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A Bit of Background
What is a Pension?
It is common to think that a pension is only for the older generation. But in fact planning a pension is 

something that should be done when you are young, and the younger it is started, the more money 

you will have to enjoy during retirement.

As a contractor, a pension offers substantial tax breaks enabling individuals to maximise their tax 

allowances. Contractor Wealth have put together a simple guide to help you understand everything 

you need to know about pensions.

Di"erent Types of Pension
Just like any financial product, there are many different types to choose from and depending on your 

personal circumstances, some may be more suitable than others. There are two main types:

Final Salary Pensions
A final salary pension is a scheme typically offered by 

employers, although it is becoming less common for 

companies to offer this option. These pensions, also 

known as defined benefit schemes, promise to pay out a 

proportion of your salary, as an income, when you retire.

A distinct difference between this type of pension and 

defined contribution pension is that the amount you will 

receive in retirement is pre-determined.

The percentage that you will be entitled to depends on a 

number of factors:

 › The length of time you have been in the scheme

 › Your salary

 › The scheme’s accrual rate

The money paid into a final salary scheme is put together 

with the funds contributed by other members, which 

is then invested where the employer sees fit. Even if 

the investment does not perform well, members of the 

scheme are protected as the company is liable to make 

up any shortfall.

Money Purchase Pensions
Money purchase pensions, which have become the most 

common type of pension option available, can also be 

referred to as defined contribution schemes.  

Unlike defined benefit schemes, it is more difficult for 

individuals to assess the level of income they will receive 

from their pension.

The amount you will have available in retirement will 

depend on a few factors:

 › The amount you have paid in

 › Your fund’s investment performance

 › The choices you make when you retire

The funds deposited into a money purchase pension will 

be invested in order to provide a fund on retirement. It is 

a tax efficient form of saving as you will receive tax relief 

on contributions paid in.

The way you receive tax relief will differ depending on the 

type of scheme you have.
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Auto-enrolment
There has been an alteration in the law to address the huge 
percentage of adults in the UK without a pension. By 2018, every 
employer will have to o"er their employees a pension scheme, in 
which they must contribute to.

As the name suggests, every employee will be enrolled automatically 
and it will be up to the individual themselves if they wish to opt out.

The Government has set minimum levels of contributions that must be paid into the workplace pension 

by the employee, and the employer.

These levels are based on a percentage of qualifying earnings, meaning the more you earn, the more 

you and your employer deposit into the fund. In addition the Government will give tax relief on all 

contributions.

Most limited company contractors do not have 

to auto-enrol. However, contractors that have 

employees may have to. You could be exempt from 

auto-enrolment for the following reasons:

 › If you are a one-person company, i.e. you are the 

Director / employee.

 › If there is more than one director, for example, 

contractor and their partner, but they do not 

have an employment contract. Note, if you are 

paying a spouse a salary and they are not a 

director, you will have to auto-enrol them.

 › If you already have a qualifying company  

pension scheme.

Why a Pension?
If you have been considering different ways to save 

for your future, it is worth looking into a pension 

because of the huge amount of tax you could save.

The Government wants to encourage individuals 

to save for their retirement, so offer tax back on 

money that goes into a pension, up to certain limits.

Tax relief – how it normally works
Everyone is entitled to tax relief on their private 

pension contributions, but the way you receive it 

will depend on your pension scheme.

In a workplace pension, your contributions are 

likely to be taken from your pre-tax pay anyway but 

if you deposit money yourself, the Government will 

automatically add 20% to repay your tax.

If you are a higher rate taxpayer you will be entitled 

to claim back an additional 20-25%. This can be 

done in a self-assessment tax return or by ringing 

Her Majesty’s Revenue and Customs.
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Example: If you were to contribute £8000 from your take-home pay into your 

pension, the Government would then add £2000. Your total investment would 

be upped by £10,000 because this is the amount you would have earned 

before tax was deducted.

Tax relief – how it works for limited companies
If you are a contractor operating through your own limited company you can 

redirect part of your gross income straight into your pension. This way you will 

save substantial amounts of both personal and Corporation Tax.

Pension vs Dividend
Let’s say you are a higher rate tax payer, and you have £100 of company 

income that you are deciding whether to deposit it to your pension, or take it 

as a dividend.

Pension: If you put the £100 into your pension fund, the whole amount will go 

in, with the chance of growing and will be allowable for Corporation Tax.

Dividend: If you take a dividend payment, you would pay £20 Corporation Tax 

and pay dividend tax on the dividend income.

Auto-enrolment continued…
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How much should I 
save for my Pension?

One key thing to remember is that regardless of your 

situation, saving something is better than nothing.

There are many websites out there that tell you how 

much you should be saving, but for many individuals this 

just isn’t achievable, especially if you are a contractor.

There are going to be periods in your life where you are 

out of work and do not have enough money to put away. 

It is far more sensible to work out how much you can 

realistically afford.

 › Sort out your finances – Before starting up a pension, 

ensure your other finances are in a healthy state.

 › Start saving ASAP – If you set up a pension sooner 

rather than later it means your money will be invested 

for longer, earning you more tax relief and more return.

 › Review regularly – Spend time looking at the amount 

you are contributing and increase it when you can.

 › Maximise your options – Take advantage of any 

company pension schemes offered by employers. They 

will deposit money each month on top of what you do.

Are pensions really worth it?
It is a common misunderstanding that pensions are 

not worth the hassle. But in short, it is just a tax free 

opportunity to save money for your later years.

There has been a lot of negative reporting surrounding 

pensions, but in reality the number of people who have 

lost their retirement savings is minimal.

One risk comes from the investment choice, but there 

are lots of different investment options to choose from 

including cash, shares, commercial property etc.

Financial advisers are authorised to give advice and 

recommend suitable pensions products and investment 

options for you.

Unfortunately, there is no easy answer to this question. It depends on many 
variables such as your age, income, circumstances, retirement plans and so on.

However, a financial adviser will be able to help you answer some of these 
questions and work out how much it is you need to save to fund your lifestyle, 
whether it is achievable, and if not, what alternative options you have.
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It may be a topic that we don’t wish to think about, but have you 
wondered about what happens to a pension when you pass away?

If you were to die before retirement, anything in a money purchase 
arrangement will be returned tax free to your beneficiaries as a lump sum.

How do I get my money out when I retire?
It is important to realise before opening up a pension that 

the money you deposit cannot be accessed again until 

you are at least 55 years old. With certain schemes there 

are a couple of extenuating circumstances which allow 

you to withdraw before this age, but it is advised to take 

financial advice before making this choice.

The new pension freedoms, introduced in April 2015, 

allow individuals that have reached 55 to access their 

pensions in any way they wish to. As money can be 

withdrawn in any quantity and at any time, you can use it 

to top up your salary, or to retire early.

If you do decide to take an income from your pension, 

the amount you take does not need to stay the same 

throughout your retirement. You can vary the amount 

that is withdrawn while the remainder will stay invested.

The rules enable you to withdraw the first 25% of your 

pension pot tax free, while the left over 75% will be 

taxed as income at your current rate (20% for basic rate 

taxpayers or 40% to 45% if you are a higher  

rate taxpayer).

What happens  
if I die?

We’re here to help
Call our friendly team on: 

0808 168 0422 
(Open 8.30am to 5.30pm Monday to Friday)
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How safe is my pension?
There are no savings that are entirely risk free, but the government has introduced a 

number of controls which minimise risk. As a result, your pension pot is much better 

protected than it has been in previous years.

How your pension is protected does depend on the type of scheme. Although below 

will give you an idea of pension protection, it is important to check with your provider 

as each product varies.

In a defined contribution scheme, your employer will choose where your money  

is invested.

 › If your employer was to go bust, your money will be safe as it will be your pension 

provider that is looking after the fund.

 › If your pension provider was unable to pay your pension (assuming that they are 

authorised by the Financial Conduct Authority), you will be entitled to compensation.

 › If you have a trust-based scheme and your employer goes out of business, it is likely 

that your pension fund will be reduced. Essentially the schemes fees are paid by 

members and not the employer.

In a defined benefit pension scheme, you will have been promised a certain amount 

every year in retirement.

Your employer has the responsibility of ensuring the scheme has sufficient money to 

pay their employee’s pensions. They are not allowed to go into this fund if they run in 

to financial difficulties. The Pension Protection Fund will protect you if your employer is 

unable to pay your promised pension.

If your workplace pension becomes the victim of fraud or theft, the Pension Protection 

Fund should be able to help recover some of the money.

What happens if I die? continued…

Need anymore help 
with your accounts?
Visit our Help & Advice section at  
www.boox.co.uk/help-and-advice
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Need anymore help 
with your accounts?
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 › Take your time finding out as much information 

as possible before making a decision. Make use of 

comparison websites to compare providers and 

products.

 › If you want more information about any product, you 

can request a key facts document from the provider.

 › Before making a commitment, ensure the 

contributions are affordable. As a contractor, you will 

have an irregular income, make sure that you are able 

to change how much you pay and when.

 › Take notice of all charges and fees that you might 

be liable for. This includes admin fees, transfer fees, 

missed payment penalties, and withdrawing your 

pension early.

 › Get advice from an experienced financial adviser that 

understands the way you work.

 › Charges on pensions and investments have changed 

in recent years under the Retail Distribution Review, 

and as a result advisers are no longer allowed to take 

commissions for offering certain products.

The reason for this was to ban any bias in sales. 

Consequently, the products that are recommended by a 

financial adviser are more likely to be the best for your 

circumstances, rather than the best for their pockets.

Financial advice is going to cost you, as a financial 

adviser will charge a fee for their services.

But although you might feel reluctant, the advice is 

worth it as you will be making life- changing financial 

decisions. Getting it right first time will save you money 

in the long term.

Often the initial consultation is free of charge but a fee 

will be charged further down the line. The amount you 

must pay should be made clear to you before  

you commit.

When it comes to setting up a personal pension, it is likely that you are going 
to find hundreds of di"erent schemes on the market, and choosing between 
them can be di#cult. Here are some tips to help you:

How do I get  
a pension?
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What works  
for you? 
As well as our own agile accounting app,  
we support other market leaders in accounting 
software, to fit in with what works best for you.

:

Ask about our flexible accounting 
packages for sole traders and 
small businesses - call: 

0808 168 0422
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Access our other 
free business guides
In this guide we have covered some of the high-level 
considerations involved in pensions. 

If you have found it useful, why not download our guide 
to running your business here: www.boox.co.uk/help-
and-advice/running-a-limited-company. 

As well as going into more detail about setting up and 
operating a limited company, it covers the principles of 
good cash flow, financial planning and promoting your 
business.

View all of our business guides here:  
www.boox.co.uk/guides



Contractor Wealth is a specialist pension provider offering expert advice 
and bespoke pension solutions, especially for contractors.

Their straightforward advisory service helps contractors to understand 
pensions and explain why pension planning is so important. Any advice 
provided by Contractor Wealth is independent of Boox.
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