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Investment Switching procedures
Description of the procedure to be carried out

To follow the process below on all investment/pension switches.
Individuals who are required to carry out this procedure

All advisers

Individuals responsible for ensuring that this procedure is carried out
SMF16

Circumstances under which procedure must be carried out

On each and every occasion of an investment switch.

Arrangements for monitoring

Completion of a replacement business check sheet should be reviewed and retained on file.
Acceptable justifications for switching 
When switching, valid justifications for switching are likely to be one or more of the following:

· Consolidation in conjunction with one or more of the considerations listed below
· Use of direct investments (as opposed to collectives)

· Discretionary fund management

· Use of a suitable de-cumulation vehicle (pensions only)
· Poor prospective performance of With-Profit funds
· Access to investment committee risk adjusted portfolios across a range of tax wrappers (aligned to consolidation)
· Positive cost differentials
· Access to FAD benefits in respect of pensions post 2015
Unacceptable justifications for switching

· Adverse cost differentials (the FCA has confirmed marginal cost differentials may be acceptable if other benefits are justifiable)
· Fund choice – our position is that it is very likely that growth / income objectives could be achieved within a ceding scheme – there are rare exceptions with patently poor performing funds (but see below)
· Client choice – advisers advise, not clients, and while we may take client choices into consideration, we will still expect advice to be based on adviser’s knowledge of client circumstances and objectives
· Outperformance – it is unlikely (but not impossible) for a new manager to outperform another, given the same asset allocations, over longer time periods
· Poor reversionary bonuses from With Profit funds without terminal bonus / payout consideration
· Use of a CIP with risk-based portfolios where alternatives without a platform have similar benefits and are less expensive.
Other points that must be considered where relevant when switching

· When switching With-Profit funds, key research should be the up-to-date Principles and Practices of Financial Management (PPFM) – short form – document for the particular fund. The objective for studying this document is to assess the underlying asset class mix to establish future performance expectations and to understand the smoothing process as a means to expected distributions at redemption day. 
· Guarantees (annuities, rates (and accumulated reversionary bonuses)) are key considerations for us when assessing With-Profits).

· Exit penalties are a key consideration – our default position concerning MVAs on With-Profit funds is that they may be removed at a later date and a more prudent approach would be to wait until a switch is MVA free.

· It is necessary to research the ceding scheme’s provider portfolio to ascertain that shifting from one product / fund will / will not achieve the client’s objective.

· It is not necessary to use critical yields as a mandatory driver in the pension switch process (we should mention that the Regulator’s Template, when considering a PP to PP Switch, remains a useful guide / tool), having already generally conceded that a replacement contract will probably be more expensive. Where we believe it is relevant in the analysis process, we will however obtain one. We use a range of critical yield tools, including ABC and in-house provider administration tools.
Switching Bonds

As a bond cannot be switched in specie, encashment has the potential to trigger a tax event. Therefore, any bond switch will need to be able to demonstrate that the net post switch tax position will be neutral or beneficial for the client. Care should be taken to ensure the client is aware that the adviser is not the lead tax adviser and that the client has been warned that other sales of relevant investments in the same tax period(s) could affect the tax outcome.

In effecting a bond switch, it is important to consider whether it remains in the client’s best interests to remain in a bond (an OEIC may be a viable alternative) and/or whether the jurisdiction (on or offshore) remains appropriate.

Note

The above lists are non-exhaustive – we are cognisant that individual client circumstances can impact on default positions.
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