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MorganAsh response on Secondary Annuity consultation

We include our responses to the specific questions in the consultation document.

T. In what circumstances do you think it would be appropriate to assign one’s rights to
their annuity income?

We consider there should be no restrictions on letting consumers assign their rights.

2. 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 product? What
entities should be permitted and not permitted to purchase annuity income and why?

Yes — a wide range of entities should be able to do this, as the major risk is with the buyer.

We propose one or several medical underwriting hubs/bureaus/portals are used to collect the
data and include within this protections for the consumer. We also propose that there are
restrictions on these hubs, i.e. FCA registered and policed by the FCA and that these entities
will provide the protections for the consumers, hence allowing freedom for any entity to
undertake the annuity purchase.

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

We consider that “buy back” should be allowed. This will potentially allow consumers to
potentially “buy back™ their annuity at the same value as their original health

With the alternative “Buy back” option — assuming the purchaser can access the value of the
present annuity, then the embedded value of impaired health can be realised to the consumer,
rather than the original annuity holder.

Clearly there is a degree of speculation within this, but without “buy back” there is little
chance of this occurring.

Consumer protection

It is a fair concern that consumers may consider they can only buy back from their existing
provider. This can be avoided, by insisting the “buy back” must be through a brokered
process, and indeed that any buy back by an existing provider can only be undertaken under a
“blind bidding” process.
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MorganAsh response on Secondary Annuity consultation

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

We are proposing the CAB provides several layers of consumer protection: These include:-

Check ID

Check appropriate advice has been given (i.e. Risk Warnings or full advice)
Check dependants’ consent

Check for those in poor mental health

Collect relevant medical information

L0 TR O 'S T N I

We propose full advice is required for larger cases, while risk warnings may be sufficient for
smaller amounts.

We propose the CAB checks the appropriate advice has been given. The CAB could give
“risk warnings” type guidance, or recommend advisers for full advice as appropriate.

From experience, many consumers have sleep walked into receiving a “standard” annuity
with inadequate review of their health:- there are a few endemic factors that play their part
here:-

1. Most consumers do not understand that worsening health means more money when
taking out their annuity — this is counterintuitive to the way they have provided
medical information for previous financial products.

2. The process of submitting forms to providers includes a poor learning loop, as

providers will price on the information they are given, and they are reluctant to give

negative feedback to their distribution channel. The result, as estimated by L&G,

“that 60-70% of the medical questionnaires we receive are missing some information

that potentially could be important™

The government initiative on OMO gave the impression that if many comparative

prices were received then this would deliver the best price. This is not the case, if

poor information is provided, then several prices will be received, all underestimating
the health impacts.

4. Advisers believe that all they need to do is “fill in the form”. Clearly most advisers
do not have the medical skills to understand the range of medical conditions that
apply, or the medical skills to interpret what the consumer is saying and provide these
in the correct format for the underwriter. (Around 1,800 conditions qualify for an
enhanced annuity).

(VS

We hence propose that appropriate medical underwriting by people who have the appropriate
skills is undertaken. Note, the level of underwriting will vary greatly with the value of the
annuity. The higher the value, the greater the cost/benefit of collecting more detailed

4|Page
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MorganAsh response on Secondary Annuity consultation

¢ Instigate the purchase

a. Agree the purchase data and price

b. Inform the winning purchaser and annuitant provider
e Collect remuneration

We do not consider Pension Wise to have the skills or systems to implement Medical
Underwriting. Pension Wise could partake as part of a governance body. The CAB would
interact with Pension Wise with regard to their service to provide guidance.

A separate document gives more detail on these proposals.

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

Principally — yes — but as the proportion winning the business, may be low, it may be
appropriate to charge for obtaining quotes.

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 ensure consumers obtain a competitive price?

Yes — we believe that a CAB will be required to obtain several quotes, ideally from all or
most of the market.

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

e Should the government or FCA issue guidance to annuity providers about protection
for dependants?

Yes — although they should be able to assign this obligation to the CAB.

e Are there particular classes of beneficiary which require special consideration, for
example minors or following a divorce or dissolution of a civil partnership?

Yes — and we propose the CAB has processes in place to undertake extra checks for these.
e Are there specific equality impacts that should be considered in this context?
No

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 whether to
do so be left to the discretion of the parties to the transaction?

Not sure — this may be too complex to administer considering the costs. Certainly to start
with it may be practical not to allow this.

6|Page
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