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Annuitisation

In my last bulletin, which addressed the form,  
availability and taxation of a SSAS Member  
Account upon the member’s demise, I promised to 
look again at the ever-present benefit delivery route 
of annuitisation. 

Annuities have, for generations, been the backbone 
of retirement pension income.  By the simple 
concept of exchanging a capital sum for a lifetime 
income, the annuitant can be assured that the  
pension income they purchase will last for their 
lifetime and won’t expire before they do!   
And dependent upon the nature of the annuity 
purchased, this level (or increasing) lifetime income 
may be structured to continue until the subsequent 
death of a spouse or other contingent annuitant.

Although annuities have a history stretching 
back to Roman times, it wasn’t until the end of the 
17th century that the mathematics of an annuity 
were developed to accommodate mortality 
(life expectancy), the interest to be generated 
upon the purchase capital – and the necessity to 
incorporate these factors within the offered income 
calculations. The wild card within these calculations 
were the homespun mortality predictions and it 
wasn’t until the Births and Deaths Registration Act 
of 1874 that the compulsory registration of a death 
enabled all-encompassing statistics to be compiled. 
It was from the steady accumulation of this hard 
data that accurately calculated viable annuity terms 
emerged.

In modern times, the introduction in 1978 of the 
Annuity Open Market Option marked the beginning 
of the end of compulsory annuity terms.  Then the 
major rule changes of 1995, 2006 and 2011 finally 
eliminated all compulsion behind annuity purchase 

– and the option of ‘income drawdown’ became 
available to all.

Since the 2015 introduction of Pension Freedom, 
income drawdown has steadily replaced annuity 
purchase for many of those accessing their 
pension pots for the first time.  The FCA’s most 
recent Retirement Income Report (FCA Data 
Bulletin September 2018) found that, of the 
newly accessed pension pots of 2017/18, more 
than twice as many moved into drawdown than 
were annuitised.

So, are annuities now on their way out?  
Certainly not – although since the millennium, the 
providers of annuities have endured a near perfect 
storm.   More than a decade of minimal Gilt yields 
has taken their toll - with standard annuity rates 
now being less than half what they were 25 
years ago.  This dramatic reduction arises from 
improving life expectancy and prolonged 
near-zero interest rates.  

A further consequence of these combined  
circumstances has been a contraction of annuity 
providers - from more than a dozen fifteen years 
ago to just six providers today.  This shrinking  
annuity market contrasts strongly with the  
‘Workplace Pension’ driven expansion of the  
broader pension market.

Those annuity providers that remain do attempt 
to fight back.  The once straightforward nature of 
annuities has been steadily re-built into far more 
elaborate structures, encompassing investment 
linked variable annuities, impaired life annuities, 
short term annuities and even capital protected  
annuities. 
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These developments help providers to maintain 
some element of competition within offered terms 
– and to uphold an important market for those who 
seek the simplicity and predictability of a known 
income for life.  After all, annuitants need never 
concern themselves over their longevity 
– as the prospect of outliving their pension fund
will never arise.

But for most annuitant’s here’s the rub; no residual 
pension funds remaining on death, no investments 
to capitalise upon, no post-death monies to settle 
upon others.  

Within the bigger picture of estate planning, the 
loss of an inheritable pension fund could doubtless 
be accommodated – and if that outcome was an 
acceptable price to pay for the comfort and 
peace of mind of an income for life, then so be it.  
But at what cost?  

At today’s annuity rates, a non-smoking 70-year-old 
male in average health would exchange £100,000 
of pension fund for an RPI linked lifetime pension 
annuity of just £3,270 per annum. Any desire to 
include a spouse’s pension within the benefit 
structure would further drive down the annuity 
income available.   With rock-bottom Gilt yields and 
with central bank Bond yields falling into negative 
territory the prospects for any improvement in 
future annuity rates look bleak.

On a more positive note, its important to remember 
that an annuity purchase or ‘drawdown’ decision is 
one that may be made at any time, with any amount 
of purchase monies.  It isn’t an ‘all or nothing’ 
decision – neither is it ‘do or die’.  

Drawdown, at present, carries huge appeal. 
The ability to maintain your pension fund 
investments whilst simultaneously withdrawing 
a pension income seems for many, to be a perfect 
world.  And so it is – providing that the inherent risk 
is both recognised and acceptable. 

 Drawdown members are, in effect both the 
issuers and recipients of their own flexible annuities 
– seeking to maximise both their pension income 
and the capital value of their pension fund invest-
ment.  Perfectly reasonable and perfectly possible 
– but not to be stretched too far... or too fast.

After all, it was the annuity providers themselves 
that were undone by the market crashes of the 
2000’s, the banking crisis of 2008 and the 
continuing effects of long-term quantitative easing.
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