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Should | Take
Drawdown or an Annuity?

A PRACTICAL UK GUIDE

When you come to take benefits from a defined contribution pension, one of the most
important decisions is how your retirement income should work in practice. For many people,
the core question becomes whether to use pension drawdown, buy an annuity, or combine
both.

There is no single answer that suits everyone. The right approach depends on the level of
secure income you already have, how much flexibility you want, your attitude to investment
risk, your health, your tax position, and what you want to leave behind for your family.

WHAT IS PENSION DRAWDOWN?

Pension drawdown allows you to move pension funds into a drawdown arrangement, keep
the money invested, and then take income or lump sums as needed. MoneyHelper explains
that this can include taking up to 25% tax-free cash and leaving the remainder invested, with
withdrawals taken when required. MoneyHelper also confirms that access is usually available
from age 55, rising to age 57 from April 2028.

Drawdown offers flexibility. It can work well for people who want control over how much they
take and when they take it. It may also appeal to those who do not need to secure all of their

pension income immediately.

The trade-off is that your pension remains invested. Its value can rise or fall, and there is a
real risk of taking too much too early or suffering poor returns at the wrong time.
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WHAT IS AN ANNUITY?

An annuity converts some or all of your pension into a regular guaranteed income, either for
life or for a fixed term. MoneyHelper describes it as a way of turning pension savings into a
guaranteed retirement income.

An annuity is often attractive to people who want certainty. It can provide reassurance that
essential bills will be covered every month regardless of market conditions or how long you
live.

The main limitation is flexibility. Once an annuity is set up, the decision is usually irreversible,
and your access to the underlying capital is significantly reduced or lost. FCA consultation
material also describes annuities as giving certainty of income while drawdown provides
flexibility without the same guarantee.

THE KEY DIFFERENCE

In simple terms, drawdown keeps your pension invested and gives you flexibility. An annuity
gives you guaranteed income and greater certainty.

That distinction matters because the risks sit in different places. With drawdown, the
investment and longevity risks remain largely with you. The FCA’'s retirement income
thematic review notes that where investment-based retirement solutions are used,
investment and longevity risk are borne directly by consumers rather than annuity providers.

WHEN DRAWDOWN MAY BE MORE SUITABLE

Drawdown may be more appropriate if you want a flexible income that can change over
time, if you have other secure income in place such as the State Pension or a defined benefit
pension, or if leaving remaining pension funds to beneficiaries is an important objective.

It may also suit those who are comfortable with investment risk and understand that income
levels need ongoing review. For some retirees, particularly in the earlier years of retirement,
drawdown can provide useful adaptability while spending patterns are still evolving.

WHEN AN ANNUITY MAY BE MORE SUITABLE

An annuity may be more suitable if you want a dependable income, if you prefer simplicity, or
if covering core household expenditure is the priority. It can be especially relevant where
peace of mind is more valuable than flexibility, or where market volatility would be a
significant concern.

Shopping around matters. MoneyHelper states that you do not have to buy an annuity from
your existing pension provider and should compare options across the market. It also notes
that health and lifestyle details can affect the income offered.



WHY MORE PEOPLE ARE RECONSIDERING ANNUITIES

Annuities have become more prominent again in recent years. Recent reporting indicates
that higher gilt yields have improved annuity incomes, and sales have risen sharply as more
retirees revisit the value of guaranteed income.

That does not mean an annuity is automatically the better option. It does mean the decision
should be assessed carefully rather than dismissed based on outdated assumptions.

A BLENDED APPROACH IS OFTEN WORTH CONSIDERING

For many people, the most effective solution is not choosing one option exclusively. It is using
both.

A blended strategy can involve securing enough guaranteed income through an annuity to
cover essential expenditure, while leaving the remainder in drawdown for flexibility,
discretionary spending, and potential longer-term growth. This approach can help balance
certainty with control.

In practice, this is often where good retirement planning adds the most value. The question is

not simply drawdown or annuity. The question is how much certainty you need, how much
flexibility you want, and which parts of your expenditure should be matched to each.

THE TAX POSITION ALSO MATTERS

Both drawdown and annuity income can create tax consequences. MoneyHelper notes that
you can usually take up to 25% of your pension tax free, while most further withdrawals or
annuity income are taxable as income.

This means the timing and structure of withdrawals can materially affect your tax position,
particularly if you are taking benefits across several tax years or alongside other income
sources.

QUESTIONS WORTH ASKING BEFORE DECIDING

Before choosing drawdown or an annuity, it is sensible to ask a few practical questions.
Do | already have enough guaranteed income to cover essential expenditure?

How important is flexibility?

How comfortable am | with investment risk and fluctuating pension values?

Do | want to preserve pension funds for my family if possible?

Would | prefer certainty, even if it means giving up access to capital?

Would a combination of both provide a better result than relying entirely on one route?



GUIDANCE AND ADVICE

MoneyHelper's Pension Wise service offers free, impartial guidance on pension options for
people with defined contribution pensions. It explains how the main options work, how they
are taxed, and what risks to watch for.

Guidance is valuable. Advice becomes particularly important where you want a personal
recommendation based on your own income needs, investment position, tax circumstances,
family objectives, and attitude to risk.

SPEAK TO AN INDEPENDENT FINANCIAL ADVISER

If you would like to review your pension options, understand the difference between
drawdown and an annuity, and consider which approach may be appropriate for your wider
retirement plans, you can arrange a complimentary 15-minute discovery call at a time that
suits you using the link above. Alternatively, you are welcome to contact us at
contact@wealthconnectfp.com

BOOK DISCOVERY CALL


https://www.wealthconnectfp.com/book
https://www.wealthconnectfp.com/book
mailto:contact@wealthconnectfp.com

USEFUL LINKS

The following resources provide further information on pension drawdown, annuities, taxation,
and retirement planning considerations.

MoneyHelper (Government-backed guidance)

Pension drawdown explained
https://www.moneyhelper.org.uk/en/pensions-and-retirement/taking-your-
pension/pension-drawdown

Annuities explained
https://www.moneyhelper.org.uk/en/pensions-and-retirement/taking-your-
pension/annuities

Pension Wise guidance service
https://www.moneyhelper.org.uk/en/pensions-and-retirement/pension-wise

Financial Conduct Authority (FCA)
Retirement income guidance and thematic review
https://www fca.org.uk/publications/thematic-reviews/trl6-1-retirement-income-
market-study

Pension options and consumer information
https://www.fca.org.uk/consumers/pensions-retirement-income

HM Revenue & Customs (HMRC)

Pension tax rules and allowances
https:/ /www.gov.uk/tax-on-pension

Taking your pension pot
https:? [www.gov.uk/take-pension

The Pensions Regulator

Workplace pensions overview
https://www.thepensionsregulator.gov.uk/en/pension-schemes

Office for National Statistics (ONS)

Life expectancy data (useful for retirement planning assumptions)
https:ﬁwww.ons.gov.uk/ peoplepopulationandcommunity/healthandsocialcare/healt
handlifeexpectancies

Additional market context

Bank of England yield data (relevant for annuity rates)
https://www.bankofengland.co.uk/statistics/yield-curves
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WealthConnect Financial Planning Limited (FCA No. 410249) is an appointed representative
of Julian Harris Adviser Network (FCA No. 304155), authorised and regulated by the Financial
Conduct Authority. Registered address: Sovereign Chambers, 46 Park Place, Leeds, LSI 2RY.
Companies House No. 18105334. The Financial Ombudsman Service (FOS) is an agency for
arbitrating on unresolved complaints between regulated firms and their clients. Full details of
the FOS can be found on its website at www.financial-ombudsman.org.uk.

The performance of your investments is subject to risk(s). Its performance may fluctuate
based on movements in the market and economic condition(s). Capital at risk. Currency
movements may also affect the value of investments. You may get back less than you
originally invested. Past performance is not a reliable indicator of the future performance.
Tax treatment is based on individual’s unique circumstances. The guidance and/or advice
contained within this website is subject to the UK regulatory regime, and is therefore
targeted at consumers based in the UK.
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