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ExchangE a lump  
sum for an incomE
An annuity is a financial product 
where you exchange a lump sum for 
an income. In the case of pension 
schemes, you usually exchange your 
pension fund for an income payable 
for the rest of your life, often called a 
compulsory purchase annuity.

Anyone who has a lump sum and 
wants to convert this into an income 
can buy an annuity, but most people 
come across them for the first time 
when they’re coming up to retirement 
and need to convert all or part of their 
pension fund into an income.

typE of annuity 
You’ll need to buy an annuity with 
funds from any personal pensions, 
stakeholder pensions and most 

money-purchase employer schemes. 
The type of annuity you buy with 
your pension fund money is called 
a compulsory purchase annuity or 
pension annuity. If you belong to an 
employer’s final salary scheme, your 
pension is usually paid directly from 
the scheme, so you don’t have to 
think about annuities.

Thousands of people should end 
up with bigger pensions as new 
rules will force insurers to inform 
customers about better annuity 
options. The Association of British 
Insurers’ (ABI) new code of conduct 
forces insurers to give more 
information about how consumers 
can ‘shop around’ for a better deal, 
while ensuring that those with 
health problems receive a higher 
income as a result.

Buying thE wrong  
typE of annuity
Currently, according to the ABI, 
more than half of all investors who 
buy an annuity – which pays a 
fixed income for life – simply buy 
the default annuity deal from their 
current pension provider. As a result 
many end up buying the wrong type 
of annuity or effectively locking 
into an uncompetitive pension deal 
for the rest of their lives. Shopping 
around for the best annuity deal 
could increase the size of a pension 
by over a third. A recent report from 
the National Association of Pension 
Funds claimed that this was costing 
pensioners more than £1bn in lost 
retirement income.

BEnEfits of  
shopping around
The new rules stop insurers from 
including an application form in the 
information pack sent to customers 
approaching retirement, making it 
less likely that people will simply 
buy the first annuity they see. 
These ‘retirement packs’ have been 
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You’ve spent years putting money aside into a pension 

scheme, but what actually happens once you retire? Sadly, 

it’s not as simple as simply withdrawing the money. You 

must now convert your pension pot into an income, which is 

typically done by buying an annuity.
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redesigned to place greater emphasis 
on the benefits of shopping around. 
Crucially, where insurers are selling 
an annuity to one of their existing 
customers, they will be required to 
ask about their circumstances and 
medical conditions before providing 
a quote. 

A pension is a long-term 
investment. The fund value may 

fluctuate and can go down as 
well as up. You may not get back 

your original investment. Past 
performance is not an indication of 

future performance. Tax benefits 
may vary as a result of statutory 

change and their value will depend 
on individual circumstances. This 

is for your general information 
and use only and is not intended 

to address your particular 

requirements. It should not be 
relied upon in its entirety and shall 

not be deemed to be, or constitute, 
advice. Although endeavours have 

been made to provide accurate 
and timely information, Goldmine 
Media cannot guarantee that such 

information is accurate as of the 
date it is received or that it will 

continue to be accurate in the 
future. No individual or company 

should act upon such information 
without receiving appropriate 

professional advice after a thorough 
examination of their particular 

situation. We cannot accept 
responsibility for any loss as a 

result of acts or omissions taken in 
respect of any articles. Thresholds, 

percentage rates and tax legislation 
may change in subsequent  

Finance Acts.
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ContaCt us for 
further information
if you arE approaching 
rEtirEmEnt it is EssEntial 
that you rEcEivE thE BEst 
possiBlE advicE whEn 
Buying an annuity. to gEt 
thE most out of your 
pEnsion savings fund you 
should BE confidEnt that 
you arE making thE right 
dEcisions aBout your 
rEtirEmEnt incomE. to 
discuss how wE could hElp 
you, plEasE contact us for 
furthEr information.
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