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The past 12 months have continued to see attractive 
pricing and ongoing competition in the bulk annuity 
market, despite a period of massive change.  

Welcome to a unique insight 
into the risk transfer – bulk 
annuity market

The first half of 2017 has seen close to £5 billion of bulk 
annuity transactions, meaning that the market is likely to 
exceed £10 billion for the third year in a row.  Currently, 
supply from the insurers is coping comfortably with the 
demand from defined benefit (DB) pension schemes. 
Indeed, whilst total volumes this year have been high, 
some insurers have completed less bulk annuity 
business than they were targeting in the first half of 2017 
and so their appetite will be stronger than normal during 
the rest of 2017.  However, over the medium term, our 
analysis shows that demand from pension schemes will 
rise.  The key question is whether we will see a capacity 
crunch in the market resulting in rising prices. With many 
factors contributing to the evolution of the risk transfer 
market, it’s more important than ever that schemes 
understand the opportunities and risk that change 
represents.  Preparation now will put schemes in the 
best possible position to capture these opportunities.

 I am delighted to present our second annual report 
where we track the key changes in the bulk annuity 
market and look at what these changes mean for DB 
pension schemes.  We also share our insights into the 
trends for the coming year and beyond, and the 
implications for DB schemes looking to capture 
opportunities to transfer risk to insurance companies.

We track five key areas:

 Bulk annuity insurers (pages 3-7) – an update on 
the changes we’ve seen in the market this year.

 Insurance company investment strategies 
(pages 8 & 9) – insight on strategies insurers are 

adopting for selling bulk annuities and what this 
means for trustees and sponsoring employers.

 Regulation (pages 10-16) – what’s new and 
what this means for you.

 Longevity (pages 17-21) – what do the latest 
life expectancy trends mean for risk transfer 
transactions?

 Demand from DB pension schemes  (pages 
21-27) – how is demand likely to change in 
future and what does this mean for the 
optimal time to transact?

Additionally, in our appendices we provide an 
overview of how transaction volumes have changed 
since the market took off in 2007. We also summarise 
key details on each insurer and how they are 
positioned in the market. 

I hope our insights help you towards whatever goals you 
have for your scheme and contribute towards ensuring 
your members have better, more secure futures. 
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Recent changes and trends in the bulk annuity market

1  Bulk annuity insurers
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Insurer activity
The past 12 months have seen some interesting 
developments in the bulk annuity market. The sale of 
Aegon’s c£9bn legacy annuity portfolio to L&G 
(£3bn) and Rothesay Life (£6bn) during 2016 saw 
reduced appetite from Rothesay Life for pension 
scheme buy-ins and buy-outs for the remainder of 
2016. Indeed, Rothesay Life did not write any further 
deals with pension schemes during 2016. This shows 
how insurer back book activity has the potential to 
remove capacity from the bulk annuity market. L&G 
continued to show a strong appetite despite the 
Aegon deal, completing c£3.3bn of buy-ins and 
buy-outs, accounting for around a third of deals over 
2016. While the £10bn of pension scheme buy-ins 
and buy-outs over 2016 was lower than 2014 and 
2015, factoring in the Aegon deal made 2016 a record 
year for insurer bulk annuity business.

In mid-2016, Prudential announced that it was 
withdrawing from the bulk annuity market, citing 
changes in the marketplace as well as the introduction 
of new capital requirements under Solvency II.  
Instead it will focus on post-pension reforms 
offerings. The requirements introduced by Solvency II 
have seen insurers review their strategies, with some 
deciding to exit the annuity market. Another example 
is Standard Life, which has decided to withdraw from 
the individual annuity market.

DB bulk annuity market share by value for 
the year to 31 December 2016

Despite these headwinds, pricing in the bulk annuity 
market has remained keen. This is partly due to Scottish 
Widows and Canada Life continuing to develop their 
propositions and expand their activity, having made 
impressive entrances to the bulk annuity market back in 
2015. While Canada Life initially focused on buy-ins of 
up to £100m, its recent c£250m pensioner buy-in with 
the Cancer Research UK Pension Scheme illustrates 
that it is now willing to carry out larger transactions of 
around £500m, increasing competition in this segment 
of the market. By the end of 2016, Scottish Widows had 
completed c£1.9bn worth of transactions with an 
average deal size of £375m, showing a clear focus on 
larger transactions.

This shows how insurer 
back book activity has the 
potential to remove capacity 
from the bulk annuity 
market.
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DB bulk annuity size appetite for each insurer

Business written over 12 month 
period ending 31/12/2016

Appetite by transaction size

Number of 
deals

Total size Average 
size

<£50m £50m 
- £100m

£100m 
- £500m

>£500m

Aviva 41 £621m £15m

Canada Life 4 £144m £36m

Just1 21 £943m £45m

L&G 16 £3,339m £209m

Phoenix Life2 1 £1,164m £1,164m

PIC 17 £2,529m £149m

Rothesay Life3 0 nil n/a

Scottish Widows 4 £1,475m £369m

1 We have combined Just Retirement’s and Partnership’s figures under Just, following their merger in April 2016.
2 Phoenix Life is initially focused on pensioner buy-ins of £250m or more.
Phoenix Life converted a longevity swap with its own pension scheme to a c. £1.2bn buy-in. This was the largest buy-in/buy-out over 2016. 
3Rothesay Life’s appetite was reduced significantly over 2016 due to the £6bn Aegon back-book deal. Rothesay Life’s appetite has now returned.

Target market                     More selective                      Unlikely to quote

Rothesay Life’s appetite has now returned, having 
digested its £6bn portion of the Aegon transaction, 
and it has completed £405m of bulk annuities in the 
first half of 2017. Pension Insurance Corporation (PIC) 
also had a very successful 2016, writing c£2.5bn of new 
transactions. 

We have seen a busy start to 2017, with an active pipeline 
anticipated for the rest of the year. Demand from pension 
schemes looking to de-risk is evident. Whether the year-
end position will exceed 2016 will likely hinge on a couple of 
very large pension transactions, or insurance back book 
deals, being completed in H2.
Andrew Durkie, Scottish Widows

The more established multi-line insurers have 
remained keen to transact as they seek to replace 
individual annuity sales with bulk deals. Individual 
annuity sales continue to decline as the Freedom and 
Choice reforms become more entrenched, by some 
measures falling by up to 90% compared to levels 
before the 2014 Budget. 
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New entrants
Phoenix Life converted a longevity swap with its own 
pension scheme to a c£1.2bn buy-in at the end of 2016. 
This was the largest buy-in/buy-out in 2016, and the 
first completed by Phoenix. Furthermore, at their June 
2017 investor day, Phoenix Life noted: “…the bulk 
annuity market is expected to grow rapidly over the 
next decade, and offers us a potential additional 
source of assets for Phoenix to manage.” Phoenix has 
subsequently confirmed that it will be entering the 
bulk annuity market, which it views as aligned with its 
strategy of buying closed book insurer business. 

Medically underwritten 
annuities
Just (formerly JRP Group following the merger of Just 
Retirement and Partnership in April 2016) continues to 
be the lone insurer actively offering medically 
underwritten buy-ins. Aviva and L&G do also have a 
limited appetite for this type of buy-in (L&G having 
transacted a medically underwritten buy-in for 
Kingfisher in 2015), and other insurers entering the bulk 
annuity market may have the capability to offer 
medically underwritten buy-ins. Having said this, for 
those schemes keen on medically underwritten buy-ins 
there is the risk they will only have one insurer interested 
in quoting on their transaction. 

Just has therefore needed to tailor its approach to be 
able to compete in the traditional market.  In particular it 
is offering transactions where medical underwriting is 
only undertaken after the transaction (if selected), 
sharing any benefit in the form of a premium reduction 
with the pension scheme.  Just has been successful with 
this renewed proposition, for example, completing the 
£110m Land Securities buy-in towards the end of 2016.

Pension schemes with experienced advisers can still 
benefit from some keen buy-in pricing from medical 
underwriting. 

New entrants always present excellent opportunities for DB 
pension schemes as insurers look to establish themselves in 
this space, especially for those who are well prepared and have 
the governance in place to make efficient decisions. 
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Richard Wellard
Partner and Risk Transfer Specialist
richard.wellard@hymans.co.uk

Our 
view
Strong competition for buy-ins and buy-
outs means opportunities for DB schemes.

With Canada Life and Scottish Widows enhancing the 
level of competition in the market, and renewed 
appetite for pension scheme deals from Rothesay Life, 
competition for buy-ins and buy-outs of all sizes 
remains strong.  We’ve seen this reflected in attractive 
pricing from insurers.

New entrants always present excellent opportunities for 
DB pension schemes as insurers look to establish 
themselves in this space, especially for those who are 
well prepared and have the governance in place to make 
efficient decisions. In addition to Phoenix Life entering 
the bulk annuity market, we also expect to see one other 
insurer enter the pension scheme buy-in market later in 
2017.

Pricing therefore remains attractive when compared 
with other low risk assets, such as gilts. This is despite 
increases in prices in absolute terms over the last 
couple of years, due to falls in long term interest rates. 
In the chart opposite, we show how the yield on 
buy-ins, implied by typical pricing, has compared to 
the yield on gilts. 

One feature that we have seen is a wider dispersion of 
pricing as illustrated in the chart. Indeed, we have seen 
a material change in the relative competitiveness 
between insurers, even on a single transaction 
between first and second round quotations.

However, our best view of market pricing, shown by 
the solid blue line, has remained consistently above 
the gilt level (the zero line in the chart), which is 
evidence of attractive pricing being sustained in the 
market. The volatility we are observing in pricing, 
shown by the shaded area, means that there are short 
term opportunities for pension schemes to achieve 
even better buy-in yields (i.e. materially above gilts). 

Key to the pricing of annuity transactions is the 
availability of longevity reinsurance. In this regard, 
we’re also aware that there are a number of reinsurers 
that are closely monitoring the UK longevity risk 
market and considering offering longevity risk cover, 
either on a standalone basis or to insurers completing 
bulk annuity transactions. An increase in the number of 
global reinsurers taking on UK longevity risk could 
support an increase in transaction volumes and help 
pricing remain attractive. 

As for medically underwritten annuities, the current 
lack of competition continues to drive many schemes 
towards traditional (non-underwritten) deals. 
However, we believe there are still opportunities for 
pension schemes in this segment of the market 
despite the current lack of competition. Experienced 
advisors should still be able to benefit from the 
medical underwriting process and achieve good 
outcomes for schemes by means of well thought 
through transactions.
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Impact of Brexit on the bulk 
annuity market
Most insurers have noted that whilst the increased 
volatility following Brexit has posed some challenges 
both to them and to UK pension schemes, it’s also 
presented opportunities. In particular, short term 
movements in the credit markets have presented pricing 
opportunities for those schemes ready to transact over a 
short timeframe. For example, one of our clients was able 
to complete a £90m buy-in at a very competitive price in 
August 2016. The trustees of the ICI pension scheme also 
insured a further tranche of their liabilities soon after the 
referendum. 

There are good indications that the impact of Brexit 
has not impaired the ability of insurers to complete 
significant transactions, perhaps most notably the 
Vickers Pension Scheme buy-out, covering liabilities 
of c£1.1bn. Other notable transactions include the 
£110m pensioner buy-in by the Land Securities 
pension scheme and also the £200m and £150m 
buy-ins completed by two pension schemes 
sponsored by a FTSE 100 company, all completed in 
December 2016. 

Innovation in the bulk  
annuity market
Insurers are clearly motivated to find ways of generating 
increasing levels of business by finding innovative ways 
to help pension schemes to insure risk much earlier than 
they may have realised was possible. Of particular 
interest is to find a product that will be attractive to 
schemes that are not yet able to support a meaningful 
size buy-in. Such schemes may well be keen to reduce 
risk where possible, but are facing a challenge in that 
they don’t have sufficient low risk assets available to 
exchange for a bulk annuity. 

One solution is to only insure part of the risks (e.g. insuring a 
simplified pension increase formula) or to enter into some 
sort of risk sharing arrangement. We’ve seen several 
interesting variations on this latter idea being explored with 
pension schemes sharing risks with the insurer in 
transactions that are not quite a full buy-in, but share many 
similar features. Sharing some risk with the insurer can 
materially reduce the initial cost. The scheme is then able 
to transfer a meaningful amount of risk (say interest rate, 
inflation and longevity risks) to the insurer while retaining, 
for example, some credit or other asset risk. 

Iain Pearce
Risk Transfer Specialist
iain.pearce@hymans.co.uk

Our 
view
It’s interesting to consider which risks may be more 
efficient to hold under pensions regulation 
requirements, as opposed to the insurance regime, 
where these risks must be managed in accordance with 
the requirements of Solvency II. 

For some risks, for example extreme credit defaults, the 
reserves required under Solvency II (including the risk 
margin) may be significantly higher than the margin of 
safety that may be considered adequate under the 
pension funding approach. By retaining these risks, for 
example, a pension scheme can potentially achieve risk 
reduction in a particularly efficient way using the 
approach outlined above. 

These factors have led insurers to start developing new 
solutions whereby a pension scheme can transfer some 
risks and retain others. These solutions may be 
particularly appealing when the pension scheme is 
looking to reduce risk but does not have sufficient 
resources to be able to afford to buy-out in the short to 
medium term. We expect to see further innovations in 
the coming years, as insurers seek to find new ways to 
help schemes meet their de-risking objectives.  
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Trends and implications for the bulk annuity market

2  Insurance company 
investment strategies 

For several years now there’s been a trend for annuity 
writers to increase the proportion of their assets that 
are held in less liquid investment classes. Annuity 
liabilities tend to be relatively predictable, which 
allows an insurer to invest in a portfolio of bond-like 
assets whose cashflows, after allowing for defaults and 
downgrades, replicate the annuity liability outgo.

The continuing low interest rate environment has 
increased the shift to less liquid assets, with insurers 
using the higher yields available on illiquid assets to 
enhance their in-force annuity business, as well as to 
offer more attractive pricing for new business. The 
growing competition in the bulk annuity market has 
emphasised the need to optimise investment 
strategies to maximise competitiveness.

Another theme in recent years has been a desire to 
make investments that are seen to be “economically 
and socially useful”. Many insurers in the pension 

scheme de-risking market have made, or are looking to 
make, investments in sectors such as social housing, 
education, transportation and infrastructure. 

The most significant development in recent years has 
been the increasing number of insurers investing in 
equity release mortgages (ERMs). These are typically 
products where the customer is advanced a loan, 
secured on their home, which becomes repayable 
only when the individual dies or moves into long-term 
care.  Legal & General entered the market for ERMs 
during 2015, and increased its exposure during 2016. 
This was followed by Rothesay Life initiating 
investments in ERMs during 2016, and in April 2017 
Pension Insurance Corporation (PIC) announced that it 
was entering the market. The growth in ERM 
investment comes despite the advent of the Solvency 
II regulatory regime – which sets a high bar for insurers 
looking to use ERM to back annuity liabilities.

Investment strategy highlights Examples of recent investments

Legal & General 15% of annuity book in “direct investments”, which includes 
physical assets, bilateral loans and private equity.

Funding for new trains for First MTR South 
Western Trains franchise.

Rothesay Life
Approximately one third of the portfolio invested in loans 
secured against property or other forms of collateral.
Rothesay also invests in regulated infrastructure.

Loan secured on freehold interest in a 
New York flagship retail property.

Pension 
Insurance  
Corporation

Bilateral deals in infrastructure, social housing and student 
accommodation.

Debt secured on the Thames Tideway 
Tunnel.
Inflation linked debt issued to University 
of Essex student accommodation project.

Just
Significant investments in ERM.
Just also invests in commercial property loans and 
infrastructure.

Aviva
Significant investments in mortgage loans, split between ERM 
and commercial real estate lending.
Aviva also invests in healthcare, infrastructure and PFI loans.

Sources: 2016 annual reports & accounts; 2016 annual results 
presentations; Press releases; Internet research
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These kinds of less liquid assets provide a good match 
for pension scheme liabilities because they are 
long-dated and provide returns in excess of those 
available on government and corporate bonds.  
However, these assets can only be accessed by 
insurers and the largest pension funds.  This is one of 
the reasons why buy-ins can be an efficient investment 
for pension schemes. 

At the end of 2016, insurers’ annuity investment 
strategies could be grouped into three broad 
categories:

 Majority of portfolio invested in 
government bonds and corporate bonds.

 Significant investment in mortgages – these 
may be either ERMs, which are secured on 
residential property, or commercial real 
estate loans.

 Strategies which focus on private forms of 
lending – this can often take the form of a 
bilateral deal between the insurer and the 
borrower, and the loan may be secured on some 
form of asset.

Looking to the future, the advent of the new Solvency 
II regulatory regime is acting as both an incentive and 
disincentive to change. Insurers want to make sure that 
their investment portfolios are efficient under the new 
regulatory framework, and this could lead to 
optimisation activity. However, the new rules can also 
act as a barrier to insurers expanding into new asset 
classes which they’ve not previously invested in.

1

2

3

Our
view 

Overall, we expect the changes seen over the last few 
years to continue at a gradual rate, with insurers 
keeping a close eye on Brexit to see if it may deliver 
some additional investment freedoms compared with 
the current Solvency II framework.

The investment strategy adopted by a particular 
insurer will be a key driver of its pricing.  When 
planning a buy-in, it’s important for trustees to 
understand the different asset classes that insurers 
invest in and how the prices of these assets change in 
line with market conditions.

Ross Evans
Head of Insurance Investment & ALM
ross.evans@hymans.co.uk
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What’s new and what are the implications?

3  Regulation

If anything, the accompanying market gyrations may 
well create further opportunities for those pension 
schemes who are prepared to capture them. In 
addition, a weaker pound may make buy-out more 
affordable for pension schemes with overseas 
sponsors (with any top up required reducing in the 
sponsor’s home currency). There may also be 
increased levels of merger and acquisition activity as 
UK assets become more affordable to international 
companies. Companies are often keen to minimise the 
level of pension liabilities and risk that they take on as 
part of an acquisition and may seek to complete a buy-
in or buy-out as a way of doing so. 

As always, those schemes that are well prepared, with 
clean data and well defined governance processes for 
making decisions, will be best placed to capture these 
opportunities. 

Our
view
Whilst there will no doubt be more noise and 
uncertainty as the Brexit negotiations progress, we 

expect that the buy-in market will remain robust. 

Harry Allen
Risk Transfer Specialist
harry.allen@hymans.co.uk

Solvency II continues to occupy the attention of the 
insurance industry and influence bulk annuity pricing. 
We will look at Solvency II further on in this section 
but first, perhaps Brexit has the ability to create 
greater disruption to the bulk annuity market. 

Some regulatory implications of Brexit

Whilst the longer term pressures in the market are 
likely to revolve around access to sufficiently high 
yielding assets and longevity reinsurance, the short 
term uncertainties relating to the withdrawal of the UK 
from the EU also merit consideration. 

Last June’s EU referendum ‘Leave’ result led to 
increased volatility in financial markets as well as 
uncertainty over the UK economy. The future 
regulatory framework is also slightly less certain than 
before, although we expect any changes to insurance 
regulations after the UK leaves the EU to be at the 
margins, rather than fundamental reforms. If nothing 
else, the ability to continue writing business in Europe 
is likely to be dependent on UK regulations being 
closely aligned with European requirements. A number 
of insurers are also assessing their contingency plans 
for Brexit as required by the PRA. However the 
process of leaving the EU plays out, careful 
preparation will help ensure minimal disruption to the 
insurance market.
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It does not retain any risk but is simply a vehicle that 
converts one type of risk transfer instrument into 
another – and for this reason, the ISPV is often referred 
to as a “transformer vehicle”. The vehicles are based 
on the Solvency II ISPVs, and develops them further in 
order to compete with the off-shore vehicles.

ILSs are used extensively in the general insurance 
market, such as for catastrophe bonds and 
collateralised reinsurance. But recently, their scope 
has been expanding as companies start to understand 
the potential for using them to transfer new types of 
risks, such as longevity, mortality and operational risk. 
Potential investors should find the investments 
attractive as they offer relatively high returns and are 
uncorrelated to most other assets they invest in. 
Longevity risk, in particular, is generally well-
understood and volatility is relatively low.

ILSs are very flexible instruments and it is hoped that 
as companies and investors gain understanding of their 
potential, insurers will be able to use them for a wider 
range of purposes. For example, bulk annuity insurers 
could use them to provide additional capital to finance 
large deals (particularly where reinsurance is 
expensive or difficult to obtain) or to optimise their 
capital positions by rebalancing the risks on their 
balance sheets.

Our
view
ILSs are financial instruments which allow investors to 
participate in insurance risk without actually having to 
be a reinsurer. In this way, they open up the potential 
for insurance companies to transfer their risks to the 
capital markets, as an alternative to using a reinsurer. 
The risk transfer is done using an Insurance Special 
Purpose Vehicle (ISPV), which accepts the risks via a 
reinsurance contract and passes them through to 
external investors in the form of capital market 
instruments, such as a bond.

Theresa Chew
Head of Transactions and Structuring
theresa.chew@hymans.co.uk

Encouraging new UK insurance capital 

In July 2017, the Treasury took a big step towards 
promoting the UK as a leading centre for alternative 
risk transfer instruments by publishing new regulations 
on Insurance-linked Securities (ILS). This is a rapidly-
growing market which has, to date, mainly been based 
in off-shore locations. It is hoped that the competitive 

suite of regulations, together with the strength and 
reputation of London as a leading financial centre, will 
attract this business to the UK and ensure that the UK 
remains the leading global hub for insurance business. 
The regulations are expected to be signed into law at 
the end of October 2017.
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Continuing impact of the 
introduction of Solvency II
Over the past year, insurers have been bedding in the 
new processes and strategies required to meet the 
Solvency II reserving and capital requirements. As a 
reminder, some of the key features of this regime that 
impact bulk annuity pricing include:

• Explicit objectives relating to a requirement for 
sufficient capital to be able to withstand extreme 
events (defined as having a 1 in 200 chance of 
occurring over a one year period). The previous 
regulatory regime contained a similar objective, 
but Solvency II has led to a much greater focus 
being placed on this measure.

• Requirements for a high degree of matching 
between the cashflow profile of the assets backing 
a particular buy-in and the expected pension 
payments to members.

• Increased capital required to back unhedged risks, 
for example, longevity risk.

Insurers have become adept at optimising their asset 
portfolios and sourcing and originating new higher 
yielding illiquid assets, for example infrastructure and 
equity release mortgages (as set out in section 2). This 
allows them to meet the requirements for closely 
matching cashflows, whilst still being able to offer 
keen pricing due to the higher returns on these asset 
classes. Insurers have also been establishing 
reinsurance relationships to ensure that they can 
implement “back-to-back” reinsurance arrangements 
to cover any longevity risks from inception. 

This is great news for pension schemes, as it means 
that it’s still possible to achieve a good price for 
buy-ins, despite fears that Solvency II could have led 
to higher prices. For most schemes, the “gilts for a 
buy-in” exchange will remain attractive. 

Insurer back book transactions 
– a competing source of 
demand for bulk annuities
Insurers have now largely completed reviews of their 
market strategy following the introduction of Solvency 
II, in line with the changing requirements for managing 
risk. Some business lines, for example annuities, now 
need a more bespoke approach and potentially a 
greater amount of capital than in the past. Some 
insurers have concluded that this makes these 
businesses unattractive to them. For example, 
Prudential and Standard Life have decided to cease 
writing annuities and focus their resources on 
businesses that are generally less capital intensive. 

It’s possible such insurers may no longer wish to retain 
their existing annuity back books in the long term. 
Rather it would make more sense to sell these on and 
free up capital to use for new business that they 
consider core and more attractive. In some cases 
though, a key challenge to disposal would be the scale 
of the liabilities to be transferred. For example, 
Prudential has c£45bn, whilst Standard Life has c£16bn. 
By way of comparison, the bulk annuity market in 2016 
covered c£20bn of liabilities, including the £9bn Aegon 
back book transaction (and even that deal was split 
between Legal & General and Rothesay Life). Any 
transaction of even close to the size of either of these 
back books would likely need to be split up in a similar 
way to the Aegon back book and would also likely 
attract additional scrutiny from regulators, in addition 
to requiring the usual court-supervised Part VII transfer 
process. This suggests that any transaction involving 
these liabilities will likely need to be carefully 
structured and executed. 
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Our
view

When we surveyed insurers it revealed that those 
insurers active in the bulk annuity market don’t tend 
to see a difference between pension schemes and 
insurer back books as a source of new business. This 
is good news for pension schemes, establishing a 
level playing field in terms of competing with insurers 
when seeking to carry out a buy-in or buy-out. On the 
other hand, there is no preference in favour of 
pension schemes, so being able to demonstrate that 
the trustees and sponsor are motivated, prepared 
and able to complete a transaction in the near term is 
going to be increasingly important. This will help 
improve the attractiveness of the transaction to the 
insurers and improve the likelihood of a successful 
deal in the timeframe desired. 

Given the volume of back book liabilities that could 
be transferred, pension schemes are likely to face 
competition from insurers seeking to carry out bulk 
annuity transactions for a number of years. This 
source of competing demand will eventually tail off, 
leading to greater opportunities for pension 
schemes. In the medium term pension schemes will 
need to pay attention to their preparation for 
transactions to ensure that they maximise their 
chances of the bulk annuity providers offering to 
quote for their buy-in (and buy-out) transactions. 

Emma McWilliam
Head of Life and Financial Services
emma.mcwilliam@hymans.co.uk
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Greater demand for longevity 
reinsurance
We surveyed the insurers currently active in the buy-in 
market, as well as the reinsurers currently writing cover 
for longevity risk in the UK, to look at their latest 
approach to manage longevity risk in bulk annuity 
transactions.  

Most insurers have adjusted their longevity 
reinsurance strategies to aim to reinsure a significant 
proportion of the new longevity risk that they take on, 
following the introduction of Solvency II.  This includes 
longevity risk arising from new buy-in transactions.

This helps manage the risk and capital needed to 
support new business and has allowed them to 
continue to offer competitive pricing. 

Insurer survey 

This is in line with our findings last year and shows that insurers’  
strategy in terms of managing longevity risk has remained fairly stable.  

All except one
bulk annuity insurers expect to reinsure a material proportion  

(between 50% and 100%) of the longevity risk associated with new buy-in transactions. 

The following six insurers took part in this survey: 

Aviva, Just, L&G, PIC, Rothesay Life, Scottish Widows 

We expect the strong demand for UK longevity capacity both 
from insurers (primarily driven by the current capital regime) 
and pensions schemes to continue. Further, we are starting to see 
increasing demand on reinsurers to provide quotes within 
shortening timescales, often concurrently with front-end 
transactions. This highlights the core nature of longevity risk 
transfer to the UK life insurance industry
David Lipovics, Global Financial Services: RGA UK
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Access to this reinsurance will be an important 
determinant for buy-in pricing to remain keen in 
future. For individual insurers, this will depend on the 
relationships that they have with the reinsurers, but for 
the market as a whole this will be driven by the desire 
of reinsurers to keep writing new longevity cover. 
There are a few key factors that are most likely to 
influence this appetite which we discuss below:

Factors affecting reinsurer longevity 
capacity

Many reinsurers provide cover for significant levels of 
mortality risk (from life insurance policies). Longevity 
risk is therefore attractive to reinsurers as it:

• provides a nice offset to mortality risk; and 
• improves capital efficiency for a reinsurer. 

To date reinsurers have tended to have a substantially 
greater exposure to mortality risk (the risk of people 

dying sooner than expected, resulting in earlier, more 
expensive payments on life insurance policies) 
compared to longevity risk (the risk of people living 
longer than expected, resulting in payments 
continuing for longer under buy-in and longevity swap 
contracts). This suggests that they have the capacity 
to take on a significant amount of longevity risk. 

Our reinsurer survey showed that longevity risk cover 
still represents a relatively low proportion of the 
mortality cover, despite increasing activity in the 
longevity market over the past decade. 

Despite rapidly rising volumes of longevity business 
on the back of strong demand from insurers and also 
pension schemes, there remains significant scope for 
reinsurers to keep writing longevity risk cover. In fact, 
at the current rate at which reinsurers expect to add 
new business, it’s highly unlikely that the financial 
capacity for reinsurers to keep writing longevity cover 
will be exhausted in the foreseeable future.

Reinsurer survey: 
Geographical market preference 

Region Proportion of reinsurers mentioning  
as a target for new business

Proportion of reinsurers mentioning as  
first preference for new business

UK 100% 29%
North America 70% 43%
Europe (excl UK and Netherlands) 57% 29%
Netherlands 29% 16%
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Our
view 
Whilst the UK remains a favoured location for 
reinsurers, due to the well-developed market for 
longevity risk, there is some preference for 
developing their proposition in other markets. From 
the reinsurers’ point of view this will not only provide 
useful diversification, but may also potentially offer 
alternative, more profitable opportunities as 
competition in the UK remains strong. 

As other countries start to catch up with the UK in 
terms of the volumes of longevity risk transferred, the 
availability of longevity reinsurance for the UK may 
decrease. All else being equal, the price of hedging 
longevity risk is likely to increase with increased global 
demand. 

Those schemes that have a better idea of the nature of 
the longevity risk that they are facing, in part through 
the availability of good mortality experience data, will 
be best placed to be able to assess whether changing 
prices for hedging that risk still represent good value. 
Being able to analyse risk for different socio-
economic groups will be important given the 
divergence in longevity experience that has been 
observed among these different groups. 

Collecting experience data and performing the 
related analysis is also a way for schemes to 
demonstrate their serious intent to transact, increasing 
the likelihood of a transaction completing. Such cases 
are likely to be prioritised by insurers in a world of 
reduced supply, where there is more competition for 
risk cover. The fact that most insurers will seek to pass 
the longevity risk from a buy-in on to the reinsurance 
market at the outset of the transaction means that the 
views of reinsurers are now more important in 
determining whether a buy-in can go ahead and at 
what price. Good preparation for a buy-in transaction 
will become more important than ever. 

Kieran Mistry
Risk Transfer Specialist
kieran.mistry@hymans.co.uk
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4 Longevity risk
Recent longevity developments and implications for 
the risk transfer market
Longevity and life expectancy continues to be a hot 
topic, there are now regular headlines in the 
mainstream press as debate continues over the 
reasons for recent increases in the number of annual 
deaths in England and Wales. Whilst there’s been 
mounting evidence of a slow down of trends at the 
national level, there’s still no clear industry view as to 
whether this is a sign that historically observed strong 
improvements to life expectancy are now tailing off, or 
whether this is more of a temporary phenomenon, 
albeit one playing out over the medium term. Further, 
there is a growing body of evidence that suggests the 
slow down is happening in some socio-economic 
groups more than others. 

This divergence in views means that price assessment for 
risk transfer transactions will become more complicated 
and the need for more granular longevity analysis is 
increasingly important . There are still likely to be good 
opportunities for pension schemes to transfer risk at a 

good price, it will just be a question of using the right 
assumptions and approach in order to recognise these 
opportunities when they arise. 

The Solvency II requirement to hold a ‘risk margin’ 
against longevity risk has increased the cost of retaining 
longevity risk on their balance sheet for many insurers. 
Consequently, insurers are increasingly looking to make 
greater use of longevity reinsurance, and so reinsurers’ 
views on longevity are increasingly important in 
determining the capacity of the bulk annuity market, 
and also the pricing insurers are able to offer. 

More solutions are also becoming available for smaller 
longevity swaps, for example the VitaHedge approach 
which provides bespoke indicative longevity swap 
pricing, offered by Legal & General, backed by a panel 
of reinsurers, and in partnership with Club Vita. The 
expectation is that this will open up the smaller end of 
the market further, similar to the successful entry of 
Zurich in partnership with Mercer at this end of the 
market.

Recent transactions at the smaller end of the market demonstrate 
that longevity cover can be priced and executed quickly and that 
pension schemes now have a greater choice of options to meet 
their risk management needs. We believe that the streamlined 
processes used for small scheme transactions can lend themselves 
to larger transactions, improving the certainty and timeliness of 
deal execution.
Andy McAleese, 
Head of Longevity, Pacific Life Re
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We surveyed 7 of the leading reinsurers who provide 
longevity risk cover to insurers active in the bulk annuity 
market to canvass their views. Given the increasing 
relevance of reinsurer pricing for longevity risk, it was 
interesting that none of the reinsurers are currently 
supplying pricing directly to pension schemes. It is true 
that reinsurers are not able to transact directly with 
pension schemes (a longevity swap must always be 
carried out with an intermediary between the scheme 
and the reinsurer), but it is interesting that the reinsurers 
have not yet seen any merit in trying to build their 
brands in the pension risk transfer market. 

Modelling of longevity risk
The continuous mortality investigation (CMI) 
improvements model is an industry standard used to 
set longevity improvement assumptions.

The CMI have recently overhauled this model. The 
new model now allows users to decide how much 
smoothing they wish to apply to the historical data. 
More smoothing means less weight is placed on the 
recent experience of lower improvements. The new 
model also allows users to readily calibrate 
improvements to other potentially more relevant 

datasets than the national data. This model has 
historically been updated annually with users required 
as a minimum to input a belief as to the ‘long term rate’ 
which improvements will level off at.  Users can 
deviate from this ‘core model’ by choosing to change 
other settings in the model to get an ‘advanced 
calibration’. To date, this advanced approach has 
traditionally been used by insurers, and only a few 
pension schemes.  

We recently surveyed 18 insurers and reinsurers which 
represent the majority of the longevity risk transfer 
market to understand how they use the CMI model. 
The vast majority use the model either directly or as a 
means of expressing the view that they will have 
arrived at using an alternative method. Indeed, 
reinsurers using the CMI approach as a means of 
expressing their views in a form that is easier for other 
entities to understand was particularly common. 

Our survey found that most of those who use the CMI 
model expect to move to the new version (CMI 2016) 
this year. However, most also expected to use the new 
functionality to apply more smoothing than the ‘core’ 
model.

Since the CMI model and many in the industry were looking at 
the rolling average of improvements in the recent past to establish 
the starting point for our projections, it did take some time for the 
industry to determine that the current trend had shifted to a 
materially lower level. This updated data is now taken into current 
market pricing for longevity risk transfer. As the current levels of 
improvements are much lower than in the past, the risk is now 
priced substantially lower than before.
Amy Kessler,  Head of Longevity Risk Transfer, Prudential Financial Inc.
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We recently surveyed 18 insurers and reinsurers specifically on their use of the CMI model:

89% 
used the CMI model 

for their 2016 financial year end figures

75%
of those plan to move on to the new model (CMI 2016) 

for their 2017 financial year end figures
which is likely to generate less prudent assumptions all else being equal 

58%
of those who have decided will use more smoothing

than the published 2016 model, leading to more prudent assumptions

67%
expect to weaken the assumption 

for 2017 financial year end figures

Our
view 

It is interesting to see how assumptions are evolving as the 
evidence for new trends has strengthened. We expect 
most market prices to be based off a more nuanced 
approach than the ‘core’ CMI model, especially in light of 
an absence of slow down in improvements amongst the 
socio-economic groups who dominate liabilities.

Pension schemes that are looking to carry out a buy-in or 
longevity swap to hedge longevity risk should carefully 
review their longevity assumptions to ensure that these 
are appropriately tailored to their membership. In 
particular, they should consider whether simply using the 
core calibration of the CMI model might introduce any 
distortions into an assessment of the value offered by a 
quote for longevity risk cover, which is unlikely to use this 
calibration. A more bespoke application of the model may 
well give a better indication of the profile of longevity risk 
that the scheme is exposed to and therefore contribute to 
a more accurate price assessment.

Andrew Gaches
Head of Longevity
andrew.gaches@hymans.co.uk
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Allowing for different socio-economic groups

CMI model survey

88%
of insurers and reinsurers believe it is appropriate to consider evidence from different 

datasets and/or socio-economic groups when setting longevity trend assumptions 

1PLSA & Club Vita’s Longevity Trends Report  
Numbers in brackets represent 95% confidence intervals for the 

improvements.

Recent research by Club Vita, building on an earlier study carried out in partnership with the Pension and Lifetime 
Savings Association (PLSA)1 shows longevity improvements have varied by socio-economic group. Whilst the lower 
socio-economic groups (‘hard-pressed’ and ‘making-do’) have seen a material slow-down in improvements 
consistent with the national average, the more affluent (‘comfortable’) pensioners have seen a steady improvement 
throughout the last 15 years. It is these individuals who dominate the liabilities of most pension schemes.

Men Annualised mortality improvement, age-standardised
2000 - 2005 2005 - 2010 2010 - 2015

England & Wales 2.8% (±0.1%) 2.8% (±0.1%) 1.1% (±0.1%)

Club Vita 2.4% (±0.5%) 2.8% (±0.3%) 1.3% (±0.4%)
Comfortable 2.4% (±1.1%) 2.1% (±0.8%) 2.1% (±0.7%)
Making-do 2.2% (±0.8%) 3.2% (±0.5%) 0.9% (±0.6%)

Hard-pressed 2.5% (±0.7%) 2.9% (±0.5%) 1.0% (±0.6%)

Very broadly speaking the ‘comfortable’ group are those with a DB 
pension in excess of £7,500 p.a., the ‘hard-pressed’ group those 

who live in the more deprived areas of the UK and the ‘making-do’ 
group the rest of DB pensioners. Full details of these groups are 

available in the PLSA & Club Vita Longevity Trends Report available 
from hymans.co/longevity_trends
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Insuring deferred member 
longevity risk
As more pension schemes seek to buy-out, bulk 
annuity pricing for deferred pensioners will become 
increasingly important. It’s unlikely that pension 
scheme trustees or sponsors will want to run a pension 
scheme until all of the members have retired, 
especially if they have achieved a sufficiently high 
level of funding that a buy-out could be affordable 
with only a minimal top up contribution (if any). 

Our reinsurer survey found that 2/3rds of reinsurers are 
willing to take on longevity risk for deferred members, 
but only in transactions where they were also taking on 
a significant amount of pensioner longevity risk at the 
same time. This suggests that packaging up deferred 
pensioner longevity risk along with pensioner 
longevity risk as part of a pension scheme buy-in, or by 
an insurer as part of concurrent buy-in transactions, 
may offer an efficient solution for insurers and pension 
schemes. 

Our
view 

The overall direction of travel in setting longevity 
assumptions seems clear: more detailed approaches 
are taking the place of the more broad brush methods 
that were more common in the past. 

Pension schemes should seek to gain a more granular 
understanding of the longevity risk for their membership 
so that they can more accurately assess pricing for 
buy-ins as well as longevity swaps and capture best 
pricing for the different population segments. Quite 
often, pension schemes carrying out a buy-in will only 
be doing so for a portion of their pensioner population. 
By segmenting the population into those groups that are 
likely to exhibit different longevity outcomes, pension 
schemes can optimise their approach to market. 

Steven Baxter
Head of Longevity Innovation and Research
steven.baxter@hymans.co.uk
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Pension scheme finances have been stretched for much of 
the last decade, compounded further by the ultra-low long-
term interest rates following the EU referendum result.  

5  Demand from DB pension 
schemes

Proactively capturing opportunities to reach self-sufficiency via a 
series of well-planned buy-ins
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This has driven an increase in the number of trustees and sponsors looking to pass the risk and volatility 
associated with these schemes to insurers. Indeed, our 2017 ‘Trustee Barometer’2  survey suggested a 2/3rds 
increase in the number of schemes that viewed buy-out as their ultimate goal.

While securing liabilities with insurers may be the end-game for all the reasons covered in Sections 1-4 of this 
report, we are strong advocates of trustees and sponsoring employers taking proactive steps to chip away at 
the problem and to capture opportunities to reduce risk in stages.  Buy-ins are a key component of such a 
proactive approach, and not just for those looking to buy-out.

  

22017 Trustee Barometer available on our website: hymans.co/2017_Trustee_Barometer
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There are many advantages of aiming to reach self-
sufficiency via a series of well-planned buy-ins, rather 
than waiting to try to do it all in one go, via a buy-out.  One 
advantage is that the demand from other pension 
schemes to complete buy-ins and buy-outs will 
inevitably grow, to the extent that demand outstripping 
supply from insurance companies will become more and 
more common in the future.  As demand grows, the 
pension schemes that have already completed a buy-in 
will be at the front of the queue in the eyes of insurance 
companies when deciding where to target their best 
pricing.

So how quickly will pension scheme demand for bulk annuities grow in the future?

Last year we analysed all of the DB pension schemes sponsored by FTSE350 companies.  In particular, we 
looked at how quickly the FTSE350 sponsored pension schemes are likely to be able to reach a fully funded, 
self-sufficient position.  By which time, they will have been able to insure the majority of their liabilities via a 
series of buy-ins.  We have updated this analysis, and the results are set out below:

Calendar year in which FTSE350 sponsored DB pension schemes are expected to reach 
self sufficiency

Source: Hymans Robertson FTSE350 analysis

Staged buy-ins on the road to buy-out

Visit our website for our case study on how we 
helped the College of Law Pension & Assurance 
Scheme reduce risk and get closer to their 
ultimate goal of securing all benefits with an 
insurer through a series of four buy-ins. Read the 
full case study at: hymans.co/College_Law
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So schemes may be asking themselves, when is the 
right time to consider a buy-in? This may be sooner 
than you think. Typically, schemes will be well placed 
to enter a buy-in when:

• There are enough pensioner liabilities to make a 
buy-in worthwhile. Buy-ins tend to cover 
pensioners only, as insurer pricing for non-
pensioners is more expensive.

• There are sufficient matching or low-risk assets to 
fund the buy-in. Buy-ins will tend to be funded 
from existing matching assets or planned de-
risking. Using assets with a higher risk/return profile 
would negatively impact the overall return on a 
scheme’s assets.

We have analysed the schemes sponsored by 
FTSE350 companies to determine which of these 
schemes may be in a prime position to implement a 
buy-in. We have used the cashflow position as a proxy 
for the maturity of the membership profile (higher 
annual cash out of the scheme suggests more 
pensioners in payment who could be covered by a 
buy-in), together with the proportion of matching 
assets that could be made available for a buy-in.

The key headlines from this analysis are:

= average time it will take for FTSE350 
schemes to reach self-sufficiency 

since 2016 due to ongoing falls in 
long-term interest rates

scaled up for potential 
demand from all UK DB 
schemes over 15 years 

current level of demand 
for buy-ins 

19 years +5 years

£700bn£240bn 4x 
predicted demand for 
buy-ins from FTSE350 DB 
schemes over next 15 years 

= =
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Cashflow position vs matching assets

Source: Hymans Robertson FTSE350 analysis

Around 20% of FTSE350 schemes have over 50% 
matching assets and are cashflow negative, and 
therefore are likely to benefit most from completing a 
buy-in. This number will increase over time, as 
schemes mature and consequently de-risk their assets.

What can be done to manage 
the shortfall to buy-out?
For many, buy-out will feel like a distant prospect. 
However, there are a number of steps pension 
schemes can take that will chip away at the buy-out 
deficit and materially bring forward the time by which 
members’ benefits can be fully insured. These include:

 Strategic buy-ins that capture attractive 
pricing as opportunities arise.

 Transfer value offers that settle liabilities more 
cheaply than securing insurance by avoiding 
insurer margins for expenses and profits, and 
loadings for future uncertainties regarding 
retirement age and lump sums.

 Early retirement and pension increase 
exercises that reduce the cost of insurance, 
making the benefits more attractive to 
insurers and so making them more efficient to 
insure. These include:

 a.  reminding members of their right to retire 
from age 55, as insurance is cheaper for 
pensioners.

 b.  allowing members to reshape their 
increases for a one-off uplift, where the new 
increases are more efficient to insure.

 Most sponsors are already committed to 
contributions to eliminate funding deficits, 
and will also be meeting administration 
expenses. These existing sponsor 
commitments reduce the gap to full buy-out 
funding and, furthermore, many would be 
willing to inject some cash to enable a buy-
out.
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We have illustrated this below by analysing the current approximate FTSE350 
buy-out deficit

potential reduction in 
FTSE350 buy-out deficit 
factoring in all these 
measures and existing 
contribution commitments   

Total buy-out deficit for 
FTSE350 sponsored pension 
schemes

£320bn c£200bn 2/3rds
reduction in average 
scheme’s buy-out deficit 
using these measures and 
allowing for existing 
contribution commitments 

=

A quarter of this saving arises by simply making 
members aware of the options they already have (to 
retire early, transfer their benefits elsewhere, or 
commute their benefits for a one-off cash lump sum). 
Such reminders should form part of schemes’ 
strategies for supporting member decisions, as 
members look to sponsors and trustees to help them 
make informed decisions regarding their retirement 
benefits.

Reflecting back on our analysis of how quickly 
schemes are expected to reach self-sufficiency, 
chipping away at the buy-out deficit as set out above, 
and allowing for the current rate of contributions to 
continue, would bring forward the average time it 
would take DB pension schemes to reach self-
sufficiency by 4 years.
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Our
view 
Over the next 15 years, demand for buy-ins from 
pension schemes is set to quadruple. Whilst we are 
also expecting the capacity of the bulk annuity market 
to increase, in part due to new entrants, it is likely that 
demand will start to run ahead of supply. This will 
inevitably mean that buy-ins and buy-outs will 
become more expensive than they are today. Part of 
the relative price increase will be due to greater 
competition amongst insurers for illiquid assets and 
favourably priced reinsurance, which will cause the 
prices of these important contributors to move buy-in 
pricing higher.

This does not mean that buy-ins and buy-outs will no 
longer be affordable at all, but rather that the pricing 
that is on offer today represents a great opportunity 
for pension schemes. 

We have outlined how some simple measures, 
including reminding members of the options available 
to them, for example to transfer their benefits, can 
materially improve the current affordability of a buy-in 
or buy-out. Those schemes that are able to make use 
of these measures may well find that they can afford a 
bulk annuity transaction much earlier than they have 
previously anticipated, allowing them to take 
advantage of current pricing. 

This analysis also provides further evidence in favour 
of the strategy of carrying out a series of buy-ins over 
time as the preferred approach to achieving a full 
scheme buy-out. Not only does this reduce the 
scheme’s exposure to pricing at any one particular 
point in time, but it also means that schemes are more 
likely to approach the market sooner rather than later 
for their first buy-in. This makes it more likely that they 
will be able to “beat the rush” that will begin when 
demand from other pension schemes really starts to 
ramp up over the next 10 years.  

As demand increases and insurers need to start 
prioritising which potential transactions they will focus 
on, they will naturally be inclined to favour those cases 
where the trustees have already carried out 
transactions in the past. This is because those trustees 
have demonstrated that they have the knowledge and 
experience, governance processes and general 
readiness to carry out these transactions. We continue 
to encourage our clients to improve their readiness, in 
terms of data quality, asset strategy, etc., and to 
engage with the insurers as soon as practicable in 
order to stand the best chance of achieving a 
successful transaction at a great price. 

Full buy-out is the goal but for most it is still distant without additional 
funding. Many are taking action where they can, such as a buy-in for some 
tranches of members and running liability management exercises. This 
route to full buy-out is definitely becoming more commonplace.
Tristan Walker-Buckton, Pension Insurance Corporation

James Mullins
Partner and Head of Risk Transfer Solutions
james.mullins@hymans.co.uk
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Appendix 1: 
Risk transfer market data

Aviva  13 28 41 £71m £550m £621m
Canada Life 1 3 4 £35m £110m £144m
Legal & General 13 3 16 £641m £2,698m £3,339m
Pension Insurance Corporation 2 15 17 £897m £1,632m £2,529m
Phoenix Life - 1 1 £m £1,164m £1,164m
Just* 6 15 21 £164m £779m £943m
Rothesay Life - - - £m £m £m
Scottish Widows 3 1 4 £885m £590m £1,475

Total 38 66 104 £2,693 £7,523 £10,215m

* Results for Just Retirement and Partnership have been combined under Just, following their merger in April 2016.

Buy-out  and buy-in deals Number of deals completed Value of deals completed
H1 2016 H2 2016 Total    H1 2016   H2 2016 Total

Organisation Date No. of pension 
schemes

Provider Approximate 
Value

Babcock Q3 2009 3 Credit Suisse £1.2 bn
RSA Insurance Q3 2009 2 Rothesay Life £1.9 bn
Berkshire Q4 2009 1 Swiss Re £1 bn
BMW Q1 2010 1 Abbey Life £3 bn
Pall Q1 2011 1 JP Morgan £0.1 bn
ITV Q3 2011 1 Credit Suisse £1.7 bn
Rolls Royce Q4 2011 1 Deutsche Bank £3 bn
British Airways Q4 2011 1 Rothesay Life £1.3 bn
Pilkington Q4 2011 1 Legal & General £1 bn
Azko Nobel Q2 2012 1 Swiss Re £1.4 bn
LV= Q4 2012 1 Swiss Re £0.8 bn
BAE Systems Q1 2013 1 Legal & General £3.2 bn
Bentley Q2 2013 1 Abbey Life £0.4bn
Carillion Q4 2013 5 Deutsche Bank £1bn
AstraZeneca Q4 2013 1 Deutsche Bank £2.5bn
BAE Systems Q4 2013 2 Legal & General £1.7bn
Aviva Q1 2014 1 Own insurer conduit - Munich Re, Scor Se & Swiss Re £5bn
BT Q2 2014 1 Own insurer conduit - PICA £16bn
PGL Q3 2014 1 Own insurer conduit - Phoenix Life £0.9bn
MNOPF Q4 2014 1 Own insurer conduit - Pac Life Re £1.5bn
ScottishPower Q4 2014 1 Abbey Life £2bn
AXA UK Q3 2015 1 Own insurer conduit - RGA £2.8bn
Heineken Q3 2015 1 Aviva £2.4bn
RAC (2003) Pension Scheme Q4 2015 1 Own insurer conduit - Scor Se £0.6bn
Unnamed Q4 2015 1 Zurich £0.09bn
Pirelli Tyres Limited Q3 2016 2 Zurich £0.6bn
Manweb Group Q3 2016 1 Abbey Life £1bn
Unnamed Q4 2016 1 Zurich £0.05bn
Unnamed Q4 2016 1 Legal & General £0.9bn
Unnamed Q1 2017 1 Zurich £0.3bn

Total to date 39 £59.3bn

Buy-outs and buy-ins - Deals during 2016
The total value of buy-out and buy-in deals struck in 2016 was around £10.2 billion.

Longevity swaps - Deals during 2016
There were four longevity swaps in 2016 covering £2.6 billion of liabilities. Thirty nine deals, covering liabilities worth 
around £59 billion, have been completed since 30 June 2009.
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Organisation Date No. of pension 
schemes

Provider Approximate 
Value

Babcock Q3 2009 3 Credit Suisse £1.2 bn
RSA Insurance Q3 2009 2 Rothesay Life £1.9 bn
Berkshire Q4 2009 1 Swiss Re £1 bn
BMW Q1 2010 1 Abbey Life £3 bn
Pall Q1 2011 1 JP Morgan £0.1 bn
ITV Q3 2011 1 Credit Suisse £1.7 bn
Rolls Royce Q4 2011 1 Deutsche Bank £3 bn
British Airways Q4 2011 1 Rothesay Life £1.3 bn
Pilkington Q4 2011 1 Legal & General £1 bn
Azko Nobel Q2 2012 1 Swiss Re £1.4 bn
LV= Q4 2012 1 Swiss Re £0.8 bn
BAE Systems Q1 2013 1 Legal & General £3.2 bn
Bentley Q2 2013 1 Abbey Life £0.4bn
Carillion Q4 2013 5 Deutsche Bank £1bn
AstraZeneca Q4 2013 1 Deutsche Bank £2.5bn
BAE Systems Q4 2013 2 Legal & General £1.7bn
Aviva Q1 2014 1 Own insurer conduit - Munich Re, Scor Se & Swiss Re £5bn
BT Q2 2014 1 Own insurer conduit - PICA £16bn
PGL Q3 2014 1 Own insurer conduit - Phoenix Life £0.9bn
MNOPF Q4 2014 1 Own insurer conduit - Pac Life Re £1.5bn
ScottishPower Q4 2014 1 Abbey Life £2bn
AXA UK Q3 2015 1 Own insurer conduit - RGA £2.8bn
Heineken Q3 2015 1 Aviva £2.4bn
RAC (2003) Pension Scheme Q4 2015 1 Own insurer conduit - Scor Se £0.6bn
Unnamed Q4 2015 1 Zurich £0.09bn
Pirelli Tyres Limited Q3 2016 2 Zurich £0.6bn
Manweb Group Q3 2016 1 Abbey Life £1bn
Unnamed Q4 2016 1 Zurich £0.05bn
Unnamed Q4 2016 1 Legal & General £0.9bn
Unnamed Q1 2017 1 Zurich £0.3bn

Total to date 39 £59.3bn

Average buy-in and  
buy-out deal size

The overall buy-in/buy-out deal size for the last year 
was £98m, which is an increase on the average over the 
previous year (£82m). The average deal size during the 
last year varied significantly between the different 
insurers.

Half-yearly risk transfers since 2009Volume of risk transfer deals since 2007  
up to the end of 2016

Risk transfer deals 
(including longevity swaps)

Total pension scheme risk transfer deals over the last 
year covered liabilities of around £10.3bn. Since  
30 June 2009 the longevity swap market has now seen 
deals covering £59bn of liabilities. 

Aviva £15m

Canada Life £36m

Legal & General £209m

Pension Insurance Corporation £149m

Phoenix Life £1,164m

Just £45m

Rothesay Life £0m

Scottish Widows £369m

Overall average £98m

Results for Just Retirement and Partnership have been 
combined under Just.Longevity swaps Buy-out Buy-in

£2,859m £2,730m £3,686m £2,511m

£3,403m £1,727m
£4,279m

£182m

£4,400m

£5,890m
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£3,310m

Insurers Average deal value

Longevity swaps Buy-in / buy-out

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

£2.9bn £8.0bn £3.7bn £5.2bn £5.3bn £4.5bn £7.5bn £13.2bn £12.4bn £10.2bn
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Appendix 2
Insurer summary insights

Aviva - p31-32

Canada Life - p33-34

Just - p35 - 36

Legal & General - p37-38

Pension Insurance Corporation - p39-40

Phoenix - p41

Rothesay Life - p42-43

Scottish Widows - p44-45
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Aviva
Insurer summary insights

Aviva – volume of pension scheme buy-in  
and buy-out transactions

Interserve
2014

£338m

Heineken 

2015 

£2.4bn**

TKM Group 

2015 

£297m

Aviva 

2014  

£5bn*

Canada Life
1.4%

JRP 
Group plc

9.2%

Rothesay Life
0.0%

Pension Insurance 
Corporation

24.8%

Legal and 
General
32.7%

Scottish 
Widows
14.4%

Phoenix
11.4%

Aviva
6.1%

 

Hymans Robertson's perspective
Since 2009, the annual variation in new business 
written has been volatile, as can be seen from the 
chart above. Over this period, the annual average 
variation was £421m.

2009 to end of 2016

August 2017

2016

Noteworthy recent transactions 
Buy-ins                                                                        Longevity swaps

Source:  Hymans Robertson quarterly risk transfer report 

Source:  Hymans Robertson risk transfer report 

Deals 
completed

> 355

Market 
share

6.1%

Annual variation 
in transaction 
volume

£421m

Average deal 
size

£15m

Average 
transaction size

£14m

Value of 
deals

> £5.1bn

Number of 
deals

41

* own pension scheme: Aviva Life acted as a “pass through” entity only, to allow the pension scheme to access 
the reinsurance market
** written through Friends Life subsidiary
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Key:           Target market         More selective        Unlikely to quote

£50m £50m 
- £100m 

£100m - 
£500m 

£500m 

Annuity asset strategy

Source:  Hymans Robertson research Source: 2016 results presentation
Notes: The graph shows a breakdown of the Aviva Group’s 
“shareholder assets”. These amount to £79,780m. £65,628m of 
this relates to annuity and non-profit life insurance business and 
£14,152m relates to GI business, health insurance and other assets.Hymans Robertson's perspective

Aviva typically tend to focus on smaller and medium 
sized deals although they will quote on occasional 
larger transactions. This is borne out by the 
transactions it has carried out: these include a 
number of large transactions such as the TKM 
buy-in, but the overall average transaction size since 
2009 is £14m, which shows it has also completed a 
large number of mainly smaller transactions. 

Appetite by transaction size

Aviva

Hymans Robertson's perspective
Aviva Group’s shareholder assets are primarily invested 
in government and corporate bonds. There is also a 
significant allocation to mortgage-backed loans, which 
is split between commercial mortgage loans, securitised 
mortgage loans and equity release mortgages. Equity 
release mortgages are typically products where the 
customer is advanced a loan, secured on their home, 
which becomes repayable only when the individual dies 
or moves into long-term care. Aviva Group also invests 
its shareholder assets in healthcare, infrastructure and 
private finance initiative (PFI) loans.

Financial strength – Aviva Annuity

Administration:
Aviva administer their schemes in-house.

S&P Financial 
Strength Rating

A+
(July 2017) Note: 
parent company 
rating – Aviva Life 
& Pensions

AKG

"A" (superior)

(as at December 2015)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced 
with permission.

Moody’s Insurance 
Financial Strength 
Rating

A1
(July 2017) Note: 
parent company 
rating – Aviva Life & 
Pensions

Government debt
Corporate bonds
Healthcare, infrastructure 
and PFI loans
Commercial mortgage loans
Securitised mortgage loans 
and equity release
Other debt
Other assets

Group solvency coverage ratio for Aviva Plc = 172%
Solvency coverage ratio for Aviva Annuity UK Ltd = 205%

Source:
Solvency and Financial Condition Reports as at  
31 December 2016

The solvency coverage ratio shows the ratio of the total 
eligible own funds to meet the Solvency Capital 
Requirement divided by the Solvency Capital Requirement. 

The total eligible own funds to meet the Solvency Capital 
Requirement has been taken from row R0660 from 
template s.23.01.22 (for groups) or row R0540 from template 
s.23.01.01 (for solo entities).

The Solvency Capital Requirement has been taken from 
row R0680 from template s.23.01.22 (for groups) or row 
R0580 from template s.23.01.01 (for solo entities). The 
concept of a solvency coverage ratio is not uniquely 
defined. Insurers may use different methodologies when 
calculating solvency coverage ratios for use in their own 
communications.
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Canada Life
Insurer summary insights

Hymans Robertson's perspective
Track record and recent transactions
Canada Life re-entered the bulk annuity market 
in early 2015, having not participated in this 
market for a number of years. It initially 
focussed on smaller deals while gaining 
experience and building a presence in the bulk 
annuity market. The £250m buy-in with Cancer 
Research in 2016 signalled an increase in its 
target transaction site to include mid-sized 
deals. Whilst being a new entrant in the bulk 
annuity market, it provides annuity income to 
over 350,000 individual annuitants in the UK. 

August 2017

Since 2015 to end of 2016

Noteworthy recent transactions 
Buy-ins 

Value of 
deals

> £175m

Average deal 
size

£29m

Number of 
deals

6

AG Barr
2016

£35m

Oundle School
2015 

£5m*

Cancer Research
2017 

£250m

Undisclosed
2015 

£27m
*first bulk annuity transaction

Source:  Hymans Robertson half-yearly risk transfer report 

August 2017 33



Key:           Target market         More selective        Unlikely to quote

£50m £50m 
- £100m 

£100m - 
£500m 

£500m 

Annuity asset strategy
Please note data and commentary below is as at 
31 December 2015 

Source:  Hymans Robertson research 

Source: PRA insurance returns and Hymans Robertson research, 
as at 31 December 2015 (Forms 48 and 56, Non-Profit Fund of 
Canada Life Limited)

Hymans Robertson's perspective
Canada Life was initially focused on smaller 
transactions (i.e. below £100m) as it built its 
proposition following its entrance into the bulk 
annuity market in early 2015. Its recent £250m 
pensioner buy-in with Cancer Research signalled 
an increase in its target transaction size, as 
illustrated above. 

Appetite by transaction size

Canada Life

Hymans Robertson's perspective
Around 60% of Canada Life’s annuity-backing assets 
are invested in fixed-income securities (e.g. 
corporate and government bonds). The company 
also has significant allocations to property and 
mortgage-backed loans. The property allocation 
may include sale and leaseback transactions that 
Canada Life has entered into in the past. Please note 
that this asset breakdown will reflect the approach 
used for Canada Life’s individual annuity policies, 
and the strategy for bulk annuity policies could be 
different from this.

Financial strength – Canada Life Limited

Administration:
Canada Life administer their schemes in-house.

S&P Financial 
Strength Rating

AA
(July 2017)
Note: parent 
company rating – 
The Canada Life 
Assurance Company

AKG

"B+" (very strong)

(as at November 2016)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced 
with permission.

Moody’s Insurance 
Financial Strength 
Rating

Aa3
(July 2017) Note: 
parent company 
rating – The Canada 
Life Assurance 
Company

Approved FI and variable
Other fixed interest
Other variable interest

Property

Equity
Mortgage backed loans
Loans to local authorities
CIVs
Derivatives
Cash and equivalents
Other

Solvency coverage ratio for Canada Life Limited  
= 166%.

Source:
Solvency and Financial Condition Reports as at  
31 December 2016. 

The solvency coverage ratio shows the ratio of the total 
eligible own funds to meet the Solvency Capital 
Requirement divided by the Solvency Capital 
Requirement.

The total eligible own funds to meet the Solvency Capital 
Requirement has been taken from row R0660 from 
template s.23.01.22 (for groups) or row R0540 from 
template s.23.01.01 (for solo entities).

The Solvency Capital Requirement has been taken from 
row R0680 from template s.23.01.22 (for groups) or row 
R0580 from template s.23.01.01 (for solo entities). The 
concept of a solvency coverage ratio is not uniquely 
defined. Insurers may use different methodologies when 
calculating solvency coverage ratios for use in their own 
communications.
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Just
Insurer summary insights

Just – volume of pension scheme buy-in and buy-
out transactions
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Just transaction volumes

Hymans Robertson's perspective
Both Just Retirement and Partnership entered the 
pension scheme de-risking market in 2013 and we 
therefore have only three full years’ worth of sales 
data for them. Both companies increased new 
business sales between 2014 and 2015. Prior to the 
merger, Just Retirement wrote a greater volume of 
business than Partnership. In the future, all new 
bulk annuity business will be written through the 
Just Retirement Ltd entity. 

2016

Taylor Wimpey

2014

£206m

Aliaxis UK

2017

£36m

Undisclosed 

2015 

£58m

Kuwait Petroleum

2015 

£42m

Land Securities 

2016

£110m

Source:  Hymans Robertson half-yearly risk transfer report 

Deals 
completed

> 110

Market 
share

9.2%

Average deal 
size

£45m

Average 
transaction size

£26m

Value of 
deals

> £2.9bn

Number of 
deals

21

August 2017

 Buy-outs

Since 2009 to end of 2016

Noteworthy recent transactions 
Buy-ins 

August 2017 35



Key:           Target market         More selective        Unlikely to quote

Annuity asset strategy

Just Retirement Partnership

Source: Annual Report and Accounts for 2016
Graph shows breakdown of Group financial investments at 
31 December 2016

£50m £50m 
- £100m 

£100m - 
£500m 

£500m 

Source:  Hymans Robertson research 

Hymans Robertson's perspective
Just typically tend to focus on smaller deals (i.e. 
less than £250m) although they will quote on 
occasional larger transactions. This is illustrated 
in the table above. This is borne out by the 
transactions that they have carried out: since 
2013 their average transaction size has been 
£26m. 

Appetite by transaction size

Just

Hymans Robertson's perspective
Just has significant investments in equity release 
mortgages. These are typically products where the 
customer is advanced a loan, secured on their home, 
which becomes repayable only when the individual 
dies or moves into long-term care. The remaining 
assets are primarily invested in fixed income securities 
such as government and corporate bonds. There is 
also a small allocation to commercial real estate loans.

Financial strength

Administration:

Just outsources their administration 
to JLT Benefit Solutions. 

AKG

"B" (strong)

(as at January 2016)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced with 
permission.

AKG

"B" (strong)

(as at November 2015)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced 
with permission.

Units in liquidity funds

Debt securities and other 
fixed income securities

Loans secured by 
residential mortgages
Loans secured by 
commercial mortgages
Other loans
Other assets

Group solvency coverage ratio for JRP Group Plc = 151%
Solvency coverage ratio for Just Retirement Limited = 147%

Source:
Solvency and Financial Condition Reports as at  
31 December 2016

The solvency coverage ratio shows the ratio of the total eligible 
own funds to meet the Solvency Capital Requirement divided 
by the Solvency Capital Requirement.
The total eligible own funds to meet the Solvency Capital 
Requirement has been taken from row R0660 from template 
s.23.01.22 (for groups) or row R0540 from template s.23.01.01 (for 
solo entities).

The Solvency Capital Requirement has been taken from row 
R0680 from template s.23.01.22 (for groups) or row R0580 from 
template s.23.01.01 (for solo entities).

The concept of a solvency coverage ratio is not uniquely 
defined. Insurers may use different methodologies when 
calculating solvency coverage ratios for use in their own 
communications.
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Legal & General
Insurer summary insights

L&G – volume of pension scheme buy-in and 
buy-out transactions
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Hymans Robertson's perspective
Since 2009, the annual average variation in new 
business written has been relatively high due to 
large transaction volumes in 2014 and 2016.

Since 2009 to end of 2016

August 2017

2016

Noteworthy recent transactions 
Buy-ins 

ICI

2015

£500m

TRW

2014

£2.5bn

Vickers

2016

£1.1bn

ICI

2016 

£400m

Kingfisher 

2015 

£230m*

ICI

2016

£750m

BAE Systems

2013

£4.9bn

Source:  Hymans Robertson quarterly risk transfer report 

Deals 
completed

> 590

Market 
share

32.7%

Annual variation 
in transaction 
volume

£1.6bn

Average deal 
size

£209m

Average 
transaction size

£28m

Value of 
deals

> £16.5bn

Number of 
deals

16

Buy-outs                                                 Longevity swaps

Source:  Hymans Robertson half-yearly risk transfer report 

*medically underwritten
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Annuity portfolio

Key:           Target market         More selective        Unlikely to quote

£50m £50m 
- £100m 

£100m - 
£500m 

£500m 

Source:  Hymans Robertson research 
Source: 2016 results presentation
Graph shows a breakdown of the assets managed by the Legal & General 
Retirement business unit which operates the group’s annuity bookHymans Robertson's perspective

Legal and General operate on a “whole of market” 
basis, meaning that it is willing to quote on all 
transaction sizes, from the very large to the very 
small. This is borne out by the transactions it has 
carried out: these include a number of very large 
transactions such as the ICI buy-ins, but the overall 
average transaction size since 2009 is £28m, which 
shows that it has also completed a large number of 
smaller transactions as well. 

Appetite by transaction size

Legal & General

Hymans Robertson's perspective
A significant proportion of Legal & General’s annuity-
backing assets are invested in fixed-income securities, 
which includes government and corporate bonds as 
well as “direct investments”. Direct investments include 
real estate debt, infrastructure loans, private corporate 
debt and property-related notes. Legal & General has 
also increased its investment in “lifetime mortgages”, 
which are otherwise often referred to as equity release 
mortgages. These are typically products where the 
customer is advanced a loan, secured on their home, 
which becomes repayable only when the individual 
dies or moves into long-term care.  

Financial strength – Legal & General 

Assurance Society
Administration:
Legal and General administer their schemes in-house.

S&P Financial 
Strength Rating

AA-
(July 2017)

AKG

"B+" (very strong)

(as at December 2016)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced 
with permission.

Moody’s 
Insurance 
Financial 
Strength Rating

Aa3
(July 2017)

Credit assets
Real estate debt

Infrastructure
Lifetime mortgages

Private corporate debt
Property rental strips
Property residual strips
Income strips

Group solvency coverage ratio for Legal & General Group 
Plc = 163%
Solvency coverage ratio for Legal & General Assurance 
Society Limited = 154%

Source:
Solvency and Financial Condition Reports as at 31 December 2016 

The solvency coverage ratio shows the ratio of the total eligible 
own funds to meet the Solvency Capital Requirement divided 
by the Solvency Capital Requirement. The total eligible own 
funds to meet the Solvency Capital Requirement has been 
taken from row R0660 from template s.23.01.22 (for groups) or 
row R0540 from template s.23.01.01 (for solo entities).

The Solvency Capital Requirement has been taken from row 
R0680 from template s.23.01.22 (for groups) or row R0580 from 
template s.23.01.01 (for solo entities).

The concept of a solvency coverage ratio is not uniquely 
defined. Insurers may use different methodologies when 
calculating solvency coverage ratios for use in their own 
communications.38 Risk transfer report



Insurer summary insights

Buy-outs 
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Hymans Robertson's perspective
Since 2009, the annual average variation in new 
business written has become more volatile, with 
larger transactions in 2013 and 2015 in particular (EMI 
and Philips, see below) significantly increasing the 
volume compared to 2012.

Since 2009 to end of 2016

August 2017

2016

Noteworthy recent transactions 
Buy-ins 

Philips

2015

£2.4bn

Siemens 

2016 

£300m

3I 

2017 

£200m

Undisclosed 

2017 

£690m

AON 

2016

£900m

EMI 

2013

£1.5bn

Source:  Hymans Robertson quarterly risk transfer report 

Source:  Hymans Robertson half-yearly risk transfer report 

Deals 
completed

> 130

Market 
share

24.8%

Annual variation 
in transaction 
volume

£1.0bn

Average deal 
size

£149m

Average 
transaction size

£128m

Value of 
deals

> £16.5bn

Number of 
deals

17

PIC – volume of pension scheme buy-in and 
buy-out transactions

Pension Insurance Corporation
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Key:           Target market         More selective        Unlikely to quote

£50m £50m 
- £100m 

£100m - 
£500m 

£500m 

Annuity asset strategy

Source:  Hymans Robertson research Source: PIC Annual Review for 2016

Hymans Robertson's perspective
PIC does quote on a broadly “whole of market” 
basis covering all deal sizes, albeit it tends to 
focus on larger transactions (i.e. greater than 
£50m).  This is borne out by the transactions it has 
carried out where the overall average transaction 
size since 2009 is £128m. 

Appetite by transaction size

Pension Insurance Corporation

Hymans Robertson's perspective
A significant proportion of Pension Insurance 
Corporation’s assets are invested in fixed-income 
securities. The allocation to corporate securities 
includes infrastructure debt, a significant amount of 
which is bilateral deals with borrowers such as 
housing associations and universities. In April 2017 
(and therefore not included in the chart above), 
Pension Insurance Corporation announced that it 
was entering the market for equity release mortgage 
loans. These are typically products where the 
customer is advanced a loan, secured on their 
home, which becomes repayable only when the 
individual dies or moves into long-term care. 

Financial strength

Administration:
PIC outsource the administration of their schemes to  
Mercer Ltd.

AKG

"B" (strong)

(as at May 2017)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced with 
permission.

Government securities

Corporate securities
ABS
Cash and liquidity funds
Other assets

Group solvency coverage ratio for Pension Insurance Corporation Group = 165%
Solvency coverage ratio for Pension Insurance Corporation Plc = 164%

Source:
Solvency and Financial Condition Reports  
as at 31 December 2016 

The solvency coverage ratio shows the ratio of the total eligible own funds to meet the 
Solvency Capital Requirement divided by the Solvency Capital Requirement. The total eligible 
own funds to meet the Solvency Capital Requirement has been taken from row R0660 from 
template s.23.01.22 (for groups) or row R0540 from template s.23.01.01 (for solo entities).

The Solvency Capital Requirement has been taken from row R0680 from template s.23.01.22 
(for groups) or row R0580 from template s.23.01.01 (for solo entities).

The concept of a solvency coverage ratio is not uniquely defined. Insurers may use different 
methodologies when calculating solvency coverage ratios for use in their own communications.
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£100m £100m - 
£500m 

£500m 

Phoenix Life
Insurer summary insights

Recent deals

Hymans Robertson’s perspective

August 2017

Buy-in

£1.2bn Converted longevity swap with its own 
Phoenix Group Life pension scheme

Phoenix Life completed its first pension scheme bulk annuity transaction in December 2016 by 
converting a longevity swap with its own pension scheme into a £1.2bn pensioner buy-in.

Since then, Phoenix has officially announced its entrance into the bulk annuity market, and is 
looking to complete its first deal in the wider market.

Phoenix has an appetite for larger transaction sizes (typically pensioner buy-ins over £250m).

Appetite by transaction size
Phoenix
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Rothesay Life
Insurer summary insights

Rothesay Life – volume of pension scheme buy-in 
and buy-out transactions
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Hymans Robertson’s perspective
Since 2009 until 2015, the annual average variation 
in new business written was relatively stable, with 
the exception of 2014 to 2015. This is due to the 
effect of the Civil Aviation Authority buy-in and 
Lehman Brothers buy-out, both in 2015. No pension 
scheme bulk annuity business was written over 
2016, as Rothesay Life’s capacity was temporarily 
diminished by the purchase of £6bn of Aegon’s 
annuity porfolio.

Since 2009 to end of 2016

August 2017

Source:  Hymans Robertson quarterly risk transfer report 

Deals 
completed

> 25

Annual variation 
in transaction 
volume

£805m

Average 
transaction size

£341m

Value of 
deals

> £9bn

Civil Aviation 
Authority 
2015

£1.6bn

Tullet Prebon 
2017

£270m

MNOPF

2012

£680m

Lehman Brothers

2015 

£675m

Philips

2013 

£484m

British Airways 

2011 

£1.3bn

Source:  Hymans Robertson half-yearly risk transfer report 

 

Buy-outs                                                               Longevity swap

Noteworthy recent transactions 
Buy-ins 
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Annuity portfolio

Key:           Target market         More selective        Unlikely to quote

£50m £50m 
- £100m 

£100m - 
£500m 

£500m 

Source:  Hymans Robertson research 
Source: Annual Report and Accounts for 2016

Hymans Robertson's perspective
Rothesay Life focus on larger transactions (i.e. greater 
than £100m). This is borne out by the transactions it 
has carried out where the overall average transaction 
size since 2009 is £340m. The number of transactions 
it has carried out is also materially lower than other 
well established providers in the market, which 
illustrates that they are more selective in choosing 
larger transactions to participate in.

Rothesay Life completed no deals with pension 
schemes over 2016, as its capacity was temporarily 
diminished by the Aegon transaction.  In 2017, 
Rothesay has renewed appetite for pension scheme 
deals, having already completed 3 deals over the first 
half of 2017 totalling £500m.

Appetite by transaction size

Rothesay Life

Hymans Robertson's perspective
Rothesay Life’s stated objective is to invest in assets 
that are secured through both their inherent 
credit-worthiness as well as additional structural 
features. As the chart above shows, Rothesay Life 
does this by investing in government bonds, 
supranational bonds, infrastructure and other 
secured forms of lending. In 2016 Rothesay Life 
increased its allocation to commercial real estate 
debt and also started to invest in equity release 
mortgage loans. The latter are typically products 
where the customer is advanced a loan, secured on 
their home, which becomes repayable only when 
the individual dies or moves into long-term care. 

Financial strength

Administration:
Rothesay Life outsource the administration of their schemes 
to Willis Towers Watson and Jardine Lloyd Thomson.

AKG

"B" (strong)

(as at April 2017)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced 
with permission.

UK sovereign

Secured residential lending

Other secured lending

Supranational and quasi
sovereign
Infrastructure
Cash
Other

Group solvency coverage ratio for Rothesay Life Group = 164%
Solvency coverage ratio for Rothesay Life Limited = 180%

Source:
Solvency and Financial Condition Reports as at 31 December 2016 

The solvency coverage ratio shows the ratio of the total eligible own funds to meet the 
Solvency Capital Requirement divided by the Solvency Capital Requirement. The total eligible 
own funds to meet the Solvency Capital Requirement has been taken from row R0660 from 
template s.23.01.22 (for groups) or row R0540 from template s.23.01.01 (for solo entities).

The Solvency Capital Requirement has been taken from row R0680 from template s.23.01.22 (for 
groups) or row R0580 from template s.23.01.01 (for solo entities).

The concept of a solvency coverage ratio is not uniquely defined. Insurers may use different 
methodologies when calculating solvency coverage ratios for use in their own communications.
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Scottish Widows
Insurer summary insights

Hymans Robertson's perspective
Track record and recent transactions
On 31 December 2015, Lloyds Banking Group 
(LBG) transferred the assets and liabilities of 
seven of its life insurance entities, including 
Scottish Widows PLC (now renamed SW Funding 
PLC), into subsidiary Clerical Medical Investment 
Group Ltd., which has been renamed Scottish 
Widows Ltd. (SW Ltd.) 

Scottish Widows entered the bulk annuity market 
in 2015 and have already completed at least 9 
transactions, with five of these of significant size. 

August 2016

Since 2015 to end of 2016

Noteworthy recent transactions 
Buy-ins 

ICI

2016

£630m

Wiggins Teape

2015

£400m*

ICI

2016

£590m

Monsato

2017

£100m

Undisclosed

2017

£260m

Source:  Hymans Robertson half-yearly risk transfer report 

* First bulk annuity transaction

Value of 
deals

£1.9bn

Average deal 
size

£400m

Number of 
deals

>5
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Key:           Target market         More selective        Unlikely to quote

£50m £50m 
- £100m 

£100m - 
£500m 

£500m 

Annuity asset strategy
Please note data and commentary below is as at  
31 December 2015 

Source:  Hymans Robertson research 

Source: PRA insurance returns and Hymans Robertson research, 
as at 31 December 2015 (Forms 48 and 56, Non-Profit Fund of 
Scottish Widows Limited)

Hymans Robertson's perspective
Scottish Widows focus on medium to larger 
transactions (i.e. above £50m).  

Appetite by transaction size

Scottish Widows

Hymans Robertson's perspective
Around 40% of Scottish Widows’ annuity-backing 
assets are invested in fixed-income securities (e.g. 
government and corporate bonds). The regulatory 
returns also show sizeable allocations to mortgage-
backed loans and other types of assets. In the first 
half of 2015, Scottish Widows announced it would 
be partnering with Lloyds Bank Commercial Banking 
to offer commercial real estate debt. The company 
has also invested in housing association loans. 
Please note that this asset breakdown will reflect 
the approach used for Scottish Widows’ individual 
annuity policies, and the strategy for bulk annuity 
policies could be different from this.

Financial strength – Scottish Widows Limited
Administration:

Scottish Widows administer their schemes in-house.

S&P Financial 
Strength Rating

A
(July 2017)

AKG

"B+" (very strong)

(as at April 2017)
Ratings are by AKG 
Financial Analytics Ltd 
and are reproduced 
with permission.

Moody’s Insurance 
Financial Strength 
Rating

A2
(July 2017)

Approved FI and variable
Other fixed interest
Other variable interest

Property

Equity
Mortgage backed loans
Loans to local authorities
CIVs
Derivatives
Cash and equivalents
Other

Group solvency coverage ratio for Scottish Widows 
Group = 143%
Solvency coverage ratio for Scottish Widows Plc = 144%

Source:
Solvency and Financial Condition
Reports as at 31 December 2016 

The solvency coverage ratio shows the ratio of the total eligible 
own funds to meet the Solvency Capital Requirement divided 
by the Solvency Capital Requirement. The total eligible own 
funds to meet the Solvency Capital Requirement has been 
taken from row R0660 from template s.23.01.22 (for groups) or 
row R0540 from template s.23.01.01 (for solo entities).

The Solvency Capital Requirement has been taken from row 
R0680 from template s.23.01.22 (for groups) or row R0580 from 
template s.23.01.01 (for solo entities).

The concept of a solvency coverage ratio is not uniquely 
defined. Insurers may use different methodologies when 
calculating solvency coverage ratios for use in their own 
communications.
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The reason we look across the whole process and 
supply chain of risk transfer is to provide you, our 
clients, with the best insight, helping you achieve a 
better solution at the right price for you.  We really 
understand how insurers and reinsurers work.
Indeed, we separately advise:

7 of the 8 insurers 
who offer buy-ins 
and buy-outs; and

We have also advised: 

11 FTSE100 sponsored schemes on risk transfer deals including 7 as lead risk transfer adviser

Insurers:

of the global reinsurers who 
take on longevity risk as 

part of a buy-in, buy-out or 
longevity swap.

Reinsurers:

60%

Our expertise means that we have advised on:

of all pension scheme 
risk transfer deals, by 

value

1 in 4 of all medically 
underwritten buy-ins

of all longevity swaps, 
by value

19 risk transfer 
transactions over £100m 

33% 53%

Hymans Robertson risk transfer team “firsts”
Here are some examples of innovative transaction structures we’ve advised on:

1st to provide 
free longevity 
swap pricing

Only advisor able 
to provide 
accurate 

longevity swap 
pricing to clients 

for free. 
Reinsurers 

provide pricing 
basis feeds into 

Club Vita

Largest longevity 
swap

Advised the 
reinsurance 

company on the 
largest ever 

longevity swap

1st Direct 
longevity swap
Lead adviser on 

first ever 
longevity swap to 

directly access 
reinsurance 

market (£5bn)

1st price lock for 
sub £100m buy-in

Structured the 
first price lock for 

a buy-in of less 
than £100m, 

removing all price 
movement risk for 

our pension 
scheme client

1st MU buy-ins
 Lead adviser on 

the first 
meaningful sized 

medically 
underwritten 

buy-ins with both 
Just Retirement 
and Partnership

1st for data 
insight

Partnerships with 
leading insurers 
and reinsurers 

which share 
insight on 
pensioner 
mortality 

experience, 
critical for pricing 

all risk transfer 
transactions

Proven experience and 
unrivalled innovation 
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Proven process
You will benefit from our tried and tested 
processes, having advised on over 100 risk 
transfer deals.

Our unrivalled access to longevity risk data through 
Club Vita, and our advice to insurers and reinsurers 
mean we deliver better results for you.

We understand the best time for you to transact and 
save costs on unnecessary processes.

Hymans Robertson 
conversion rate

Average industry 
conversion rate

Average cost of 
failed buy-in

Average cost of failed 
longevity swap

90% 50% £50,000 £200,000

Is it time to 
transfer risk? 
Please get in touch with me or any of my  
colleagues featured in this report if you’d like to 
chat through options for your scheme.

James Mullins
Partner and Head of Risk Transfer Solutions
T: 0121 210 4379
E  james.mullins@hymans.co.uk  
 @jamesrmullins
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London  |  Birmingham  |  Glasgow  |  Edinburgh    T 020 7082 6000  |   www.hymans.co.uk   |   www.clubvita.co.uk

Hymans Robertson LLP (registered in England and Wales - One London Wall, London EC2Y 5EA - OC310282) is authorised and regulated by the Financial Conduct Authority and licensed by the Institute and Faculty 
of Actuaries for a range of investment business activities. A member of Abelica Global.    FTSE is a registered trade mark of London Stock Exchange plc

The information contained herein is to provide a general summary of the subject matter and should not to be construed as investment advice, and should not be considered a substitute for specific advice in relation 
to individual circumstances. Hymans Robertson LLP accepts no liability for errors or omissions.

Derivatives 
All forms of derivatives can provide significant benefits, but may involve a variety of significant risks.  Derivatives, both exchange-traded and OTC, include options, forwards, swaps, swaptions, contracts for 
difference, caps, floors, collars, combinations and variations of such transactions, and other contractual arrangements (including warrants) which may involve, or be based upon one or more of interest rates, 
currencies, securities, commodities, and other underlying interests. The specific risks presented by a particular derivative transaction depends upon the terms of that transaction and your circumstances. It is 
important you understand the nature of these risks before entering into a derivative contract.In general, however, all derivatives involve risk including (amongst others) the risk of adverse or unanticipated 
developments of a market, financial or political nature or risk of counter-party default. In addition, you may be subject to operational risks in the event that your manager(s) does not have in place appropriate legal 
documentation or internal systems and controls to monitor exposures of this nature. 

In particular, we draw your attention to the following: -

 • Small changes in the price of the underlying security can lead to a disproportionately large movement, unfavourable or favourable, in the price of the derivative.

 • Losses could exceed the amount invested. There may be a total loss of money/premium. Further, an investor may be called on to make substantial additional payments at short notice. Failure to do so in the time 
required can result in additional loss.

 • The right to subscribe is invariably time limited; if such a right is not exercised within the pre-determined timescale, the derivative may be rendered worthless.

 • Not all derivatives are liquid (that is, they may be difficult or, at times, impossible to value or sell). You may incur substantial costs if you wish to close out your position. OTC derivatives in particular can introduce 
significant liquidity risk and other risk factors of a complex character.

 • OTC derivatives may result in exposure to the creditworthiness of the derivative counter-party.

 • Derivatives used as part of ‘protection’ strategies may still expose the investor to an unavoidable difference between the underlying asset (or other interest) and the protection offered by the derivative.

This communication has been compiled by Hymans Robertson LLP, and is based upon their understanding of events as at July 2017 and therefore may be subject to change. This publication is designed to be a 
general summary of a the risk transfer and bulk annuity market and is not specific to the circumstances of any particular employer or pension scheme. The information contained herein is not to be construed as 
advice and should not be considered a substitute for specific advice in relation to individual circumstances. Where the subject of this note refers to legal matters please note that Hymans Robertson LLP is not 
qualified to give legal advice therefore we recommend that you seek legal advice. Hymans Robertson LLP accepts no liability for errors or omissions.  Your Hymans Robertson LLP consultant will be pleased to discuss 
any issue in greater detail.

© Hymans Robertson LLP. Hymans Robertson uses FSC approved paper. 


