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EQUITABLE LIFE TRAPPED ANNUITANTS (ELTA)

Additional written submission

Firstly, I consider that it is deplorable that the Government has cherry picked between the findings of maladministration and injustice and set up the parameters of an ex gratia payment scheme both to restrict the categories of policyholders to whom payments are made and the amounts of those payments. I entirely endorse comments by EMAG that compensation should be universal in its application and fully delivered. Nothing in this additional submission should be read as diverting from that principle. I set out the position of annuitants solely as that is the group of policyholders where my experience lies.

Further, to the extent that the partial acceptance will result in groups of annuitants receiving no payment when they would otherwise have done so, as will be clear from my comments below, I consider that this would be a disgraceful outcome.

I note that Sir John Chadwick is instructed merely to advise and there is no confirmation that his conclusions will be accepted. Similarly there is no reference to a timeframe. Both issues are disturbing. As has been confirmed repeatedly, policyholders are dying every day. It is noteworthy that the Government reserves its right to make representations “relevant to disproportionate impact” and the issue of the fault that rests with Equitable Life or its advisors. However, the terms of reference state that only if it is deemed necessary, should Sir John Chadwick receive representations from the various classes of policyholders. Clearly, there needs to be even-handedness particularly as the Government has set up the terms of reference.

I find it disturbing that the Government’s response fails to record how the with-profits annuity works and simply sets out the perspective of a savings product. The explanation of the categories of bonus reinforces the fact that HM Treasury seems unable to understand the issues arising from the with-profits annuity and the issues faced by policyholders making an irreversible purchase of a product to deliver income in their retirement.

With those comments in mind, my remaining comments are solely addressed to four headline terms of reference in so far as they apply to annuitants and to illustrate that further delay should not be permitted.

Relative Loss

The Government’s definition of relative loss is “a loss which policyholders would not otherwise have suffered had they invested or saved elsewhere than Equitable Life”. (Again, this reflects the lack of understanding of annuitants.) There is also a reference to “wider market conditions”. With-profits annuitants would not have bought these annuities had they known the true state of the finances which would have been the case without the maladministration. In respect of annuity policies, the alternative products that would have been purchased maintained their value and would not have sustained market losses. (Indeed, those alternative annuities would have been similarly insulated by the ultimate protection in the event of insolvency of the provider by Financial Services Compensation Scheme protection.)

Apportionment of Losses

There is an attempted distinction between losses resulting from maladministration and other losses. This appears to stem from the much-quoted passage from Lord Penrose, which has been specifically isolated to magnify its effect. I contend that it is plainly irrelevant to annuitants. If the Society had been properly regulated, these individuals would not have purchased these policies. It is not the role of the Society that is being addressed here but the regulator. A proper acceptance of the Ombudsman’s full findings should result in proper compensation for the full effect of its maladministration. That effect has been the purchase of policies, which would otherwise not have been purchased. It is not a piecemeal apportionment.

Greatest Impact

This is plainly an attempt to divide policyholders. As set out above, I have no intention of categorising with-profits annuitants as having suffered more or having a more deserving case. I simply comment on the impact that I know has been suffered. I know of very many annuitants who having retired are now suffering from the usual degenerative diseases of old age (cancer, Alzheimer’s and dementia, arthritis etc). They are unable to work to replace income that they have irretrievably lost and which with future prospects will continue to decline. Most are in their seventies or are older.

Disproportionate Impact

As set out above, I do not seek to differentiate with-profits annuitants from other policyholders and there should be no differentiation between annuitants. 

Some annuitants have theoretical capital reserves tied up in their properties but no other income. Some have other income but no capital reserves. Each of their individual circumstances differs. However, the key issue is that all have in fact suffered very significant cuts in their income in comparison to the alternative pensions that they would otherwise have secured. The guaranteed proportion of the annuity decreases as time passes and this singular characteristic has caused so much hardship as the payments under the policies have themselves declined. All should be compensated for the resulting effect on their pension income. Means testing has already been very specifically rejected.

Additional Evidence

There is reference to the Penrose Report, the Ombudsman’s Report and the Government’s response. I am surprised that there is not reference to the European Parliament report dated 4 June 2007 (particularly on the issue of the Third Life Directive which is clearly relevant to the issues relating to the regulation of the Society) or the decision of the Actuarial Disciplinary Tribunal dated 30 January 2007 (particularly as it is a testament to the manner in which the Society was allowed to behave by the regulator).

Calculation of Losses

Those are my comments regarding the criteria in the terms of reference. However, there is a further issue on the calculation of loss for annuitants. The maladministration has plainly caused significant losses but how can the terms of reference be properly addressed in respect of impact without an understanding of the actual individual losses sustained. I note that Sir John Chadwick will have access to, subject to the co-operation of the Society, basic data of the annuitants. I presume that this will include:-

•
consideration

•
commencement date

•
anticipated bonus rate (anything between 0% and 7.5%)

•
whether the guaranteed interest rate applied (policies pre-dating July 1996)

•
spousal benefits (anything from 0% to 100%)

•
initial guarantee period (anything from 0 to 10 years)

•
dates of birth of policyholder and spouse

•
the relevant annuity rate (unique to those circumstances)

If that data is not made available, clearly, it is unreasonable to expect elderly pensioners to provide it. In any event, he will also need:-

•
the alternative transaction and that annuity’s details

•
expert evidence on future bonus rates

•
expert evidence on future discount rates

These are the starting blocks to determine the effect of the maladministration on individual annuitants and the potential losses that have been suffered.

Conclusion

I am disappointed that the Government has sought to restrict its acceptance of the findings of such a comprehensive and well-researched report. I have set out my consideration of the terms of reference where findings are accepted in the context of annuitants to illustrate how those terms of reference should not be allowed to further restrict the deserving cases of the policyholders that fall within the categories. The consideration of this individual group of policyholders in respect of whom I have experience strongly suggests that arguments with equal force can be made on behalf of all other policyholder groups. The piecemeal acceptance and the artificial restrictive terms of reference should not be allowed to further delay what is a most deserving case for full and proper compensation.
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Chairman Equitable Life Trapped Annuitants
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