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12 May, 2015

Re: Response on behalf of the organisation Coventty Capital Ltd to

_your consultation on “Creating a Secondary Annuities Marker”,

Dear Sir/Madam,

* Coventry Capital Ltd is a London-based, FCA-regulated private company

and an affiliate of Coventry First LL.C, headquartered in Fort Washington,
Pennsylvania. Since 1998, Coventry First LL.C has been a leader in the life
settlement industry. It has helped investors deploy over $7 billion into the
asset class by ofigiriating more than 10,000 life insurance policies — traded

 life policies or “TLPs” in the FCA’s patlance — with a total face amount of

approximately $27 billion. In the course of doing so, the Coventry group of
companies (“Coventry”) has developed unsurpassed expertise in identifying,

pricing, purchasing, managing and valuing these policies. Using both its own
resoutces and those of close third-party relationships, Coventry promotes

, investments in these policies to institutional investors worldwide, and

broadly shates the FCA’s view that they ate inapproptiate investments for
the vast majotity of retail investors. In the context of a secondaty annuities
market in the UK, Coventry would be interested in leveraging its expertise
by cstablishing itself as a third-party buyer of these annuities.

Coventry Capital Ltd welcomes the opportunity to tespond to your
consultation, and does so ovetleaf. On its behalf, I would be pleased to
address any questions you have on its response, ot provide you with any
additional information of value in the context of this exercise. Iam
contactable on the telephone number above ot by email at

' Yours faithfully,

Registered in England and Wales 6730414, Registered offica: 33 St. James's Square, London, SW1Y 4JS.
Coventry Capital Ltd is authorised and regulated by the Financil Conduct Authority,
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1. In what circumstances do you think it would be appropriate to
assign one’s tights to their annuity income?

‘It is generally approptiate for an annuity holder to have the right to assign

their annuity to a third-party buyet. In 1911, the US Supreme Court
established that a life insurance policy is private property which may be
assigned at the will of the ownet, and the same principle should apply to an
annuity.

It should not be the case that an annuity holder requires the consent of the
annuity provider to assign their annuity to a third-party buyer. Other than
possibly a small administrative burden, the annuity ptovider should not be
impacted economically by the assignment, and should therefore not have a
basis for objection'to it. If such a basis wete to be identified and the annuity
provider were to be able to select which of its annuities could be assigned
and which could not, it would tend to do so in its own interests and
potentially to the detriment of 2 free and fair market. Tnsurance cattiets in
the US life settlement market have no such consent tights, and age arguably
impacted by the sale of their life insurance policies to a far greatet extent

than annuiry providers would be by the re-assignment of theit annuities.

Tf consent is a necessary part of the structure of this market for whatever
reason, it should either be () granted to all assignments automatically or (if)

- granted on a case-by-case basis with reference to fixed critetia established -

and momtored by the governiment ot the PRA.

2. Do you agree with the government’s proposed approach of allowing
a wide range of cotporate entities to purchase annuity income in order

“to allow a wide market to develop, whilst restricting retail investment

due to the complexity of the product? What entities should be

petmitted and not petmitted to purchase annuity income and why? '

Yes.

Retail investors should not be permitted to purchase annuity income. This is
for the reasons stated in the consultation, and Is consistent with the FCA’s

‘position on TLPs. This restriction could be implemented in the same way as

that which apphes to TLPs, i.e., banning its promotion to rerail investors.

* Allother types of investors should be permitted to purchase it, including

asset managets, pension funds, insurers and intermediaries, whethet based in
the UK or overseas, as well as annuity providets themselves.

However, annuity providers should not be permitted to purchase the income

from their own annuities, cither directly or through affiliated companies or

vehicles. This is to ensure 2 free and fair matket: The annuity provider can
be expected to have at least as much information about the annuity holder
and their annuity as any potential third-party buyer, and most likely more,
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and should be prevented from trading on the back of this unique advantaged
position.

Note that aithough the net economic position may be the same, an annuity
provider purchasing income from its own annuity is not the same thing as
“buy back”. In the former situation, the annuity continues in force until the -
death of the annuity holder. In the latter, it is terminated.

3. Do you agree that the government should not allow annuity holders

to access the value of their annuity by agreeing to terminate their

annuity contract with their existing annuity provider (*buy bacle’)? If
you think ‘buy back’ should be permitted, how should the risks set out
in Chapter 2 be managed? :

l Yes. “Buy back” should not be permitted.

The key reason for this is the first argument put forward in the consultation:

- Annuity providers wouldn’t want to provide annuity holders with this option

for fear of losing the matching adjustment and creating uncertainty in
respect of the duration of their liabilifies. They would have little incentive to
encourage such a transaction, and would be unlikely to offer the annuity
holder a competitive price for it as a result. With appropriate guidance, it
really shouldn’t be the case that the second argument put forward in the
consultation - that it “could result in some customers falsely believing that
they can only use these new freedoms through theit existing annuity
provider” — is a serious cause for concern, but any steps that can be taken to
avoid annuity holders being presented with anything other than market value
fot their annuities should be avoided.

A second reason, as described above, is a product of some of the othet
points raised in the consultation, including that () annuity providers would
be able to select which anmuities they “buy back” and which they do not, (ii)
they may have access to key information that any third-patty buyer does not
and (iif) they would not incur the costs that a third-party buyer would incur
to obtain this key information. If, for some reason, annuity providers were

. incentivised to “buy back™ their annuities, they would have a significant and

unique advantage over the test of the market, such that the very existence of
a free and fair market would be called into question.

4. Do you agree that the solution to the death notification issue is best

resolved by market participants? Is there more the government should
be doing to help address this issue?

Yes. The death notification.issue is best resolved by matket participants.

The establishment of central “death register” is a worthy idea but, as noted
in the consultation, is likely to be complex and expensive. It would be hard
to justify it unless it were patt of a wider-ranging and longer-term “identity
card”-style initiative. Any register of its type would also need to be complete
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in order to be useful: The US life settlement industty no longer relies on the

'5SA’s “Death Master File” after changes made to it in November 2011 on

the grounds of data protection meant it became incomplete, and therefore
unreliable.

Instead, the third-party buyer of the income from an annuity should have a
contractual obligation to notify the annuity provider of the death of the
annuity holder. In.ordet to meet this obligation, the third-party buyer would
requite the annuity holder to put in place arrangemnents to instruct the

“executor of their estate to notify the third-party buyer upon their death. To
-supplernent this requirement, the third-party buyet would also have the

contractual right to “track” the annuity holder, as that term is generally
undetstood in the US life settlement mdustry -

The third-party buyer should be obliged to notify the annuity provider of the
death of the annuity holder on a timely basis, for example, within 60 days of
the date of death. Any annuity payments made to the third-party buyer after

-the date of death would be refunded to the annuity provider.

The amiuity provider could continue to operate its fail safe checks, including
dccessing the register of births, marriages and deaths. Should the- annulty
provider become aware of the death of the annuity holder itself, prior to
receiving notification from the third-party buyer, it would cease making
payments and request that any annuity payments made to the third-party
buyer aftet the date of death of the annuity holdet be refunded. If the death

'had occuzred more than, for example, 60 days ago, the annuity holder would

be able to putsue a contractual claim against the third-party buyer.

Given the construction above, the “altetnative approaches” outlined in
section 2.21 of the consultation may prove unnecessaty-

5. Do you agree with the proposed approach of the government
wotking with ihe FCA tega.rdmg the fees and charges imposed by

annuity providers?

| No.

The administrative butden outlined in the consultation — the administration
of redirecting payments and the implementation of consumet protection
measures — is small and the associated cost should be absorbed by annuity
providers in full. In the US life settlement market, insurance catriets are
obliged to undertake these same rasks without passing on the cost of them

“to either the policy holder ot the third-party buyet.

6. Do you agtee that the scope of this measute should be annuities in
the name of the annuity holder and held outside an occupational
pension scheme? '

Yes and no.
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It should be possible for joint'annuity holdets to assign their ahnuity,
assuming both holders consent to the assignment. If one or other holder
does not consent, it should not be assigned. It should not be for the annuity
provider to decide whether and what confirmation is needed, but rather
simply to create and maintain a clear consent form. This is 2 common type
of transaction in the US life settlement market, with joint policies accounting .
for approzimately 10% of all policies sold.

7. Are there any other types of products to which it would it be
appropriate for the government to extend these reforms?

Not directly. Conversely, there may be features of the existing markets in
other types of products that the government could consider "‘bortowing” for
this one. These matkets include not only the US life settlement market, but
the US structured settlement market and the UK traded endowment policy
ot “TEP” market.

8. Do you agree that the design of the system outined in Chaptet 3
achieves parity between those who will be able to access theit pension
flexibly and those who will be able to access their annuity flexibly? Are -
there any other tax rules which the government would need to apply to
mdlviduals who had asslgned their annulty mcome’

Yes.

Steps should be taken to ensute that third-party buyets who also offer flexi-
access drawdown funds and flexible annuitics do not take advantage of their
position in the market by offering special terms to, or imposing specific
restrictions on, either the sellers of annuity income or the buyers of their
products. Annuity hoiders should be able to choose to sell theit annuity
income to these buyers as a matter of convenience but should not be
encouraged to do so, ot effectively be given no option but to do so, on
cither economic or legal grounds. '

9. How should the government strike an approptiate balance between
countering tax avoidance and allowing a market to develop?

The provisions given as examples in section 3.11 of the consultation are
both valid approaches to this potential issue.

10. What consumet safeguards are appropriate — is guidénce' sufficient
or is a tequireinent to seek advice necessaty? Should the safeguards
vary depending on the value of the annuity?

Annuity holders should be required to confirm that they have soﬁght and
received advice from an Independent Financial Advisor if the likely market
value of their annuity is above a specific threshold, say, £30,000. At this
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threshold, approximately one-third of all annuity holders would be requ]red

to take advice.

Annuity providers should not be required to offer a benchmatk “selling

ptice”. Given that the annuity provider would not be able to purchase the

income from the annuity at this ot any other price, and may have reasons to
want to cither encourage or discourage its assignment, this “selling price”
would be akin to an estate agent’s guide ptice on a house: While potentially
useful, it really shouldn’t be seen as a reliable indicator of market value.

Instead, the government or FCA should publish and maintain a simple table
that could be used not only by the annuity holder to establish a benchmark
value for their annuity, but also by the government to establish whether the

_ annuity holder is required to seek and receive independent advice. The table

would be based on age, sex, health and annual annuity payments. To
establish a benchmark value, all four charactesistics would be used, with
health categorised as standatd, “enhanced” or impaired. To establish
whether independent advice is requited, health — as the only subjective
element in the calculation — should be assumed to be standard.

‘The other safeguards considered in the consultation — an offer of guidance

" and regulatory interventions such as risk watnings — are both valid

approaches to this potential issue. The publication of risk warnings should
always be balanced by a discussion of the potential benefits of entering iato
the transaction.

A lesson learnt in the US life settlement industry is that, somewhat counter-
intuitively, one can also generally rely on third-party buyets (o offer elements
of protection to pohcy holders. In ordet to protect their and/or their
underdying investors’ interests, and to minimise any potential legal challenge
to theit “title”, third-patty buyers generally ask policy holders to confirm that
they have sought independent advice {or decided not to seek such advice)
and that both they and the insured understand the transaction and the
benefits they are foregoing as a result of entering into it. This is done viaa
combination of disclosure statements in written agreements and telephone
“closing interviews” with both the policy holder and the insured.

Another consumer protection in the US life settlement market is the
tescission period —a “cooling off” petiod immediately following the sale of a
policy, often15 days in léngth after the seller’s receipt of the proceeds of the
sale, within which the policy holder can reverse the sale at no (or minimal)
cost beyond repayment by the policy holder of the sale proceeds.

11. What is the best way to implement these safeguards° Should the

safeguards include expansion of the remit of Pension Wise?

. These safcguards cant be implemented through a combmatlon of law, written

guidance widely available in brochute form and online, Pension Wise and the
Independent Financial Advisor community. Whichever precise combination
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of these resources is chosen, it should be ensured that there is no gap in the
matket for untegulated “advisors” of the type currenty focused on PPI and
personal injury clalms

12. Should the costs of any advice or guidance be borne by the annuity
holder (mirtoting the arrangements for-conversion from a defined
benefit scheme)? If not, what arrangements are appropriate?

Yes, the costs of taking independent financial advice should be borae by the
annuity holder. Given the threshold suggested above, the cost of this advice
would probably be less than 10% of the annuity assignment proceeds and
would be factoted into the decision by the anmnty holder to consider an

as slgnrnent

13. Do you agree that the government should introduce a requirement

_ on individuals to obtain a number of quotes? How else should the

government best promote effective competition to ensute consumers
obtain a competitive price?

No.

The government should implement the safeguards suggested above to

ensure that annuity holders are properly informed, but then leave the annuity
holders themselves to determine how best to'engage with the market.

The govermment’s guidance could ccrtamly include the potential benefits of -
obtaining a number of quotes, along with those of usmg an advrlsor but

neither should be made compulsory.

Another way that the government can ensure that annuity holders obtain a

competitive price is to maintain FSCS protection following assignment.

There would be no change in the government’s obligations by doing so, and
no risk that the government is viewed as secking to “profit” — by reducing its
tisk — from the introduction of the market. If the market proves to be '
relatively efficient, the bulk of the value of this protection will be passed on
to annuity holders in the form of additional assignment proceeds. Such -
potential additional value eould be quantified through the analysis of long-

dated annuity provider credit default swaps.

Further, if the FSCS carries through its_plahs to increase the protection from
90% to 100% of losses from 3-July, 2015, such that credit dsk is essentially
eliminated from third-pasty buyers’ considerations, this may give rise to 2
disproportionately-high incremental benefit to annuity holders.

14. Does the government’é approach sufficiently protect the rights of
dependants upon assignment? If not, what further steps should the
government take? -
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*  Should the government or FCA issuc guidance to annuity
providers about protection for dependants?

¢  Are there particulas classes of beneficiary which require special
consideration, for example minors or follomng a divorce or
dissolution of a civil paMetshlp'-‘

¢  Are thete specﬂic equahty 1mpacts that should be considered in
thls context? _

As suggested above, it is third-party buyers rathet than annuity providers
that beat the ultimate risk of legal challenge to the assignment of an annuity
from an otiginal beneficiary. Because of this, one could generally rely on
third-pasty buyers to ensute that the written consent of any dependents is
obtained before rights under an annuity can be assigned. This is everyday
ptactice in the US life setdement industry: The policy holder and the
policy’s beneficiaries ate typically different parties, and the third-party buyer
ensures that the beneficiaries consent to the policy holder’s sale of the policy
priot to it taking place.

Of coutse, as noted in the consultation, annuity providers will also want to .
‘ensure that the rights of dependents are approptiately protected: The
interests of the annuity provider and the third- party buyer are aligned in this

regard.

15. Should the government permit the principal annuity holder’s
income to be assigned while dependants retain their own income
stream? Should the decision on whethet to do so be left to the
discretion of the parues to the trans actlon?

No. The nghts of dependents should be asslgned along with those of the
principal annuity holder.

In addition to the expense and contractual difficulties associated with
separating out dependents’ tights, doing so would materially limit the value
of the annuity to third-party buyers and may even weaken the alignment of
“insurable interest” between the dependents and the annuity holder.

16. How can the proposed consumer protections for the assignment of
annuities ensure that any impact on means-tested entitlement is
understood by those deciding whether to assign their annuity income?

This understanding caln be promoted‘ through the same channels as above:
A combination of law, wtitten guidance widely available in brochure form
and online, Pension Wise and the Independf:nt Fmanmal Advisor

community.

17. Should those on means-tested benefits be able to assign their
annuity income? ' :
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Yes The ability to assign their annuity income should be avadable to
everyoue, regardless of means.

- Howevet, the economic impact of doing so for those on means-tested

benefits will be wholly dependent on the relative contributions made to
those means tests by (i} the annuity income itself and (i) the capital
genetated by its assignment. If those two things are treated relatively equally
in the tests, then this segment of the market should function notma]ly If
ope significantly outweighs the other, however, then market actmty in this
segment will either be significantly increased or reduced.

18. What are the likely impacts of the government’s proposals on
groups with protected charactetistics? Please provide any examples,
case studies, research ot other types of evidence to support your views.

As noted above, the value of an annuity is a function of the holder’s age, sex,
health and the annuity pagments themselves. Two of these factors — age and -
sex — are protected chatacteristics and a third -- health — may be related to
the protected characteristic of disability.

Third-party buyers can be expected to take each of these factors into
account when establishing a price for the armmty income. To the extent that
the original annuity provider could not — in respect of age, specifically — this
can be expected to lead to an arbitrage opportunity for the third-party buyer
and disproportionately more annuities held by women than by men bemg

~ assigned.







