
The Future of Pensions Advice

Part 2 Drawdown: Have we 
learned the lessons?

Andy Nash, Business Development Team

This is just for UK advisers ςƛǘΩǎ ƴƻǘ ŦƻǊ ǳǎŜ ǿƛǘƘ ŎƭƛŜƴǘǎΦ



Important information 

This presentation is for adviser use only, and is based on our current understanding of taxation, legislation and HMRC practice,all of which are liable to 
ŎƘŀƴƎŜ ŀƴŘ ǎǳōƧŜŎǘ ǘƻ ŀƴ ƛƴŘƛǾƛŘǳŀƭΩǎ ƻǿƴ ŎƛǊŎǳƳǎǘŀƴŎŜǎΦ  

Please remember that past performance is not a reliable indicator of future performance.  The rate of growth of funds and anyincome from them 
cannot be guaranteed.  The value of an investment can go down as well as up and your client could get back less than they have put in.  PruFund funds aim 
ǘƻ ƎǊƻǿ ȅƻǳǊ ŎƭƛŜƴǘΩǎ ƳƻƴŜȅ ǿƘƛƭŜ ǎƳƻƻǘƘƛƴƎ ǘƘŜƛǊ ƛƴǾŜǎǘƳŜƴǘ ƧƻǳǊƴŜȅΦ  

¢ƘŜ tǊǳCǳƴŘ ǊŀƴƎŜ ƻŦ ŦǳƴŘǎ ŀƭƭ ƛƴǾŜǎǘ ƛƴ tǊǳŘŜƴǘƛŀƭΩǎ ²ƛǘƘ-Profits Fund, which is one of the largest with-profits funds in the UK.  However, there are 
differences across the range of PruFund funds in their objectives and mix of assets, and how PruFund delivers returns to investors when compared to 
other With-Profits business, which means the returns received by investors will vary by fund choice.  

tǊǳŘŜƴǘƛŀƭ ǎŜǘ 9ȄǇŜŎǘŜŘ DǊƻǿǘƘ wŀǘŜǎ ό9DwύΤ ǘƘŜǎŜ ŀǊŜ ǘƘŜ ŀƴƴǳŀƭƛǎŜŘ ǊŀǘŜǎ ȅƻǳǊ ŎƭƛŜƴǘΩǎ ƛƴǾŜǎǘƳŜƴǘ ǿƻǳƭŘ ƴƻǊƳŀƭƭȅ ƎǊƻǿ ŀǘΦ  TheEGRs reflect our view 
of how we think each PruFund fund will perform over the long-term (up to 15 years).  Each PruFund fund has its own EGR and your ŎƭƛŜƴǘΩǎ ƛƴǾŜǎǘƳŜƴǘǎ 
into a PruFund will normally grow daily by the relevant EGR.  Although we take a long-term view, we do review the rates every three months to allow for 
any changes, which may mean a change in EGR on a quarterly basis, up or down.  While the EGR reflects our long term view, we need to check that the 
fund is performing as expected -ƛŦ ƴƻǘ ǿŜ Ƴŀȅ ƴŜŜŘ ǘƻ ƳŀƪŜ ŀƴ ŀŘƧǳǎǘƳŜƴǘ ǘƻ ȅƻǳǊ ŎƭƛŜƴǘΩǎ ŦǳƴŘ ǾŀƭǳŜΣ ŜƛǘƘŜǊ ǳǇ ƻǊ ŘƻǿƴΦ  ¢ƘŜǊŜare limits which set out 
ǿƘŜƴ ŀƴ ŀŘƧǳǎǘƳŜƴǘ ǿƻǳƭŘ ōŜ ǊŜǉǳƛǊŜŘΦ  ¢ƘŜ ǾŀƭǳŜ ƻŦ ȅƻǳǊ ŎƭƛŜƴǘΩǎ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ŀ tǊǳCǳƴŘ ŦǳƴŘ ƛǎ ōŀǎŜŘ ƻƴ ǘƘŜ {ƳƻƻǘƘŜŘ tǊƛŎŜ, this is the unit price, 
which grows daily by the EGR.  We compare the Smoothed Price against the Unsmoothed Price ςwhich reflects the value of underlying assets. If these 
move too far away from one another we need to adjust the Smoothed Price to narrow the gap.  This could be a price increase ora price decrease. In 
certain circumstances we might need to suspend the smoothing process for one or more of the PruFund funds.



Our learning objectives for the session

To be able to demonstrate an understanding of:

2.

Considerations for 
stress testing income 

drawdown

1.

How FCA guidance on 
DBtransferscan 

influence your overall 
retirement advice 

process

3.

Assessingpredictability 
and sustainability in 
drawdown planning



FCA finalised guidance

Sources:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf  & https://www.thepfs.org/media/10125612/pfs-good-practice-guide-db-pension-transfer.pdf 

ÅGuidance ςnot in handbook

ÅSuitable advice, consistently

ÅIdentify weaknesses

ÅDeliver consistent, suitable advice

ÅDB ςȅŜǎΧΧ

ÅCarries over to DC
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The 2008 thematic review ςin a nutshell

Sources:http://www.pfca.org.uk/wp-content/uploads/fsa-pension-review.pdf

Å500 cases reviewed

Å50% suitable

Å16% unsuitable

Å34% unclear

ÅSimilar findings occurred from the 
2012 thematic review



Suitability review 2

FCA shelves suitability review to allow
firms to focus on crisis 



Reviewing the review
Has the last 12 months been a reset moment 
for clients?



Drawdown reviews ςrecovering from the market shock

Å Manage future risk, explain what it means

Å How do they feel about resetting income?

Å Fundamental change in strategy or temporary?

Å9ȄǇƭŀƛƴ ŀƭǘŜǊƴŀǘƛǾŜΧΦΦŀƴƴǳƛǘȅΚ

Client 
contact

Å Agree the way forward together and document

Å How does the client feel?



Permissions 
regime



What is a pension switch?

A pension switch is a transaction not within the definition of pension transfer, 
but involves moving pension benefits from one scheme to another scheme, 

of the same type. For example transferring benefits from a personal pension-
type scheme where there are no safeguarded benefits



Pension switching

What did the FCA confirm?

Is a TVC 
required?

Is a PTS 
needed?

Do we 

need specific 
transfer 

permissions?



Systems and 
controls



Robust governance

Organisational 
structure

ÅClear

ÅWell defined

ÅTransparent

ÅConsistent lines of 
responsibility

Effective processes

ÅIdentify

ÅManage

ÅMonitor &

ÅReport risks

Internal controls

ÅSound administration and

ÅAccounting procedures

ÅEffective control and 
safeguard arrangements

ÅFor information 
processing systems

Centralised 
Retirement 

Proposition?



Conflicts of interest

2.49 (an example of vertically integrated firms)

Source:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf



Know your client



PFS Good Practice Guide 

1. ¦ƴŘŜǊǎǘŀƴŘƛƴƎ ǘƘŜ ŎƭƛŜƴǘΩǎ ƻǾŜǊŀƭƭ ŦƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ
2. ¦ƴŘŜǊǎǘŀƴŘƛƴƎ ǘƘŜ ŎƭƛŜƴǘΩǎ ǎǘŀǊǘƛƴƎ Ǉƻǎƛǘƛƻƴ
3. Assessing all options
4. Considering all the risks
5. Clarifying all the charges
6. Establishing an optimal investment strategy
7. 9ǎǘŀōƭƛǎƘƛƴƎ ŀ ΨǇǊǳŘŜƴǘΩ ǿƛǘƘŘǊŀǿŀƭ ǊŀǘŜ
8. Minimising tax
9. Consideration of other opportunities
10. Creating a defined, repeatable process
11. Building a robust review process
12. Frequency of review
13. Use of cashflow modelling
14. Building contingency
15. Impact of welfare and social care support
16. Powers of attorney
17. Drawdown legacy planning

Source:  https://www.thepfs.org/media/10120167/good-practice-guide-advised-pension-income-drawdown.pdf



!ƭƭ ŀōƻǳǘ ǘƘŜ aLDǎΧΧΦ

Income and expenditure Objectives 



tƻƻǊ ǇǊŀŎǘƛŎŜǎ ōŀǎŜŘ ƻƴΧΦΦ

Misunderstanding 
of requirements

Poorly 
designed 
systems

Outdated 
processes

Inadequate 
disclosures



Know your client

4.9

Source:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf



Know your client

ÅPersonal and family circumstances

ÅFinancial circumstances

ÅOther assets

ÅKnowledge and experience of transferring and investing

ÅAttitude to transfer risk

FG21/3
4.8

Å Attitude to investment risk,including capacity for loss

Å Objectives and needs

Source:  https://www.fca.org.uk/publication/guidance-consultation/gc20-01.pdf 



Knowledge and 
experience



Knowledge and experience

Investment 
type

Nature,
Volume,

Frequency

Education 
or

Profession

Information you need to gather will include:



Good practice

4.22

Source:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf



Financial 
circumstances



Needs vs wants

Split client expenditure

Source:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf

lifestyle discretionaryessential



Establishing the need

Source:  https://defaqto.com/advisers/publications/balancing-pension-freedoms-and-risk-in-the-modern-advice-world/



Good practice

4.40

Source:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf



Poor practice

4.40

Source:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf



Attitude to 
investment risk



What 
expenditure?

How do I measure capacity for loss

Client ABILITY

Client 
discussion

All about the 
Numbers



Good practice

4.31

Source:  https://www.fca.org.uk/publication/finalised-guidance/fg21-3.pdf



Wider finances

ÅCore income - £25,000

ÅAspirational income - £25,000

ÅPeter ςfull state pension

ÅMargaret - £150,000 Personal Pension

ÅPeter - £650,000 Personal Pension

How much are they prepared to compromise?

Building a picture

Peter Margaret



£25,000 Income
£8,000 State 
Pension

¶ This example 
represents a typical 
situation

¶ It is not related to 
any particular 
individual

¶ It does not 
recommend that 
course of action


