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Dear Sirs,
Consultation: Creating a secondary annuity market

ILAG is a trade body representing members from the Life Assurance and Wealth
Management Industries.

ILAG members share and develop their practical experiences and expertise, applying this
practitioner knowledge to the development of their businesses, both individually and
collectively, for the benefit of members and their customers.

A list of ILAG members is at the end of this submission.

ILAG members are supportive of change that facilitates greater flexibility for those in later
life. Although our members have not made specific comments about the viability of a
secondary annuity market, it is widely acknowledged that this is likely to be niche. In
answering the consultation questions our members have focused on the significant
challenges and practical implications associated with the formation of such a market.

There are a number of fundamental matters to be considered if a market is to be created and
operate effectively. It is impaortant to build on, and learn from, what has worked well, and less
well, in the lead up to the April 2015 pension freedoms. The Government should consider
carefully whether a 2016 implementation deadline is realistic and be prepared to extend the
timetable, if appropriate, to deliver better and more secure consumer cutcomes.

The impact of a secondary annuity market on insurance firms’ existing reinsurance
arrangements needs clarification.

A further area requiring legal clarity is the management of assigned annuities in future
Part VI! transfers. :

Consultation questions i
A.2: A new secondary market for annuities

In what circumstances do you think it would be appropriate to assign one's rights to their
annuity income? :

Our members believe that, for many, the continuation of benefits réceived from existing
annuity rights is likely {o be the most appropriate action. Attempting to categorise segments
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of the population or identify demographic characteristics for the purposes of appropriateness
is not viable, as the decision should be based on an individual's personal circumstances,
needs and financial situation. Providers will be unaware of each customer's individual
circumstances as they will hold a variety of different products and may be based overseas.

" ltis, however, vital that anyone considering the reassignment of an annuity income receives
appropriate guidance and, potentially, regulated financial advice before taking action that will
affect their future financial position.

Do you agree with the government’s proposed approach of allowing a wide range of
corporate entities to purchase annuity income in order to allow a wide market to develop,
whilst restricting retail investment due to the complexity of the produci? What entities should
be permitted and not permitted to purchase annuity income and why?

Due to the complex nature of the product and the potential for adverse customer cutcomes,
our members strongly believe that only regulated organisations should be permitted to buy
annuity rights and market related services. A specific authorisation to carry out such
business would provide an appropriate degree of control and oversight of the process.

Authorisation requirements should not be overly onerous so enough organisations are
encouraged te participate in the market. This will result in greater competition and better
value for customers.

One practical point for clarification is the requirement for the purchaser to have approprlate
PRA authorisations.

In considering the impact of future reassighnments on the original annuity provider, it is
important to establish the party responsible for bearing the costs of such further
reassignment at a future date. It is not deemed appropriate to include the potential for these
costs at the time of the original reassignment and the view is that any future sales of a
reassigned annuity to a corporate entity should include a process for reimbursing the original
annuity provider for the further work of reassignment.

Our members share the view that it is right to bar retail investors from the market.

If there is potential for the market fo be opened to overseas entities it will be important to first
review, understand and rectify issues with their taxation arrangements.

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 back’)? If you think ‘buy back’ should be permitted, how should the risks set
out in Chapter 2 be managed?

It is understood by the industry that current legislation does not prevent provider
commutation of small annuities (below the small pots limit) and this should not be affected by
the outcome of this consultation. Flexibility should be retained for small annuities, asitis a
solution for individuals who gain no real benefit from receiving a very small annuity. '

If a market in ‘buy back’ annuities is to be pursued, it is vital that Government works with the
PRA in the development of legislation, so that the impact on an insurance company’s
matching adjustment caiculaticns for capital requirements is fully understood.
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The potential implications must also be considered where the result of such annuity sales
could be the unwinding of reinsurance arrangements. This will have a direct impact of the
value an individual will receive from their annuity sale. If annuity sales are permitted,
ensuring adequate advice is given to the customer is crucial. (This will help prevent future
claims from customers who use up their lump sum and have no future income). Advisers
should have specialist knowledge in this area and advice should be mandatory with an FCA
requirement to provide comparative data.

In certain circumstances an annuity provider may offer more than is likely to be the ‘open
market' value for the annuity. For this reason ‘buy—backs’ should be permitted. However, to
protect consumers (and avoid the apathy that causes individuals to accept offers lower than
would be achievable by entering the open market) annuity providers should be able to
present their bid on an anonymous basis, alongside offers from other parties, through a web-
based service. S

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?

The proposal for the annuity provider to maintain trivial payments to the original annuitant in
order to retain an active relationship is both unrealistic and costly. The process would be
better served by a central register holding data on deaths. The infrastructure must already
exist, for example within DWP for the management of benefit and State pension payments.
Such a system will ensure that the added costs associated with industry based solutions are
not borne by customers.

When purchasing annuity rights it is key that the process for the recovery of overpayments,
following a late notification of death, is clearly communicated.

Do you agree with the proposed approach of the government working with the FCA
regarding the fees and charges imposed by annuity providers?

In principle it appears prudent for the regulator to monitor and review the fees incurred in this
market. Any regulatory approach should be proportionate and take account of the
diseconomies of scale.

We ask that Government and the regulator consider the other legislative and regulatory
changes impacting the industry in terms of costs, charges and disclosure regimes to ensure
consistency of approach.

Do you agree that the scope of this measure should be annuities in the name of the annuity
holder and held outside an occupational pension scheme?

In the spirit of providing flexibility to those in later life, there appears to be no sound reason
for excluding pension income from occupational pension schemes from this measure. We
understand and appreciate the risks involved, but believe that the freedom to choose should
be available to all. If the Government has in mind a potential market size, extending the
facility to occupational pension scheme members would be key to meeting that target.

It is vital, though, that the rules governing the assignment of annuity income are clear and
detailed so that providers will be able to identify the types of annuity that can be assigned
and those that cannot.
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Considerations should include, but not be limited to, privately held annuities with protected
rights or guaranteed minimum pensions and buy-in/buy-out arrangements.

Concerns have been raised in relation to this point as the reporting expectations, in terms of
the continuing annuity payments, are not clear particularly, for example, on death.

A.3: Legislative changes

Do you agree that the design of the system outlined in Chapter 3 achieves parity between
those who will be able to access their 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 individuals who had assigned their annuity income?

The issue of parity should not just apply to the options available but to the value of
exercising those options. There are likely to be higher costs, impact on benefits and greater
complexity associated when an individual chooses to assign annuity income, already
annuitised, than for those in drawdown.

PAYE challenges presented as a result of the introduction of the pension freedoms need fo
be incorporated into the development of the taxation policy for this market.

The impact of tax on the proceeds of annuity sales should be made abundantlly clear in the
sales material and possibly within quotations.

It seems most appropriate for the purchaser to be responsible both for the communication of
and deduction of tax at source.

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

To be able to comment on the development of measures to counter tax avoidance, our
members would like clarification on:

+ how the income from an annuity sale will be taxed in the hands of the purchaser

* how offshore purchasers will be subject to tax

* how taxation will be affected by other measures, such as the rules surrounding
inheritance tax. -

A.4: Consumer protection

What consumer safeguards are appropriate ~ is guidance sufficient or is a requirement to
seek advice necessary? Should the safeguards vary depending on the value of the annuity?

The cost of regulated financial advice is comparatively high for many individuals relative to
the size of their annuity.

Our members believe that the level of complexity and potential for adverse customer
outcomes means that guidance in isolation is not likely to provide adequate information to
help aid the decision making process.

The advice requirements should be consistent with the requirements for flexibility.
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Determining the correct level of advice for customers will be key in this market. It should be
delivered by regulated advisers who have relevant knowledge and it should be mandatory at
the appropriate level.

Although Pension Wise may offer individuals a route to obtain information and guidance, it
shouldn't be the only option available.

It would be worth exploring how the simplified advice process could be adapted to cater for
the requirements of a secondary annuity market.

In terms of safeguarding individuals against the actions of fraudulent organisations, ensuring
those operating in the market are authorised by the regulator is essential. The process itself
could allow for further safeguards, such as the assignment of annuity income being
confirmed only when there is proof that the lump sum payment has been made.

What is the best way to implement these safeguards? Should the safeguards include
expansion of the remit of Pension Wise?

Expanding the remit of Pension Wise seems the most appropriate vehicle for the provision of
guidance in this area. Both expertise and funding would need to be reviewed prior to
implementation, to build on the infrastructure developed for the launch of pension freedoms.

As previously opined, Pension YWise should not be the only option available and the services
provided by other parties should be considered.

Should the costs of any advice or guidance be bome by the annuity holder (mirroring the
arrangements for conversion from a defined benefit scheme)? If not, what arrangements are
appropriate? '

Guidance, if provided within the existing infrastructure, should continue to be free of charge
to those making use of the service. For those accessing fully regulated financial advice,
however, the cost should be borne by the annuity holder.

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
ensure consumers obtain a competitive price?

It is essential that individuals are encouraged to shop around when considering the sale of
their annuity and providers should help facilitate this activity.

It is not necessary for the number of quotations to be prescribed by Government but the
process for compariscn could be made simple and effective through the development of
online portals that capture underwriting information once and display indicative prices from a
number of purchasers. Consideration needs fo be given as to how this would be monitored.

If responsibility falls on the annuity provider there will be an impact on administration costs.

Does the government’s approach sufficiently protect the rights of dependants upon .
assignment? If not, what further steps should the government take?

In order to protect the rights of dependants, taking advice, or at least guidance, before
deciding to sell an annuity is fundamental. Certification from dependants that the actions and
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consequences of the decision have been understood and accepted could be part of the
process.

However, this does present issues if dependants are minors, or potentially vulnerable.
FCA could aid consideration by providing some case studies.

Should the government permit the principal annuity holder's income to be assigned while
dependants retain their own income stream? Should the decision on whether to do so be left
to the discretion of the parties to the transaction?

Such a solution adds complication and administrative burden te an already complex
transaction and may result in additional tax concerns.

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

Determining the treatment of a lump sum payment resulting from the sale of annuity rights
and how this impacts the payment of means-tested benefits is key to ensurmg the
implications are clearly communicated.

The guidance and advice provided to individuals considering selling annuity rights must
include how this decision will impact eligibility for means-tested benefits. It should also be
established whether it is the original annuity provider or the purchasing entity who should
provide this information.

Should those on means-tested benefits be able to assign their annuity income?

The measure should provide the potential freedom to choose how to fund later life for all
individuals. Nevertheless, the consequences of assigning an annuity whilst receiving means-
tested benefits should be clearly communicated. The annuitant could be required to confirm
-that they have discussed the implications with the DWP or Citizens Advice Bureau.

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

Areas such as the gender directive and age/discrimination legislation are likely to be
considerations in the assignment process.

The outcomes of FCA's work on retirement product communications and vulnerable
customers will be helpful in guiding the process.

In terms of the gender directive, understanding how this will affect the calculation of
purchase prices for annuity sales needs to be established and clarified.

Subject to our responses above ILAG is supportive of this initiative. We would be happy to
discuss any of the points above in more detail.

Yours faithfully.
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ILAG Membership 2015

Members (35)

Aberdeen Asset Management Life and Pensions Limited

AlG Life

AXA Wealth

Canada Life Limited

Capita plc ,
Ecclesiastical Insurance Group
Family Investments

Fil Life Insurance Limited -
Forester Life

Friends Life

General Reinsurance (London Branch)
Hannover Re UK Life Branch

HCL Insurance BPO Services Limited
HSBC Bank Plec

London & Colonial Assurance
Lv=

MetlLife

metfriendly

Marine and General Mutual

Old Mutual Wealth

Pacific Life Re

Partnership Assurance

Phoenix Group

Police Mutual

PruProtect MVitality

Reliance Mutual

RGA

Royal London Group

Sanlam Life & Pensions

SCOR Global UK Limited

Suffolk Life

Sun Life Assurance Company of Canada
Swiss Re Europe SA {UK Branch)
Wesleyan Assurance Society
Zurich Assurance Limited

Members {(14)

Barnett VWaddingham
Defagto
Deloitte
EY
Grant Thornton

Huntswood

Hymans Robertson

KPMG
Mazars
Milliman

QAC Actuaries and Consultants

Pinsent Masons

PricewaterhouseCoopers
Steve Dixon Associates lip

Towers VWatson

Associate Members (7)/ (36)

AKG Actuaries and Consultants Lid

Charles Taylor plc

Financial Risk Solutions Limited
McCurrach Financial Services

NMG Financial Services Consulting Lil
Squire Patton Boggs

State Street Investor Services

Paul Ayres

Kali Bagary
Alun Beynon
Richard Bentley
Rayon Brown
lan Buchanan
Kathy Byrne
Zoe Campbell
Moira Casey
James Dowling
Richard Farr
John Gillman
Angela Garner

~Ron Godfrey

Stephen Gore
Philip Govan
Colin Gunney
Tony Horn
David Gulland

Tony Horn
David Lee
Matthew Little
Andrew Lloyd
Peter Mannion
Neil McCarthy
Phil Moore

John Moret
Graham Newitt
Veronica Oak
Adrian Pinington
Eric Purdy
Shaun Sandiford
Geoff Shanks
Gordon Sills
Dennis Smith
Phil Smallwood
David Wells
Brian Wood

Affiliate Members (2)

AFM
AMPS
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