be given 30 days
in which you can cancel the annuity. After that you
will not be able to cancel it. This means that it is
really important that you do your homework before
entering into an annuity and seek expert advice

if you need it to make sure you choose the most
suitable annuity for your own and your family’s
circumstances.

You don’t have to buy an annuity from the
administrator of the Plan. You have the right to shop
around and get quotes from a number of providers.
This is known as the “open market option”. The Plan
Trustees will arrange for an annuity broker to help
you identify which annuities are available.



THINGS TO START THINKING
ABOUT SHORTLY

What other factors are
there to consider in
choosing an annuity?

You need to consider more than just the
rate of pension quoted in an annuity.
You also need to check that the annuity
product’s features suit you. For example,
you may want to be able to choose how
much income you take at different stages
in your retirement. Additionally, if you
have a number of pension plans from
different employers, for example, you
may be able to increase your income by
combining them into a single fund before
you buy the annuity.

The amount of income your annuity
generates will depend on a number
of factors:

¢ the amount of money you have in your
Plan “Member Account”, plus any other
pension savings elsewhere that you may
want to combine with it;

e the amount you want to take as a
tax-free lump sum. You can take up to
a quarter of the value of your pension
funds as tax-free lump sums;

e your age;
e your gender;
e your health;

¢ interest rates and investment conditions
when you buy the annuity; and

¢ the type of annuity you choose.

The more money you have to buy an
annuity, the more income you are likely
to receive from it. You are also likely to
receive more income the older you are
when you purchase the annuity because
the annuity provider will expect you

to receive income from the annuity for
a shorter period of time. For the same
reason, if you suffer from ill-health you
may also be able to get a higher level
of income. This is a rare occasion where
poor health may work for you rather than
against you financially.

Your annuity options

There are several types of annuity available
and you are free to shop around to find
the type that suits you best. You can do so
with or without the help of the Trustees’
annuity broker. This is an important
financial decision: once you have made up
your mind and have bought an annuity,
you can't go back on your decision. Set out
below are the main types of annuity that
are available for you to choose from:

(a) Conventional lifetime annuities
The most common type of annuity pays
you an income every month until you die.
It can pay either a fixed income, or one
which increases at a rate determined by
you when you choose your annuity.

If you opt for a fixed income, you will

get a higher monthly income at the

start compared to what you would get

if you chose an income that increases each
year. However over the years inflation can
erode what you can actually buy with that
income.
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To combat the effects of inflation, you

can get your annuity set up so that it pays
out more every year. This is known as an
escalating annuity. You can choose by how
much you want payments to increase.

It could be, say, 3% a year, or it could be
linked to the retail price inflation (‘RPI’)
figures published by the Government.

"Using typical rates in force at time of
print, it would take around 14 years for

a 3% escalating annuity to catch up with
the annual income level of a fixed annuity.
However, it would be approximately

25 years before the total income actually
received from the escalating annuity
caught up with the total income received
from a fixed annuity.”* If you choose a
rate of annual increase that turns out to be
less than the actual rate of inflation, the
purchasing power of your income will,

to some extent, deteriorate.

(b) Investment-linked annuities
This type of annuity invests in funds linked
to the stock market. Rather than having
your income guaranteed when you take
your Plan benefits, you can continue to
benefit from any growth in the prices of
shares or other assets held by the annuity.
However there is a downside to this. If the
assets in which your annuity is invested
perform badly, this will have an adverse
effect on the amount of income you receive
and your income would decrease as a result.

So, linking your annuity to investment
funds means that there is potential for
your retirement income to keep pace with,
and even outstrip inflation. If you are
considering this type of annuity you should
be aware that it is more risky than

a guaranteed annuity.

Other annuity features

What about your dependants?

Most types of annuity can either be
single-life or joint-life. Joint-life annuities
pay an income to your spouse, partner

or dependant after your death. You can
choose the level of payment - it could be
two-thirds or half of whatever income you
were receiving.

If you opt for a joint-life annuity you will
receive less income than you would from
a single-life annuity. The reason for this is
that the joint-life annuity would continue
after your death whereas a single-life
annuity would cease on your death.

An annuity with a guarantee period can
continue to pay out income (say for the
first 5 or 10 years) even if you die within
this period. But if someone is financially
dependent on you, a guarantee period may
not be an adequate substitute for a joint-
life annuity.

* Source: The Open Market Annuity Service Limited. Results obtained 24th August 2009 assuming

Male aged 60 years and a £30,000 purchase price.
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What if you suffer from ill-health or

are a smoker?

If you have a health problem that could
reduce your life expectancy, impaired-life
annuities will pay you a higher income.
Examples of typical conditions are cancer,
a heart condition, diabetes or kidney
failure. Similarly, if you are overweight or
a heavy smoker, enhanced annuities will
also pay a higher pension income. You may
even be entitled to an enhanced annuity
as a result of the jobs you have held, or
the part of the country in which you live.
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What are your options if you
don’t want to buy an annuity?

When you stop working you do not have
to convert your pension savings into
income (although you must do so before
you reach age 75). This means you can
leave your pension savings invested until
you reach age 75. However, there are

risks involved if you delay purchasing an
annuity. For example, if life expectancy
continues to increase, you may end up
getting a lower annuity rate. (This could
be potentially offset by the likelihood that
you may receive more income the older
you are when you purchase the annuity
because the annuity provider will expect
you to receive income from the annuity for
a shorter period of time.)



Equally, the assets in which your pension is
invested may decline in value.

You may also be able to take an income
from your pension savings while they
remain invested — although this option,
known as an unsecured pension (formerly
income drawdown), carries more risk and
you need to be sure that you are willing
and able to shoulder this risk.

Given the costs involved, these further
options are generally more suitable for
people with large pension funds, generally
over £50,000. If you are interested in
finding out more, you should seek specialist
financial advice.

Preparing for retirement and converting
your pension savings into an income

are two of the most important financial
decisions in your lifetime, so it is worth

considering taking personal financial advice.

When you come to take your benefits an
annuity broker appointed by the Trustees
will contact you and offer to help you
identify which annuities are available. The
annuity broker will provide you with an
annuity quotation and will arrange the
purchase of the annuity which you select.

TOMAS will not provide you

with personal financial advice in relation
to other options available to you on
retirement unless you request it. The cost
of providing you with an annuity quotation
and arranging the purchase of an annuity
will be paid for by the Trustees but you
will need to pay for any personal financial
advice which you request from the annuity
broker. Alternatively, if you do not want to
obtain personal financial advice from the
annuity broker, you can find the name of
a local independent financial adviser (IFA)
by getting in touch with IFA Promotions
Ltd (an independent body which provides
contact details for IFAs) by:

post: IFA Promotions Limited,

2nd Floor, 117 Farringdon Road,

London, EC1R 3BX

web: www.unbiased.co.uk

Should you decide to take your Plan
benefits and should an annuity need to

be purchased, further information on your
options and the annuities available to you
will be provided by the Trustees’ annuity
broker. In the meantime, should you have
any questions at all, please contact the
Zurich Royal Mail Service Team on

0800 092 8263.



The Open Market Annuity Service is an appointed representative of Just Retirement Solutions Limited
which is authorised and regulated by the Financial Services Authority (FSA).



