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Important information

This presentation is for adviser use only, and is based on our current understanding of taxation, legislation and HMR(U piradi re liable to
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Please remember that past performance is not a reliable indicator of future performance. The rate of growth of fundsiemmafpm them
cannot be guaranteedTl'he value of an investment can go down as well as up and your client could get back less than they h&vepudtunds aim
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differences across the range of PruFund funds in their objectives and mix of assets, and how PruFund delivers retions whgwveompared to
other With-Profits business, which means the returns received by investors will vary by fund choice.
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of how we think each PruFund fund will perform over the-emngn (up to 15 years). Each PruFund fund has its own EGR alfyduSy U Qa Ay @S
into a PruFund will normally grow daily by the relevant EGR. Although we takéeasirfoxgw, we do review the rates everyah 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 teesul teeeheak that the
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which grows daily by the EGR. We compare the Smoothed Price against the Unsmoothedhitiiiceeflects the value of undelrhg' 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 mprezsdemrease. 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:

How FCA guidance on Considerations for
DBtransferscan stress testing income
influence your overall drawdown
retirement advice
process

Assessingredictability
and sustainability in
drawdown planning



FCA finalised guidance

FG21/3

A Guidance; not in handbook

A Suitable advice, consistently
Aldentify weaknesses

A Deliver consistent, suitable advice

ADBcé S & X X
A Carries over to DC

Sources: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf & https://www.thepfs.org/media/10125612/ptpodpracticeguidedb-pensiontransfer.pdf



The 2008 thematic reviewin a nutshell

A 500 cases reviewed
A50% suitable

A 16% unsuitable

A 34% unclear

A Similar findings occurred from the
2012 thematic review

Sourcesttp://www.pfca.org.uk/wpcontent/uploads/fsgpensionreview. pdf



Suitablility 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 recovering from the market shock

A How does the client feel?

Client A Manage future risk, explain what it means

contact

A How do they feel about resetting income?

A Fundamental change in strategy or temporary?
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A Agree the way forward together and document



Permissions
regime



What Is a pension switch?

/

A pension switch is a transaction not within the definition of pension transfe
but involves moving pension benefits from one scheme to another scheme
of the same type. For example transferring benefits from a personal pepsio
type scheme where there are no safeguarded benefits
-




Pension switching

What did the FCA confirm?

Do we

need specific
transfer
permissions

Isa TVC
required?

Isa PTS
needed?




Systems and
controls



Robust governance

Organisational
structure

A Clear
A Well defined
A Transparent

A Consistent 4
responsig

Effective processes  Internal controls

Y procedures

Centralised

_ ontrol and
Retirement rangements
Proposition? -




Conflicts of interest

2.49 (an example of vertically integrated firms)

Good Practice — conflicts of interest

A firm operated a centralised investment proposition (CIP). The firm would profit

from ongoing advice charges and easier administration if they recommended a
transfer and their CIP solution.

They wanted to be able to demonstrate that they managed this conflict of interest.
If the pre-sale business review function identified that a transfer and investment
into the CIP had been recommended when it would not be suitable, the PTS was
disqualified from quarterly bonus distributionXv

Source: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf



Know your client



PFS Good Practice Guide

1. ' YRSNAEGFIYRAY3I GKS Of ASyidQa : Good
2. ' YyRSNEGI yYRAY3 GKS Of ASyilQa & Fracuce
3. Assessing all options

4. Considering all the risks

5. Clarifying all the charges A practical guide to

6. Establishing an optimal investment strategy A
7. 9aidloft AAaKAY3I || WLINHZRSY G Q G A S
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/goeprhcticeguideadvisedpensiorincomedrawdown.pdf
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Income and expenditure Objectives
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Misunderstanding  Poorly Outdated Inadequate
of requirements  designhed processes disclosures
systems




Know your client

4.9

Good Practice —asking open questions

As well as trying to understand a client’s motives for a transfer, an adviser would

try to find out the implications for the client if they did not recommend a transfer:
'If, at the end of the process, we consider that a transfer isn't the right thing for

you, what would that mean for you?' The adviser considered that as well as letting
the client know that their advice may not be a recommendation to transfer, the
question helped them better understand how much the client’s objectives, such as
early retirement, were a ‘want’ or a 'need".

Source: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf



Know your client

A Personal and family circumstances

A Financial circumstances

A Other assets

A Knowledge and experience of transferring and investing

A Attitude to transfer risk

A Attitude to investment riskncluding capacity for loss

A Objectives and needs

Source: https://www.fca.org.uk/publication/guidarcensultation/gc2@1.pdf



Knowledge and
experience



Knowledge and experience

Information you need to gather will include:

=N =

cf

N

Investment Nature, Education
type Volume, or
Frequency Profession



Good practice

4.22

Good Practice —knowledge and experience

An adviser collected information on their client’s experience of other types of
financial products, and relevant employment and education. They considered
the client’s history with pensions and investments and whether the client had
previously received advice or self-invested. They asked questions about the
client’s experience of fluctuating markets. They discussed their analysis with
their client and confirmed that the client was happy with their assessment of
their knowledge and experience. Where there were gaps in the client's knowledge
of their DB scheme, the firm gave an explanation in layman’s terms about the
benefits, features and risks of DB and DC schemes.

Source: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf




Financial
circumstances



Needs vs wants

Split client expenditure

discretionar

Source: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf



Establishing the need

Income required to
maintain a desired standard
of living

Aspirational income

Income required to

MEMEMEL G UEELBE )
Core Income
reasonable standard of

living

Source: https://defagto.com/advisers/publications/balancipgnsionfreedomsandrisk-in-the-modernadviceworld/

Entertainment
Holiday
Lifestyle insurances
Health support

Home maintenance
Debt management
Key insurances
Transport/car/care




Good practice

4.40

Good Practice —examples of establishing client objectives

» 'Towhat extent are you prepared to live on alower income so that you can leave
assets to your children?”

« 'Howimportantis it for you to retire early even if this could mean running out of
money later in life?

« 'Why do you want the higher amount of tax free cash that a flexible
arrangement could offer you?"

e 'Why do you want to draw out higher amounts of income in the early years of
retirement?"

» 'How comfortable are you with the risk of running out of money in later years,
and having to potentially rely on state benefits, if you have drawn higher income
from your pensions in early years?’

Source: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf



Poor practice

' Poor Practice — establishing client objectives

Objectives questionnaire:

« Would you like to retire early?

» Do youwant to maximise your lump sum?

« Do youwantto try toincrease your pensionincome?
« Do you want flexibility?

« Do youwant to control your own money?

Most people will answer ‘yes’ to these questions if they are not made aware of the
implications of taking this course of action
Advice based on the following objectives:

« MrD:early retirement, bigger lump sum, increase pension, flexibility, control
« MrsE: early retirement, bigger lump sum, increase pension, flexibility, control
» MrF: early retirement, bigger lump sum, increase pension, flexibility, control

Source: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf



Attitude to
Investment risk



How do | measure capacity for loss

Client ABILITY

Ef@ (=) Elg@ (=) E}ﬂ&

What Client All about the
expenditure? discussion Numbers




Good practice

4.31

Good Practice — capacity for loss

As well as assessing each client’s financial capacity for loss, a firm considered their
client’'s degree of comfort with accepting loss. Although Ms Singh could manage
by withdrawing £200 less each month, she did not want to cut her income by more
than £100 each month. So her investment risk profile was based on the lower of
the level of loss that she could afford to suffer and the level of loss that she was
willing to accept.

Source: https://www.fca.org.uk/publication/finalisgdidance/fg213.pdf



Wider finances

Building a picture

Peter Margaret ACore income £25,000
AAspirational income£25,000
APeterc full state pension
AMargaret- £150,000 Personal Pension
APeter- £650,000Personal Pension

How much are they prepared to compromise?



£25,000 Income
£8,000 State
Pension

1 This example
represents a typical
situation

1 Itis notrelated to
any particular
individual

9 Itdoes not
recommend that
course of action



