
PLATFORM PREFUNDING
This is an independent report by the lang cat 
focussing on investment prefunding on 
platforms.

In this document we explain what investment 
prefunding is and which of the most popular 
platforms offer it. We then explore the impact 
it can have on investors in specific situations 
and offer some views on how advisers might 
take that into account in their advice process.

Let’s be clear
The lang cat was commissioned by Zurich to write 
a document on this subject. The chaps at Zurich 
checked that we had got everything right when it 
came to their platform but nothing more. The data 
has been independently researched, the opinions 
are our own and Zurich has not had any editorial 
control over the content you have in front of you.  

Independence is what we stand for and we will 
never write anything that we don’t wholeheartedly 
believe to be true. 

WhAT Is INvEsTMENT PREFUNDING?  
Investment prefunding simply means that a platform is prepared 
to invest funds that have not yet cleared. That might be from a 
cheque they’ve just banked, or a sale transaction that has just 
taken place. In either case, they haven’t received any money yet 
and probably won’t for several days.  A platform that prefunds 
investments will allow that expected money to be invested 
straight away. It’s simple, quick and minimises the time that an 
investor spends out of the market. 

In contrast, a platform that does not prefund transactions will 
insist on always having real cleared funds to work with. It’s more 
transparent, and in some cases it makes very little difference. 
However, it can mean investors being out of the market for a 
long period of time and their investment process dragging on.

In other words, the main effect on clients and their advisers is 
time and money. 

Critically, there’s a difference in approaches when it comes to 
prefunding in all of the following situations: 

• New investments 
• Pension tax relief 
• Switching or rebalancing portfolios 
• Moving money between tax wrappers
• Withdrawals

Let’s take a look at them. 
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 NEW INvEsTMENTs 
When a cheque is sent to a platform, how long do investors 
have to wait before the cash is cleared and available to invest? 
For a platform that prefunds cheque investments (less than half 
of those in our table on page 5) they can usually start trading 
the same day. For those that don’t the investor will have to wait 
around 3 working days. 

It doesn’t sound like much. But a £500,000 investment could 
lose growth of c. £288 (assuming 7% pa). 

It’s a good argument for using CHAPS 
payments regardless of  your platform 
features.3

days

 PENsION TAx RELIEF 
When a contribution is made net, tax relief can 
take 6 – 11 weeks (48 – 78 days) to be paid to the 
platform and then invested. So a contribution paid 
on 5 January might not have the tax relief credited 
until 21 March. 

Is that a problem? Let’s look at an example. If an 
investor made a £50,000 gross contribution on 5 
March 2013 they could have made £635 more in 
growth if their platform prefunded their tax relief 
compared with a non prefunded platform. Of course, 
if markets had risen more in that period the investor 
would be even more out of pocket and if they had 
dropped they would have been better off. 

Do investors know that’s 
what’s happening behind 
the scenes? What are they 
expecting?

There is another aspect to 
consider – advisers’ time. 

Some platforms will allow transactions to queue up until cash is 
available. Others need advisers to make a specific instruction. 
Where that’s the case, adviser administration teams may have to 
check daily for the tax relief to be paid and ensure it’s invested in 
line with their best execution policy.  

48-78
days

£53,000

£51,000

£49,000

£47,000

£45,000

£43,000

£41,000

£39,000

FTSE 100 data 5/3/2013 – 22/5/2013. 78 days to receive Pension Relief at Source plus 1 day to process investment.

Market rise 6.35% = Client loss £635
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Finally there’s charges. For those platforms that charge on a 
transaction basis and don’t prefund tax relief, investors may 
find they are being hit with two lots of investment transaction 
charges. It may not be big bucks in most cases, but they need 
to know about it.
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 sWITchING AND REbALANcING 
Most advisers recommend fund switching or rebalancing in a 
model portfolio in an investment portfolio on a regular basis, 
some as often as every quarter.

Most platforms will not prefund switches, so every time an 
investor’s portfolio is rebalanced there’s a sale, which takes a 
few days to settle, followed by the purchase. Each platform’s 
processing times, the funds’ pricing points and settlement periods 
differ, but a fair average time to wait is 4 working days (T+4).

In contrast, on a prefunded platform, the sell and buy 
transactions usually take place within 1 working day (assuming 
pricing points of the funds allows that).  

To compare, let’s take an investor with £500,000 invested. Their 
adviser recommends a fund switch of £250,000. Markets are 
rising at 7% per annum. 

The cost of being out of the market for 4 days could be around 
£192 if using a platform with no prefunding. In contrast, a 
prefunded platform would minimise the time out of the market 
and the loss could be £48. 

4
days

1
day

  MOvING MONEy bETWEEN TAx WRAPPERs
While some platforms will prefund switches within the same tax 
wrapper, most won’t when it comes to moving funds from one 
tax wrapper to another, like topping up an ISA every year out of 
an unwrapped account. 

These transactions are treated the same as fund switches 
and so investors are looking at around 4 days out of the 
market again.

  WIThDRAWALs
When it comes to moving money off platform, providers take a 
more conservative stance and those that we surveyed all insist 
on fund sale proceeds clearing before they will pay out. While 
this is understandable – who wants to rush to lose money? – it 
does feel a little unenlightened in this day and age. We’d like 
to see providers treat money off with the same love they treat 
money on.

WhAT Is ThE IMPAcT? 
The most obvious impact is on investors being out of the 
market when they could be invested. This is particularly acute 
for tax relief on pension contributions.

Are they being made aware of the fact they will be out of 
the market for a period of time and what the impact of that 
could be? Are they aware that different platforms will take 
different approaches? Clarity and disclosure from advisers 
are key to making sure investors know exactly what they are 
doing and have a sound recommendation.

Aside from the financial impact, it is interesting to think about 
investors’ experience. Once they’ve decided to go ahead, 
they want their orders carried out quickly and smoothly. 
How do they feel about a pension contribution taking 2½ 
months to be fully invested?

Not Prefunded
Day 1 Sell Fund A Sell Fund A

Day 2 Buy Fund B

Day 3 Fund A settled

Day 3 Buy Fund B
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Life companies 
Aegon ✗ ✗ ✗ ✗ ✓ ✗

Aviva ✗ ✓ ✓ ✗ ✓ ✗

AXA ✓ ✓ ✓ ✓ ✓ ✓

Standard Life ✓ ✓ ✓ ✗ ✓ ✗

Zurich ✓ ✓ ✓ ✓ ✓ ✓

Fund supermarkets
Cofunds ✗ ✓ ✓ ✗ ✗ ✗

Fidelity FundsNetwork ✓1 ✓1 ✓1 ✗ ✗ ✗

Skandia ✓ ✓ ✓ ✗ ✓ ✗

specialists
7IM ✗ ✗ ✗ ✗ ✗ ✗

AJ Bell ✗ ✓ ✓ ✓ ✗ ✗

Ascentric ✓ ✓ ✓ ✓ ✓ ✗

Alliance Trust Savings ✓ ✗3 ✗3 ✗ ✗ ✗

Novia ✗ ✗ ✗ ✗ ✓ ✗

Nucleus ✗ ✓ ✓ ✓ ✓4 ✗

Parmenion ✗ ✗ ✗ ✗ ✗ ✗

Transact ✓2 ✗ ✓ ✓ ✗ ✗
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WhO DOEs WhAT?   
Let’s look at what’s on offer. 

The comparison table is split into three categories. Starting 
with the life companies, it’s a game of two halves, with FNZ 
labelmates AXA, Standard Life and Zurich doing the most. Aviva 
has added some capability since launch, while Aegon is good 
on tax relief but recalcitrant elsewhere.

Among the group of used-to-be-called fund supermarkets, 
it’s only Skandia that offers comprehensive prefunding, with 
Cofunds and Fidelity doing less, although that doesn’t seem to 
be holding them back.

The specialist providers prove a mixed bag with several offering 
no or very little prefunding and others like Ascentric at the other 
end of the scale. 

The decision to prefund investments has clearly not been 
made by one particular group in the platform market and 
the approaches are fairly mixed. It is interesting to note that 
some providers (Nucleus and Novia for example) have started 
prefunding more transactions in the last year or so. Such 
providers are making that decision presumably because they 
have a strengthening balance sheet, the right technology, and 
believe there is a commercial advantage to them in doing so. 

The prefunding approach certainly seems to give a potential 
advantage to advisers and investors too, although research 
suggests that many advisers don’t take it into account in their 
research process, or wrongly assume all transactions will be 
prefunded. 

All data as supplied by platforms – January 2014
1. Investment wrappers only. Pension requires cleared funds.
2. Cheques under £50,000 only.
3. Not available. 
4. Available from April 2014.

A wealthy couple, Janet and James, 
transferred £250,000 each into new 
SIPPs on a platform 10 years ago. 
Since then, they have been 
contributing a further £50,000 gross 
by cheque each every year. They are 
invested into a portfolio with 10 

equally weighted funds and every year their adviser has 
recommended that 4 of those funds are switched. Janet 
uses a platform where all transactions are prefunded. 
James doesn’t. 

After 10 years, despite them both investing 
in the same way, Janet could have an 
extra £10,485 in her SIPP. 

Assumptions: 4 days cheque clearance, 4 days fund settlement period, 
78 days to claim and invest tax relief, 7% net growth per annum.

£10,485
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ADvIsER TIME
What is undeniable, we think, is that advisers can save 
considerable administration time with prefunding. It’s not the 
placing of the orders that takes time – most platforms make 
that fairly easy these days – but the time taken in checking 
that funds have cleared, that everything has come through OK, 
and in dealing with client enquiries. This may be particularly 
important when it comes to sell-downs for income withdrawals.

Based on our discussions, we think the time saving per client 
could be in the order of the following:

So let’s have some fun. Mrs McGlinchey is a client of a financial 
planner and has an ISA, GIA and SIPP. She adds money to all 
three once a year (dividends coming in from a family business), 
is rebalanced twice a year, receives pension tax relief once a 
year and takes ad-hoc withdrawals twice a year. In our table, 
then, the admin saving if all those actions are prefunded is 2 
hours and 40 minutes. 

If an administrator (average rate of £30/hour) is doing that, it’s 
a saving of 2.66 hours x £30, so about £80. But more likely a 
planner will be involved as well, so let’s say one hour of his or 
her time (“No, Mrs McGlinchey, everything is fine, yes they do 
know you’ve sent the money”) and one hour and 40 minutes 
of admin time. Now it’s 1 hour x £150 (average rate) and 1.66 
hours x £30, giving a total of £200. Would that £200 surface in 
client charges? Probably not. But now let’s replicate that across 
100 clients in, say, a 500-client practice. We’re at £20,000, 
which isn’t far away from the cost of one administrator. 

Maybe our sums are wrong; they could be too harsh or too 
generous. Your mileage may vary, as the saying goes. But we do 
think that prefunding in the retail space is useful for both clients 
and firms in terms of reducing queries and what process experts 
charmingly call ‘failure demand’. 

Investment 10 minutes/wrapper

Switch 20 minutes

Rebalance 30 minutes

Pension tax relief 30 minutes

Withdrawal 20 minutes

WhAT NExT? 
What we’ve seen is that platforms offering prefunding could 
– could - save investors money by keeping them invested in 
the market. This factor along with the speed of concluding the 
transaction should mean a positive experience for investors. 
And that’s what all advisers are aiming for. Clearly in a rising 
market this is really important. In a falling market, then of course 
dipping out and back in might give a better result – but we all 
know how difficult timing the market can be.

In contrast, investors and advisers using platforms with no 
prefunding need to be a bit more relaxed, waiting for trades to 
settle, or (in the case of pension contributions) for tax relief to be 
paid by HMRC.

James has an unwrapped 
portfolio of £1,000,000. He 
appoints a new adviser who 
recommends their model 
portfolio using a platform. 
The portfolio is then 
rebalanced quarterly. 

If he used a platform that did not prefund 
investments he would only be out of the market 
for perhaps 20 days in that first year. Yet, 

compared to a prefunded 
platform, he could be worse off 
by £940 after just one year. 

Assumptions: Tax issues not accounted 
for. 5% of portfolio rebalanced each 
quarter. 7% net growth per annum.

£940
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www.langcatfinancial.com
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cONcLUsIONs
We can’t prove beyond all doubt that prefunding makes clients 
money – that depends on market movement while the client 
might have been waiting for funds to clear. We do know it costs 
providers money to provide it, and we feel certain that it provides 
certainty, reassurance and helps build trust.

In a market which is intangible – where clients have to trust 
advisers and providers with these funny, will o’the wisp things 
called platforms, anything which gives solidity and trust has to 
be a good thing. Admin savings and potential benefits from 
minimising out of market time are a bonus. A big one, but a bonus 
nonetheless. And with a huge amount of focus on explicit platform 
costs, it’s good to get a handle on the less obvious ones too.

AcTION FOR yOU
We can’t tell you if prefunding is important for your business 
– only you and your clients can work that out. But we do 
think you should be ready to have the discussion, and to 
know in detail what your platform does and doesn’t do. 

So, if you’re not doing it already, we suggest: 

•  Make sure you know where your preferred platforms 
stand on investment prefunding.

•  Make sure you are being clear with your client about the 
time they could be out of the market. 

• Build it into your platform due diligence process.

About the lang cat 
We’re a small but noisy consultancy based in 

Edinburgh, specialising in platforms, pensions 

and investments. We spend about half our time 

on advisory work with providers and advisers. 

Lots of proposition development, lots of take-

to-market consultancy, lots of pricing and 

competitive positioning analysis. The rest of our 

time we spend on delivering very high quality, 

technical copywriting, marketing and PR services. 

We also publish an annual Guide to Platform 

Pricing. To find out more just visit  

www.langcatfinancial.com 


