
You will also see explanations of the words  
we use in your letter and illustration.

This booklet is an  
‘at a glance’  
guide to how your  
pension policy works

Your pension policy explained



Your pension policy explained  
Step by step to retirement 

Step 1: Paying into your policy

When your pension policy started, your retirement date was set (the stated 
retirement date) and money began to be paid into the policy. This money could 
be paid by you, by your employer or from National Insurance Contribution  
rebates if you used your policy to contract-out of the State Second Pension. 

The money paid into your policy could have been a one-off lump sum or could 
be regular payments (for example, every month or year).

Step 2: Building up your retirement fund

All the payments you make, (less our costs and other charges), plus the  
investment return we earn makes up your current fund value at any time. 
When you reach your stated retirement date, or if you decide to retire sooner, 
this is known as your retirement fund.

Your policy also has a guaranteed minimum retirement fund. Your retirement 
fund will be at least this amount at your stated retirement date.

Step 3: Turning your retirement fund into a pension income

When you retire, your retirement fund will normally be used to buy a pension 
income, otherwise known as an ‘annuity’. In simple terms, you give your 
retirement fund to an insurance company and in return they give you a yearly 
pension income for the rest of your life. 

You can either:

•  use all of your retirement fund to buy a pension income (see example 1 opposite); 
or

•  take some tax-free cash and buy a pension income with the 
 rest of your retirement fund (see example 2 opposite).

The amount of pension income you can buy with each £100 of your 
retirement fund is known as the pension rate (or ‘annuity rate’). You can 
buy your pension income from us or from another insurance company.

This is a simple guide and there are other retirement options.  
You should get financial advice when you are planning your retirement.



Pension options in action 

Buying a pension income
Imagine you had a retirement fund of £100,000 which you were going to use to buy a yearly pension 
income. If the pension rate when you retire was 7% (£7 of yearly pension income for each £100 of your 
retirement fund) you would be paid an income of £7,000 a year (before tax) for the rest of your life.

You may have to pay income tax on some or all of your pension income.

Under current tax rules you can take up to 25% of your retirement fund as tax-free cash. 
Example 2 shows what the effect of this would be.

ExamPlE 1

Taking some tax-free cash and a lower pension income
With the same £100,000 retirement fund as in example 1, you could instead take £25,000 as tax-free cash 
when you retire. Assuming the standard pension rate was 7%, the remaining £75,000 of your retirement 
fund would then buy you a pension income of £5,250 a year before tax (7% of £75,000 = £5,250).

Your pension policy allows you to buy a yearly pension income from us at a guaranteed pension 
rate. When you retire, a yearly pension income you buy is based on this guaranteed pension rate 
or our standard pension rate whichever is higher.

ExamPlE 2

The advantage of a guaranteed pension rate
If your guaranteed pension rate was 10% (£10 of yearly pension income for each £100 of your retirement 
fund), and the standard pension rate was 7%, your £100,000 retirement fund would buy you a pension 
income of £10,000 a year (10% of £100,000 = £10,000).

If the standard pension rate was 11%, this would be higher than your guaranteed pension rate and so 
this is the rate you could buy your pension income at. So you could buy a pension income of £11,000 a 
year (11% of £100,000).

If you take some of your retirement fund as tax-free cash, your guaranteed pension rate 
will apply to the pension income you are buying with the rest of your retirement fund. 

From the examples above you can see how the size of your retirement fund, the amount of tax-
free cash you decide to take and the pension rates available to you when you retire affect how 
much pension income you will receive.

ExamPlE 3



Term Explanation

Contracting-out / 
Protected rights

Some policies receive or have received National Insurance Contribution rebates 
from the Department for Work and Pensions (‘DWP’). These rebates are the result 
of ‘contracting-out’ of the State Second Pension (this used to be called the State 
Earnings Related Pension Scheme or SERPS). In the years your policy receives 
these rebates, you do not build up benefits in the State Second Pension.

The part of your current fund value built up from these rebates is known as 
‘protected rights’. See section 5.8 in the “Outlining our Scheme” booklet for  
more information.

Current fund value This is either:

•   the amount of money you could currently transfer to another pension policy or 
scheme; or 

•   your retirement fund if you retired today (if you are above the minimum 
retirement age).

The current fund value in your illustration is as at 31 December 2008.

Guaranteed minimum 
retirement fund

At the stated retirement date, your policy’s retirement fund will be made up of 
two or three parts:

•  The guaranteed basic sum. This is the guaranteed minimum size of your 
retirement fund (at the stated retirement date) that your policy has promised 
right from the start. It may have changed if the payments into your policy have 
changed.

•  annual bonuses. An annual bonus may be added to your policy each year, 
increasing the guaranteed minimum value of your retirement fund at the 
stated retirement date. 

Your guaranteed basic sum, plus the annual bonuses that have been added, 
make up your guaranteed minimum retirement fund. Your actual retirement fund 
will be at least this amount when you retire at your stated retirement date. 

•  a final bonus. A final bonus may be added to your policy if your current fund 
value is more than your guaranteed minimum retirement fund when you reach 
the stated retirement date.

If you retire earlier than your stated retirement date, your retirement fund 
will be your current fund value at that time. This is not guaranteed to be at least 
a minimum amount.

Words we use
This section includes explanations of the 
words used in your letter and illustration
Please also see the definitions section in the booklet entitled the ‘Scheme in detail’ which  
defines other terms used in this Decision pack.



Term Explanation

Guaranteed  
pension rate

All or part of your policy has a guaranteed pension rate. This is the rate at which 
you can buy your pension income from us (for those parts of your policy which 
have a guaranteed pension rate) if it is higher than our standard pension rate 
at the time you retire. For some policies or parts of policies, this only applies if 
you retire at the stated retirement date.

Example – guaranteed pension rate

If your guaranteed pension rate was 10% (£10 of yearly pension income for 
each £100 of your retirement fund), and the standard pension rate was 7%, 
your £100,000 retirement fund would buy you a pension income of £10,000 
(10% of £100,000 = £10,000), which is a lot more than the £7,000 that 
could be bought at the standard pension rate.

If the standard pension rate when you retire was 11%, this would be better 
than your guaranteed pension rate. So you could buy a pension income of 
£11,000 a year (11% of £100,000).

Currently, guaranteed pension rates are a lot higher than standard pension rates 
for most people, and are likely to still be so when you retire.

Pension income When you retire, your retirement fund (less any tax-free cash you take) is used to 
buy a yearly income, which we refer to as a pension income, (otherwise known 
as an ‘annuity’). In simple terms, you give your retirement fund to an insurance 
company and in return they pay you a yearly pension income, which can 
be paid once a year or in instalments, for the rest of your life. 

You can buy your pension income from us or from another insurance company.

(This is a simple explanation and there are other forms of pension income. For 
example, you can buy a pension income that continues to be paid until both you 
and your husband, wife or civil partner have died. You should get financial advice 
on this when planning your retirement.)



Term Explanation

Pension rate This is the rate at which your retirement fund buys a pension income, either from 
us or another insurance company.

Pension rates depend on your sex and your age when you retire. Pension rates 
will be higher the older you are when you retire, and are currently higher for men 
than for women of the same age. They can go up and down from time to time 
depending on things like interest rates and how long people are expected to live.

Our ‘standard’ pension rates will apply if your policy does not have a guaranteed 
pension rate.

Retirement fund This is the value of your policy when you decide to retire and start taking 
benefits. This is made up of the payments into your policy, plus the investment 
return we have earned, less our costs and any other charges we make.

Stated  
retirement date

Your policy will have a date at which you plan to retire; you will have initially 
chosen a date when you set up your policy. We refer to this as the stated 
retirement date. Your stated retirement date is on your personal illustration and 
for the purpose of that illustration is based on our records as at 31 July 2009.

Under current pension law, anyone with a pension can retire as soon as they 
reach the age of 50, even if they originally chose a different age to retire at. 
(From April 2010, the minimum retirement age will go up to 55.)

You must normally retire by age 75. By ‘retire’, we do not mean that you stop 
working but that you take tax-free cash or start to take a pension income from 
your policy.

Tax-free cash Under current pension law, you can take a tax-free lump sum from your 
retirement fund as soon as you retire. This can be up to 25% of the fund’s value. 
For example, if your retirement fund is worth £100,000, you can take a tax-free 
lump sum of up to £25,000 (25% of £100,000). You would normally take your 
tax-free cash at the same time you buy a pension income with the rest of your 
retirement fund.

Example – pension rate

Imagine you had a retirement fund of £100,000 which you were going to 
use to buy a yearly pension income. If the pension rate when you retire was 
7% (£7 of yearly pension income for each £100 of your retirement fund) you 
would be paid an income of £7,000 a year (before tax) for the rest of your 
life. (7% of £100,000 = £7,000).



Finding out more
Please read the enclosed booklets, ‘Outlining our Scheme’  
and ‘The Scheme in Detail’ to find out specific information  

on the changes set out in your letter.

If you have any questions, please call our dedicated  
telephone helpline on 0845 601 0029 

or visit www.phoenixlifegroup.co.uk/individual

Lines are open Monday to Friday 9am to 5pm.  
Low call rates apply although costs can vary between telecom providers.  

If you are calling from overseas please call +44 (0)151 255 5107 
Calls may be monitored or recorded.
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