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Alexander Smith 
Strategy and Competition Division 
Financial Conduct Authority 
25 The North Colonnade 
Canary Wharf 
London E14 5H 
 
 
24 February 2017 

 

Dear Alex, 
 

CP16/37 Implementing information  
prompts in the annuity market 

 
The Investment & Life Assurance Group (ILAG) is a representative body, with members from 
across the Life Assurance and Wealth Management Industries.  
 
ILAG members openly 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. 
 
ILAG is run by practitioners for practitioners, whether by engagement with industry 
associated bodies or through active consultation. 
 
A list of ILAG members is at the end of this submission. 
 
General comments 
 
We agree that customers considering buying annuities with pensions should be made aware 
of the options available to them regarding terms and conditions. For example, the possibility 
of including a guaranteed payment period or a widow’s pension should be explained. We 
support, in principle, the idea that customers should be advised that more competitive 
annuity rates could be available. However, it is unclear how much firms should undertake to 
do to achieve this. If help is limited to directing customers to a website, without further 
comment, it seems unlikely that this would be helpful to more than a few; most simply would 
not bother. In any case, the small size of many pension pots could make the effort less than 
worthwhile. 
 
It is doubtful whether firms could be expected to ascertain the best rate available for each 
customer given his or her age, and the terms required. Annuity rates change frequently 
subject to the level of annuity business firms’ actuaries want to manage. A firm offering 
competitive rates for a given type of annuity to attract large volumes of business from a 
comparison website would probably be obliged to worsen its rates in short order. 
 
Comparison websites could be out of date before customers consult them. This would be 
even more true if firms had to assume responsibility for determining the ‘best’ rates available 
for their customers which would be very time and resource consuming without offering any 
guarantee that the customers will get the best rates. 
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Moreover, we question if an annuity will provide a meaningful lifetime income for some 
people and whether additional options should be highlighted in these instances. 
 
Figure 3 in the Consultation does not reflect current annuity rates at age 65. More recently 
the best rates for £25,000 suggest this is closer to £1100 per annum (level), £740 
(increasing at 3%), and £630 (inflation proofed). The first prompt must be whether an annuity 
producing such a small income is best for the customer and then to question if they have 
discussed the alternatives. For example, to take £2,500 a year for 10 years and then use 
housing wealth.  
 
Many smaller annuities come from being contracted out of S2P. For those who were 
contracted out, the new State pension is calculated as, either the flat rate amount, or basic 
pension plus full S2P if greater, less their contracted-out deduction. Pension credit for a 
single person is just below flat rate State pension. When they retire, their actual State 
pension, plus annuity, is greater than pension credit. However, pension credit increases in 
line with earnings. If they select a level annuity it will eventually offset pension credit. This 
reduces the value of the annuity when compared with someone who is highly unlikely to be 
eligible for pension credit. The faster earnings rise, the faster pension credit will rise, further 
reducing the value of an annuity. This needs to be mad abundantly clear to individuals 
purchasing small annuities.  
 
Those retiring on means tested benefits need to be directed to seek help before buying an 
annuity. For many, because of income offset rules, they could be paying 100% ‘tax’ on their 
annuity income. (By and large these individuals will not have a financial adviser.) 
 
Consultation questions 
 
Q1: Do you agree with our proposal to require firms to disclose this content? 
 
We agree that it is desirable to encourage more consumers to shop around for an annuity, 
and that they are more likely to do so if they can see a direct monetary benefit. However, we 
are not convinced that the proposed requirement is the best method of achieving this.  
 
Although it may be helpful to consumers to know that better rates are available on the open 
market, the templates do not reveal from which firm the market leading quote originates. The 
consumer will, therefore, need to search the market themselves and, in practice, may not be 
able to locate an identical quote. This could be due to movements in the annuity rate, or 
because they have provided different underwriting information to that used by the provider.  
 
The consumer is likely to contact their existing provider, which could be a source for 
complaints, as it is assumed that the provider will not be able to give them the information.  
 
The prompt is intended to help those who are not shopping around. We have concerns that 
the type of person who most needs this help will be discouraged and disengaged unless 
they can be provided with an easy route to the alternative provider. There is a risk that some 
may be disengaged to the point of simply withdrawing their entire pension savings as cash. 
 
Those who do shop around will be provided with comparative quotes by each provider they 
contact. Unless all providers use the same source for obtaining market leading quotes, and 
the same underwriting criteria, there is a risk that the consumer will receive multiple quotes 
with different values. This could be very confusing.  
 
The process appears to be the same irrespective of whether the consumer or their adviser 
approaches the annuity provider. In the latter case, we feel that this process would duplicate 
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effort, as it is the responsibility of the adviser to find the best and most suitable annuity for 
their client. 
 
We also question whether it is appropriate for providers to issue this type of information. 
Given that the MAS website is suggested as a source of market leading quotes, we feel that 
it might be more appropriate for MAS, or Pension Wise to perform this function. 
 
Moreover, the DWP recently consulted on introducing a requirement to provide risk 
warnings, in the form of comparative illustrations, when an individual who has safeguarded 
flexible benefits enquires about accessing them flexibly.  
 
The DWP’s comparisons may (depending on the outcome of the consultation) be based on 
the SMPI assumptions, and will provide very different information. We are concerned that 
the combination of the various measures aimed at helping the consumer to make an 
informed decision may, in fact, result in information overload, and that the ‘retirement 
journey’ (illustrated below) is becoming increasingly long and complex: 
 
 Consumer is sent an open market option statement either because they have requested 

it, or are within 4-6 months of their intended retirement date. It is our understanding that 
the DWP risk warnings will need to be provided at this point if the consumer has flexible 
safeguarded benefits. 

 Consumer receives a reminder 6 weeks before the intended retirement date. 
 Consumer may contact Pension Wise. 
 Consumer may seek additional information about their options, including indicative 

illustrations. 
 Consumer decides in principle. 
 Decumulation product provider delivers risk warnings. 
 Consumer may contact Pension Wise if they have not done so already. 
 Consumer decides to buy an annuity and approaches one or more annuity providers. 
 Annuity providers deliver risk warnings if not provided. 
 Annuity providers issue guaranteed quotes and market-leading annuity quotes. 
 If none of the providers can state that theirs is the highest available, the consumer will 

need to search the market to find the provider of the market-leading quote. 
 Provider of the market-leading quote issues guaranteed quote confirming that it is the 

highest available (and delivers risk warnings). 
 

Q2: Do you agree with our proposal to require firms to use a prescribed format? 
 
We agree that it will be easier for consumers to make comparisons if all firms use the same 
template. We have some concerns, however, about the templates that are proposed: 
 
 The same templates are used irrespective of whether the firm providing the guaranteed 

quote is the existing provider or a potential new provider. We assume that a potential 
new provider would need to obtain details of the pension that could be provided by the 
GAR to do the comparison. In this instance, they will need to rely on information provided 
by the consumer, and we suggest that the wording in the template should refer to this. 

 Some older computer systems may not be able to produce the required bar graphs in 
Template 1, requiring an interface, possibly manual, to be created with a system that is 
capable of this functionality. An added complication is that some firms do not print their 
own documentation but instead send electronic files to third party firms who print and 
despatch the correspondence. Changing these information flows will add complexity and 
expense to the implementation process.  

 COBS 19.9.6R(3)(a) states that Template 1 should be used where the market-leading 
annuity quote (B) provides a higher income, and that the firm should calculate and state 
the amount by which B exceeds A. However, the wording in the draft template refers to 
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the consumer being entitled to a GAR from their existing provider. It is not clear from the 
template alone (ie without referring to the rules) whether the ‘losing out’ figure relates to 
B or the GAR. If the GAR provides a lower figure, we question why it needs to be 
mentioned, and if the GAR provides a higher figure, then according to COBS 
19.9.6R(3)(b) firms should be using Template 2. 

 COBS 19 Annex 3R states that the y-axis must start with a monetary value £20 below 
the annual income offered by the firm’s own guaranteed quote. This means that if the 
market-leading annuity quote is only £20 per year higher, the immediate impression from 
the graph will be that the market-leading quote is double the amount of the firm’s own 
quote, which may create unrealistic expectations. 

 Each template has a section for key information. It would be helpful to have additional 
guidance as to whether there is any other information, besides that shown in the drafts, 
that the FCA would expect firms to provide in this section. 
 

Q3: Do you agree with our approach to dealing with special cases (enhanced PCLS 
entitlement and consumers who are entitled to a GAR or will be able to access a GAR 
in future)? Are there any additional categories of consumer who should also be 
warned when they see this comparison of annuity quotes? 
 
We agree that consumers need to be reminded when they are entitled to guaranteed annuity 
rates or protected lump sums. This information should already have been provided in the 
open market option statement, but we have some comments and queries on the draft rules. 
 
Firstly, we feel that the definition ‘pension annuity benefit’ could be confusing – it would be 
preferable to refer to ‘guaranteed annuity rate’ and/or ‘enhanced lump sum’, as it is not 
immediately apparent that a lump sum could be deemed a pension annuity benefit, and the 
defined term ‘pension annuity’ (‘an investment purchased with the sums derived from the 
vesting (partial or full) of a pension policy or pension contract, for the purposes of securing 
the beneficiary's entitlement to immediate or future benefits’) included in the definition does 
not appear relevant. 
 
Secondly, the basis of the GAR may be different from the basis on which the consumer has 
asked the provider to quote, for example it may be provided on a single life basis whereas 
the consumer wishes to secure a survivor’s pension. In this case, a direct comparison 
between the GAR and either A or B could be misleading. The draft handbook changes do 
not provide guidance on how to deal with this situation, nor does the wording in either of the 
templates cover it. 
 
It appears that the consumer will be required to provide details of the GAR available from 
their existing provider when approaching others for comparative quotes, but unless the 
existing provider has already produced a guaranteed quote, the actual amount of the annuity 
available from the GAR will not be known, and could change due to fluctuations in the fund 
value. This potentially prolongs the process, and increases the risk that the annuity rates for 
A and B will change. 
 
The situation regarding pension commencement lump sums more than 25% will depend on 
which firm will make the payment to the consumer and depends on the practice of individual 
providers. However, if a prospective new provider quotes on the basis that they will only be 
paying 25%, rather than the enhanced amount, it is very likely that they will quote a higher 
annuity even if their rates are lower than the existing provider.  
 
The proposed wording in the template does not explain this; it simply refers the consumer 
back to their existing provider for details of the enhanced PCLS.  
 



 

 
Investment & Life Assurance Group Limited. Registered in England and Wales: company no 06295782 

Registered office: Headlands House 1 Kings Court, Kettering Parkway, Kettering, England, NN15 6WJ 
 

  5 

Q4: Do you agree with our approach of requiring each firm to provide the proposed 
information prompt on the basis of a comparison of guaranteed quotes available to 
the consumer, using the underwriting information that was used by the firm? 
 
We agree that this is necessary if quotes are to be directly comparable, but question whether 
it is feasible in practice. For example, the MAS annuity comparator asks questions about the 
type of annuity (survivor’s benefit, escalation, guaranteed period), and limited health 
questions about both the consumer and their dependant:  
 
 height, weight, waist size 
 smoking habits (how long, and how many cigarettes and cigars per day) 
 whether either of them are taking medication for high blood pressure, high cholesterol, or 

any other serious medical condition. The latter are not specified. 
 

If a provider’s own underwriting criteria is more detailed, for example if it takes account of 
specific illnesses such as cancer, this may not be sufficient to provide a like-for-like 
comparison. This is covered, to some extent, in paragraphs 3.21 and 3.22 of the 
Consultation, but the example given only considers the situation where the existing 
provider’s underwriting criteria is less detailed.  
 
We also note that the MAS comparator only appears to compare products from seven 
providers rather than the whole market: 
 
 Aviva 
 Canada Life 
 Hodge Lifetime 
 Just Retirement 
 Legal & General 
 Retirement Advantage 
 Saga 
 
It should also be recognised that there are several annuity markets, eg major EBCs and 3rd 
party administrators, that will provide access to annuities at different rates from those 
generally available directly, those obtained from a Financial Adviser will also be on different 
rates. Annuity portals will give different rates to those available through these other three 
sources.  
 
We believe that MAS providers are now the only providers who will issue annuities directly to 
the public, following LV= and Prudential’s withdrawal from the market. 
 
The definition of ‘market–leading pension annuity quote’ in COBS 19.9.1R states ‘from 
across all of the pension annuity market using the same information as the firm has used to 
generate a guaranteed quote’. 
 
We would appreciate guidance on your expectations for how ‘all of the pension annuity 
market’ should be interpreted. For example, if a firm uses ‘commercially available software 
or any other means’, what is the minimum number of firms that it should cover, and what 
criteria should be used to select them? 
 
We would also be interested to know whether any testing has been carried out to determine 
whether the MAS website is sufficiently robust if a significant number of providers begin 
using it for this purpose. 
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Q5: Do you agree that the information prompt should be provided before a consumer 
makes a decision to proceed to purchase an annuity? 
 
The information prompt needs to be provided before the consumer is committed to 
purchasing a particular annuity. The draft rule COBS 19.9.2R requires a firm to provide the 
information prompt whenever it provides a guaranteed quote, irrespective of what stage the 
consumer has reached in the decision-making process. We do have some concerns that the 
information prompt is provided relatively late in the day, by which time the consumer has 
probably decided to buy an annuity, and is simply considering from which firm to buy it. Any 
delay at this point could result in annuity rates moving unfavourably against the consumer. 
 
Q6: Do you agree that this requirement should apply in the same way to non-written 
and online communications? 
 
We do not believe that providing this type of information over the telephone is viable. It is not 
reasonable to expect a consumer to process the information, and make accurate notes. The 
comparative market-leading quotes may also not be available, instantly, during the 
telephone call. We assume that firms are under no obligation to provide guaranteed quotes 
by telephone. 
 
The wording of this particular rule (COBS 19.9.14R(2) is confusing. As far as we can see, 
the requirement to provide the pension annuity comparator would only arise if the firm were 
to provide a guaranteed quote during the telephone call. It would not arise if the consumer 
requested a guaranteed quote, and the firm agreed to send it to them via post or email. We 
would appreciate confirmation that we have interpreted this correctly, and, if so, would 
suggest rewording the rule to state ‘If a firm provides a guaranteed quote during a telephone 
conversation’. 
 
Q7: Do you have any comments about our proposed implementation date of 1 
September 2017? 
 
In our opinion the proposed implementation date will be extremely difficult for firms to meet. 
There are already several changes effective from April in the pensions area, which are likely 
to use the same resources will be required for this development. We were surprised at the 
date proposed, particularly given the much longer timescale proposed in CP16/36 for the 
reporting requirements and suggest that April 2018 is a more realistic timeframe. 
 
Q8: Do you have any comments on our Cost Benefit Analysis? 
 
No 

In addition to the specific questions that are answered above we have some additional 
queries on the draft rules themselves. 
 
COBS 19.9.4R:  
 
1(b) – we assume that this would only apply if the adviser charge is to be deducted from the 
amount shown as the ‘cost of the pension annuity’. If the quote was initially paid on the basis 
that there would not be an adviser charge, and the customer subsequently requests the 
product provider to facilitate one, would the quote need to be reissued? 
 
We note that there is no reference to Pension Wise. Is this because it is assumed that the 
consumer will already have availed themselves of this service by this stage of the process? 
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COBS 19.9.10R: 
 
We found the wording regarding the application of this rule particularly confusing. 
Firstly, (2) refers to ‘the retail client’s current provider of a pension annuity’. However, at this 
stage of the process the client has not purchased a pension annuity, and we believe the 
reference should be to the retail client’s current provider (or possibly the operator) of a 
pension scheme. This also applies to the guidance in COBS 19.9.11G. 
 
As noted above, we also feel that the definition ‘pension annuity benefit’ could be confusing 
– it would be preferable to refer to ‘guaranteed annuity rate’ and/or ‘enhanced lump sum’, as 
it is not immediately apparent that a lump sum could be deemed a pension annuity benefit, 
and the defined term ‘pension annuity’ (“an investment purchased with the sums derived 
from the vesting (partial or full) of a pension policy or pension contract, for the purposes of 
securing the beneficiary's entitlement to immediate or future benefits”) included in the 
definition does not appear relevant. 
 
We believe that the rule would be easier to understand if it were re-ordered: 
 
(1) This rule does not apply if a firm is the retail client’s current provider of a pension 
scheme. 
  
(2) A firm should ask the retail client to provide details of any guaranteed annuity rate or 
enhanced lump sum benefit to which they are entitled. 
 
(3) If the retail client is unable to confirm entitlement to a guaranteed annuity rate or 
enhanced lump sum benefit, a firm must take reasonable steps to assist a retail client 
ascertain whether the retail client is entitled to a guaranteed annuity rate or enhanced lump 
sum benefit.  
 
COBS 19.9.12G and 19.9.13R: 
 
If the guaranteed quote includes a survivor’s benefits, firms may also need to obtain consent 
from the proposed recipient of the survivor’s benefit to use their personal data. It may be 
helpful to point this out in the guidance. 
 
We would suggest simplifying the wording of the rule, which we also found confusing, for 
example: 
 
(1) Where a firm requires the retail client’s consent to the firm generating, on behalf of the 
retail client, a market-leading pension annuity quote, and that consent is not held, a firm 
must take reasonable steps to obtain that consent.  
 
(2) Where this consent is not obtained:  
 
 COBS 19.9.6R does not apply;  
 a firm must include information warning the retail client that a higher annual income 

might be obtained by searching the open market for a pension annuity; and  
 a firm must use the template in Part 3 of COBS 19 Annex 3R to provide the applicable 

pension annuity comparator information. 
 
Yours sincerely, 
 
Mark Searle 
Management Team 
Investment & Life Assurance Group 



 

 
Investment & Life Assurance Group Limited. Registered in England and Wales: company no 06295782 

Registered office: Headlands House 1 Kings Court, Kettering Parkway, Kettering, England, NN15 6WJ 
 

  8 

ILAG Membership 2017 
 

Full legal members  

  

Aberdeen Asset Managers Life & Pensions Ltd  PwC 

AIG Life Limited  Reliance Mutual Insurance Society Ltd 

Aviva OneFamily RGA UK Services Limited 

Barnett Waddingham LLP  RPC Consulting 

Canada Life Limited  Sanlam UK Ltd 

Capita plc  SCOR Global Life UK 

Defaqto Limited  SDA llp 

Deloitte LLP Suffolk Life Annuities Limited 

EY Sun Life Financial of Canada 

FIL Life Insurance Limited Swiss Re 

Forester Life Unum 

Gen Re Vitality 

Grant Thornton Wesleyan Assurance Society 

Hannover Re UK Life Branch Willis Towers Watson 

HCL Insurance BPO Services Limited Zurich Assurance Limited 

HSBC Bank plc  

Huntswood  

Hymans Robertson LLP  

LV= Associate Members 

Mazars LLP  

metfriendly AKG Financial Analytics Ltd 

MetLife Ecclesiastical Insurance Group 

Milliman Foresters Friendly Society 

OAC Actuaries and Consultants McCurrach Financial Services Ltd 

OneFamily NMG Consulting 

Pacific Life Re Shepherds Friendly Society Limited 

Phoenix Group Squared Health 

Pinsent Masons LLP Squire Patton Boggs 

Police Mutual Assurance Society Limited State Street Investor Services 

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

 
 
 


