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Welcome
Dear Mrs Sample,
I've recently carried out a review of your Royal London pension plan for the period covering
8 March 2021 to 8 June 2021. As part of this work, I've looked at:
·
·
·
·
·
·
·
·

how your retirement savings have grown since the last review
the contributions made to your plan and the money you've withdrawn
the position of your chosen investments and considered their ongoing suitability
how your investments have been managed and the changes that have been made
what would happen to your retirement savings in the event of your death or ill-health
the fees you've paid since the last review
what your retirement savings might be worth
key facts about Royal London

I've summarised all my key findings inside this report.

Additional content
I've also included some additional information at the end of the report that I think you might like to
read:
· A closer look at Governed Portfolio 1
· How do gas utilities fit into the UK's carbon neutral future?
· Integrating ESG into your investments
· Investing through market volatility
· Latest tactical change
...and more.
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Your retirement
savings
Your plan's performance

Your plan started on 25 June 2008. I've looked at how your plan has performed since your last
review and also since it started.
$8,000.00

Annualised
performance
Over this review period

$4,000.00

22.5%

Since your plan started
$0.00

5.6%

£9,751.82
Plan value at
08/03/21

£3,100.00

Withdrawals this
review period

£6,833.48
Plan value at
08/06/21

The rates shown in the circle above are annual effective rates and are not adjusted for inflation.

A breakdown of your plan value
Your current plan value is made up of:
Income Release Account

Savings Account

Total

£6,463.63

£369.85

£6,833.48

You currently have £92.46 tax-free cash available in your plan.

A breakdown of how your plan has performed

I've carried out some calculations to give you a clear view of how your plan has performed.
Here you can see the contributions paid in and any withdrawals you've made. I've also calculated
the annual rate of return, during this review period and since your plan started. This is shown as
both a percentage and monetary amount. Plan charges have already been deducted.
Contributions into your plan
In this review period (08/03/21 to 08/06/21)

£0.00

Since your plan started (25/06/08 to 08/06/21)

£39,832.81

Withdrawals from your plan
In this review period (08/03/21 to 08/06/21)

£3,100.00

Since your plan started (25/06/08 to 08/06/21)

£12,997.78

Plan performance after charges
In this review period (08/03/21 to 08/06/21)

22.5%

£445.24

Since your plan started (25/06/08 to 08/06/21)

5.6%

£18,678.42
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Your contributions
and withdrawals
Your current contributions

No regular contributions are being made to your plan.

Contributions made in this review period

Extra money
paid into your plan

£14.67

This amount is your Profitshare award.

Contributions made since your plan started

Since 25 June 2008, you've contributed £39,134.56 into your plan. You've also received £879.60 in
extra money. That's a total of £40,014.16 paid into your plan.

Your current withdrawals

No regular withdrawals are being taken from your plan.

Money you've withdrawn in this review period

One-off
withdrawals

£3,100.00

This amount was taxable one-off payments.

Money you've withdrawn since your plan started

Since 25 June 2008, you've withdrawn £12,997.78 from your plan, of which £9,897.78 was tax
free and £3,100.00 was taxable.
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Your
investments
Your investments

You're currently invested in a portfolio of funds.
It's important that we continue to review your investments to make sure they're performing as they
should. The value of your investment can go down as well as up and you may not get back the value
of the original investment.

In your portfolio

8 FUNDS

Portfolio management changes

NO CHANGES
IN THIS REVIEW

Your investment portfolio in detail

Your retirement savings are invested in the following:
RLP American

29.08%

£1,987.33

RLP Corporate Bond

22.40%

£1,530.66

RLP UK Equity

20.04%

£1,369.30

RLP Property

14.26%

£974.26

RLP Deposit

6.62%

£452.12

RLP European

4.78%

£326.36

RLP Japan

1.87%

£127.65

RLP Pacific

0.96%

£65.80

£6,833.48
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Protecting
the future
Your Royal London retirement savings

Royal London will be guided by who you nominate when deciding who your retirement savings
should be passed to when you die.

Current amount payable

£6,832.94

If you're unable to do your job due to ill-health, you may be able to take your retirement benefits
early. If your life expectancy is less than 12 months, you may be able to take your retirement
benefits as a tax-free lump sum.
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Charges
you've paid
Ongoing professional fees

You are not paying any ongoing fees.

Royal London management charges

For this review period, you've paid Royal London £25.44 in plan charges. That's equivalent to
1.20% of the value of your plan each year. This is an indicative rate because there are multiple rates
that apply to different contributions you've made.
Your investment return includes transaction costs of £7.15 for managing the assets of the fund and
are already accounted for in the values shown in this statement.
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Planning
ahead
Your retirement outlook

You've already taken tax-free cash from your plan. When it comes to taking your remaining
benefits, you'll find that your plan has a number of flexible options.

$8,000.00

To help you plan ahead, I've looked at what some of these options might look like for you based on
you taking an income 5 years from now. This assumes investment growth of 2.0% each year, and an
assumed inflation rate of 2.0%. I've also factored in charges which will be taken.

$6,000.00

Income
Drawdown

$4,000.00

£437

$2,000.00

Annuity

$0.00

£485
£6,833.48
Now

£7,280.00
08/06/2026

Income Drawdown option

With this option you'll have the flexibility to keep your savings invested, and take the income you
need, when you need it. This amount should be sustainable until around your 90th birthday, which
is in line with your average life expectancy. You have the option to take more or less. Unlike an
annuity this income isn't guaranteed. The value of your plan and your income payments may go up
or down.

Annuity option

An annuity will give you a fixed guaranteed income for the rest of your life. I've assumed that you'll
take all your remaining benefits as an annuity which will be paid monthly and will stay at the same
level. Your retirement income would be paid for a minimum of five years and for the rest of your
life. No spouse's pension is included. You can use some of your retirement savings to change how
you receive your income, for example you could select an income which increases or provide a
pension for your spouse. Taking either of these options would reduce the level of income you would
receive.
This is just an example. It's not a full illustration of your retirement benefits but I can produce one
for you.
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Key facts about Royal London
Royal London opened their doors for business in 1861. Since then,
they’ve grown to become the largest mutual life, pensions and investment
company in the UK.

£148 billion assets
under management 1

Royal London don’t
answer to shareholders.
Instead, they’re
customer-owned and
run for the benefit of
their customers.

Financial strength that’s
rated ‘very strong’ 2

When Royal London do
well, they’ll aim to boost
your savings by adding a
share of their profits to
your plan each year – they
call this ProfitShare.

They’ve awarded
ProfitShare for the last 5
years – sharing £146m
of their profits from 2020
with their customers
in April 2021.

Responsible business
Royal London want to be recognised as a force for good by helping customers achieve their goals and making a positive
contribution to society and the environment as a whole. And they’re taking steps to reduce their carbon footprint through
their climate pledges.
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Reduce internal
paper use by 90%
and external
paper use by
50% by 2025.

Continue to
send zero waste
to landfill and
reduce total waste
by 50% by 2025.

Work with Mitie
to further reduce
waste and energy.

Action plan
to reduce the
need to offset
year on year.

2000+ colleagues
moved to a new
energy efficient
workplace.

Source 100%
renewable
electricity to
use across the
business by 2025.

Half company car
emissions by 2025
by travelling less
and switching to
all-electric
vehicles.

Half rail and
air business
travel carbon
emissions from
2021 onwards.

Service
you can count on

Innovative
investment solutions

Flexible
products

Awarded 5 Stars for
service 12 years running.

Governed Portfolios
with a successful track
record of delivering
performance, governance
and risk management.

Stop, start or change
your contributions
whenever you like.

Voted Company of the
Year at the 2020 Money
Marketing Awards.
Defaqto 5 Star rated group
pension, personal pension
and drawdown pension.
They aim to pay tax-free
cash within 5 working days.
Access their mobile app to
see and understand your
pension savings in real time.

Unique Governed
Retirement Income
Portfolios for customers
who want to flexibly access
their savings.
Investments managed
by a team of experts
and robust and
transparent governance
from the Investment
Advisory Committee.

1 Figure as at December 2020.
2 AKG Actuaries & Consultants Ltd, January 2021.
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Change your investments
at no extra cost.
Only pay for the
services you use.
If you have a personal
pension, your management
charge will reduce as
the value of your pension
savings grows.
Access your pension
savings in a number of ways.

Additional
content
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The benefits of
diversification
Investing your pension across a mix of asset types can help to
reduce the impact of market falls.
Market movements in 2020
The lockdown measures put in place to contain
COVID-19 caused a big drop off in UK and global
economic activity in 2020. This resulted in poor
investment performance in the short term and
interest rate cuts as central banks acted to try and
limit the economic damage caused by the virus. So
it’s very likely that you’ll have seen the value of your
pension savings drop. While it can be hard to watch
large market drops, it’s important to remember that
investing for retirement’s a long-term game. It’s
normal for the value of investments to rise and fall
as the economy goes through cycles of expansion
and contraction. Although it isn’t guaranteed, the
hope and expectation is that values generally go up
over the longer term, despite short term volatility.
As tough market conditions continue, now might be
the time to take stock of your retirement plans - is
there any room for flexibility? It's also worth
remembering that you're unlikely to need all of your
pension savings when you retire. If you do need to
take some money out, the rest can stay invested and
potentially benefit from future growth if markets
recover.
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Investing with Royal London
Royal London believe that investing in a wide range
of asset classes will result in more consistent
performance across a wide range of economic
conditions and reduce the risk of having all your eggs
in one basket.
The Governed Range holds a broad mix of assets for example, company shares, commercial property,
government bonds, corporate bonds, commodities
and cash. That spread is deliberate, and means your
pension’s better prepared to withstand sudden
market shocks - so when one particular asset class is
performing poorly, you shouldn’t be as badly
affected. The impact of COVID-19 has caused most
asset classes to fall in value since the start of last
year, except for UK government bonds, which have
risen in value and helped to offset some of the
negative returns.

Annual returns from different asset classes
The table below shows annual returns to the end of December from different asset classes over recent years.
If you think it looks like a ‘patchwork quilt’ then you’re not mistaken – this shows us that a single asset class
is never the best performer for long, and the fortunes of a particular asset class can quickly change. Not only
that, but it’s clear that some asset classes are riskier than others and the range of returns can vary
significantly. In contrast, the returns from mixed assets vary less.

Source: Lipper, Royal London, as at 31 December 2020. How your investments have performed in the past
doesn’t tell you anything about how they might do in the future. Prices could rise, but they can fall too, so
you may get back less than you started with.

Greater diversification
For many people, spreading pension investments
across these asset classes can be a sensible
approach in order to smooth the ups and downs
and reduce unnecessary risk.
Royal London’s Governed Range is designed to do
that for you. Each portfolio provides an asset
allocation depending on your objective, attitude
to risk and time to retirement. And their
governance means they have a formal review
process to ensure that the portfolios continue to
perform as they’d expect.
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As the uncertain situation continues to unfold,
you can feel assured that Royal London’s
investment experts are continuously monitoring
the markets, keeping a close eye on your pension
investments, and making any changes they feel
necessary in response to market events

How Royal London’s governance
benefits you
You can be comfortable with the level of risk
you’re taking when you invest and as time passes,
your investments will be automatically updated to
maintain the asset allocation in line with this level
of risk in response to market events.

Royal London’s governance
in action
Royal London’s governance promise means that all of their
investment options have a formal review process – at the heart
of this is their Independent Advisory Committee (IAC).
What’s the IAC?
The IAC is made up of pension and investment
experts, three from the Royal London Group and
two independent experts. The IAC is also headed up
by an independent chairperson to ensure that
discussions remain robust, impartial and above all,
ensure that customers’ best interests are at the
heart of their process.
The IAC’s experience and advice is supplemented by
in-depth analysis from risk management experts
Moody’s Analytics and fund ratings experts
Morningstar Investment Management.

What does the IAC do?
The IAC meet on a regular, usually quarterly, basis
to review Royal London’s risk-graded Governed
Portfolios, Governed Retirement Income Portfolios
and fund range.
They review a wide range of information, including
fund reports from Morningstar Investment
Management, a comprehensive risk report from
Moody’s Analytics and market commentary from
Royal London Asset Management, who manage
Royal London’s fund range, to help them make
long-term investment decisions that will help
achieve the best possible outcomes for their
customers.
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Meet the IAC

Candia Kingston, Independent Chairperson
Candia is a qualified actuary with over 20 years’
experience in the investment industry and is
currently a professional trustee of Scottish Pension
Trustees Ltd.

JB Beckett, Independent Representative

JB resides on a number of advisory boards
including the Transparency Task Force and the
Stirling University Student Investment Managed
Fund and is an independent Non-Executive
Director for asset managers. He’s also an external
specialist for the Chartered Institute for Securities
and Investments (CISI) where he’s a Chartered
Member.

Ewan Smith, CEO Office Director, Royal
London Group

Ewan joined Scottish Life in 1986 and has worked
in the Marketing, Investment and Actuarial
Research divisions. He also spent 3 years at Scottish
Life International (SLI) as Finance Director and
Actuary before returning to Scottish Life. Prior to
his current role, Ewan was the General Manager of
the Marketing Division and Director of Proposition
Strategy and Marketing at Royal London.

Piers Hillier, Chief Investment Officer, Royal
London Asset Management
Piers joined Royal London Asset Management in
2015, having previously worked as Head of
International Equities at Kames Capital. Prior to
that he’s held Chief Investment Officer roles twice
for LV= Asset Management and West LB Asset
Management.
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Dr James McCourt, Chief Risk Officer, Royal
London Group
James is a non-executive director of Royal London
Platform Services Ltd (RLPS) and chairs the RLPS
Board Risk Committee. James has more than 20
years’ experience in the financial services industry
and has worked across several sectors ranging from
asset management firms to insurance aggregators.

Acting on their promise
It’s not just about making a promise; it’s about
acting on that promise and ensuring Royal London
do what they say they will. This has led to several
changes to their Governed Range and fund range
over the last 12 years since the IAC has been in place.
Each change they’ve made has been carefully
thought out and communicated, where necessary, to
customers prior to any changes taking place.

Who’s involved in the governance
process?
Moody’s Analytics

A world-leading financial risk modelling company
used by a large number of top insurers. Their
economic projection model is updated quarterly to
reflect changing market conditions and takes
account of current conditions and long term outlook.

Morningstar Investment Management

Morningstar Investment Management are
recognised as a leading qualitative investment
research company in the UK retail funds market.
They provide analysis to assess the risk and outlook
of matrix and replacement funds which helps the
IAC make informed decisions.

Royal London Asset Management (RLAM)

Tactical investment decisions are delegated by the
IAC to Royal London Asset Management Head of
Multi Asset – Trevor Greetham. Tactical updates
can be made at any time, within a governed risk
framework.
Trevor joined RLAM in April 2015 from Fidelity
where, as Asset Allocation Director, he was

responsible for implementing tactical investment
decisions across a range of solutions including the
Fidelity Multi Asset Strategic fund with a strong
performance track record.

Other groups

As part of the governance process, Royal London
have direct relationships with major investment
houses, conducting fund performance analysis for all
funds within the range. All information is prereviewed by their investment actuaries and analysts
to challenge results and discuss implications.

A track record in governance since 2009
49 IAC Meetings

4 x quarterly IAC meeting per year, and in 2009 there were two
additional Special Interim Meetings.
Strategic benchmark changes

3 strategic changes

Jan 2010, post 2009 rally causing equity volatility spike.
June 2016 improve diversification and resilience to unexpected
shocks. October 2017, improve diversification making our
Governed Retirement Income Portfolios (GRIPs) more suitable
for drawdown customers.

Strategic benchmark changes
84 tactical changes

7 January 2021 Positive – equities, commodities, high yield,
corporate bonds Negative – property, gilts Index linked, absolute
return strategies (including cash).
Fund changes

20 matrix changes
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Most recent changes w/c 7 December 2020: The underlying
fund held within the RLP Japan Core Plus (Schroder Tokyo)
pension fund has changes to the RLP Japan Core Plus (Baillie
Gifford Japanese Income Growth) pension fund. The underlying
fund held within the RLP UK Equity Specialist (Invesco UK
Growth) pension fund has changed to the RLP UK Equity
Specialist (Fidelity UK Opportunities) pension fund. The
underlying fund held within the RLP Japan Specialist (Invesco
Japan) pension fund has changes to the RLP Japan Specialist
(Baillie Gifford Japanese) pension fund.

Royal London
and Responsible
Investment
Issues such as climate change, cyber security and corporate
governance are increasingly recognised as factors that can
impact long term investment returns.
Royal London’s approach
With more and more people being influenced by
growing concern for the planet, and the impact
business activities are having on the environment,
Royal London make sure they include these factors
in their investment decisions.
As a responsible investor, Royal London aim to
generate good returns whilst making a positive
contribution to society and the environment. As
part of this, they ask all the asset managers they
work with to include financially material
environmental, social and governance (ESG) risks
and opportunities when they make investment
decisions.
This can help manage risk, help you make informed
investment decisions, and help generate better long
term results.
They also ask their asset managers to help fulfil
their stewardship responsibilities by working with
the companies they invest in on Royal London’s
behalf to improve the way they’re run - for example,
meeting with company management, or pushing for
higher industry standards.

How Royal London practice
Responsible Investment
Asset managers are best placed to understand the
importance and impact of ESG factors across Royal
London’s investments in order to help improve
customer outcomes.
Royal London’s role is to pick the asset managers
they believe are best aligned with their investment
principles. Deciding not only how they invest but
who they choose to work with puts them in a better
position to do what’s right for you and their other
customers.

Responsible selection

Before they appoint an asset manager, Royal London
carry out a responsible investment assessment at the
screening stage to make sure they meet the best
practice standards they have in place.

Appointment

Royal London make sure all their Responsible
Investment principles are known to all their asset
managers, and will only choose to work with the
ones who are already working on putting these
principles into practice.

Monitoring and reporting

Royal London ask asset managers to provide regular
updates and reports on their progress. If they find
they’re not reaching the standards they expect, they
may decide to stop working with them.
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What this means for you
Ultimately, responsible investing is not about
choosing values over value, but how they’re both
integrated to deliver long-term investment returns.
Remember prices can fall as well as rise, so you
could get back less than you started with.
By combining the skills of their asset managers and
considering the ESG impacts of all their
investments, Royal London aim to provide better
customer outcomes whilst working towards making
businesses, society and the environment stronger
for the future.

Engagement and advocacy
In 2020, RLAM’s Responsible Investment team
engaged with over 200 companies on a total of 413
occasions. Their engagement spanned a range of
topics, including remuneration, climate transition
risk and cyber security.
RLAM’s ultimate goal is to have a positive influence
on corporate behaviour and help companies
improve internal practices, governance and
oversight, and their impact on society and the
environment.

Engagement priorities

RLAM’s engagement activity is focused on six
priorities, as shown opposite.

Climate risk
The climate’s changing. Companies need to prepare
for the energy transition and physical impacts of
climate change.

Circular economy
Reduce, reuse, and recycle. Companies need to
design products and processes of the future that
don’t hurt our planet.

Diversity
Avoid group-think. Diverse companies are more
innovative and create better outcomes for customers.

Governance
Checks and balances. Successful companies need
strong boards, appropriate pay, and be accountable
to their stakeholders.

Innovation, technology and society
Technology is advancing, jobs are changing.
Companies need to be cyber resilient, tech-savvy,
and responsible users of data.

Social and financial inclusion
Leave no one behind. Companies succeed when
everyone has an opportunity to participate and be a
productive member of society.
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Governance and voting
When Royal London invest in a company, they
become a shareholder of that company, which
means they have the right to vote on a range of
matters.
These can include appointments to the Board of
Directors, structural changes to the company,
executive pay and compensation, a proposed
merger or acquisition, and other issues that might
impact the company’s stock performance.
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Royal London’s asset managers are responsible for
voting their shares on their behalf, in a way that’s in
line with their voting principles.
In 2020, Royal London’s primary asset manager
RLAM’s voting coverage more than doubled to 2,419,
this includes votes on a range of topics such as
diversity, environmental issues and remuneration.
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Royal London
investment update
31 May 2021
Market update
The outlook of the global economy has improved
since the turn of the year, driven by progressing
global vaccination programmes, alongside
supportive fiscal and monetary policy. Equity
markets have reacted positively on the back of this,
with the FTSE All World Index returning 6.9% year
to date. This was bettered by the UK-based FTSE All
Share, which returned 10.9%.
Overall, equities have had a strong start to the year,
and while we wouldn’t be surprised to see a few
wobbles along the way, we believe the outlook for the
economy and equity markets remains positive.

“As we look forward, we
expect political risk and
pandemic-related volatility
to continue, but reduce as
the global vaccine rollout
continues.”
Ken Scott, Head of Investment
Solutions at Royal London

10 year UK Gilt yields have steadied since they
spiked towards the end of Q1, meaning returns have
been relatively flat over the past couple of months.
However, we’ve still seen losses of around 6% since
the beginning of the year, when concerns around
inflation came to the fore in February/March.
Commodities continued to rally in April, returning
almost 8% in that month alone. Although returns
slowed somewhat in May, The Bloomberg
Commodity Index has returned 14.4% year to date,
with Brent Crude Oil driving the majority of those
returns.
UK property continued to remain flat, with the
ongoing uncertainty around rental collection rates
and valuations in predominantly the retail and
leisure sector. This was offset somewhat by brighter
prospects in the industrial and warehouse sector.
Overall, there’s been a slight pick-up in rental
collection rates since the new year.
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Investment patchwork quilt – 31 May
2021

All portfolios have achieved strong outperformance
of benchmark over the long-term.

Market outlook
As we look forward, we expect political risk and
pandemic related volatility to continue, but to reduce
as the global vaccine rollout continues and
economies reopen.
We expect inflation and the economic recovery to
dominate headlines, driven by the sheer scale of
government stimulus led by the recently appointed
Biden administration, the build-up of savings caused
by the lockdowns and loose monetary policy.
We remain optimistic and expect a strong economic
recovery, but are mindful of the impact of rising
yields.

Current portfolio positioning
On the back of the brighter outlook on economic
growth, the RLAM Multi-Asset team have positioned
the portfolios overweight in growth assets such as
equities, commodities, and high yield, while
underweighting more defensive assets such as gilts,
index-linked gilts and cash. This positioning is as at
10 June 2021.
Source: Lipper

Governed Range update
Our overweight positioning in equities,
commodities, and value sectors has benefited
portfolio performance as inflation expectations
improve. Our underweight positioning in
government bonds limited down-side loss as yields
rose.
Our regional allocation within equities also
contributed to positive returns, with our overweight
UK and underweight Emerging Market positions
being key contributors. All portfolios have achieved
outperformance versus benchmark in May.
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Long term
We believe that a well-diversified portfolio is the
most effective way of maximising risk-adjusted
return and mitigating uncertainty over both the
short and longer term.
Our multi-asset portfolios are designed to optimise
performance and better withstand shocks, manage
volatility and downside risk. We position the
portfolios to maximise performance over the
long-term.

A closer look at
Governed Portfolio 1
Investment objective
Governed Portfolio 1 is made up of a suitable mix of assets
and funds, which aim to achieve an above inflation growth
in the value of your pension savings at retirement.

All data to 31.05.21

Fund manager

Trevor Greetham, Royal London Asset
Management (since Apr-15)

Launch date

12.01.09

Assets under
Management (£m)
Annual management
charge (AMC)

This portfolio is designed for people who are investing their
pension savings over a long period of time (>12.5 years)
and have a cautious attitude to risk. This simply means that
you don't like taking risks with your investments.

Royal London risk rating

Governed Portfolio 1 is reviewed regularly to maintain the
best mix of assets in line with its risk category - and to make
sure it's performing in line with its overall objectives aiming to give you the best possible returns. The value of
your investment can go down as well as up, so you might not
get back the value of the original investment.

Latest tactical change

1352.5
1.00%
Cautious Long Term
13.05.2021

Latest positioning
Asset class
Equity
Gilts
Corporate Bonds
Index Linked
Property
Absolute Return Strategies (inc. Cash)
High Yield
Commodities

Benchmark

Tactical

+/-

Positioning

52.50%
5.00%
5.00%
5.00%
15.00%
7.50%
5.00%
5.00%

56.38%
2.86%
4.60%
3.35%
14.25%
4.30%
7.01%
7.25%

3.88%
-2.14%
-0.40%
-1.65%
-0.75%
-3.20%
2.01%
2.25%

Overweight
Underweight
Underweight
Underweight
Underweight
Underweight
Overweight
Overweight

Latest tactical positions as at 13.05.2021

Portfolio performance against benchmark
The past 5 years:
20%

16.9%

17.3%

15%

13.6%
11.9%

10%
5.4%

5%

5.2%
1.1%

0.9%

0%
-1.4%

-0.8%

-5%
31/05/2016 to
31/05/2017

31/05/2017 to
31/05/2018

31/05/2018 to
31/05/2019

31/05/2019 to
31/05/2020

31/05/2020 to
31/05/2021

Governed Portfolio 1
Source: Lipper, Royal London, as at 31.05.21. All performance figures shown, including those shown for the growth in the benchmark, have been
calculated net of a 1% Annual Management Charge. Past performance isn't a guide to the future. The value of your investment can go down as well
as up, so you might not get back the value of the original investment.
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Portfolio performance against benchmark continued
Shorter term:

Longer term:

12.0%

180%

11.2%

10.0%

10.0%

161.9%
157.6%

160%
140%

8.0%

120%
6.8%

100%

6.1%

6.0%

4.8% 4.9%

80%

4.0%

60%
39.6%38.2%

40%

2.0%

20%

0.0%

13.6% 11.9%

13.3% 12.0%

1 year

3 year

0%
3 months

6 months

Governed Portfolio 1

9 months

Benchmark

Governed Portfolio 1

5 year

since launch

Benchmark

5 year percentage growth
45%
40%

35%
30%

25%
20%

15%
10%
5%
0%

31/05/2016 - 31/05/2021

Governed Portfolio 1

Benchmark

Source: Lipper, Royal London, as at 31.05.21. All performance figures shown, including those shown for the growth in the benchmark, have been
calculated net of a 1% Annual Management Charge. Past performance isn't a guide to the future. The value of your investment can go down as well
as up, so you might not get back the value of the original investment.
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Portfolio management
The portfolio is managed by the multi asset team at Royal London's sister asset management company Royal London
Asset Management (RLAM), one of the UK’s leading fund management companies. The multi asset team applies a
systematic framework to help them maintain a suitable mix of assets and funds, based on current market conditions.

“

I believe multi asset investing can offer an attractive smoothing
of returns in ever-changing market conditions. A robust tactical
asset allocation process allows investors to exploit shorter-term
opportunities and generate significant added value over time.

Trevor Greetham, Head of Multi Asset, Royal London Asset Management

Portfolio governance

”

Governed Portfolio 1 is monitored by the Investment Advisory Committee (IAC). The IAC consists of pension and investment
experts and is headed up by an independent chairperson, to ensure that decisions remain impartial. The IAC meets regularly,
usually on a quarterly basis, to review Royal London's investment options.

Last three tactical changes:
13 May 2021
Global equities delivered strong returns in April, as Covid-19 case rates fell across leading markets and stimulative fiscal and
monetary policy stayed in place. While central banks ruled out near-term rate rises, bond markets remained conscious of
medium-term inflation risks, given expansionary policy in a strong global recovery this year. Given strong equity performance
over the last three quarters, Royal London tempered their equities overweight and increased their positive tilt to commodities,
which benefit in a global recovery. Royal London remained overweight in global high yield bonds and increased the underweight
in gilts. The portfolio remained slightly underweight in commercial property.
15 April 2021
Global equities were strong in March as successful vaccine programmes and loose monetary and fiscal policy reinforced positive
sentiment. While global government bond markets settled, regional performance was mixed; ECB support saw European yields
fall in contrast with global trends. Given strong global growth, Royal London have increased their equities overweight, cut their
commodities overweight, and increased underweights in gilts and corporate bonds. The overweight to global high yield bonds
remained, but they've increased their preference for short duration assets. Their underweight in commercial property was
unchanged.

11 March 2021
The success of vaccination programmes and declining Covid-19 case numbers in the US and Europe fuelled expectations of a
strong economic recovery this year, driving positive global equity returns. Meanwhile, anticipation of significant US fiscal
stimulus raised concerns about inflation, causing global bond yields to rise. Due to short-term market volatility, Royal London
have reduced their overweight exposures to equities, commodities and global high yield bonds. They've moved further
underweight in gilts and from neutral to underweight in corporate bonds. This benefited their cash allocation, which has moved
less underweight. The underweight exposure to commercial property remained unchanged.
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How do gas utilities fit
into the UK’s carbon
neutral future?
A closer look at what the future looks like for natural gas and
the impact this could have on investments.
The move to renewable energy
The UK’s move to net-zero is well and truly
happening, as energy providers face mounting
pressure to provide renewable, environmentallyconscious alternatives for fuel.
As this transition takes place, Royal London Asset
Management (RLAM) set out to see how different
scenarios could impact customers’ pensions.
Traditionally, fossil fuels have made a relatively
safe investment. The credit market views the
bonds issued by the UK gas networks as a safe bet,
supported by a stable regulatory framework, and
the expectation that the way they earn their returns
are here to stay.
With the future of fuel production set to change,
will this still hold true?
Members of RLAM’s credit and responsible
investment teams met with gas companies and
industry bodies to determine the role gas could play
in Britain’s carbon neutral future, if it had one at all.
Specifically, they met with SGN, Wales & West,
Cadent, and Northern Gas Networks, as well as with
operator National Grid, regulator Ofgem and the
transmission network.

Traditionally, fossil fuels
have made a relatively safe
investment.
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They assessed the implications of three potential
scenarios - to fully electrify, burn something cleaner,
or a blend of the two - with interesting results.

Scenario one – Fully electrify

With gas demand already reducing, in this scenario,
the gas networks are fully phased out or maintained
only for use in emergencies.

Ofgem estimated back in
2016 that aggregate peak
demand for heat is roughly
five times that of electricity.
While this plan may appeal to supporters of
cost-effective renewable energy sources, it’s not as
simple as it may seem. A fully electrified network
would require a huge surge in the amount of power
needed to meet peak energy demand for heating,
particularly in cold winter months. Ofgem estimated
back in 2016 that aggregate peak demand for heat is
roughly five times that of electricity.
Other costs of this transition would also be
significant. As more people move to electric heating,
the costs of the gas networks would rise for the
remaining gas customers. This could leave
households either unable to pay for utilities or create
a surge in customers switching to electricity, and in
both of these scenarios, the gas networks could be
rendered redundant.

Scenario two – Burn something cleaner

The gas networks are already investigating the
potential of hydrogen as an alternative fuel source.
Unlike burning natural gas, burning hydrogen only
produces one by-product, water vapour. While
hydrogen’s prone to leakage in steel pipes, up to
75% of distribution networks can already carry
hydrogen, as distribution companies are already
replacing all metal pipes close to residential areas
with plastic ones for safety reasons.
However, the cost of producing this hydrogen would
still lead to increased costs for customers. This
switch would also lead to new boilers and other
appliances being required in every home.

A blended option

Most of the gas companies imagined a future in
which networks used a variety of methods to meet
their decarbonisation targets.
These included more use of bio-gas, which has no
net impact on the total stock of carbon in the
atmosphere, and is therefore considered a “green
fuel”. Other ideas included the partial injection of
hydrogen (up to levels that existing appliances can
tolerate), introducing regional hydrogen grids,
some carbon capture, as well as alternative
technologies such as hybrid heat pumps.
Each of these partial technologies faces their own
risks, from a lack of supply (for green gas) to the
difficulty in cleanly producing hydrogen at scale
without Carbon Capture, Utilization, and Storage
(CCUS) and the inefficiency of UK housing stock.
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Overall gas demand would still be expected to
decline materially under this scenario.
The broader risk to the security of supply and to the
system as a whole is that these localised solutions
would impede nationwide solutions in the case of
extreme weather events in one or all parts of the
country, and make it harder to balance national
energy supply and demand.

What impact could this have?
No single scenario offers a perfect solution, and with
the clock ticking towards 2050, it’s still not clear
what strategy the gas networks will adopt.
Whichever strategy is chosen, it will need to strike
the balance between managing the short-term nature
of regulatory cycles with the long-term investment
into infrastructure in order to work. During RLAM’s
engagement with the regulator, they highlighted this
potential disconnect, and after discussions they
expect future regulatory price controls - which set
the returns these networks can earn - to begin to
reflect the need for a longer-term view.
This research shows the importance of effectively
integrating environmental, social and governance
(ESG) factors into credit analysis, to help asset
managers make better choices about risk and help
them to find opportunities as the UK’s energy
market evolves.

Integrating ESG into
your investments
More people care about making more responsible choices,
which is why environmental, social and governance (ESG)
factors are included in the investment decisions Royal London
make.
ESG integration
Issues such as corporate governance (the way a
company is run), human rights and climate change
are more important than ever. Royal London
believe these, and other factors should be taken into
account when deciding where to invest your money.
As part of their commitment to being a responsible
investor, Royal London ask their asset managers to
integrate ESG across all investment choices, not just
a select few.
Royal London define ‘ESG integration’ as the
explicit inclusion of ESG in the decision-making
process, which means asset managers should
understand how these factors could impact future
investment performance and be able to explain it.

Why is this important?

By understanding how E, S and G factors may
impact investments, Royal London can make better
choices when it comes to investing, which could
mean better outcomes for you. Integrating ESG
factors not only helps with the decisions they make,
but it also helps to build better relationships with
the companies they invest in. Having a deeper
understanding of how companies are run as well as
how they make choices means Royal London can
highlight any areas for improvement and engage
with them to influence positive change.

29

How does ESG integration work?
Asset managers look at a wide range of information
when deciding if it’s a good choice to invest in a
company, including ESG data.
ESG data contains information about a publicly
traded company’s environmental, social and
governance practices, and uses this information to
create an ESG score (sometimes called a rating).
This data can be compiled by a team of ESG analysts
or through artificial intelligence (AI), or a mix of
both. Using information from things such as annual
reports, news sources, and stock exchange filings, a
data provider will give a company an ESG score; the
better the score, the stronger the investment
opportunity from an ESG perspective.
Royal London ask all their asset managers to include
ESG data when making investment decisions. What’s
more, their asset managers at Royal London Asset
Management (RLAM) are supported by a specialist
Responsible Investment team who provide further
insights and analysis to ESG scores.
This helps them make the best possible choices to
contribute to a better future for society, and of
course, aim to generate the best possible returns for
you.

Investing through
market volatility
Pound cost averaging can be a useful way to ensure you don’t
buy at the wrong time and are able to take advantage of market
volatility.
What’s pound cost averaging?
Pound cost averaging is the concept of making
regular contributions to your investments in order
to smooth out market volatility. By making regular
contributions, you naturally buy fewer units when
prices are high, and more units when prices are low.
Over the long-term, not only does this create a
disciplined investment approach, but this strategy
will help take advantage of volatile periods and
potentially improve your returns.

Timing the market
One of the greatest things about pound cost
averaging is that it removes the worry of making a
lump sum investment right before a market decline.
Trying to time the market rarely pays off and often
it’s more luck than skill - so even seasoned investors
avoid falling into this trap. Using pound cost
averaging, you can be safe in the knowledge that
through volatile periods, your money will be
working to ensure you buy units at a lower price
with a long-term view.
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Rising markets
Of course, there will be exceptions to this philosophy
and there’s no guarantee that pound cost averaging
will result in better outcomes than lump sum
investing. One of these exceptions is a consistently
rising market where investing a lump sum from the
outset will give you the lowest possible unit price,
and therefore generate the highest return. However,
the investment journey is rarely a smooth one and
given no one knows for sure that markets will
consistently rise over your investment journey, the
pound cost averaging method can be a useful way to
ensure you don’t buy at the wrong time and are able
to take advantage of market volatility.

Key points
Pound cost averaging:
•

helps create a disciplined investment
approach

•

removes the worry of making lump sum
investments at the wrong time

•

enables you to take advantage of market
volatility

•

isn’t guaranteed to be the best strategy,
but it’s a low maintenance and lower stress
approach.

Example 1 shows the pound cost averaging method for two different
customers over a volatile period
Customer A invests £1,000 a month over the year, whereas Customer B invests £12,000 in January. The
market rises and falls throughout the year, with the unit price following the same trend. By December,
Customer A’s been able to take advantage of falling prices and has bought over 1,000 more units and paid a
lower average price than Customer B. This leaves customer A with almost £2,000 more over the 12 month
timeframe.
Month

Unit Price

Customer A
Contributions

Customer B
Contributions

January

£2.00

£1.000

£12.000

February

£1.91

£1.000

-

March

£1.74

£1.000

-

April

£1.70

£1.000

-

May

£1.65

£1.000

-

June

£1.57

£1.000

-

July

£1.52

£1.000

-

August

£1.57

£1.000

-

September

£1.61

£1.000

-

October

£1.65

£1.000

-

November

£1.74

£1.000

-

December

£1.83

£1.000

-

Total Units Purchased

£7.077

6.000

Average Price Paid

£1.71

£2.00

£12.923

£10.956

Final Value
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Example 2A shows a real example of how using pound cost averaging
through the last financial crisis in 2007 to 2009 may have been beneficial
Example 2A shows a real example of how using pound cost averaging through the last financial crisis in
2007 to 2009 may have been beneficial
The purple line shows investment in the ABI Mixed Investment 20-60% shares, with a single contribution
of £24,000 and the teal line shows a regular contribution of £1,000 over the same period. You can see that
the pound cost averaging method has resulted in a higher number of total units bought, a lower average
price paid and a higher final value.
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Example 2B shows a real example (using the same basis as example 2A) of
how the pound cost averaging method may result in poorer outcomes in a
market which overall, has net positive returns
What it really comes down to however, is individual investor preference. Using either method (or a mixture
of both) as a well-structured, long-term investment strategy should help you on the way to building up
enough retirement savings to support you through retirement.
Remember that investment returns are never guaranteed, so you could get back less than you paid in.
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Latest tactical change 10 June 2021
Trevor Greetham, Head of Multi Asset at Royal London Asset
Management (RLAM), has made a tactical change to the asset
allocation of Royal London’s Governed Portfolios (GPs) and
Governed Retirement Income Portfolios (GRIPs).
What’s changing?
Global equities were volatile in May, but showed positive returns. After weaker than expected US jobs data
reduced tapering concerns, proving constructive for equities, stronger than expected US inflation data
impacted markets in the following week.
However, the Federal Reserve reassured markets that the impact of inflation data is temporary,
encouraging equities back towards all-time highs. Given strong equity performance over the last three
quarters, Royal London reduced their equity overweight and increased their positive tilt to commodities,
which benefit in a global recovery. They remained overweight in global high yield bonds, underweight in
gilts and corporate bonds, and extended their underweight in commercial property.
Overweight

Neutral

Equities
Property
Commodities
High Yield
Gilts
Index Linked
Corporate Bonds
Absolute Return Strategies (including cash)
Direction of arrows show overall change from previous tactical change.
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Underweight

Responsible Investment
case studies
When Royal London invests your pension savings in a company,
you and other Royal London customers own a share in that
company. This means that Royal London can influence how
those companies are run on your behalf.
Engagement and advocacy
In 2020, Royal London Asset Management’s
(RLAM) Responsible Investment team engaged
with over 200 companies on a total of 413
occasions. Their engagement spanned a range of
topics, including remuneration, climate transition
risk and cyber security.
These case studies look at how the Responsible
Investment team have engaged with the companies
they invest in on your behalf.

Standing up on diversity
Royal London are an investor in Adidas, so that
means their customers are shareholders in the
company. Royal London believe it’s important that
Adidas has a diverse workforce. Not only because
they believe fundamentally in diversity, but also
because a backlash against Adidas could result in a
drop in sales, which in turn could impact the value
of their customers’ pensions.

What’s the background?

In a 2019 New York Times article, it was uncovered
that the company faced issues of workplace
discrimination. It’s continually received both public
and employee backlash over repeated instances of
racially insensitive marketing schemes over the past
few years.
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What action did Royal London take?

Last year, the Responsible Investment team decided
to vote against the approval of management acts,
given the ongoing allegations of Adidas’ failure to
address diversity and inclusion issues in both its
advertising and across its workforce.
Adidas has already gone some way towards proving
their commitment to tackling this issue, and the
Responsible Investment team will keep their
approach under review ready for the next Annual
General Meeting (AGM). If their concerns persist,
and little is being done to improve or embed
diversity initiatives, they’ll consider escalating their
vote to individual board members.

Helping to tackle the climate change
crisis
RLAM’s Responsible Investment team is helping
drive the move to a low carbon economy and
leading the way on the Just Transition.

What’s the Just Transition?

Just Transition ensures that social issues are taken
into account in moving to a low carbon economy.
Rapid climate action that limits global warming to
below 1.5ºC prevents the worst human and
economic costs of climate change. A Just Transition
ensures this climate action also supports an
inclusive economy and avoids exacerbating existing
injustices or creating new ones.
Without adequate considerations of the social
impacts of accelerating the path to Net Zero, there’s
a risk that people won’t be willing to make the hard
choices needed to limit the impacts of climate
change. This can lead to policy delays and
uncertainty. Companies that acknowledge this
challenge and plan for a Just Transition, will be
more likely to deliver on their commitment to lowcarbon growth. Royal London believe energy utility
companies should develop formal Just Transition
strategies to manage social risk and ensure they
continue to deliver good value for society and their
investors.

A just transition for Scottish and Southern
Energy (SSE)

SSE is an energy utility company that helps produce
and distribute gas and electricity to our homes. It’s
one of the largest producers of wind power in the
UK and has committed to become ‘net zero by 2050’
– which means that by 2050 the amount of
greenhouse gas emissions produced by SSE will be
equal to the amount it removes from the
atmosphere.
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RLAM’s Responsible Investment team has been
champions of SSE’s strategy to move to wind power
and reduce its reliance on coal and gas, which will
have a big benefit for our climate. However, they’ve
also been talking to SSE about the Just Transition –
what the company’s doing to ensure that its
transition to lower carbon energy also considers any
social impact, like job losses or making energy bills
unaffordable. Solving the climate crisis isn’t
straightforward, and the Responsible Investment
team is asking companies to take a more holistic
view and look at both the social and environmental
consequences of taking action.

What action did the engagement drive?

Through a collaborative engagement effort with the
Friends Provident Foundation, the Responsible
Investment team met with representatives from SSE
to check its progress on Net Zero and a Just
Transition. Following their engagement, SSE agreed
to publish a formal Just Transition strategy, the first
company to do this globally.
This is a great example of how engagement can lead
to positive outcomes for society. The Responsible
Investment team is now working with six other
utilities companies to encourage and support them
in adopting a Just Transition strategy ahead of
COP26 and E.ON has now also published its Just
Transition Statement as part of their Net Zero plan,
with others expected to join this trend.

Royal London’s climate
change commitments
Royal London are playing their part in helping tackle the
climate crisis through the way they run their business and
manage their investments.
Climate pledges
Royal London are founding signatories of the IIGCC
Net Zero Commitment and as part of this, they
commit to aligning their investments to net zero by
2050, and they’re engaging with the companies they
invest in to ask them to do the same.
To make their commitment clear, Royal London
have set out a series of operational climate pledges
to reduce their own carbon emissions.

What this means for you
By looking for ways to reduce their impact, become
more efficient, and always think about the
environment when making decisions about offices
and operations, you can have peace of mind that
your pension savings are with a company
committed to helping ensure a sustainable future
for everyone.

Reduce internal paper use by 90% and
external paper use by 50%.
Continue to send zero waste to landfill
and reduce total waste by 50% by 2025.
Work in partnership with Mitie to reduce
waste and energy use even further.
They achieved carbon neutrality in their
operational energy use in 2020 through
carbon offsetting and have an action plan
to reduce the need to offset year on year.
Over 2,000 colleagues moved to a new
energy-efficient workplace in Alderley Park,
Cheshire.
Source 100% renewable electricity to use
across the business by 2025.
Halve company car emissions by 2025,
through travelling less and switching to allelectric vehicles.
Halve rail and air business travel carbon
emissions from 2020 onwards.
Using 2019 as the baseline year.
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Achieving operational carbon
neutrality by helping households in
Guatemala
Royal London have partnered with ClimateCare to
support the Household Cookstoves in Guatemala
project to offset the emissions generated by their
offices and operations last year.

Why did they choose this project?

Most households in Guatemala use inefficient and
conventional open fires to cook food, heat homes
and make water safe to drink. These open fires
demand large amounts of fuelwood – largely from
non-renewable sources – the burning of which
releases GHG emissions. In addition to contributing
to global emissions, open fires release harmful
pollutants that cause respiratory problems, mainly
impacting women and children.
A single stove reduces the amount of firewood used
by households by up to 58% and saves 3.8 tonnes of
CO2e per year. This helps to improve forest
management and maintain forest stocks in
Guatemala, a sector identified by the national
climate programme as critically vulnerable.
The use of these improved cookstoves also notably
reduces inhalation to toxic fumes such as carbon
monoxide. Also, efficiency improvements lower
household expenditure, saving both time and
money previously needed to collect or purchase
higher amounts of firewood. These savings directly
improve the quality of life for families in Guatemala.
Carbon revenue is used to invest in research and
development to improve the efficiency of stoves, as
well as making the product scalable and available to
more families. The carbon finance also helps to
maintain the operations of two stove manufacturing
facilities in Guatemala, which currently employ 40
local people.
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Strategic asset allocation
changes
Royal London have made some changes to the strategic asset
allocation of their Governed Portfolios and Governed
Retirement Income Portfolios.
Strategic asset allocation (SAA) review
As part of their SAA review, Royal London have reviewed the mix of assets and funds which make up their
Governed Portfolios and Governed Retirement Income Portfolios. Using a combination of quantitative data
from their model and extensive investment experience, they’ve made the following changes:
•

An increase in high yield bonds and a reduction in property within their Governed Portfolios.

•

An increase in equities and high yield bonds and a reduction in gilts, index linked gilts and corporate
bonds within Governed Retirement Income Portfolio 1 and 2.

•

An increase in exposure to emerging and developed market equities and a reduction in UK equity
exposure.

What’s changed?
The updated Governed Portfolio strategic asset allocations are shown below, along with how these have
changed.
Cautious

Balanced

Adventurous

GP1

GP2

GP3

GP4

GP5

GP6

GP7

GP8

GP9

Equity

52.5%

42.5%

15.0%

67.5%

55.0%

32.5%

80.0%

70.0%

45.0%

Property

15.0%

10.0%

5.0%

15.0%

12.5%

10.0%

12.5%

12.5%

10.0%

Commodities

5.0%

5.0%

5.0%

5.0%

5.0%

5.0%

5.0%

5.0%

5.0%

GHY

5.0%

5.0%

10.0%

2.5%

5.0%

5.0%

2.5%

2.5%

2.5%

Gilts

5.0%

9.2%

16.7%

1.7%

5.0%

11.7%

0.0%

1.7%

9.2%

IL Gilts

5.0%

9.2%

16.7%

1.7%

5.0%

11.7%

0.0%

1.7%

9.2%

Corporate Bonds

5.0%

9.2%

16.7%

1.7%

5.0%

11.7%

0.0%

1.7%

9.2%

Cash

7.5%

10.0%

15.0%

5.0%

7.5%

12.5%

0.0%

5.0%

10.0%
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Cautious

Balanced

Adventurous

GP1

GP2

GP3

GP4

GP5

GP6

GP7

GP8

GP9

-

-

-

-

-

-

-

-

-

-2.5%

-2.5%

-

-2.5%

-2.5%

-2.5%

-2.5%

-2.5%

-

-

-

-

-

-

-

-

-

-

GHY

2.5%

2.5%

-

2.5%

2.5%

2.5%

2.5%

2.5%

-

Gilts

-

-

-

-

-

-

-

-

-

IL Gilts

-

-

-

-

-

-

-

-

-

Corporate Bonds

-

-

-

-

-

-

-

-

-

Cash

-

-

-

-

-

-

-

-

-

Equity
Property
Commodities

The updated Governed Retirement Income Portfolio strategic asset allocations are shown below, along with
how these have changed.
GRIP1

GRIP2

GRIP3

GRIP4

GRIP5

Equity

12.5%

22.5%

30.0%

40.0%

50.0%

Property

5.0%

7.5%

7.5%

10.0%

10.0%

Commodities

5.0%

5.0%

5.0%

5.0%

5.0%

Global HY

6.3%

6.3%

6.3%

7.5%

8.8%

UK HY

6.3%

6.3%

6.3%

7.5%

8.8%

Gilts

16.7%

12.5%

10.0%

5.0%

2.5%

IL Gilts

16.7%

12.5%

10.0%

5.0%

2.5%

Corporate Bonds

16.7%

12.5%

10.0%

5.0%

2.5%

Cash

15.0%

15.0%

15.0%

15.0%

10.0%
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GRIP1

GRIP2

+2.5%

+2.5%

Global HY

+3.75%

+2.5%

UK HY

+3.75%

+2.5%

Gilts

-3.3%

-2.5%

IL Gilts

-3.3%

-2.5%

Corporate Bonds

-3.3%

-2.5%

Equity

GRIP3

GRIP4

GRIP5

Property
Commodities

Cash

Why have Royal London made these changes?
Royal London carry out a strategic asset allocation review of their Governed Portfolios and Governed
Retirement Income Portfolios every three years to make sure they continue to meet their objectives and give
you the best possible returns.
The outcome of their latest review showed that moving to the strategic asset allocations above would
provide the opportunity to deliver stronger returns over the long-term.
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Combining your pensions:
the pros and cons
When it comes to saving money on a credit card or mortgage,
people don’t think twice about looking around for the best deal.
But did you know you can do the same with your pension?
Why you should consider combining
your pensions
Sticking with the same pension product until you
retire might not be the best option for you. If you
have an older type of pension, you could benefit
from switching to a modern, flexible pension with
lower charges, more choice in how you invest your
pension savings and the ability to take your pension
savings how and when you need to.
And if you’ve built up several pensions throughout
your working life, one way to help your pension
savings work harder and smarter could be
combining them into one pension plan.

Does your current pension plan allow you to
access your pension savings how and when
you need to?

•

Does your current pension plan have any
valuable benefits that could be lost if you
switch to another plan?

•

Does your current pension plan have any
penalties for switching?

•

Does your current pension plan allow you to
pay your financial adviser for advice
tax-efficiently, direct from your pension
savings?

Things to consider

What are the pros and cons?

Lower charges might play a major role in your
decision to switch your pension, but other features
of the plan should also be considered. For example,
a plan that can adapt to your changing
circumstances or having access to a wider choice of
investments might be more important to you, so
you might be prepared to pay higher charges.

There are pros and cons to switching your pension,
so it’s important you have all the information you
need to make the right decision.

The decision to switch pensions needs careful
consideration as it may not be in your best interests.
Here’s some things to consider with the help of a
financial adviser:
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•

•

Does your current pension plan have high
charges?

•

Does your current pension plan offer a
range of investments, designed to suit
different attitudes to risk, time to
retirement and ways to access your pension
savings?

The pros

•

It’s easier: it can be difficult keeping track
of lots of different pensions. By combining
them into one plan, you’ll have a clearer
picture of what you’ve got – and there’s a lot
less paperwork and passwords to keep on
top of.

•

There may be lower charges: you might
want to switch to take advantage of lower
charges.

•

You could have more choice and
flexibility: if you switch your pension into
another plan, you could have more
flexibility over how and when you access
your pension savings and the option to leave
money behind for loved ones when you die.

•

•
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There may be more suitable
investment options: your pension
savings will have a coherent and
consolidated investment strategy. You
could also have a wider range of
investments to choose from to suit your
needs.

The cons

•

You may be charged: you may be
charged for switching your pension to
another provider.

•

You could lose valuable benefits: some
pension schemes, for example, entitle you to
take more than the standard 25% in tax-free
cash. Others might give you better
protection from inflation, allow you to take
your pension earlier than the usual age of
55, or come with a Guaranteed Annuity Rate
(GAR). If your pension has a GAR, it means
your provider will guarantee to pay you a
minimum level of income for the rest of
your life, in return for your pension savings.
Because this is a particularly valuable
benefit, you have to get financial advice
before you transfer a pension worth more
than £30,000 if it has a GAR.

•

There are advantages to having a
small pot: small pension pots come with
particular privileges that can be very useful.
For example, you can cash in small pots of
less than £10,000 (known as trivial pots)
and still continue to pay into another
pension up to the annual allowance of
£40,000. Usually when you start to take
income from a pension, the amount you can
continue to contribute to a pension drops to
just £4,000 a year.

You could get a potentially higher
retirement income: if you plan to buy
an annuity (where you use your pension
savings to buy a guaranteed income for
life), you might be able to get a better
annuity rate, and therefore a higher
income, with one big pension rather than
two or more small ones.

How to spot and
avoid scams
There’s been a worrying increase in the number of scams since
the coronavirus pandemic first hit last year. Here’s some tips on
how to help you spot and avoid them.
How to spot a scam
Scammers are always coming up with new ways of
tricking people. Although the scams vary, there are
some things they have in common. Here are some of
the main scams, and tips from the financial
regulator, the Financial Conduct Authority (FCA),
on how to avoid them.

Pension scams

Be wary of fraudsters who claim they can help you
access your pension before age 55. If you do, you’ll
incur massive tax charges of 55% of your pension
savings in addition to the scammers’ fees, which
could be up to 30% of the value of your pension
savings. In some cases, you could lose all your
money. There are only very limited circumstances
when you can legitimately access your pension
savings before age 55, such as if you’re in serious
ill-health.
You should also watch out for offers of free pension
reviews which come out of the blue and offers to
help you move your money to a safe haven. Your
money will be invested in high-risk and unregulated
investments or could disappear altogether.
Pension cold calls are illegal so if you get one, just
hang up – it’s a sure sign that it’s a scam. Ignore any
offers you get via email, text or online adverts too.
Before making any changes to your pension, check
that any firm you deal with appears on the FCA's
Register then call the FCA’s Consumer Helpline on
0800 111 6768 to check the firm’s allowed to give
pension advice.
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Advance loan fee fraud

This scam involves being asked for an upfront fee in
order to get accepted for a loan. The fee can be
between £25 and £450 and you may be asked to pay
it by bank transfer, Western Union or even iTunes
vouchers. No matter how much you pay, the loan
never materialises.
Warning signs to look for include being contacted by
text or email out of the blue, or being put under
pressure to pay the fee quickly. You can protect
yourself by checking that the firm that asks for an
upfront payment is authorised by the FCA by simply
typing the firm’s name into the FCA’s Register.

Universal Credit scams

Fraudsters have been targeting people who receive
Universal Credit by claiming to offer government
loans and grants linked to the benefit. Their aim is to
steal your personal or bank details.
Remember that the government will never ask for
personal or bank details over text or email, so if you
receive something like this, the best advice is to
ignore it.

Good cause scams

Criminals have also been targeting people with a
number of scam emails asking for donations to good
causes. For example, one convincing-looking email
pretends to be from the government, and asks for
money for the NHS. Others appear to come from an
organisation that claims donations will go towards
the production of hand sanitiser or protective
equipment for the NHS.

To avoid being scammed, don’t download
attachments or click on links in emails unless you’re
sure who sent them. Even if the email’s from an
organisation you know, if the email itself is
unexpected or asks you to click on a link, it could be
a scam. That’s especially true if it asks for personal
or financial information. Your bank will never ask
you for personal information in an email.

These fraudsters set up websites that use names
similar to those of legitimate firms, and typically
cold-call you to promote worthless or non-existent
shares, property or investment opportunities.
Protect yourself by checking the FCA Register to see
if the firm is authorised. Always access the FCA’s
Register directly from register.fca.org.uk rather than
from any links sent to you by the firm itself.

You can reduce the risk of being scammed by only
donating to legitimate charities. You can search for a
registered charity in England and Wales on the
Gov.uk website charity register. If you’re in
Scotland, check the Scottish Charity Regulator’s
website. In Northern Ireland, it’s the Charity
Commission for Northern Ireland.

The FCA also recommends using the switchboard
number given on the FCA Register to call the firm
back rather than the one the firm gives you. If the
firm claims the number on the register is out of date,
contact the FCA’s Consumer Helpline on 0800 111
6768.

Number spoofing scams

Lookalike websites

Number spoofing is where a scammer sends a text
message that looks like it’s come from a genuine
organisation, such as the government, HM Revenue
and Customs (HMRC) or your bank. These scams
are very hard to spot, especially as the messages will
sometimes appear in a chain of otherwise genuine
text messages. The best advice is not to click on any
link in a text that appears to come from a legitimate
source. HMRC doesn’t issue tax rebates by text, and
banks don’t ask for personal information this way.

Clone firm scams

This is where scammers pretend to be from an FCAauthorised firm to try and convince you they’re
genuine. A firm needs to be authorised by the
Financial Conduct Authority to sell, promote or
advise on the sale of shares or investments
(including pensions) in the UK.

Scammers are advertising websites that offer debt
advice which have very similar names to the genuine
services and charities. They’re not illegal, but you
could end up paying for debt advice that you could
get for free. And you may end up sharing your
personal details with a company you don’t know
anything about.
If you’re visiting a website to get debt advice, always
check the website address to make sure you’re not
clicking on a ‘lookalike’ site by mistake.

Cold call and doorstep scams

Not all scams are online or over the phone. To avoid
being scammed, ask to see the identity badge of
anyone who comes to your door and claims to be
from a company or organisation.
If you’re not 100% comfortable, don’t let them in,
and don’t give away financial information (such as
your bank account details) either.
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How your pension
is invested
There’s more to investing a pension than meets the eye - your
money goes through a technical transformation process to turn
your pounds now, into hopefully more pounds in the future.
Important information
There are two big goals that your pension fund
manager has for your money while you’re working:
to keep it safe and to help it grow. These priorities
are important to keep in mind when you read
through the rest of this information.

What happens when your pension
contribution leaves your pay packet?
It’s not quite as simple as you’d think. Most people
think their contribution gets combined with their
employer’s contribution (if applicable), invested
directly in the global stock market, and paid back to
you in 30 to 40 years’ time. But that’s not quite
what happens.
Think of your pension contribution as going into
something like an upside-down funnel. The money
goes into the narrow bit at the top and then it’s
spread out across a range of different investments,
going through several stages in between.
Once your contribution’s received, it’s automatically
invested by the asset managers Royal London use
(the main one is Royal London Asset Management,
their wholly-owned subsidiary).
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Not all this money’s invested in one place. For
example, some could go into ‘equities’, which is
buying shares in companies all over the world. It
could also go into ‘property’ by buying building and
offices all over the UK. It can also be used as loans to
companies, or even the government, by buying
‘bonds’.

The benefits of diversification
Spreading out your money like this is good for two
reasons. Firstly, it limits risk, as if one part of the
market goes through a rough patch, at least there’s
some money in another area to balance this out.
Secondly, it gives your pension savings the biggest
possible chance of rising in value over the years, so
you end up with a decent amount of pension savings
when you stop working.
This investment approach is reviewed frequently to
make sure it’s still achieving its goals on your behalf.
It has to grow for decades, after all, and markets and
strategies for long-term growth and risk
management change over time, so your investment
approach should too.
This is why tweaks are made by the pension fund
managers, if necessary, along the way. Remember,
investments can go down as well as up, so you might
not get back all the money you paid in.

Inheritance tax:
the basics
Inheritance planning is all about deciding the best way to leave
your estate to your loved ones when you die. No one likes to
think about death. But planning ahead and being prepared
could make a big difference to those you leave behind.
What’s inheritance tax?

People can also benefit from the use of a residential
nil rate band (RNRB), which was introduced in April
2017. This means the first £175,000 (2021/22) of
It’s a common misconception that only the
extremely wealthy have an estate. The reality is that your home’s value is also free from IHT. However,
everyone has an estate, no matter how big or small it this is dependent on you passing your home to a
‘direct descendant’ such as your child or grandchild.
may be.
This includes your house, money, savings and
investments and any other personal possessions you
may have, such as cars and jewellery.
When you die, the Government charges tax on your
estate. This is called ‘inheritance tax (IHT)’ and is
payable by whoever inherits your estate. The first
£325,000 of your estate is free from IHT – this is
known as your nil rate band.
If you leave all your assets to your spouse or civil
partner, there’s normally no IHT to pay.
When you die, your unused nil rate band is added to
your spouse or civil partner’s nil rate band, giving
them a total nil rate band of up to £650,000.
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Like the IHT nil rate band, the unused RNRB can be
transferred between spouses and civil partners. This
means that in 2021/22, married couples and civil
partners can get an IHT allowance of up to £1
million.
For people who exceed their nil rate bands and aren’t
exempt, the rate of IHT is usually 40%.

How is IHT paid?
Any IHT due on an estate has to be paid to Her
Majesty’s Revenue and Customs (HMRC). This
should be done by the person who’s dealing with the
deceased’s estate. If they left a will, they’ll probably
have named those people in it (known as their
executors). If there’s no will, the estate’s typically
dealt with by a relative.
Valuing someone’s estate can be tricky, but the
Government website gov.uk has lots of useful
information on how to do this.
Once you’ve estimated the value of the estate, you
can register online to complete an inheritance tax
estate report. This will tell you if you can report
everything online or if you need a paper form, if
there’s IHT to pay and when to pay it.

Paying an IHT bill
You must pay IHT by the end of the sixth month
after the person died. You’ll need to get a payment
reference number before you can pay your IHT bill.
You can pay from your own bank account or a joint
account you have with the deceased.
If there’s not enough money available to pay the IHT
bill from your or the deceased’s bank accounts, the
deceased may have some life insurance written in
trust that could be used to help pay the bill or you
may be able to get an executor’s loan from a bank.
Alternatively, you can ask banks or building
societies to pay some or all of the tax due from the
deceased person’s accounts directly to HMRC using
the Direct Payment Scheme.
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You can claim back the money from the deceased’s
estate or the beneficiaries once you get a Grant of
Representation (also known as probate or letters of
administration). This is called Confirmation in
Scotland.

Where to find out more
You can find out more about how to pay an IHT bill
on the Government website –
www.gov.uk/paying-inheritance-tax
If you’d like more help understanding your IHT
responsibilities, you can contact the Government
inheritance tax helpline on 0300 123 1072.
You’ll also find a range of articles and guides on
death and money matters on Royal London’s
bereavement hub at www.royallondon.com/articlesguides/learn/bereavement

Is your pension
protected?
While it’s rare for people to lose their pension, or get less than
expected, it’s good to know what protection’s in place if things
go wrong.
Is your pension safe?
You may see newspaper headlines covering stories
of people who’ve lost their pensions, or not got what
they expected, so it would be easy to imagine that
this was quite common.
In reality, the vast majority of people get their
pensions paid as expected and without any
problems. So what’s the reality about your pension
– is it safe, and what happens if things go wrong?
The answer depends first of all, on what type of
pension you have.

Things to consider

In the past, many people worked for companies who
offered a salary-related or ‘defined benefit’ (DB)
pension. Although relatively few people are still
building up pension savings in this type of pension,
millions of people have DB pensions from past or
present employment. For as long as the employer‘s
still around and contributing to the pension, those
pensions will continue to be paid.

Protection for defined contribution
pensions

You may hear about DB pension schemes being in
deficit. This is what happens when the cost of
providing the pension is bigger than expected
(perhaps because we’re living longer on average), or
because the money in the pension fund hasn’t done
as well as expected (perhaps because rates of return
have fallen).

Where a DC pension is provided by a big financial
institution like Royal London, there are strict rules
to make sure that the pension provider has enough
money to keep trading through the ups and downs
of the economy. This helps to make sure that the
company you’ve saved with is still there when you
retire.

In this case, the trustees of the pension scheme and
the employer have to agree something called a
‘recovery plan’ to deal with the shortfall over a
period of years. Provided this all goes to plan, there
will be enough money in the pension scheme to pay
all the pensions.

A defined contribution (DC) pension is a type of
pension where you (and your employer), save for
your future. The money you put into a defined
contribution pension is invested throughout your
working life to help it grow.

Other DC pensions may be saved through large
industry-wide Master Trusts, and the government
has tightened the rules to make sure that these
trusts also have enough money to operate on an
ongoing basis.
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If things go wrong with pensions and investments,
there’s a Financial Services Compensation Scheme.
You can find out more about what it does and what it
covers on their website at www.fscs.org.uk

However, sometimes an employer will go bust at a
time when there’s a shortfall in the pension fund. If
this happens, there’s a safety net scheme known as
the Pension Protection Fund (PPF). This is funded
through a charge on all the companies who run DB
pension schemes. The PPF takes over all the assets
of the pension fund of a company that’s gone bust
and then pays out pensions, in the form of
compensation, according to its own rules.

Keeping an eye out for scammers

Broadly speaking, it pays out 90% of the pension
you were expecting if the company goes bust when
you’re under pension age, and 100% of the pension
if this happens when you’re older. The other main
difference is that the PPF pays annual inflation
increases in line with the legal minimum, which
may be less generous than the rules of the scheme
you were a member of.

Even where such schemes are not outright scams,
they can involve very high charges and offer very
little protection if things go wrong. If you think
you’ve been scammed, or want to know what to look
out for, visit the Financial Conduct Authority’s (FCA)
Scamsmart website at www.fca.org.uk/scamsmart

Overall, the PPF provides a measure of reassurance
for people in DB pension schemes. You can find out
more by visiting their website at www.ppf.co.uk
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Sometimes when things go wrong with pensions, it’s
because people have chosen to invest their money
themselves and have made poor decisions. There are
many people looking to ‘scam’ savers out of their
money by offering them apparently high rates of
return, often involving investing overseas or putting
all of your money into a single investment.

Leaving your pension to
loved ones when
you die
Passing on your remaining pension savings can be a good way
to help out loved ones when you die, but it's important to
understand exactly how it works.
Pensions and your estate
If you're in the fortunate position of having more
pension savings than you need to provide yourself
with a comfortable level of retirement income, you
might want to leave any remaining pension to your
loved ones when you die.
Pensions aren't normally counted as part of your
estate for inheritance tax purposes. This means if
you leave your remaining pension savings to your
family or other beneficiaries, at most, they’ll pay
their own marginal rate of income tax and in some
circumstances, they won't have to pay any tax at all.

How it works if:

If you have a defined benefit (DB) or salary-related
pension, the pension scheme will generally pay a
pension to a surviving widow or widower. If you
want the next generation to benefit from the value of
your DB pension, there's the option to transfer your
rights into a defined contribution arrangement.
However, if the transfer value is more than £30,000,
you're required to take financial advice, and the
Financial Conduct Authority (FCA) recommends
that you start from the assumption that giving up
valuable DB benefits is unlikely to be in your best
interests.

You’re flexibly accessing your pension, or
your pension savings are untouched

You’ve used your pension savings to buy an
annuity

If you die before age 75, you can leave any money
held in a personal pension or defined contribution
pension run by your employer to your chosen
beneficiaries, completely free of tax. If you die at
age 75 or later, the money will be subject to income
tax at your beneficiaries’ marginal rate – the highest
rate of income tax they pay.

Most annuities stop paying income when you die.
But some – joint, guaranteed period and capital
protected annuities – are designed to continue
paying out income, or to provide a lump sum after
you die to a person chosen by you. If you've bought
one of these three types of annuity, your beneficiary
will pay no tax on the pension money they inherit if
you die before age 75. But if you die aged 75 or older,
they'll have to pay income tax at their marginal rate.

You can nominate anyone, not just relations, to
inherit your remaining pension savings that are
already being used to flexibly access your savings
via ‘income drawdown’. This lets them take the
money out in lump sums or as income, as and when
they need it.

51

You belong to a defined benefit or final salary
scheme

You have a State Pension
You can't pass on the right to your State Pension
after your death. If you're receiving a State Pension,
you may be able to pass the benefit on to your
family as gifts. There are annual limits on how
much you can give tax-free, so it's worth looking
into.

Remember to consider tax
You can take 25% of your pension savings as
tax-free cash once you reach age 55. You may have
decided to leave this money untouched in your
pension, with the idea of leaving it to your loved
ones after your death. But if you die on or after your
75th birthday, all of your pension savings –
including the 25% that you could have taken as
tax-free cash – will be taxed at your beneficiary’s
marginal rate of income tax.

Recording your wishes
Royal London have created a When I’m gone list to
help you record your funeral wishes and your
personal and financial details in one place.
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Making a will
A will is a legal document that sets out who will get what when
you die. Having one avoids uncertainty, unnecessary expense
and long legal delays that can occur if you don’t have one.
Why have a will?
The main reason for writing a will is to set out how
your money and possessions (your estate) are
divided up when you die. If you die without a will
(known as “dying intestate”), your estate will be
distributed according to the rules on intestacy,
which could be very different to your wishes.
A will ensures your estate goes to the people you
want it to.

If you die without a will
If you die without a valid will, the intestacy rules
apply. These set out who is entitled to inherit from
your estate if you don’t leave a legally valid will. The
rules are designed to protect your family, but there
are several potential problems:

•

If you live with a partner but aren’t
married to them or in a civil partnership,
they have no automatic right to your estate.

•

Under the intestacy rules, your children are
only those related to you by blood or legally
adopted and not step-children.

•

If you’re separated from your spouse or
civil partner but not divorced, they’ll
inherit some or all of your estate under the
intestacy rules.

•

Children inherit equally under the laws,
regardless of their needs.

•
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Your assets may have to be sold so that
your estate can be split among your heirs;
this could mean your husband or wife
having to move out of the home you live in.

•

If you have no immediate family, distant
relatives you’ve never met may inherit from
you.

•

If you have no living relatives, the state gets
everything.

Who should have a will?
All adults should have a will, but it’s particularly
important once you own property, have children,
start a business or have savings and investments. In
England and Wales, anyone 18 or over can write a
will. In Scotland, the minimum age is 12.
You can use a solicitor, professional will writer or
online will writing service to write your will, or you
can write your will yourself.
You need to be very careful if you decide to write
your own will. It’s easy to unwittingly make a
mistake which makes it unclear or invalidates it. A
solicitor can ensure your will is clear and legally valid
and can also offer advice on how to make it
tax-efficient by reducing any potential inheritance
tax (IHT) bill.

How much does a will cost?
As a rough guide, expect to pay between £150 and
£250 to have a simple will drawn up by a solicitor.
For a more complex will, you may pay more. Costs
can vary, so you should shop around and get a few
quotes first.
If your affairs are simple, you could use a
professional will writer. They tend to be cheaper
than solicitors but aren’t regulated in the same way.
If you go down this route, make sure you choose one
that’s either a member of The Society of Will Writers
or the Institute of Professional Willwriters.

Online will writing services are another option for
simple wills and again cost less than using a
solicitor. They vary in terms of what they offer, so
make sure you understand what service you’re
getting. For example, some services will offer phone
support and check your will before you sign it.

Charity and reduced-cost wills
Check to see if your employer or any trade union
you’re a member of, offers any special deals on will
writing.
Alternatively, you could take advantage of one of
the following schemes to help you get your will
written, in exchange for a donation or bequest to
charity.
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•

Will Aid month in the UK in November
when solicitors agree to write your will for
free in exchange for a donation to charity
(suggested donation of £100 for a single
will).

•

Free Wills Month in the UK in March and
October when solicitors write simple wills
for free if you’re over 55 and in exchange
ask you to leave something in your will to
charity.

•

Will Relief Scotland in September when
solicitors will write your will for free in
exchange for a donation to one of the four
Scottish charities it has linked up with,
which are tackling poverty and injustice
around the world.

•

If you’re a supporter of a charity, you may
be able to get a simple will written for free
through the National Free Wills Network,
providing the charity is one of those signed
up to the network. There’s no obligation to
leave a gift to the charity in your will, but
most people do.

Changing your will
If you want to change your will, you can either make
a new one (which will cancel any previous will you’ve
made), or alter the existing one by adding what’s
known as a codicil.
You should review your will whenever your
circumstances change, such as getting married or
entering a civil partnership, getting divorced, having
a baby, buying property, moving home or receiving
an inheritance.

Storing your will
It’s important to keep your will safe and to tell your
executors where it is. You can file it at home, but
make sure it’s in a safe place away from the risk of
theft, fire or water damage. If a solicitor draws up
your will, they’ll usually keep the original and send
you a copy.
If you’ve written it yourself, you could store it with a
bank (although not in a bank safety deposit box, as
this is unlikely to be accessible to your executors),
solicitor or private will storage facility for a fee.
Alternatively, you could deposit it with the Probate
Service (England and Wales only) for a small one-off
charge.

Pensions
and divorce
Pensions are an important asset and will be considered as part
of the overall financial settlement you and your partner reach.
Dividing up your pensions
If you're going through a divorce*, dividing up any
pensions you have will usually be one of the largest
financial decisions you need to make.
What exactly can be divided depends on where in
the UK you’re divorcing.
•

In England and Wales: The total value of the
pensions you've each built up is taken into
account. This doesn't only mean the pensions
that you or your ex-partner built up while you
were married or in a civil partnership, but all of
your pensions – except the basic State Pension.

•

In Scotland: Only the value of the pensions
you've both built up during your marriage or
civil partnership is taken into account. This
means that anything built up after your 'date of
separation' or before you married or became
civil partners doesn't count.

* The rules surrounding dissolution of a civil
partnership are the same as those for divorce. We
use the term 'divorce' to mean the end of a civil
partnership as well as the end of a marriage.
This information focuses primarily on how
‘Pensions and Divorce’ work in England and
Wales.
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Financial agreements and divorce
There's no set formula as to how your assets and
income will be divided.
If you end up going to court, they'll seek to
achieve fairness. Generally, the starting point is
a 50:50 split, but this can be adjusted if it
doesn't achieve a fair result.
Each divorce settlement’s different, which
means that the treatment of any pensions will
also be different from case to case. In some
cases, they could be ignored altogether if you
and your ex-partner both have your own
pensions.
For divorces after December 2000, pensions can
be taken into account in one of three ways –
offsetting, earmarking and pension sharing.

Offsetting

Under offsetting, the value of any pension is offset
against the other assets. So you'd keep your pension
and in return, your ex-partner would receive a
greater share of the other assets. The pension
savings are valued as a lump sum value in today's
terms.
Offsetting isn't possible if there isn’t enough
non-pension assets.

Earmarking

Earmarking (also called a 'pensions attachment
order') works by allowing the partner without the
pension to receive income and/or lump sum
payments from it in the future. The pension savings
are said to be 'earmarked' for their benefit.
The court can also order that some or all of any
survivor pension and/or lump sum death benefits
must be paid to the other partner if the pension
scheme member dies.
There are some disadvantages to earmarking if
you're the one without the pension:
•
•
•

•
•

You must wait until your ex-partner retires or
dies to receive your earmarked benefits.
You'll have no control over the investment
decisions your ex-partner takes.
If your ex-partner retires early or stops
contributing to the pension, you may receive
less than you expected.
If you re-marry or your ex-partner dies, you may
lose your right to a future pension.
The original pension scheme member still pays
tax on the whole pension income paid by the
scheme, even if some of the income is received
by their partner. The person with the pension
earmarked for them pays no further tax, but the
income will have already been taxed at their
ex-partner's rate of tax, which may be higher
than theirs.

In some cases, the partner receiving the pension
credit will be able to choose whether to keep their
pension in the existing scheme or whether to transfer
it to a new pension. But some pension schemes may
not offer both options.
Pension sharing achieves what’s known as a 'clean
break'. Both you and your partner will know at the
time of divorce how much of the pension you'll
receive or keep. Death or remarriage of either one of
you has no effect on the sharing order.
Pension sharing achieves what’s known as a 'clean
break'. Both you and your partner will know at the
time of divorce how much of the pension you'll
receive or keep. Death or remarriage of either one of
you has no effect on the sharing order.
You'd both pay tax on the pension income you
receive from your share of the pension at your own
rate of tax.

State Pensions and divorce
Your basic State Pension can't be shared if you
divorce. However, under the current rules, if one of
you has paid enough National Insurance
contributions, this could increase the State Pension
the other gets, providing they don't remarry or enter
a civil partnership before they reach their State
Pension age.

Pension sharing

If you have an additional State Pension, you may
have to share this with your ex-partner. But if they
later remarry or enter a civil partnership, they could
lose this right.

The partner without the pension receives a share of
the pension savings which are transferred into their
name. The partner gaining the pension savings gets
a 'pension credit' and the partner losing pension
savings gets a 'pension debit'.

From 6 April 2016 onwards, neither the old basic
State Pension nor the new State Pension can be
shared. But if you get divorced and the court issues a
'pension sharing order' you or your ex-partner may
have to share any extra State Pension entitlement
you've built up, such as an additional State Pension
or any protected payment.

Pension sharing works by splitting the pension
savings at the time of the divorce.

You should always take financial advice if your
divorce involves dividing pension rights as this is a
complicated area.
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Saving into a pension
and tax relief
Saving into a pension and taking advantage of tax relief can be
extremely rewarding.
What is tax relief?
When you save money into your pension, the
government tops it up in the form of tax relief. This
means that some of the money you’ve paid in tax
goes into your pension instead – money you'd miss
out on if you don’t save into a pension.
The idea is the money you save into your pension is
taxed as income when you earn it – the government
simply gives you that tax back by adding it to your
pension.

How it works

Let’s say you want to save £100 into your pension.
When you earned that £100 – assuming you're a
basic rate taxpayer – you had to hand over £20 of it
in income tax. So in order to put £100 into your
pension, you’ll only need to contribute £80, as the
government will add the £20 it took in income tax
to your pension to make it up to £100.
If you're a higher rate taxpayer, you’ll get tax relief
at 40% (be aware that this rate is for England,
Wales and Northern Ireland, as Scotland sets its
own income tax rates and thresholds). However, in
this case, you may only get tax relief at the basic
rate paid into your pension automatically and you
may have to claim back the difference via your
self-assessment tax return.
Your tax relief is added to your pension
immediately, so it can grow alongside the rest of
your pension savings. Plus, any growth in your
pension investments is tax-free.

Tax relief doesn’t just help long-term pension
savings, it can also be a real bonus for anyone
approaching retirement age. If you want to do some
last-minute saving, you can still put money into your
pension and get an immediate uplift thanks to tax
relief at the basic rate. While money you take from
your pension is taxed as income, you can take 25% of
your pension savings tax-free once you're over age
55, meaning a pension can be an incredibly
tax-efficient savings vehicle for later life.
As with all investments, the value of your pension
may fall as well as rise and you may get back less
than you paid in.

Don't forget about the limits
With such generous tax benefits, there are limits on
how much tax relief you can enjoy. Each year you
can put the equivalent of 100% of your annual
income or £3,600, whichever is higher, into your
pension and claim tax relief. When we talk about a
year, we mean a tax year, which runs from 6 April
one year to 5 April the following year, rather than a
calendar year.
When working out how much tax relief you’re
entitled to, your income can include:

•

Employment income

•

Self-employed income

•

Certain redundancy payments (including
salary in place of notice, outstanding salary
payments and holiday pay)

Income from investments you may have doesn’t
count towards your income. Also, if you work for
yourself and have a limited company, dividend
payments don’t count either.
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There’s another limit, called your annual allowance,
which is £40,000 in the 2021/22 tax year (your
allowance may be lower if you’ve flexibly accessed
your pension savings or have a very high income). If
you save more than £40,000 a year into your
pension, including any employer contributions,
you’ll incur a tax charge, which is the equivalent of
the tax relief you would have received on those
contributions above the annual allowance.
If you earn less than the personal allowance, which
is the amount of income you can receive in any tax
year without having to pay income tax on it, you still
get tax relief on pension contributions you make, up
to a limit of £3,600 a year. That figure includes tax
relief at the basic rate, so it would only actually cost
you £2,880 a year.
Over your lifetime, if your pension savings grow to
be worth more than the lifetime allowance, which is
£1,073,100 in the 2021/22 tax year, then you'll
receive no more tax relief and could incur a tax
charge.

Tax relief after you retire
You can continue to save into a pension even after
you retire, up to the age of 75, and still get tax relief.
However, once you’ve taken money from your
defined contribution pension, the maximum you
can contribute to your pension reduces to £4,000
each year. This lower limit of £4,000 doesn’t apply
if you only take out your tax-free cash or in certain
other circumstances.

How tax relief is paid
If you’re saving into a workplace pension, there are
two different ways that tax relief from the
government can be paid. It’s useful to know which
system your employer uses so you can understand
how it all works.
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Relief at source

This is where your employer takes tax and National
Insurance from your pay, deducts 80% of the
pension contributions you’ve agreed to make, and
adds them into your pension. When the pension
provider receives your contribution, they add tax
relief at the basic rate of tax (the other 20%). If
you’re a higher rate taxpayer, you have to claim back
the additional tax relief through your
self-assessment tax return or by contacting HM
Revenue and Customs (HMRC). This system is
generally used for personal pensions.

Net pay arrangement

This is where your employer takes your pension
contribution before you’ve paid tax or National
Insurance. This means that you pay less tax overall,
which is how you receive the tax relief. The
advantage of this arrangement is that you receive tax
relief at the same rate as you pay tax. So if you’re a
higher rate taxpayer, you’ll receive tax relief at the
higher rate, without you having to claim it from
HMRC. The disadvantage is that if you earn over
£10,000, but under the personal allowance, which is
£12,570 in the 2021/22 tax year, you won’t receive
any tax relief.
You should speak to your employer if you don’t know
which type of tax relief arrangement they have.
With an annual limit of £40,000 each year that you
could potentially save into your pension, that means
there’s up to £8,000 of tax relief up for grabs yearly
for basic rate taxpayers – and even more for higher
and additional rate taxpayers. So saving into a
pension can be very rewarding.

Where your
pension goes
Your pension money leaves your pay and quickly finds its way
into carefully chosen companies, property, bonds and cash. In
other words, it’s invested, which makes you an investor.
Where do your pension savings go?
Have you ever wondered what happens to your
pension money when it leaves your pay packet? It
doesn’t just sit quietly in a pot somewhere. It’s used
to buy bits of companies, buildings and bonds.
Over time if these grow and do well, your pension
does too. So when you start taking your pension,
you’ll hopefully end up with enough money to pay
for the lifestyle you want.
But there’s another part of your pension’s life that
you might not know about.
When Royal London invests your pension money in
a company, you and other Royal London customers
own a share in that company. This means that Royal
London can influence how those companies are run
on your behalf.
They can encourage them to operate in a fair and
responsible way and to look after their employees,
their communities, and the environment.
So your pension money doesn’t just work and grow
for you - it also gives you power to help change the
world for the better.

Why is your pension invested?
Investing gives your money a fighting chance to grow
in value over time.
If your money was only held in cash savings,
inflation could eat away at its value, over time.
Investing gives your pension money the chance to at
least keep pace with inflation, hopefully with some
extra growth on top.
Investing comes with a risk of loss too, which is
greater than the risk of losing money held in a
savings account. But the hope is that despite
fluctuations in value, the overall growth trend for
your pension savings will be higher than the
relatively low interest that savings accrue –
especially because of the value-eating effects of
inflation.

How is your pension different to
savings?
A pension is one of the most tax-efficient ways to
save for your future. The government encourages
pension saving by giving tax incentives, known as tax
relief.
If you’re a basic rate taxpayer, this means if you want
to contribute £100 into your pension, it will only cost
you £80 - tax relief from the government will make
up the other £20.
Tax relief depends on your individual circumstances
and may change in the future.
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Unlike a savings account, where your money sits
around doing not very much, your pension money is
invested. And because you can’t use this money
until you are at least age 55, it has plenty of time to
grow.
So you may feel you can take more risk with your
pension and invest in things that could give you a
higher return than a savings account, like company
shares.
This is important, because if your money stays in
savings, the chances are it won’t grow as much as it
could in your pension. It could even lose value if
inflation is higher than interest rates.
Inflation is a general rise in prices over time, which
can be bad news for your savings because as prices
rise, the things you buy cost more. If this happens
more quickly than the rate of growth of your
savings, you won’t be able to buy as much.
Investing in a pension gives your savings the chance
to at least keep up with inflation, with the
possibility of some extra growth on top. That way,
when you’re ready to stop working, your pension
could have the power to pay for the lifestyle you
want. Remember, investments can go down as well
as up, so you might not get back all the money you
paid in.

60

