


Taking someone aged 35 with

earnings of £23,900 under SERPS, || Agde S2P S2pP S2P SERPS
their rebate would have been 3.8% of pension pension pension .
£20,000 which is £760. Under S2P, Band1 | Band2 ) Band3 | Middle
the rebate would be calculated as earnings eamings earnings E:p:in s
10% of £6,900 (£690) plus 2.7% of 20 8.8% 2.2% 2.4% 2_830
£13,100 (£353.70) therefore making 25 9.2% 2.3% 4.6% 3.1%
a total rebate of £1,043.70 — an 30 9.6% 2.4% 4.8% 3.4%
increase of £283.70 on the old SERPS 35 10% 2.5% 5% 3.8%
rebate. 40 10.8% 2.7% 5.4% 4.3%
By contracting out then, you are 45 12.6% 3.15% 6.3% 5.3%
foregoing your additional state 50 19.8% 4.95% 9.9% 9%
pension benefit taking a cash rebate 55 21% 5.25% 10.5% 10.5%
which is then invested in your own

personal pension plan or stakeholder arrangement. There used to be an argument that charges would
impact heavily on the choice of whether or not to contract out. This is no longer the case, as charges
are restricted to no more than 1% per annum under most pension policies, with no setting up charges
whatsoever.

Should you contract out?

The factors that you need to consider in deciding whether you should contract out or not are:

1. Your age - it is a generally held view that once you reach your 50’s, you should contract back into
the additional state pension scheme.

2. Your salary — if you earn less than £10,800 you should nof contract out. Although the S2P scheme
will treat low earners as though they earned £10,800 the rebate if you contracted out would only
be based on your actual salary.

3. Your risk profile — if you wish to have little or no risk attached to your pension, you should not
contract out. By definition, to contract out your investment based pension will receive a regular
annual payment which may then go down as well as up. If you wish to have a guaranteed pension,

you should remain in the state scheme as fully as
Contracting out — how it works possible.

4. Your view of future state pensions — governments
can change policies which will affect your future
Your NI pension entitlement. It is unlikely that they will be
E’r?eynlgggtisngt?]go > DSS able to take back any rebated pension contributions
normal way paid via the DSS in respect of your decision to
contract out. If you take the view that it is better to
/ put this pension money under your own control,
:(gt;Jarte then you should contract out, certainly until you

gets paid reach your early 50’s.
Your own annually It is however impossible to make an accurate
Personal into your assessment of whether or not you should contract out.
Pension Plan own If in doubt, our general advice would be to stay in the
pot of money pension state scheme, but there is the chance that you may be
better off if you do contract out, and at least you then
control your money. We can provide no guarantee or

assurances either way.

Is it possible to contract back in?
Yes it is. If you make the decision to contract out now, you can get back into the S2P by completing a
form which cancels your contracting out mandate.

If you have any questions or need an independent review of your investment arrangements, please
contact Martin Andrews to discuss your situation further. Martin Andrews & Associates Ltd is an
Independent Financial Aadviser authorised and regulated by the Financial Services Authority.

Information given in this document should not be taken as advice as it is intended for guidance only. If
you wish to have an assessment of your own situation, you should contact the office for advice.
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