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Purchased Life Annuities (PLAs) 
 
 
Summary 
 
A Purchased Life Annuity (PLA) is a straightforward concept - a way of converting capital into a future 
income stream, which is then paid for life.  A PLA should not be confused with a pension annuity (called a 
compulsory purchase annuity), which is paid in respect of monies held within a tax approved pension 
environment only.  A PLA can be bought by anyone.  Quite simply, an investor buys an annuity from an 
insurance company with a lump sum payment and in return will receive a fixed payment for the remainder of 
their life. 
 
Although purchase of an annuity provides a secure and guaranteed level of income, it also means loss of 
control over the purchase capital.  The PLA can therefore be poor value if the investor does not live to the 
expected age, or correspondingly can be good value if the investor lives longer than the average expected 
age. 
 
Taxation 
 
One of the attractions of PLAs is that, for taxation purposes, part of the payment received by the investor is 
treated as a return of capital, not income and is therefore non- taxable. The appropriate percentage is 
generally agreed with the Inland Revenue in advance and will be higher the lower the life expectancy of the 
individual concerned, i.e. the older the investor. The proportion of the payment received that is treated as 
income is taxed as interest income, rather than earned income as in the case of pension annuities.  
 
Basis 
 

PLAs can be set up to pay monthly, quarterly or annual income and can be established on a joint life basis as 

between husband and wife. It is possible to link payments to inflation. In addition, a guarantee can be 

purchased. Clearly, the more options selected, the lower the initial annuity rate paid will be.  
 
Inheritance Tax (IHT) & PLAs 
 
In some cases a PLA is a useful way of converting capital to income, which can then support the premiums on 
a whole of life policy. The policy is written in trust outside of the estate and therefore the proceeds should 
be free of IHT. This is commonly known as a “back to back” arrangement. 
 
If this type of planning is undertaken it is important that the PLA and Whole Of Life policy should be with 
separate life offices, or if not then fully medically underwritten, otherwise HMRC have legislation that will 
defeat this type of planning. In all cases consideration should be given to whether or not HMRC could apply 
its “associated operations” legislation.  
 
 
Risk Warning: The past is not necessarily a guide to future performance.  The value of your investment and the income from it can fall 
as well as rise and is not guaranteed. You may not get back the full amount invested.  

 
Our views are based upon our understanding of current legislation in England. Levels and bases of, and reliefs from, taxation are 
subject to change and their value to you will depend upon your personal circumstances. You should not act on any of the information 
without seeking professional advice. 
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