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PIC - overview 

■ PIC is a UK insurer, authorised by the PRA and regulated 

by the PRA and FCA 

‣ 106 employees, all based in one office in London(1) 

■ Founded in 2006, PIC has established itself as one of the 

leaders in the growing UK wholesale pension insurance 

sector 

‣ Acquires UK defined benefit pension plan assets and 

liabilities 

‣ Aims to delivers excellent client service for trustees and 

policyholders 

■ PIC is focused solely on the UK wholesale pension 

insurance sector (“Bulk Annuities”) 

‣ No legacy business lines or product exposures 

‣ Deploys capital only if it meets internal economic criteria 

‣ Conservative investment portfolio with ALM focus 

‣ Efficient operating model with substantial scale economies 

‣ Fit-for-purpose IT and specialised processes 

‣ Hedging of interest, inflation and currency risks and 

reinsurance of majority of longevity risk 
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PIC at a Glance 

■ Key FY2014 statistics (Q3 2014) 

 £11.9 Bn of financial investments 

 £1.4 Bn of embedded value (EV) 

 £1.1 Bn IFRS net asset value (NAV) 

 c102,000 policyholders 

• Some of PIC’s customers 

 

 

 

• Industry recognition 

Notes 

1. As of December 2014; excluding part-time employees and board members 
Source  Company data 
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What is a buy-in or a buyout and why do them? 
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Insurance – it’s about risk transfer 

Risk is that the cost 

 is more than 

expected 

Risk is that the 

benefits paid are 

less than expected                          

Plan Sponsor 

(Shareholders, 

bondholders,  

employees & 

creditors) 

Plan Member            
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Pension risks and factors affecting them 
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What is a pension insurance buy-in? 

In summary: 

■Trustee buys insurance policy 

■An investment decision by the trustee 

■A perfectly matching investment for the liabilities that are 

insured 

■Removal of all longevity, interest rate and inflation risk 

■A step on the way to fully insuring all liabilities 

■A transaction that is usually, but not necessarily, focused 

on pensioner liabilities 

A Insurer 

 

Insurance Policy 

Member 

Pension Scheme  

Assets Liabilities 
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What is a pension insurance buyout? 

In summary: 

■Member receives individual insurance policy in place of pension scheme promise 

■ A full and definitive settlement of the liabilities insured 

■ A transfer of the scheme member’s promise from the pension scheme to the insurer 

■ The removal of the pension liabilities from the scheme and the employer’s financial reports 

■ Allows the pension scheme to be wound up 

 

A Pension Scheme  

Assets Liabilities 

Insurer 

 

Individual 

Insurance 

Policy 

Policyholder Member 
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What is longevity swap? 

■ Similar to interest rate or inflation swaps 

■ Pension scheme agrees to fix longevity assumptions with an insurer and makes fixed payments 

based on those assumptions to the insurer  

■ The insurer meets the actual payments, whatever the longevity turns out to be 

Pension Scheme Insurer 

Expected Pension Payments 
(“Fixed Leg”) 

Actual Pension Payments 
(“Variable Leg”) 

Time

Pension Scheme Receives

Actual Pension Payments

Longevity

Improvements

Time

Pension Scheme Receives

Actual Pension Payments

Longevity

Improvements

Time

Pension Scheme Receives

Actual Pension Payments

Longevity

Improvements

Time

Pension Scheme Pays

Expected Pension Payments (incl. Fee)

Time

Pension Scheme Pays

Expected Pension Payments (incl. Fee)
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Drivers behind 3 products 

Full buyout Pensioner buy-in Longevity swap 

 All scheme liabilities 

transferred to insurer 

 Scheme wound-up 
 

Comment:  

 Scheme assets often 

not sufficient  

 May require extra 

funding from sponsor 

 

 

 

 

 

 Pensioners in-payment 

liabilities only transferred 

 Scheme remains 

 

Comment: 

 More common 

 Less likely to require 

funding from sponsor 

 Only removes 

pensioner liabilities not 

deferreds or actives 

 

 

 

 

 

 

 Pensioner in-payment 

liabilities only 

 Represents about 10% 

of risk 

 Large schemes only 

 

Comment: 

 Fewer transactions 

completed 

 Only covers longevity 

risk 
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What pricing factors have driven market interest in   

2012, 2013 and 2014? 

■Depressed equity market 

■Lower yields on gilts 

■But wide corporate bond spreads 

■Mismatch leads to worse funding 

 

■Equity market pick up 

■Higher yields on gilts 

■Mismatch leads to better funding 

■Schemes moving closer to buyout 

 

■Rates reduced 

■Traction with large funds 

■Spread narrowing then widening 

Buy-in interest in 2012 

Buyout interest in 2013 
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Buy-in interest in 2014 



Why insure through a buy-in or buyout? 

Sponsor perspective Trustee perspective 

■ Buyout and buy-in 

‣ Risk relating to asset and liability volatility removed 

‣ Demographic and longevity risks passed to insurer 

‣ Removal of one sided option risk for employer 

‣ Risks of future changes to insurance pricing methods 

removed 

‣ Frees up management time to focus on core business 

‣ Pension Protection Fund (PPF) levies no longer 

payable (buyout and full buy-in only) 

 

■ Buyout 

‣ The expenses of running a pension scheme are 

removed 

‣ Risk of increased and unknown costs removed 

‣ Accounting changes & increasing disclosure obligations 

no longer a burden on the company 

‣ Risk of changes in pensions legislation removed 

‣ No restrictions on corporate activity due to pension 

liabilities 

 

■ Buyout and buy-in 

‣ Asset and liability risks all passed to the insurer which 

has stringent reserving and capital requirements to 

allow it to manage these risks 

‣ Remove reliance on the corporate covenant 

‣ Deals now with the issue of increasing scheme maturity 

causing liability to surpass investment returns 

‣ Increased security of members benefits 

‣ Provides members with the protection of an insurer 

supported by the Financial Services Compensation 

Scheme (FSCS) as opposed to the PPF 

 

■ Buyout 

‣ A full and definitive settlement of their duties as trustees 

to scheme members 

‣ Access to the economies of scale available to an 

insurer 
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Preparing for and completing a transaction 

Trustee education, 

consider objectives, 

sponsor input, 

identify any 

constraints, data 

cleaning 

Obtain indicative 

pricing; decide 

whether to proceed 

in principle subject 

to indicative pricing 

being borne out 

Commission full 

costings; provide 

detailed data and 

benefit 

specifications to 

insurer(s) 

Quotation(s) 

provided 

Reconfirm decision 

to proceed; insurer 

chosen 

6-8 weeks  

Preferred insurer 

chosen. 

Pricing basis 

guaranteed. Moves 

with market 

conditions 

 

Policy document 

agreed/ signed 

Asset transfer 

arrangements 

agreed 

 

Cash/Assets 

transferred. 

 

Insurer on risk 

 

Data corrections 

 

 

   Individual policies 

issued (if a buyout) 

Scheme wind-up 

 

Or for a buy-in, 

moves to business 

as usual 

2-5 days 

 

Data verification 

6-12 months  

 
Insurer start day 

 
Transaction 

ends 

 

3-6 weeks 

 
May obtain independent confirmatory financial assessment 

of the chosen insurer in parallel with contracting 

 

Often 6-12 months but can be done much quicker 
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What drives insurer pricing? 



What drives insurance pricing? 

■ Insurance company must fully fund a ‘self-sufficient’ measure of liabilities at all times 

■Long term Gilt/Swap yields 

■Long term inflation rates (Gilts/swaps) 

■Long term returns on low risk assets: 

‣ Corporate bonds 

‣ Bank funding notes 

‣ Other similar 

■Longevity expectations / expected reinsurer pricing 

■View of quality and reliability of data 

■Cost of capital 

■Market anomalies 
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Risk is a factor in pricing 
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■ It is clear the AMOUNT of benefits to be paid will impact insurance pricing but RISK will 

as well 

■Pensions that have the same liability value can cost different amounts to insure: 

 

 Factor Impact Reason 

Higher Pension increases More expensive Longevity risk  

Average size of pension More expensive Longevity volatility risk 

Shorter duration Less expensive Less reinvestment risk 

Complex pension 
increases 

More expensive Unable to accurately 
hedge 
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Current Pricing – set back in gilt yields 
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Spread compression and the hunt for yield 
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How does the cost compare to the accounting liability? 
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 Investors appear to be uplifting disclosed pension liabilities by c20%  
Llewellyn Study 2014  



Market data suggests Company share values reflect higher 

pension liabilities 

■ Source: The influence of DB pensions on the market valuation of the Pension Plan Sponsor, Llewellyn Consulting, September 2014. The 

report was commissioned and financed by PIC 
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FTSE 100 companies with the largest DB pension schemes are penalised most heavily by 
the markets, even where a pension scheme is reported as being fully funded and regardless 
of the stated recovery plan 



Copyright © 2015 Pension Insurance Corporation plc. All rights reserved. 

Potential size of the market 



An enduring legacy 

Source: “Who carries the risk? Asset-allocation challenges for defined-benefit pension schemes”, Fathom Consulting, December 2014,  

co-published with PIC 

Copyright © 2015 Pension Insurance Corporation plc. All rights reserved. 

■ The vast majority of the more than 6,000 schemes monitored by the PPF are now closed, either to 

new members or to future accruals. 

■ Nevertheless, the DB pensions landscape is here for a long time to come. Even after adjusting for 

inflation, the level of cash payments made 40 years from now is likely to be just as high as it is today. 



Schemes funded to 75%+ of Buyout in 2013 Vs 2014 
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Schemes funded to 75%+ 

of buyout in 2013 

Small Medium Large Very Large Total 

Size ( #members) 100 - 999 1,000 – 

4,999 

5,000 – 

9,999 

10,000+ 

Approx. average liability £60m £350m £1,150m £5,500m £450m 

Estimated number of 

schemes 

342 83 25 27 478 

Estimated total liability £21bn £29bn £29bn £149bn £228bn 

Source: Pension Regulator’s ‘DB Pensions Universe Risk Profile 2013 & 2014’ (The Purple Book) and PIC calculations                                                                                                                                                                                                                                                                       

Schemes funded to 75%+ 

of buyout in 2014 

Small Medium Large Very Large Total 

Size ( #members) 100 - 999 1,000 – 

4,999 

5,000 – 

9,999 

10,000+ 

Approx. average liability £60m £330m £1,090m £5,120m £430m 

Estimated number of 

schemes 

643 171 53 56 923 

Estimated total liability £37bn £56bn £58bn £286bn £473bn 



 Since 2006 the proportion of pension plan assets held in equities has broadly halved and the proportion 

held in gilts, bonds and other matching assets has almost doubled. 

 The transition of these fixed interest portfolios to a buy-in is seen as a logical next step for many 

pension plans (eg Total and ICI) 

 

 

 

 

 

 

 

 

Potential for buy-ins: c45% of pension plan assets are now held 

in fixed income securities 
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c£500bn of gilts and fixed income 
assets held – Transition of these to 

annuities a logical next step for many 
pension plans 

Asset Allocation of UK Pension Plans 



How much of the £1.8trn market might be in a position 

to transact in the next 5 years? 

• £228bn of liabilities were funded to 75% or better in 
2013 – A portion of these may transact 

Full buyouts 

• C£500bn of assets held in Gilts and fixed income, a 
portion of these may be used for buy-ins  

 

Buy-ins 

• These could deliver a regular flow of buyouts 

PPF and M&A 

 Oliver Wyman:  

 
“Bulk 

annuities….expected 
sales of £100bn over 

the next 5 years” 
 

LCP: 
 

“Volumes in excess of 
£10bn per annum will 
be the “new normal”” 

 
L&G: 

 
“Volume insured in next 
5 years could double to 

£100bn” 

 

Source: Pension Regulator’s ‘DB Pensions Universe Risk Profile 2013’ (The Purple Book) and PIC calculations                                                                                                                                                                                                                                                                       

Copyright © 2015 Pension Insurance Corporation plc. All rights reserved. 



OBR projections have a positive message for trustees 
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Source: “Who carries the risk? Asset-allocation challenges for defined-benefit pension schemes”, Fathom Consulting, December 2014 

■ With yields projected to rise under the OBR projections liabilities fall sharply. 

■ The consequence is that the DB sector becomes fully funded in aggregate by the end of the decade. 

■ The proportion of schemes that reach a buyout level of funding – ‘winners’ as we refer to them – climbs sharply in the 

early stages of the simulation. There are very few ‘losers’. Good news for the PPF. 

■Key question is whether the OBR projections will be borne out.  Continued 

financial  repression will not be as rosy! 



The pension insurance buy-in/ buyout sector 

UK pension risk transfer transacted since 2004 

Source: PIC analysis, LCP buyout report 2010, LCP and Hymans Robertson buyout reports 2009, 2010, 2011, 2012  

and 2013 & 2014  

Companies that have transacted 
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Competitive landscape 



0.2% 

26% 

10.5% 

15.5% 

5% 

Share of buy-in/ buyout sector by volume 

Source: Hymans Robertson and LCP buyout reports  

* Others referrs to Paternoster, Aegon, AIG and Partnership 

29 
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Others* 

29% 
9% 

1.8% 

3% 

Share of buy-in/ buyout sector Q2 2008 – H1 2014 

 Total £38.3bn 



2014 - Sector activity 
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Key Highlights: 

• The market reached nearly £7bn in the 

first six months of 2014 – A record. 

• Two largest transactions to date 

completed (ICI - £3.6bn and Total £1.6bn). 

• March Budget  

• Met Life UK acquired by Rothesay. 

• Narrowing credit spreads across all asset 

classes is making affordable pricing more 

challenging. 

• Emergence of super large longevity 

transactions (BT - £16bn, Aviva £5bn). 

• As  the detail of solvency II requirements 

get clarified pricing of different types of 

transaction may be adjusted 

 
Source – LCP information.  



Implications of 2014 UK Budget for Bulk Annuities 

• The Budget announcement 

is directed at annuitisation 

of pension savings 

accumulated in defined 

contribution (“DC”) pension 

plans 

• The Government is currently 

consulting on extending 

these rules to members of 

defined benefit (“DB”) plans 

• Expectation, however, is that 

the Government is less 

inclined to avoid extending 

DC flexibility to DB and to 

remove the ability to transfer 

from DB to DC 

− Options being consulted on 

are include allowing 

transfers to DC but not 

allowing such transfer to be 

taken as cash (i.e. the pre-

Budget position), capping 

amounts that can be 

transferred to DC and 

allowing transfers subject to 

trustee approval 

 

 

Background to Announcement 

“Going forward, we expect our 

increased focus on mid-size bulk 

purchase annuity transactions to 

partially mitigate the impact of the 

Budget proposals.”  

Aviva, March 2014 
 

“Less than a week after chancellor 

George Osborne unveiled [the annuity 

reform], Legal & General and 

Prudential have agreed to insure 

£3.6bn worth of defined-benefit pension 

liabilities of ICI.” 

FT, March 2014 

“We are confident that the level of 

activity across the [bulk purchase 

annuity] market is going to increase”  

Prudential, March 2013 
 

Background to announcement 
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■ New business volumes may go 

up over time, but full buyouts 

may slow in the short term. 

■ If more deferreds elect to 

transfer (on appropriate terms) 

due to increased flexibility for 

DC, this may lead to increased 

pension plan funding levels, 

positively increasing number of 

plans able to go to buy-out. 

■ Mix of business will shift to more 

pensioners. 

■ Possible new entrants to the 

bulk annuity sector of Insurers 

who have lost individual annuity 

sales. 

■ Already seen some very 

competitive pricing in h2 2014 

 

Potential outcome for the sector Broader sector commentary 

■ The 2014 Budget 

announcement was 

directed at annuitisation of 

pension savings 

accumulated in defined 

contribution (“DC”) 

pension plans 

■ The Government has 

consulted on extending 

these rules to members of 

defined benefit (“DB”) 

plans 

■ The outcome of the 

consultation was to keep 

the current rules ie DB to 

DC transfers continue to 

be possible 
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What does all this mean for a scheme member? 



What does this mean for a scheme member? 

■Benefits paid 

‣ Buy-in – no change 

‣ Buyout – discretions crystallised (Key trustee action). Opportunity to fully check the 

data and insurer obliged to seek to find missing members 

■Security 

‣ Buy-in – should be enhanced through Insurance capital, regulatory regime and FSCS 

protection 

‣ Buyout – should be enhanced through Insurance capital, regulatory regime and FSCS 

protection, but link to employer covenant is cut. 

■Communication 

‣ Buy-in – limited as insured members are still pension scheme members 

‣ Buyout – members become insurance policyholders – careful communication needed 

about the change alongside the policy documents 

■  Insurers have an obligation to treat customers fairly (TCF) 

■  It is in the interests of an insurance company to track down members 
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Contact 

Pension Insurance Corporation 

14 Cornhill 

London EC3V 3ND 

Telephone: +44 (0)20 7105 2000 

Fax: +44 (0)20 7105 2001 

Email: enquiries@pensioncorporation.com 

 

www.pensioncorporation.com 
. 
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This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained 

in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information 

contained in this publication, and, to the extent permitted by law, Pension Corporation, its members, employees and agents do not accept or assume any liability, responsibility or 

duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it. 

  

'Pension Corporation' refers to Pension Insurance Corporation plc  and its affiliated entities. Pension Insurance Corporation is authorised by the Prudential Regulation Authority and 

regulated by the Financial Conduct Authority and Prudential Regulation Authority FRN 454345. 34 

David is a qualified actuary and is responsible for business development, pricing and management 

of insurance transactions. David has over 25 years of experience in pensions and insurance and 

has lead a significant number of successful insurance transactions, including the recent £1.6bn 

Total pensioner buy-in, the record breaking £1.5bn EMI all risks buyout, the £1.1bn Thorn buyout 

and the £450m Delta pensioner buyout. Prior to joining PIC David was Global Head of M&A 

services at Watson Wyatt.  Email: collinson@pensioncorporation.com  

mailto:enquiries@pensioncorporation.com
http://www.pensioncorporation.com
mailto:collinson@pensioncorporation.com

