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Introduction

Royal London is committed to working with Government to make sure customers get
the best outcomes at retirement. The policy initiatives announced in the consultation
have the potential to reflect the changing needs of retired customers in a rapidly
changing 21% century.

We have approached our response to this consultation with a positive agenda to make it
happen. We have a number of key areas of concern — both where we think thereis a
danger of unintended consequences and additional followfip actions we believe are
necessary to deliver the policy objective.

Advice/guidance o /////
Y

The increased flexibility in dealing with a pr y sly pu a{e annu1ty suggested by
the consultation may be useful to the annu } }%ﬁoweve this ﬁu nvolve an increase
in complexity as they attempt to understafid their options, underst nd the

o] ! ma rket. ////Z’/////

consequences of any decision and nawgat (//

Wealthier customers will typically be well su PO // //}//Q” sers and m{f/;}ld it
relatively straightforward to 1d(j7n/t}fy a su1tab1e u /%1/ owever, there IS/a/SGTIOUS risk
that mass market customers an hos not filla c1a11y aware may make poor

decisions that result in a signific /C//////// % f undé;f’ esourced retired customers

We believe that regulators need to f

//” 2,
based measures o /5}1 ///// }/, t er th prod
emphasis must ;

//,I//)/ / A
oBy d Je es for different
customer segme;/fl};/ts/% ///////%/// /’/// ///< //////////7////

We believe that ad ;é‘ é uidan /é/ has a eriti érole to play in helping customers
understand and navi j d ark )Ne are strongly supportive of the need
;’f{//’”’ i ///{’ AT i § /;7 é’{ /customers, delivered independently
A oA tetyany Loy projider o D
/ /’/// ///// b ///
// { ing with cu // int //g////ht way at/{ﬁe right time is critical — elderly
//i n S may be less%émf rt léthan younger non-retired individuals in basing

//
demsmn{)selely on 1nter1{é/t / uidance.

" %/’//
Although g{{ lance may he(/’? ustomers understand their options, it will not be a
substitute for{dmce Indee /yve believe that guidance will lead to customer demand for
advice. Currently fhe c complex1ty of offering advice in the retired area will
”/Z’(/’// //
make it too expenst ,,g/:;f y customers. Consequently for the Government’s
proposal to be success /:j% ﬁere is a real need for FCA to help the industry simplify the
current advice model to enable advisers to provide robust, regulated advice to

customers at a lower cost with a reduced liability risk.

// /p se/é//f;e ulation and outcomes
egulatlon The

\
\

e Customers should have access to an industry level list of advisers who are
willing to give secondary annuity market advice, the semces they offer and
typical fees.

s Customers should have access to an industry level list which allows them to see
which annuity providers are willing /able to allow the annuity assignment
envisaged.
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» Customers should have access to an independent on-line tool that enables them
to understand the approximate value of the annuity they have (See response to
question 13.) :

Impartiality

We firmly believe that guidance must be seen as impartial and sufficiently
comprehensive if customers and the media are to have confidence in it. Whilst Pension
Wise, Citizens Advice, ete. all have strong impartial creden}/ials, Government funding to
ensure that they have the resources and trained personnel ¥ %deliver comprehensive
advice will be crucial. ’

In the longer term the most im ortant thing will he%
g | p g _ /;f

=i ﬁ//]_ 0
4
p A
Issues to be addressed //
W that the G /h d ///%{Z///%dl'df
€ assume that the Government’s almsa%///%'t € secondary mar 2}/}@/ evelop and for

annuity holders to receive the maximum ardéiint n exchange f¢ i}their annuity.
.

olint possible.d fc
Consequently the Government needs to; ////%%f / > ///////

¢ Decide a single épproaclé rthe whole market thich resolves the issue of the
. , . i, %y,
annuitant’s continued existence ////

W
N

.

3| ,/;/%//
¢ Determine a practical meth(/{//é% 0 SQ//’/@ endant’s rights,

rd depend
K % K
* Resolve ﬂlez'é////{u//e{j%?ﬁh' o " %

egliy
1storica1/{//é””n aSSI//I/l/-/ IEY clausés and
. Removwg%strlé/%ﬁns that m/f i%{/// /////{/////

il
Leither'add t6'€odts or restrict companies

from part/fé’;atlng in /f@market. .

We have suggested possible salu ions to thesc;ga'SSues In our responses to your various
N ol
S¥ yering the qt .esti(@ you raised

ha stances do you think it would be
/ L] , - - -
approp O assign one’s rights to their annuity

There are no blanket situations where it would always be appropriate to assign
annuity rights. The individual circumstances must always be fully considered.

The government should consider carefully the situation in respect of surviving
dependant’s rights. What right does one person have to sell, for their own
benefit, the future income of another person? What might the legal, reputational
and political consequences be for institutions, regulators and politicians who
enable such events to oceur? (see question 14)
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2. Do you agree with the governments 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?

e
The annuity market operates only due to the po l:in////’f/éf risks; hence it is unlikely

that any single retail investor could properly §//¢/s///§{§//§///&fle risks associated with an
individual annuitant. Consequently we agr & that individuals should be

oé thatl
X T
prevented from purchasing secondary anrﬁ:}ﬁ% %//,/////////X%
There is no obvious reason why any cor ,’{//)”’rate entity S{I’%ject to UK tax
legislation should be prevented froii participating in thi @arket. However
there may be grounds, including l@g///s/;/gf revenue to the UK atithorities, for
excluding entities not subject to UK* %l

‘ohadiuthes
Before such a market cm/};/d be establishe %/2/%//@/9//@/ %%a/y

egislation W/////

////// _
é//{/{/{//mment, regﬁ%’fgj?@rs and

2]
auditors would need to iden annuities were té'be valued

iy K
deritify how any secon
within the corporate pur%@%/%ccoums. %//}//////// _ _

3. Doyouagree that t.

.

mer(ég hould not allow

2 / - / - -
L I Y e Of> heir annulfy
erming afjigity contract with

pvider (;i)ﬁy back’)? If you

/% 9 ) %ermiﬂed, how should the
t outin Chapter 2 he managed?
< & %9
: //?///////uy ac] /;}////hould be allowed.
‘The aim from the/%g///ﬁ;nuitan;oint of view is to maximise the cash sum received

1n//’/é/§//§:}flange for thé/-/f:{fgture pay/r/{/lents. Section 2.16 of the consultation showed
that e: %&ng the a@,nmty provider from participating in this market whilst

requiringff,/;e/;le provis’% of detailed information, possibly to a number of third

parties, plﬁ%ﬁl %%@t to existing systems and records will imply additional
costs and heficé [6wer net cash sum received by the annuitant. The

K - . T .
Government v\r//g//;/ dneed to explain to annuitarts why it thinks that this

legislative change is beneficial to the public whilst simultaneously reducing the
amount the public receive.

The consumer protection risk identified in section 2.15 could be prevented
by requiring that FCA specified wording about shopping around be prominently
stated at the top of any buy back quotation.

The provider risk impact appears to be based on the assumption that
providers back their annuity portfolio with illiquid assets. In general annuities
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are backed by gilts or corporate bonds i.e. highly liquid assets.

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?

No, relying on market participants is not a good soliition.
7

If this market is to be encouraged, then all the p ties: providers, annuity

.,/// 7 e b - e
purchases and those that have sold the an% Lto understand how to
ensure that payments are correctly made, This impT{éj@that a single method

applies for the whole market from t;;;;;ﬁ;’af/’ft before cor systems are
adjusted. Only the Government c %empose such a decis‘lejf}%

Once an annuity has been sold, thenﬂg%/-ther the original provi €rnor the
purchaser will have contact with the eX‘afinuitafit aiid their spous@ff/}/dp practice

atinuitaf
the only w: revent f4lse payments will bé 16 re
¢ only way to prevent filsg payments willbgto
their spouse to provide p;;/////ﬁaf;/g)/}/ﬁ/mstence ongt e
annuity purchaser who woild be feguired to cé’xﬁjr existence to the annuity

2 TEGL afigk
N : s s’ //////In :
provider. If no proof is recé//ijied thet the rowde%hould be entitled to cease
payment immediately. % ///}’ //2//////%/

//// . .

/ ///
///gree/// /th the pr w? f///roach of the
f Iy 11

0tequire the ex-anntitant and
dt least an annual basis to the

5. Doy |
Governinent king with the FCA regarding the fees

i uity providers?

91}d cha; /@// /}//d by %ﬁ/n
/////////////( 4 //g///////////h/%//fdb bl ' iders’ f
4/ /ane agree; ;,z}/}/g%ovennz'ent and FCA shotild be able to monitor providers’ fees
i

A
W 5
d charge, {4//’@ublis{/l{€/’@table based 6n standardised examples might be

/. appropriate.

6. /ééf/f/}/ou agree that t )
anmdities In the name of the annuity holder and held
cupational pension scheme?

We agree that an u/ities purchased in the name of the trustees and held within a
defined benefit occupational pension scheme should be excluded.

7. Are there any other types of products to which it
would be appropriate for the Government to extend
these reforms?
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When an occupational pension scheme is wound up a member will, historically,
have received a deferred annuity or an immediate annuity. A scheme member
may have used a transfer value to purchase a Section 32 deferred annulty In
cach case these would be purchased by the scheme trustees, but are in effect
owned by the individual not by the trustees. It would be logical to include such
annuities within the reforms. '

8. Do you agree that the design of the system outlined in

Chapter 3 achieves parity between those who will be
P
able to access their pension flexi ibilit and those who
will be able to access their anny /ﬂexibility? Are
there any other tax rules whi¢h the Government
would need to apply to in ; AQ had assigned
their annuity income? //
ty e %

Rather than new legislation attemptm to IIllI'I‘OI’ all the condlﬁons of the
s

B,
Pensions Freedoms leglslatmn (partlc arly sineé the Pensions” /r
* /4?
legislation may be altered: the future )/ // /{%mpler to alter frPensmns
/l}l/’ /a/}/s ible

N 7
Freedoms legislation toin t)%;/fhe point of sale as a

benefit. This would ensu /////’;7{ W// //th annual{jj;lowance fax requirements,
information obhgatlons and 4 Gy ;/ /921 dsures s apply equally.
4’///7 . //// /////
The consultatlonud ddl,'e ty condxtlons written into
%@7%% {/ %y
contracts 1 t to refls ///.1;;1 t rica /}egl 1 Hon | ///// /s e/Government enacts
over- I'ldl ’i/ slat ﬁ/’ o allow / Eic/ }ese conditions then the

secondary. ////”%1 tyma ket is un 111(%:1/ /16 devi

U
’/f%/

gﬂ@

10.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?
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Guidance will be essential given the complex effects of tax, on welfare benefits
and in assessing the quoted value. Advice is highly desirable but could only be
made a requirement if it can be provided in a cost effective manner. We have
seen from the recent experience under “Pensions Freedoms” that the costs of
advice can be disproportionate to the value of the fund.

The Government should not seek to design its safeguards based solely on the
value of the annuity. In particular focus on the “advice required only for values
over £30,000” approach for DB to DC transfers is inappropriate since;

» The annuity value will decrease with age, butthe need for advice

increases with age. /////
'+ Small annuities are more likely to be 9/ g individuals in receipt of

welfare benefits, for whom the nee, c;'l the consequences for
their benefit entitlements will bez //g// %//

11. What is the best way to inr plement the feguards"
Should the safeguards 2ude expansio the remit

¢
of Pension Wise‘? ////f/// /

/
‘We would support the ex p/j/a}/*t sion ¢ Wise's remit to cover secondary
annuity purchase, but stre /th nsﬁ/xj’/Wlse to be funded

Wi o Pensity
appropriately to carry out til role % ////%////

x\\\\

12.Should the @r i¢ ”%@/ %ance be borne

by the {///// -lder iproring the arrangements
for conve /smn {from a defined benefit scheme)? If
h / oim nts Ale appropriate? |
Wi, G G
e cost s/////’// ddyic s’}f/{fuldb //{a/}//?ﬂle annuity holder, but guidance by

/// CAB ete sh

Pension Wlse ould remam free to the user.

13.%1/%0u agr ¢ that {%é Government should introduce
e at

promot

A requirement for multiple quotes will increase the costs to the quoters, which
will be passed on in lower prices for those annuities that are purchased. It is not
clear that mandated additional costs will assist the Governiment to develop this
market, particularly for smaller annuities.

The Government could promote competition by providing an on-line tool
allowing the annuity holder to see an approximate value of their annuity based
on their current age(s), assumed average health, and perhaps post-code, prior to
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any expenses of selling the annuity. The site could explain that some people will
live longer or shorter periods which would increase or reduce the price offered.
Such a reference value might allow the annuity holder to judge an offered price
and hence the expenses being incurred, thereby promoting more effective
competition.

14.Does the Government’s approach sufficiently protect
the rights of dependants upon asmgnment" If not,
what further steps should the G nment take?

Tt is not clear from the consultation that the G a9 / ent has taken any steps tp
protect the rights of dependants. Reliance //}'ff t is likely to be misleading,
given that any dependant s annuity is onl y

years after the purchase is complete//uZ/

If the Government is concerned ab

bou e ndant’s rights; ; scould legislate that
on the sale of the annuity; ///// //////f//
» The purchase value is spht be St

dependantsben/e//ﬁ// and ///”////// // W}%%//
aid

?
////67 ¢ into payment many

L
S

The value of the di /// ?//%/// nefit 1§ paid to the dependant, not the
.
Such over- r1d1n/g leglslatlo v( /ld %Eh d %?t in situations where a
divorce ma 6 }/@ ’/’// rif th f’d}r is subjeet to bankruptey
d b /////// .
procee mg// ///// ////7// ////////
" 15.Shoul _ nment permit the principal annuity
y 47

¢ assigned while dependants

.S éeam" Should the decision

, el
, in
// on wh%% t@% SO be @ to the discretion of the

_
/%//// arties t //actlon‘?
/////,,/// approac %} da a dditional expenses to the process, reducing the

amoun // d to the Aller. There is a significant risk that the dependant would

lose mgﬁ /{ / anziuit }'/fy and that the dependant’s annuity would not be claimed.
The phtt

ent suggested in 14 above would be a more sensible

option. ,/// /////7

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?

There is no method by which understandlng of the effect on means-tested
benefits can be assured. In particular, the entitlement for the means-tested
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benefits may occur many years after the annuity sale when conditions on
entitlements may have been changed by a future Government.

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

If, as indicated in the introduction to the consultation, the Government believes -
that individuals should be free to use their asset as they wish, then whether they
are on means-tested benefits or not is irrelevant

lWh the likel f //?
18.What are the likely impacts of the
proposals on groups with p /{///// o

L O

L ¢

o /

\ A T
S // ////////,/';" /%/Z//
,// i, / i, //
2 o
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