Purchase Life Annuity Recommendation

INSTRUCTION TO USER – The following section has been designed for inclusion within a report generated by the PPOL suitability report writing solution. You will need to use the PPOL software to create a report containing an Introduction section and any other required recommendation sections in the usual way. Once you have downloaded the report created via PPOL to Word, simply copy and paste the section below into the report as appropriate and then edit the text to reflect your individual requirements. It is also recommend that you include the accompany Notes on Financial Products and Risk Warnings within the Appendix of the resultant report.

The text has been colour coded to aid with your understanding. Where the text is highlighted in blue this tends to suggest that the text may not be appropriate in all instances, and you may need to delete some or all of it. Where the text is highlighted in red, this will require your input.

You have approximately £<INSERT> available to purchase an annuity.  In return for a lump sum, you would receive a fixed income stream throughout your life. The level of income is dependent upon your age, sex, annuity rate, size of fund and the options selected. Different providers offer different annuity rates depending on the type of annuity you require. To this end, it is always recommended that a full comparison of annuity rates available on the open market is undertaken at the point of purchasing an annuity. 
Advantages
· You receive a guaranteed amount of income.
· Your annuity can be payable for a guaranteed period of time (e.g. 5 or 10 years).
· You can build in automatic increases (but initial annuity will be lower if you do so).
Disadvantages
· The level of income is fixed at outset and cannot respond to changing personal financial circumstances

· The level of income will depend upon the level of annuity rates available at that time

· The capital is lost on the purchase of the annuity
· No allowances are made for changes in life expectancy

· The income you receive may not keep pace with inflation or average earnings. This can mean that what you can buy with your income could reduce in time
Your Income Requirements

You have stated that you would like to receive a fixed regular income for the rest of your life and are prepared to give up the capital required to do this. 
Annuity recommendation

Having considered your requirements, I have recommended that you proceed with a Purchase Life Annuity for the following reasons:

· It provides a guaranteed income stream throughout your lifetime

· There is no investment risk, thereby reflecting your stated attitude to investment risk
We agreed to establish the annuity on the following basis:

	Payment Frequency
	Timing of Payment
	Spouse’s Pension
	Guarantee Period
	Escalation

	
	
	
	
	


Please be aware, the contract (and therefore payments) will cease upon your death unless you have selected the joint life option and / or the guarantee option, and death occurs within this period.

Where no escalation has been selected, you should be aware the effects of inflation may erode the value of the pension over time.

Having researched the most competitive annuity rates available on the open market, I have recommended that you proceed as follows, for the reasons highlighted below:

	Company
	Annuity per annum

	
	


· They are financially strong

· The research tool I have used to research the market place has identified them as offering the most competitive and appropriate product to meet your objectives

· Their annuity rate is very competitive
The payments from a purchased life annuity are treated as part return of the purchaser's capital and part interest. The capital content is not taxable. Based on the information supplied by the recommended company, the breakdown is as follows:

	
	Per Annum
	Per Month

	Gross Annuity
	
	

	Capital Content
	
	

	Taxable Element
	
	

	Net Annuity
	
	


Please note that these figures are based on a purchase price of £<INSERT>. Clearly if the eventual proceeds are less than this, the actual payable will reduce accordingly. 

Further Information and Risk Warnings

Further information regarding the recommended product can be found in the Key Features Document provided and the appendix of this report. 

A summary of the risk warnings associated with my recommendations can also be found in the appendix of this report.

Alternative solutions considered but discounted

Insert details of any alternative products considered but discounted
Risk Warnings – Purchase Life Annuity

In addition to the risks shown below, I recommend you read carefully the section entitled “risk factors” in the Key Features Document provided which highlights any possible disadvantages of affecting this plan. 

· Recommendations are based on our understanding of current tax legislation, which may be subject to change and review. 

· Although your circumstances may change after your benefits start, once accepted, the terms and conditions of the annuity cannot be altered. 

· You may not have made adequate provision for your dependant(s). 

· The contract (and therefore payments) will cease upon your death unless you have selected the joint life option and/ or the guarantee option, and death occurs within this period. 

· The total return from the annuity will depend on how long you and (if applicable) your dependant live. 

· Where no escalation has been selected, you should be aware the effects of inflation may erode the value of the pension over time. 

· You retain the right to cancel the recommended policy within 30 days from the day you receive the policy schedule. 
Notes on Financial Products

Purchase Life Annuities
An annuity can be purchased from a number of providers, and as such, a review should be undertaken at the time of the purchase to ensure that the best annuity rate is secured. It is also possible to receive enhanced annuity rates for certain lifestyle and medical conditions.

The annuity payments are guaranteed until the annuitant’s death. These are paid net of basic rate income tax, which is deducted at source. Any higher rate income tax would be payable via your tax return in the usual way. The highest level of payments can be secured with the purchase of an annuity that is not guaranteed, and based on the annuitant’s life only. This means that on the annuitant’s death, the payments will cease immediately. Alternatively, the annuity payments can be guaranteed for a fixed period (say) five years. In the event of the annuitant’s death during that period, a lump sum equal in value to the remaining gross annuity payments for the balance of the period will be paid to the annuitant’s estate.

It is possible for the annuity payments to increase in payment e.g. in line with inflation or at a fixed rate. A joint life annuity can also be provided where payment would continue to death of the last survivor. In addition, a capital guarantee can be purchased, where if the annuitant (or surviving annuitant) dies at any time during the agreed term, the estate would receive the shortfall between the gross payments already made and the purchase price.  
Taxation
The payments from a purchased life annuity (PLA) are treated as part return of the purchaser's capital and part interest. The capital content is not taxable. The capital content factors are prescribed by HM Revenue & Customs (HMRC) and will vary depending on the individual's age and sex. New factors have been introduced by HMRC with effect from 6 April 2008 to reflect improvements in mortality. This will have the effect of reducing capital contents. Any payments in excess of the capital content are referred to as the interest element and are taxed as interest.

The interest element of a PLA is treated as savings income and taxed at source at 20%.

For a basic rate taxpayer the 20% tax deducted at source satisfies their liability. Higher and Additional rate taxpayers will have a further 20% and 30% respectively. Non-taxpayers can reclaim the tax deducted at source or have the annuity paid gross. Not all life annuities are treated as PLAs. In order to qualify as a PLA with a capital content, the annuity must not be purchased:

· To fulfill the terms of a will or settlement *; 

· In recognition of your or another person's service in an office or employment;

· To satisfy the terms of a registered pension scheme.

* This does not mean that trustees will never obtain a capital content. If trustees purchase an annuity as an investment and not to fulfil the terms of the trust, they may qualify for a capital content but should seek clarification from their local Inspector of Taxes.
If a life annuity is not entitled to capital content then the whole annuity will be subject to income tax.
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