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thing as a risk
free retirement
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This content is based on ourunderstanding of current taxation,legislation and HM
Revenue & Customs practice all of which are liable to change without notice.

The impact of any taxation (and any taxreliefs)depends on individual
circumstances.

Where content includes case studiesorexamplesthese are forillustration purposes
and are notrecommending a specific course of action.

Past performance is not areliable indicatorof future performance.The value of an
investment can go down as well asup and yourclient may get backlessthanthey’ve
paid in.

No reproduction,copy,transmission oramendment of this presentation maybe
made without our written permission.



Learning Objectives

Identify and explain
the key risks clients
face in retirement

m How these risks vary depending
on wealth levels and income
needs.

Evaluate the merits
and limitations of
different retirement
income solutions

®m Annuities, drawdown, and
smoothed investments

m Understand how blending

strategies can mitigate risk.

Apply practical
techniques to
engage clients
during the fragile
decade

m Address both financial and
emotional drivers to create
robust, personalised retirement
plans,

m Consider legacy planning under
current pension and IHT rules.



What are the regulatory drivers

Volatility,re gulatory pressure,
and retirement complexity
create adviseruncertainty

Thematic Review (2024) —
Retirement Income Advice (TR24/1):
FCA’sdeep-dive found mixed quality
indecumulation advice

FCA Consumer Duty (2023) —
New principle requiring firms
to “delivergood outcomes”for
retail clients

02

CRPs —structured way to
deliverconsistent, high-quality
retirement income advice
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Fragile Decade (5 years pre & post retirement)

4 Pillars of Happiness in Retirement

Health Staying Purpose
Connected
m Specifically protected m A healthy life is a m Not feeling isolated B Reason to wake up
income not assets happy life in the morning

(watching asset
values fluctuate can
make clients
miserable and cause
anxiety)




Psychological Value

We feel
more keenly than
wins. ===

oSS

aversion

+ Gains

A hurts
more than the
pleasure of
receiving a
£100 gain

Daniel Kahneman and Amos Tversky: Prospect Theory
— An analysis of decision under risk




Striking
the right
balance

Will my money last?

Source: The Fragile Decade: Retirement’'s Danger Zone
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What are the risks for client’'s
requiring an income ?

What do client’'s worry about?



RISKS

My pot could Mortality Risk

fall leaving me
short on
income

What if my
circumstances
change?

What if | die
early and don’t
get all of my

money back. g

Investment Risk

Prices have
risen faster
than my
income.

What if my
money runs out
before | die?

Inflation Risk

Longevity Risk



Hyperbolic Discounting

A client may choose alump sum
overan annuity because of
hyperbolic discounting —the
tendencyto value immediate
money more highly than future
iIncome.

The instant reward of a lump sum
often feels more real and
appealing,even if an annuity
would offerbetterlong-term
security.




Retirement Income Need Analysis

Legacy

Source: The 4 Ls Of Retirement Income Planning’, Wade Pfau
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How can we
give clients the
confidence to
experience the
joy of living 1n
retirement?




Goldilocks Theory — Broadly 3 Types Of Client

Each with different problems and considerations

My pension pot is too My pension pot is too My pension pot is
big! small! just right!
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Too big...

Client considerations:

* Income provision —1.e.travel
plans and active retirement

e Minimise the tax take

* [HT planning —passing on as
much wealth to family

CLIENT PROFILE:

e Large pensionpot
* Otherassets —ISA,GIA orProperty
* Hassurplus money




Too small...

Client considerations:

 Whatlevel ofincome is
achievable?

* What compromisesneed to be
made?

 Inability to sufferloss
CLIENT PROFILE:

Insufficient funds forrequired retirement income
* Minimal otherassets
* Lowcapacity forloss

e Plansto work part-time to supplement income




Just right...

Client considerations:
* Income sustainabilityis key

 Aims forflexible,comfortable
living

* Wantsadaptable solutions

* Plansto enjoyearlyretirement
fully CLIENT PROFILE:

* Pension willbe main income source
* Minimal otherassets
 Balanced ATR,now more cautious in retirement




Confidence —Beliefinthe number...

Connect 4

Lifetime guarantee
i.e.Annuity

Temporary guarantee
€.Fixed Term Annuity

dictable return
Smoothed Fund
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Tell me when you're going
to die and I'll tell you what
to buy!



Fixed Term Annuity

Mortality Longevity Inflation




Fixed Term Annuity

Mortality Longevity Inflation




Lifetime Annuity

Mortality Longevity Inflation




Lifetime Annuity

Mortality Longevity Inflation

EREN




Drawdown

Mortality Longevity Inflation




Drawdown

Mortality Longevity Inflation




Drawdown with Smoothed Fund

Mortality Longevity Inflation




Drawdown with Smoothed Fund

Mortality Longevity Inflation




Living Standards...

Moderate Comfortable

£43,900

One person household £13,400 a year

WLHEIES ElleET(e Re M\ lsNele]8|[e AY/e]VM Covers all your needs, with some More financial freedom and
have? leftover for fun some luxuries

Moderate Comfortable

Two person household £21,600 a year £60,600

WHEIRS El[eEle Re M\ alsMele]8I[eRY/e]VM Covers all your needs, with some More financial freedom and
have? leftover for fun some luxuries

Source - www.retirementlivingstandards.org.uk

Estimated expenditure not income figures based on a view of UK spending


http://www.retirementlivingstandards.org.uk/

Comfortable single household

&> Transport
2Dy Holidays
&

& Leisure
Clothing
& Personal

I'Zv Helping
24 others

Comfortable

£43,900

More financial freedom and some luxuries

£600 a year to maintain condition of your property. £300 contingency.

Around £75 a week on food. £42 a week on food out of the home, £21 a week on
takeaways, £106 a month to take others out for a monthly meal.

3-year-old small car, replaced every 5 years, £22 a month on taxis, £208 per year on rail
fares.

A fortnight 4* holiday in the Med with around £100 per person spending money and 3 long
weekend breaks in the UK with £400 spending money per break. Extensive bundled
broadband, streaming and TV entertainment. £54 a week for activities

Up to £1,548 for clothing and footwear.

£50 for each birthday and Xmas present, £300 per year charity donation, £1,000 family
support.



Last bite at the tax relief
cherry

David (60) wants to retire now and match the
state-pensionincome until age 67.

Currently a higher-rate taxpayerbut will be
basic-rate ne xt year.

e £75,000 gross pension contribution — net
cost to David: £45,000

* 7-year fixed-term annuity income: £12,291
pa
* Total gross received over term: £86,402

* Net paid to a basic-rate taxpayer (incl.
25% TFC): £73,131.80

RETURN: 62%
YIELD: 13.9% pa




Retirement Income Need Analysis
Mixing certainty and predictability

Legacy

Source: ‘The 4 Ls Of Retirement Income Planning’, Wade Pfau

IHT Planning

Unsmoothed
Funds

Smoothed Fund
(Predictability)

Fixed Term Annuity
(Certainty)
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Retirement Income Need Analysis

Client requiring £43,000 net income — has £1m pension pot - £50,000 gross income needed

Legacy

£150k

IHT Planning

Smoothed Fund @ 6%
return - £37,500 pa

Lifestyle

£625,000
Living

£75,000

Fixed Term Annuity -
£12,500 pa

_ Unsmoothed Funds —
Ad-hoc withdrawals

Source: ‘The 4 Ls Of Retirement Income Planning’, Wade Pfau 32



Red Money Tool

Pension Legacy Modelling Tool

built by M&G
Inputs

Pension value £100,000 Net growth Net Legacy

Pensionholder tax rate 0.00% Pensions 5.00% RESET
Beneficiary tax rate 20.00% Loan Trust and Gifts 5.00% INPUTS Inheritance Tax

Term (years) Business Relief 3.00%

IHT 40% Beneficiary Income Tax

Tax and Net Legacy Breakdown by Term

Values after 2 years Values after 7 years Values after 10 years
£120,000 £160,000 £180,000

£140,000 £160,000
£100,000
£120,000 £140,000
£80,000
£100,000 £120,000
£100,000
£60,000 £80,000
£80,000
£60,000
£40,000 £50.000
£40,000 £10,000
£20,000
£20,000 £20,000
£0 0

Pension Pension Loan Gift Exempt Business Pension Pension Pension  Loan Gift Exempt Business Pension Pension Pension Loan Gift Exempt Business Pension
(pre 75) (post75)  trust gift relief  (post 75, (pre 79) (post75)  trust gift relief  (post 75, (pre 79) (post 79}  trust gift relief  (post 79,
No IHT) Mo IHT) No [HT)




Learning Objectives

Identify and explain
the key risks clients
face in retirement

m How these risks vary depending
on wealth levels and income
needs.

Evaluate the merits
and limitations of
different retirement
income solutions

®m Annuities, drawdown, and
smoothed investments

m Understand how blending

strategies can mitigate risk.

Apply practical
techniques to
engage clients
during the fragile
decade

m Address both financial and
emotional drivers to create
robust, personalised retirement
plans,

m Consider legacy planning under
current pension and IHT rules.
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Certainty and Predictability

Prudential Guaranteed Income Plan

mAvailable in Retirement Account or 31
party SIPPs

BTrustee Investment Plan structure
offers maximum flexibility

mTax-take control

mBuilt in Surrenderand Death Bene fits
at no extra cost

mProvides certainty and flexibility for
clients

PruFund

mAvailable in Retirement Accounts/
Trustee Investment Plans and
Platforms

mProvides reassuring predictability
BKnown Expected Growth Rate
EBSmoothing of Returns



Delivering on Expectations

PruFund Annualised Returns

(%) Return - PruFund Growth Gross Return in GB Prl:EFg;datG orztv;:r;
2015-25 b
2014-24 6.14 6.00%
-2 [ 6.207%
2012-22 5:20%
2011-21 DL
6.607%
B
2008-18 6.85%
2007-17 6.85%
2006-16 S
2005-15 b
2004-14 6.60%

Source: Prudential and FE Analytics 02.01.2026. Figures are for PruFund Growth Fund held within PruFund Investment Plan. The PruFund figures exclude any additional investment expenses, fund management, product or advice
charges. The figures cover the 10-year annualised return from the 30th November of each year and are based on the smoothed prices, which include excess surplus distributions. Past performance isn't a guide to future performance.
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Performance of PruFund Growth with 4% withdrawals
— five years

Max Drawdown = 3.52%
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Figures are for PruFund Growth Pn Ser E and are for the period from 31 Mar 2021 to 31 Mar 2026. The initial investment is £200,000 and regular withdrawals of £666.67 are taken at

the end of each month. The PruFund figures include any additional investment expenses, but not any product or advice charges, so the amount an investor would get back would be

less than shown here. Some, if not all, of the funds comprising the IA and ABI sector averages are net of fund charges. Past performance is not a reliable indicator of future performance.
The value of an investment can go down as well as up. Your clients may get back less than they have paid in. Source: FE Analytics
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Than

you

Karen Fitzpatrick
Pension Specialist
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