Understanding Pensions and Sa\lingts

Fact Sheet 2 — Pensions

Unless you win the lottery, you will need a
pension. If you start now and put a little
away every month, it spreads the load. Don’t
put off saving for a pension until you are 50 —
by then it will be too late and your money
won’t go very far.

A pension is basically a way of saving money
over a long period of time for when you are
not earning a wage. It’s different from other
savings because the Government does not
tax the money you put into it. Also;

e You can’t get the money out until you are
at least 50 years old

e You have to use most of the money to
provide yourself with an income for the
rest of your life

e You have to pay tax on the income from
your pension

There are three main kinds of pensions;

1. The STATE PENSION - which the
Government provides and controls

2. PERSONAL and STAKEHOLDER
pensions — which you provide for yourself

3. COMPANY PENSIONS - run by
employers

Most people will get state pensions if they
have paid the right National Insurance
Contributions while working BUT the state
pension you receive will probably be much
less than you are used to living on. Think
about what you may have to pay for when
you are older — birthday presents, holidays,
a car, household bills. It all adds up.
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With both personal and stakeholder
pensions you pay a regular amount into an
investment fund, but you can’t be sure of
what you’ll get when you retire. This will
depend on how much you have paid in,
how well the investment fund you have
chosen has performed, and interest rates
when you retire.

It is usually worth joining a company
pension scheme offered by your employer
as your employer also contributes to the
scheme.

When can | take my pension?

You can start to take your pension at any
time between the ages of 50 and 75 You can
take a quarter of the pension fund as a tax-
free lump sum You must use the rest of your
pension to buy an annuity, which provides an
income.
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Fact Sheet 3 — Savings & Investments

What'’s the difference between

savings and investments?
There is a general distinction between
savings and investments:

e Savings — money you might need to get
at quickly or money you are setting aside
for a purchase or expense that you know
will come up fairly soon (like a holiday or a
deposit on a house).

For every £1 you save you will always
get £1 back (short of a bank or building
society collapse).

e Investments are really for the longer-term
— money you can afford to tie up for five
years or more.

Investments are not guaranteed to return
your money in full and are usually
considered as suitable for money that
you can put aside for five years or
longer.

Do | need bank and savings
accounts?

Banks and building societies offer a variety of
different accounts. Nearly everyone needs a
‘current account’ to help them manage their
day-to-day money.

All the accounts offered by banks and
building societies are ‘deposit-based’. This
means you can usually get back at least the
money you paid in — more if you’ve allowed
interest to accumulate.

The only risk to your capital with these types
of products is if the bank or building society
collapses, which is a rare event. Even if this
does happen you should be entitled to some
compensation.

Ways to save
ISAs

What is an ISA?
ISA stands for Individual Savings Account.

ISAs are accounts which can be used to
hold many types of savings and investment
products. They have replaced Personal
Equity Plans (PEPs) from April 1999.

ISAs can include one or more components:

e cash (bank and building society savings
accounts, National Savings &
Investments).

e stocks and shares (unit trusts, shares,
bonds).

There are strict rules regarding the maximum
amount allowed for each component and the
overall amount you can invest in any one tax
year.

Any UK resident over the age of 16 can buy
a cash mini ISA. Any UK resident over 18
can buy any other sort of ISA.




National Savings and Investments
National Savings and Investments (NS&I) are
savings products and investments issued on
behalf of the government. They come in
many shapes and sizes. For example, some
are designed to be attractive to particular
sorts of taxpayer, some are for people
seeking income, others provide growth.

All NS&l products are ‘Backed by the
treasury’. This means you can always get
back at least the money you paid in — more,
if interest has accumulated. It makes these
products a good home for savings and
investments you don’t want to take

risks with.
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You should compare NS&I with similar
products from banks and building societies
before deciding to invest.
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What savings accounts does National
Savings & Investments offer?

NS&l offers three savings accounts.
Compare them with instant access, easy
access, notice accounts and cash ISAs
available from banks and building societies.

account*
machines.

Type of Minimum Access to Interest

account investment | your money

Investment £20 You must give one month’s Variable. Taxable but paid
notice or lose 30 days’ without tax deducted.
interest

Mini cash ISA | £10 Within seven working days Tax-free. Variable

Easy access |£100 Up to £300 on demand Variable. Taxable but paid

at post offices or cash

without tax deducted.

5 year Guarantee| Decided by
Equity Bond NS&l at time
of issue

No access during
the minimum 5 year
investment period

Linked to the FTSE
100 index

* replaced the NS&I ordinary account.

Premium Bonds

Premium bonds are issued by NS&I. Strictly
speaking, they are not investments but a
lottery because instead of earning interest,
your bonds go into a monthly draw for tax-
free prizes.

The prizes range from £50 up to £1 million.
In October 2006 the odds for winning any
amount was 1 in 24,000.

Source: NS&l

Unlike other lotteries, you are only gambling
with the interest you could have earned in,
say, a savings account — you do not gamble
with your capital. You can get back the
amount you invested at any time. Allow 7
working days for repayment.

The minimum investment is £100, which
buys you 100 separate bonds, all with an
equal chance of winning.




Credit Unions

Saving and borrowing to meet your
needs

What are they?

Credit unions are mutual financial
organisations, which means they are
owned and run by their members for
their members.

Membership is based on people having a
‘common bond’ such as living or working in
a defined area, working for the same
employer or belonging to the same trade
union, housing association, church or other
association. Each credit union has its own
individual ‘common bond’.

Provided one member of a family meets the
common bond requirements and has joined
the credit union, the other family members
living at the same address can usually also
join.

What can they do for you?

Credit unions aim to help you take control of
your money by encouraging you to save
what you can, and borrow only what you
can afford to repay.

Once you have a reliable record as a saver
(which usually means saving for a few
months), you can apply to borrow from the
credit union. As your savings grow you can
borrow more.

Usually, members of credit unions borrow
small amounts to pay for household goods,
Christmas presents or car repairs. The larger
credit unions can lend larger sums over
longer terms, e.g. for holidays or cars, but
they sometimes require you to put forward
security against the debt.
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Advantages

e A credit union can help you get your
finances under control. Credit unions are
run by their members working as
volunteers. So if you would like to take
part in running the credit union, you could
help people to manage their money better.

e You may not be able to save every week
or month or you may have a poor credit
record. If so, a credit union may be more
sympathetic to your needs than a large
financial institution. Credit unions
welcome irregular savers, and all savers
usually get the same percentage dividend
on their savings.

e Dividends on savings can be up to 8% a
year, but may be much lower than this or
even nothing at all, depending on profits.

e Credit unions are much cheaper to
borrow from than loan sharks — the
interest that credit unions can charge on
loans is limited to 2% a month. So a loan
of £100 costs no more than £2 each
month in interest (26.82% APR).

» When you borrow from a credit union you
normally get free life assurance that will cover
the value of the loan. So the loan will be
repaid if you die before fully paying it back.

Disadvantages

e You cannot simply join whichever credit
union you think is best. You have to meet
the common bond requirements yourself,
or be a close family relation to someone
who does, and is already a member.

e You cannot join a credit union just to get
cheaper loans; you usually have to save
with them first. The rules on this vary
between credit unions.

e You cannot save or borrow in the name of
a business you may be running. The
borrowing must be in your name
regardless of its purpose.
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