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Buy-in and buy-out market remains
buoyant amidst the pandemic

% by
A |

Charlie Finch

Partner

At the start of the year we predicted buy-in and
buy-out volumes would reach around £25bn

in 2020. Total buy-in and buy-out volumes
announced so far in 2020 have now exceeded
£15bn, with the market on track to top £25bn
making 2020 the second busiest year ever

after 2019. Unlike many industries activity in

the market has remained strong throughout the
pandemic, with all eight insurers writing business
over H12020.

Indeed, the Covid-19 crisis gave rise to
favourable insurer pricing for schemes who
could be nimble and move quickly. We helped
a range of schemes take advantage of pricing
opportunities fuelled by Covid-19 to secure
benefits in full ahead of plan including a deal
for nearly £930m with Littlewoods and a £610m
deal for the Marathon scheme sponsored

by RockRose Energy. Seasoned buyers also
completed opportunistic follow-on transactions
such as the ICI Pension Fund who added £70m
to their existing nearly £9bn of buy-ins through
their umbrella contracts, a record 17th buy-in
transaction.

Imogen Cothay
Partner

Going into the end of the year, pricing remains at
historically attractive levels and is now similar to
that seen in 2019, when a record £44bn of buy-
ins and buy-outs were completed.

One key difference between 2020 and

2019 is that fewer £1bn plus transactions

have completed this year. This has created
opportunities for mid-sized schemes, with 22
transactions between £100m and £500m in

the first half of the year - double the number
completed in the first half of 2019 - despite total
H1 volumes being lower this year.

With most insurers still having appetite for
transactions this year, and the wider financial
markets remaining unsettled, we anticipate

a buoyant final quarter, particularly if market
volatility creates pricing opportunities for those
schemes that can be nimble.
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H1 2020: Fact and figures

Buy-in and buy-out volumes reached £12.6bn in H1 2020, the second-highest H1 total ever
behind 2019 (£17.6bn) and a 50% increase on H1 2018 (£7.8bn).

® £2.8bn liabilities insured by Co-operative Group over four @\
Fewer £1bn+ transactions create TR e e)
opportunities for smaller schemes

® Three longevity swaps including £10bn by Lloyds Banking I:>
Group, the second-largest UK longevity swap ever. Q_.

. . ® Two longevity swaps converted to buy-ins by MNOPF 8
Buy-in and buy-out volumes over time (£1.6bn) and LV= (E800m). —
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Buy-ins and buy-outs in the UK: insurer breakdown

Buy-in and buy-out volumes

2019 H1 2020
£0.1bn

£0.4bn

1% £0.5bn
o
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£3.1bn

24% £3.2bn

25%

m PIC m Legal & General m Aviva m Phoenix Life
m Rothesay Life m JUST m Scottish Widows m Canada Life

Source: Insurance company data to H1 2020 and public announcements

H1 2020 was dominated by three insurers who between them wrote 78%
of total volumes. These were Pension Insurance Corporation (PIC), Legal
& General (L&G) and Aviva. Whilst L&G and PIC’s volumes were nearly
50% lower than their record H1 levels last year, Aviva’s volumes more than
doubled from £1.3bn in H1 2019 to £3.1bn in H1 2020.

LCP’s credentials in 2020 to date

e LCP has been lead adviser on 25 transactions totalling over £6bn.

e LCP has been lead adviser on c30% of transactions between £10m and
£100m and c30% of those over £100m.

Largest buy-ins and buy-outs to date in 2020

Company T Insurer rantaction  D3te “adviser
Undisclosed 690 L&G Full buy-in Jan-20 v
Co-op 1,000 Aviva Pensioner buy-in Jan-20
Co-op 1,035 PIC Pensioner buy-in Jan-20
Undisclosed 250 Aviva Full buy-out Jan-20 v
Xylem 255 Rothesay Full buy-in Jan-20
Life
MNOPF 1,590 PIC Pensioner buy-in Feb-20
General Healthcare 150 Aviva Full buy-in Mar-20 v
Leonardo Electronics 160 JUST Pensioner buy-in Mar-20
Undisclosed 415 Scottish Pensioner buy-in Mar-20
Widows
Co-op 410 PIC Pensioner buy-in Apr-20
Co-op 340 Aviva Pensioner buy-in Apr-20
3i Group 650 L&G Full buy-in May-20
Lv= 800 Phoenix Pensioner buy-in May-20
Life
Undisclosed 280 PIC Partial buyout May-20
Undisclosed 485 L&G Pensioner buy-in Jun-20 v
IPC Media 290 Rothesay Pensioner buy-in Jun-20
Life
Countrywide Farmers 100 L&G PPF+ buy-out Jun-20 v
Undisclosed 520 L&G Full buy-in Jun-20
H2 announced to date
Littlewoods 930 Rothesay Full buy-in Jul-20 v
Life
RockRose Energy 610 Rothesay Full buy-in Jul-20 v
Life
Hitachi UK 275 L&G Full buy-in Aug-20
Siemens 530 L&G Pensioner buy-in Aug-20
Smiths Group 140 Aviva Pensioner buy-in Sep-20

Source: Insurance company data to H1 2020 and public announcements. The table includes all announced transactions above

£100m and unnamed transactions over £250m.
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Aprilto July 2020: a period of exceptional pricing

Pricing has been attractive to date throughout 2020, but was particularly so from late March on the back of the market shock caused by the Covid-19 crisis. For those
schemes who could be nimble and move quickly there were opportunities to lock into some of the most attractive pricing seen since the 2008 banking crisis. Even
though pricing started to fall back in May, as investment markets settled, those schemes executing in June and July were still able to benefit from the favourable pricing
by having “locked-in” pricing through price-lock mechanisms.

The chart below shows all publicly announced transactions over £100m that completed over the period from March to September.

Transactions led by LCP: O

Leonado oy [ oo | [T Mhoamone | semens At LCP, we are proud to have
c160m £410m | £650m gggf;s £610m £530m helped so many schemes
Co-op LV= IPC media Littlewoods Hitachi SGT::: ldentl,f.y prZClng Opportunltles
£150m £340m £800m | £260m £930m £275m 140m and transact in theperiod
from April to July

Note: Four additional transactions were completed in the April to July period which have not been publicly announced. Of these, LCP was lead adviser on
one of them.

How RockRose Energy took advantage ofattractivepricing to this work was largely complete and the scheme was in a great position to
close the oa toﬁ,lll insurance capture the attractive pricing opportunity when it arose. A joint Trustee and
gap Company working group was formed to manage the process, so that all key
LCP was appointed in 2019 to help RockRose Energy plc manage the pension stakeholders could ensure their objectives were being met and time-critical
arrangements accompanying the purchase of the Marathon Qil UK business. decisions could be made swiftly.
Following a period of successful asset de-risking, in July 2019 the Trustees and
RockRose Energy agreed a plan to target full insurance over the next few years.
In March 2020, LCP pro-actively advised RockRose Energy that there was a
potential opportunity to fully secure the scheme ahead of schedule due to pricing
improvements arising from market movements due to the Covid-19 crisis, and
collectively agreed with the Trustees to go to market early rather than the date
originally planned.

LCP ran an insurer tender process securing an attractive price from Rothesay

Life that benefited from the favourable market conditions and resulted in lower
cash contributions for RockRose than previously expected. As part of this

LCP negotiated a price-lock that, following some limited asset restructuring,
stabilised this reduced cash cost. This was important to give certainty amidst
turbulent economic conditions and avoid the funding position deteriorating whilst
contractual terms were being agreed.

RockRose and the Trustees had already progressed preparatory steps, such as
data cleansing and the agreement of a benefit specification with full legal review,
as part of the plan to ensure the scheme was “buy-out ready”. So by early 2020

RockRose and the Trustees completed the £610m full buy-in with Rothesay
Life in July 2020, fully securing all members’ benefits and benefiting from the
particularly attractive pricing over this period.
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A continuing trend for converting longevity
swaps to buy-ins

Evolving longevity swap market

We are Seeing a Continuing trend in pension schemes that have entered " @ Longevity swaps @ Longevity swaps which have subsequently been converted to a buy-in
into longevity swaps in the past, converting these longevity swaps into buy-ins. §“ 7

Since the conversion of the British Airways longevity swap in 2018, others have w8

followed suit, including the pension schemes of SSE, Allied Irish Bank and Rolls g 5

Royce. One in five of all publicly announced longevity swaps have now been >,

converted into buy-ins. T; 5

We anticipate that this trend to convert longevity swaps into buy-ins is set E 2

to continue. As schemes mature and reduce risk in their investment strategy E !

the economics for moving the longevity swap into a buy-in look increasingly

attractive, particularly with buy-in pricing at current attractive levels. o 2009 2010 201 2012 2013 2014 2015 2016 2017 2018 2019 2020

*Three longevity swaps were completed in 2009 for the same pension plan - we have grouped these as one transaction

How LV= converted their longevity swap into a £800m buy-in with Phoenix Life

LCP advised the LV= Employee Pension Scheme on the transaction, improving the security of members’ benefits whilst reducing capital volatility for its insurance company
sponsor, LV=.

The background

e The Trustee had entered into a longevity swap in 2012 with ReAssure. This was then reinsured onwards within the Swiss Re group.

*  Over the following years, the asset strategy was de-risked as the funding level improved. While this de-risking strategy increasingly stabilised the funding level, it also meant:
- The annual risk fee for the longevity swap became more significant when compared with the lower returns expected to be earned on the Scheme’s de-risked assets; and
- Increased volatility in the IAS19 surplus. This in turn led to increased volatility in the capital surplus that LV= reports as a regulated financial institution.

* LCP identified that converting the longevity swap into a buy-in (and making the associated transfer of low risk assets to an insurer) would address both these issues.

LCP’s approach: Strong focus on solution design and process management to optimise the outcome

. LCP worked with LV='s capital efficiency team and the Trustee’s investment advisers to determine the size and profile of buy-in that could be accommodated within the
Scheme’s wider investment strategy, whilst optimising capital efficiency for LV=, avoiding a funding strain and enhancing member security.

. LCP designed a bespoke insurer tender process to maximise insurer engagement (and therefore competition) and efficiency for the transfer of the longevity swap.

. LCP negotiated a robust price lock mechanism and asset transition programme with the insurers, designed to weather the market volatility caused by the outbreak of
Covid-19 in Spring 2020. In doing so, the Scheme saved £ millions in transaction costs associated with bespoke derivative contracts and assets held by the Scheme.

The outcome

. The competitive pricing achieved and efficiency of the asset transition, led to an improvement in funding, ongoing risk management and overall security of members’ benefits.
. For LV=, the conversion reduced capital volatility, significantly improving the stability and quality of LV="s overall capital surplus.

. The conversion of the longevity swap took the Scheme a further significant step forward in its de-risking journey.
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Our latest de-risking content

Annual Pensions Conference

Politics, Pandemics & Pensions:
Moving forwards with 2020 hindsight

Tuesday 1 December - 9:30am
+ Learn more and register here

Journey Planning JJI

Chart your own course

Before starting on a journey, it is essential

to know where you want to go. This report
helps trustees to frame their
decisions to reach your T Chartyour

own course

destination.

+ L earn more here

Leading the way

Whether it’s a route to buy-out, a superfund or
an efficient low-reliance approach, we explore
how corporate sponsors can lead the way.

+ L earn more here

-

-~
- 3
=

Leading the way_l

- —

Our investment thinking — J
LCP Vista - Autumn 2020

Our latest edition of Vista features hand-picked
articles from our investment experts covering a
range of themes across strategy, asset classes
and other issues that we’re thinking about.
Read now

Selected LCP transactions in
2020

+ RockRose Energy - £610m full buy-in

o)

+

+ Littlewoods - £930m full buy-in

+ Countrywide Farmers - £100m PPF+ buy-out

+ V= - £800m pensioner buy-in

+ ICl - £70m pensioner buy-in

In case you missed it:

Finding certainty in uncertain
times

Read our latest annual

de-risking report here

Charting mortality trends -
signposts for an uncertain
journey

Read our longevity report

here

Webinars:

+ Superfunds - latest developments
Wednesday 21 October 2020 - 2pm

Reqgister here

+ Opportunities for schemes looking to do
buy-ins and buy-outs of under £200m

Watch now
+ Pensions de-risking: Finding certainty in

uncertain times

Watch now
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https://www.lcp.uk.com/events/2020/12/annual-pensions-conference-2020/
https://lcpuk.foleon.com/vista/lcp-vista-autumn-2020/home/
https://insight.lcp.uk.com/acton/formfd/20628/0124:d-0002
https://insight.lcp.uk.com/acton/formfd/20628/0124:d-0002
https://insight.lcp.uk.com/acton/formfd/20628/0121:d-0002
https://insight.lcp.uk.com/acton/formfd/20628/0121:d-0002
https://event.on24.com/wcc/r/2692556/EFD8B3ABF9F74CD198C4D7465B15795D
https://event.on24.com/wcc/r/2462723/03719DB48DEAFF1417D31B670CF87EF7
https://event.on24.com/wcc/r/2501568/D0F66CD52D6E81B9567BC0086B876F09
https://www.lcp.uk.com/pensions-benefits/publications/chart-your-own-course-2020-your-scheme-your-journey/
https://www.lcp.uk.com/pensions-benefits/publications/leading-the-way-2020-corporate-journey-planning/
https://www.lcp.uk.com/media-centre/2020/09/lcp-advises-on-610m-full-buy-in-between-marathon-service-gb-limited-pensions-and-life-assurance-scheme-and-rothesay-life/
https://www.lcp.uk.com/media-centre/2020/08/lcp-advises-on-bulk-annuity-deal-of-just-under-930m-between-littlewoods-pensions-scheme-and-rothesay-life/
https://www.lcp.uk.com/media-centre/2020/07/lcp-advises-on-100-million-bulk-annuity-deal-between-countrywide-farmers-retirement-benefits-scheme-and-legal-general/
https://www.lcp.uk.com/media-centre/2020/07/lcp-advises-on-lv-employee-pension-scheme-longevity-swap-conversion-into-800m-buy-in-with-phoenix-life/
https://www.lcp.uk.com/media-centre/2020/08/lcp-advises-on-legal-general-70-million-buy-in-transaction-with-the-ici-pension-fund/
https://indd.adobe.com/view/1a49e1fe-15a2-4217-9745-ead06be16c65
https://indd.adobe.com/view/df69be91-1d40-4e9a-a059-bcc87ac8b5c2
https://lcpuk.foleon.com/vista/lcp-vista-autumn-2020/home/
https://insight.lcp.uk.com/acton/attachment/20628/f-bedc6558-0221-4c84-9bf3-4c2549a2be15/1/-/-/-/-/De-risking Report 2020.pdf
https://insight.lcp.uk.com/acton/attachment/20628/f-533f1cab-0377-4074-8b00-84a7e44913e8/1/-/-/-/-/LCP Longevity Report 2020.pdf

Contact us

For further information please contact our team.

Charlie Finch
Partner

charlie.finch@Ilcp.uk.com
+44 (0)20 7432 0625

Imogen Cothay
Partner

imogen.cothay@lcp.uk.com
+44 (0)20 7432 0653

Emma Colpus
Consultant

emma.colpus@lcp.uk.com
+44 (0)20 7432 7776
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Weve been lead
adviser on40%
of all buy-ins and

buy-outs over
£500m since 2014.

LCP s a firm of financial, actuarial and business consultants, specialising in the areas of pensions,

investment, insurance and business analytics.

Lane Clark & Peacock LLP Lane Clark & Peacock LLP Lane Clark & Peacock

London, UK Winchester, UK Ireland Limited
Tel: +44 (0)20 7439 2266 Tel: +44 (0)1962 870060 ~ Dublin, Ireland
enquiries@lcp.uk.com enquiries@lcp.uk.com Tel: +353 (0)1 614 43 93

enquiries@lcpireland.com

All rights to this document are reserved to Lane Clark & Peacock LLP (“LCP”). This document may be reproduced in whole or in part, provided prominent acknowledgement of the source is given.
We accept no liability to anyone to whom this document has been provided (with or without our consent). Lane Clark & Peacock LLP is a limited liability partnership registered in England and Wales

Lane Clark & Peacock
Netherlands B.V.

Utrecht, Netherlands
Tel: +31 (0)30 256 76 30
info@lcpnl.com
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with registered number OC301436. LCP is a registered trademark in the UK (Regd. TM No 2315442) and in the EU (Regd. TM No 002935583). All partners are members of Lane Clark & Peacock LLP.
A list of members’ names is available for inspection at 95 Wigmore Street, London W1U 1DQ, the firm’s principal place of business and registered office. The firm is regulated by the Institute and

Faculty of Actuaries in respect of a range of investment business activities. The firm is not authorised under the Financial Services and Markets Act 2000 but we are able in certain circumstances to

C De-risking Adviser
offer a limited range of investment services to clients because we are licensed by the Institute and Faculty of Actuaries. We can provide these investment services if they are an incidental part of the L Buy-ins, buy-outs and longevity swaps

professional services we have been engaged to provide.

© Lane Clark & Peacock LLP 2020


https://www.lcp.uk.com/our-experts/c/charlie-finch/
https://twitter.com/LCP_Actuaries
https://insight.lcp.uk.com/acton/attachment/20628/f-04a1/1/-/-/-/-/Our%20Credentials.pdf
https://www.linkedin.com/company/lane-clark-&-peacock-llp
https://www.lcp.uk.com/our-experts/i/imogen-cothay/
https://www.lcp.uk.com/our-experts/e/emma-colpus/

	_GoBack

