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Buy-ins, buy-outs and longevity swaps
Now in its tenth year, this is LCP's annual report on the market for buy-ins, 

buy-outs and longevity swaps. It is designed to help finance directors, trustees 

and other senior decision-makers understand opportunities available to them 

for transferring the risks associated with defined benefit pension plans.

LCP is proud to have won 8 out of 9 pensions industry de-risking adviser awards 
since 2011, recognising how we lead the market in helping our clients to plan, 
negotiate and execute successful de-risking transactions.

LEAD ADVISER TABLE  

Number of buy-in/buy-outs over £100m

2012 2013 2014 2015 2016* Total

LCP 5 3 12 6 9 35

Mercer 2 4 4 5 1 16

Aon Hewitt 2 1 2 3 3 11

KPMG 2 1 1 1 0 5

Willis Towers Watson 3 1 0 0 0 4

PWC 0 1 0 1 0 2

Others /  
Undisclosed 0 2 2 3 1 8

Total 14 13 21 19 14 81
Source: Insurance company data. *Includes H1 2016 insurer data plus publicly disclosed transactions to end 
of November 2016.  

Learn more about how we can help you transfer your pension risk to an  
insurance company
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Welcome to LCP’s annual report on 
the buy-in, buy-out and longevity 
swap market, now in its tenth year.

It is ten years since LCP helped the Trustee of 

the Hunting Pension Scheme complete the first 

pensioner buy-in. Since then, the insurance market 

has evolved significantly and is now central to 

the de-risking of UK pension plans. On page 5 we 

have captured how the market has grown since 

2007 and listed some of the defining transactions 

each year. Late 2016 has also marked another key 

milestone as over one million people in the UK have 

now been insured through a buy-in or buy-out.

Looking back at 2016, the volatile market and 

uncertain economic conditions, fuelled by the 

world’s changing political situation, have generated 

challenges but also opportunities. For most pension 

plans, deficits have remained stubbornly high, but a 

particular bright spot has been improved pensioner 

buy-in pricing relative to the value of other low-

risk assets. Those pension plans who were ready 

to move and take advantage of these conditions 

showed that pensioner buy-ins can be transacted 

quickly with the right preparation and governance. 

You can read about how two LCP clients, the ICI 

Pension Fund and the Aggregate Industries Pension 

Plan took advantage of these conditions on page 12 

and page 20.  

 

2016 ends the year with significant momentum, 

with about £6bn of buy-ins and buy-outs written 

since the EU referendum and at least £8.5bn 

expected for the full year – insurers have now found 

their feet in a new Solvency II world.

2017, however, may be set to take the crown as the 

biggest year yet as the insurers report the recent 

surge in activity continuing into 2017 and more 

pension plans make the strategic decision to use 

insurance to help them reduce risk.

Clive Wellsteed
Partner &  
Head of Practice
LCP
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EMI
£1.5bn full buy-out

ICI Pension Fund 
£3.9bn across three buy-ins
BT
£16bn longevity swap

Philips Pension Fund 
£2.4bn full buy-out
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How has the de-risking market evolved?

2007

2016

2015

2014

2013

2012

2011

2010

2009

2008

Buy-in/buy-out premiums (£bn)

Longevity swaps (£bn)Rothesay Life

Pension Insurance 
Corporation (PIC)

Other

Paternoster

Scottish Widows

Just Retirement/
Partnership

Legal & General

Aviva

Prudential
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Defining transactions

Cable & Wireless
£1bn pensioner buy-in
Thorn
£1.1bn full buy-out

Source: Insurance company data. *Includes H1 2016 insurer data plus publicly disclosed transactions to end of November 2016.  
We expect total buy-in and buy-out volumes for 2016 to exceed £8.5bn.

Babcock International
£1.1bn of longevity swaps 

First longevity swap

Hunting PLC
£110m pensioner buy-in 

First pensioner buy-in

GSK
£900m pensioner buy-in

Turner & Newall
£1.1bn PPF+ buy-out
Uniq
£830m PPF+ buy-out

ICI Pension Fund
£2.7bn across five buy-ins
Rolls-Royce
£1.1bn full buy-out

MNOPF
£680m full buy-out

Insurer activity – buy-in and buy-out volumes

£0bn £2bn £4bn £6bn £8bn £10bn £12bn
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A busy end to 2016 as insurers find 
their feet after the introduction of 
Solvency II

 See page 8

The pensions de-risking market 10 years on
The market for buy-ins, buy-outs and longevity swaps has evolved significantly 
since a host of new insurers joined the market alongside Prudential and Legal & 
General ten years ago and the first pensioner buy-in completed in January 2007

1m 1 million individuals have had their 

defined benefit pension insured 

with an insurance company 

through a buy-in or buy-out

£130bn

£8.5bn+

 See page 5

Nearly £130bn of liabilities have 

been insured since 2007, with £70bn 

through buy-ins and buy-outs and 

nearly £60bn through longevity swaps 

Buy-in and buy-out volumes for 

2016 (2015: £12.3bn)

£9bn Insurer back-book 

transactions (Aegon)

£1.6bn Longevity swap volumes to date in 

2016 (2015: £9.4bn)

6 LCP pensions de-risking 2016

2016 report at a glance

Key findings at a glance

The market has accelerated in the second 
half of 2016, following the bedding down 
of Solvency II, with over £17bn of insurer 
capacity set to be deployed across buy-ins, 
buy-outs and insurer back-books in 2016

Insurer rationalisation 
There are currently seven insurers in the market positioned to write business 
competitively under Solvency II, compared to nine at the end of 2015

 § Just Retirement and Partnership merged in April 2016 to form JRP Group which now targets 

both conventional and medically underwritten buy-ins

 § Prudential has withdrawn from the bulk annuity market citing onerous capital requirements 

under Solvency II – in contrast to most other insurers who continue to have significant appetite

 § 2016 has been dominated by strong competition between Aviva, JRP Group, Legal & General, 

Pension Insurance Corporation and Scottish Widows, while Rothesay Life was focused on its  

back-book transaction with Aegon and Canada Life had a quiet year

 See page 8

 § Pensioner buy-in pricing is 

currently at its most favourable 

level since 2011 relative to holding 

gilts, due to increased appetite 

and innovative asset-sourcing by 

the insurers

 § Non-pensioner pricing has 

improved over the year as 

demonstrated by the £1.1bn 

full buy-out by Rolls-Royce in 

November 2016

Pricing has improved 
over 2016 as insurers 
overcome Solvency II 
hurdles

£

 See page 10 and 13
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2016 report at a glance
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Reinsurers – the 
important role they 
play 
The role of reinsurers 
has become increasingly 
important as a result of 
Solvency II

 See page 16

 § ICI Pension Fund: How the Fund's ninth buy-in took advantage of market  

opportunities following the Brexit vote

 § Aggregate Industries: Interview with the CFO on the business case for its buy-ins 

 § T H WHITE: £25m buy-in and wind-up with refund of surplus, showing how smaller 

pension plans can still command favourable pricing

 § Low & Bonar: Targeting value through a £40m medically underwritten top slice buy-in 

Case studies
We take a look at four case studies demonstrating the innovative 
ways pension plans are approaching de-risking 

 See pages 12, 20, 32 and 33

Opportunities driven by 
the Brexit vote and market 
volatility 
2016 saw some fleeting 
opportunities for particularly 
favourable buy-in pricing

 § For example, following the Brexit vote in 

June, a short-lived asset sell-off meant 

insurers could purchase assets at a 

reduced price and pass on the savings in 

lower buy-in pricing

 § Both the Aggregate Industries Pension 

Plan and the ICI Pension Fund completed 

buy-ins following the Brexit vote, saving 

them millions of pounds

 See page 10 

 § Current record is £13.2bn of buy-ins and buy-outs in 2014

 § Annual volumes were c£1bn prior to the market expanding 10 years ago 

 § There is plenty of scope for the market to grow further over the next 10 years, with a doubling to 

£30bn per year still insuring only 2% of total DB pension assets each year

 § We predict insurer capacity will increase to over £20bn in 2017 so will continue to exceed pension 

plan demand at over £15bn, but over the medium term there remains the real risk that demand from 

maturing DB pension plans will exceed capacity, putting upward pressure on pricing

We predict that buy-in and buy-out volumes will set a new 
record of over £15bn in 2017

 See page 14

 § Most insurers are now reinsuring the 

majority of longevity risk in each buy-in 

and buy-out

 § Buy-in and buy-out pricing is sensitive 

to changes in reinsurance capacity and 

pricing

LCP pensions de-risking 2016

2016 report at a glance
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Buy-ins and buy-outs
Last year we predicted that insurer capacity for 

buy-ins and buy-outs would increase by £5bn to 

over £15bn in 2016. Taking account of the transfer 

of Aegon’s UK annuity portfolio – which was 

split £3bn with Legal & General and £6bn with 

Rothesay Life – total volumes in 2016 are set to 

exceed £17bn.

For buy-in and buy-outs, 2016 started more slowly 

than previous years with £2.7bn in the first half  

(2015 H1: £4.4bn). This partly reflected transactions 

being pulled forward into 2015 ahead of the 

introduction of Solvency II in 2016 – the final quarter 

of 2015 remains the largest quarter ever at £5.4bn.

Activity has picked up significantly in the second 

half of the year following the EU referendum 

and volumes of buy-ins and buy-outs are set to 

exceed £8.5bn for the year. 

The largest volume insured by a single pension 

plan in 2016 was £2.7bn by the ICI Pension Fund 

split across five buy-ins with Legal & General and 

Scottish Widows. The largest single transaction 

was the £1.1bn full buy-out of a Rolls-Royce 

pension plan (Vickers) with Legal & General. 

Legal & General is on course to achieve the 

highest buy-in and buy-out volumes for the year 

having announced £2.9bn to date, with Pension 

Insurance Corporation (PIC) and Scottish Widows 

so far announcing £1.5bn each. 

Following Prudential’s withdrawal from the bulk 

annuity market in August (citing onerous capital 

requirements under Solvency II), there are seven 

active insurers providing a high level of price 

competition.

Longevity swaps
Scottish Power and Pirelli have announced that 

their pension plans completed longevity swaps 

of £1bn and £600m respectively. In the absence 

of further transactions in 2016, this will be the 

quietest year for the longevity swap market since 

the first longevity swap was written in 2009.

Over £17bn of insurer capacity deployed in 2016

Buy-in and buy-out volumes by insurer

Strong price competition has been creating opportunities in the second half of 2016, despite a 
slower start to the year.

Aviva

Legal & 
General

Prudential

Pension 
Insurance 
Corporation

Rothesay
Life

20152016
to date

£3,811m
32%

£1,977m
16%

£2,338m
19%

£1,515m
12%

£984m
8%

Just 
Retirement

£956m
8%

Scottish
Widows

£394m
3%

£277m
2%

Partnership

£32m
0%

Canada Life

Legal & 
General£2,871m

43%

£1,516m
23%Pension 

Insurance 
Corporation

Scottish
Widows

£1,475m
23%

£578m
9%

Just 
Retirement
Partnership

£71m
1%

Aviva
£35m
1%

Canada Life

Source: Insurance company data. 2016 includes H1 2016 insurer data plus publicly disclosed transactions to end of November 2016.

The UK is on course to exceed 
£8.5bn of buy-ins and buy-outs in 
2016.

Imogen Cothay

Consultant LCP

LCP pensions de-risking 2016

Market review
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2005

L&G, 
Prudential

Aviva,
Paternoster,
PIC

Lucida, 
MetLife,
Rothesay Life

Lucida

MetLifePaternoster

Just Retirement, 
Partnership

Prudential leaves,
Just Retirement & 
Partnership merge

Canada Life, 
Scottish Widows

ENTRANTS

LEAVERS

2006

2007

2011

2012

2013

2014

2015

2016

2

8 8

7

9 9

77

5

Largest volumes insured each year

Average transaction sizes over the past three years 

“ Buy-in and buy-out volumes

2014 £13.2bn£6.9bn H1

2011 £1.6bn H1 £5.2bn 

2012 £4.4bn £1.3bn H1

2013 £7.5bn £1.7bn H1

See page 37-38 for a list of the largest buy-ins and buy-outs.

£2.4bn
2015

Philips Pension Fund
Full buy-out

£83m £73m £77m
2014  

Average
2015  

Average
2016*  

Average

MEDIUM
£211m

MEDIUM
£273m

MEDIUM
£226m

LARGE
£1.9bn

LARGE
£1.2bn

LARGE
£0.8bn

FAST FACTS: UK BUY-INS AND BUY-OUTS

2015 £12.3bn£4.4bn H1

2016 over £8.5bn£2.7bn H1

Which insurers are in the market? 

Small: under £100m • Medium: between £100m and £500m • Large: over £500m

Source: Insurance company data. *2016 includes H1 2016 insurer data plus publicly disclosed transactions to end of November 2016.

£2.7bn
ICI Pension Fund

2016

Five buy-ins

SMALL
£13m

SMALL
£17m

SMALL
£16m

£0.7bn

2017 £15bn plus expected

Three buy-ins

£3.9bn
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Pensioner buy-in

PPF+ buy-out
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The chart below shows the funding impact from completing a pensioner buy-in relative to a gilts-based 

funding valuation for a typical pension plan. When pricing is above the 0% line this means a pensioner 

buy-in would typically improve the funding position if the buy-in price is met from gilt holdings. 

Seizing pricing opportunities

Despite turbulent market conditions and the implementation of Solvency II, 2016 has seen 
pensioner buy-in pricing improve compared to 2015. Indeed, the economic ups and downs over 
2016 created opportunities for well-prepared pension plans to lock into favourable pricing.

LCP Analysis

LCP pensions de-risking 2016

Seizing pricing opportunities

December 
2007

December 
2008

December 
2009

December 
2010
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2011

December 
2012

December 
2013

December 
2014

December 
2015

Buy-in 
pricing 
more 
favourable 
than gilt 
valuation

Buy-in 
pricing less 
favourable 
than gilt 
valuation
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Early quantitative 
easing

Pre-banking
crisis Eurozone uncertainties

Solvency II 
uncertainty

Brexit 
vote

Return to economic growth

Banking
crisis

0%

1%

2%

3%

4%

January 
2016

March 
2016

June 
2016

September 
2016

Brexit vote

Price movements over 2016

Right now we are seeing the most 
attractive pensioner buy-in 
pricing since 2011.

Ken Hardman 

Partner LCP

Source: LCP analysis

FOR THE IMPACT OF SOLVENCY II 

ON PRICING SEE PAGE 13
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Seizing pricing opportunities
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Did you 
know?
One of the reasons 

that buy-in pricing 

has improved relative 

to gilts despite falls 

in long-dated interest 

rates is that insurers 

are sourcing alternative 

inflation-linked assets 

with stable long-term 

cashflows. This allows 

insurers to use the 

premiums they receive 

to secure higher 

investment returns 

relative to gilt yields, 

which they can pass 

on to pension plans 

through lower buy-in 

pricing.

The benefits of using umbrella contracts 
To seize pricing opportunities pension plans need to be able to move 

quickly. This can best be achieved through having 'umbrella contracts' 

in place with a panel of insurers. This allows trustees to secure buy-ins 

on pre-agreed contractual terms, significantly short-cutting the work 

involved in closing a deal. 

Umbrella contracts can achieve significant price savings through:

§§ Achieving better engagement from insurers – they value the 

transaction certainty and reflect it in keener pricing.

§§ Being in a position to lock into market opportunities as they arise 

– such as following the EU referendum vote (see case study on 

page 12).

§§ Taking advantage of changing appetite from insurers for different 

membership subsets, leading to better pricing overall.

The UK’s Brexit vote – for every crisis, an opportunity
The vote on 23 June 2016 for the UK to leave the European Union surprised markets. The subsequent 

increase in the value of gilts, fuelled by an extension to the Bank of England’s quantitative easing 

programme in August, pushed pension deficits to record levels.

In contrast, other assets – such as corporate bonds - fell in value relative to gilts in the immediate 

aftermath of the vote before recovering over the following weeks. The insurers set their premiums 

with reference to the prices of such assets, creating a short-lived period of lower pricing relative to 

gilts in the days after the vote.

Well-prepared pension plans who could move quickly were able to lock into this favourable 

opportunity, including LCP clients such as the ICI Pension Fund – see page 12 – and the Aggregate 

Industries Pension Plan – see page 20.

Well-prepared pension plans are in the best 
position to take advantage of competitive 
pricing opportunities.

Michelle Wright 

Partner LCP

On page 40 we have included an infographic showing 

how the ICI Pension Fund has completed 11 buy-ins using 

umbrella contracts to take advantage of favourable terms.
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Case study: How the ICI Trustee seized post-Brexit vote opportunity

How the ICI Trustee seized post-Brexit vote 
opportunity

Background
Since 2013, LCP has been 

working with the ICI 

Pension Fund to insure 

longevity risk progressively, 

at attractive levels, through 

a series of buy-ins.

§§ The ICI Pension Fund is 

one of the largest DB 

pension plans in the UK

§§ £10bn UK pension plan 

with c56,000 members

§§ 75% of liabilities are in 

payment with £500m of 

annual pension payments

§§ Close to 100% hedged 

against interest rates and 

inflation

§§ Longevity identified as 

the dominant risk

§§ ICI has now completed 11 

buy-ins since March 2014, 

insuring over £8bn of 

liabilities

How ICI’s ninth buy-in took advantage of market movements 
caused by the Brexit vote

In July 2016 the ICI Pension Fund completed a £750m buy-in with 

Legal and General. The transaction was signed eight working 

days after the vote – a record time for a buy-in transaction of this 

scale – allowing the Fund to benefit from the favourable pricing 

available.

The impact of the Brexit vote reduced the cost of the buy-in by 

an estimated £10m, bringing it within the Fund’s target metrics. 

With governance in place and umbrella contracts to move quickly 

in case the opportunity closed, the pricing was locked in within 

days. The innovative umbrella contract allowed the Fund to retain 

the strong contractual terms and robust collateral structure in 

place from its original £3bn transaction with Legal & General.

Case study: ICI Pension Fund

The Fund’s strong governance and ability to 
move quickly was invaluable in taking advantage 
of this opportunity. In helping us to do this, 
LCP's commitment, energy and enthusiasm for 
delivering an exceptional service to the Trustee 
is as strong now as it was the day they were 
appointed.

Heath Mottram

Chief Executive
ICI Pension Fund

EXPLORE THE ICI PENSION FUND'S JOURNEY IN OUR INFOGRAPHIC:  

A DE-RISKING BLUEPRINT FOR PENSION PLANS SEE PAGE 40
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Solvency II – what impact has it had?
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Solvency II – what impact has it had?
Understanding how the insurers operate under Solvency II is key to achieving the best possible 
pricing results for buy-ins and buy-outs.

What is Solvency II?

Solvency II is the risk-based regulatory regime 
that came into force on 1 January 2016. It sets a 
framework for determining how much capital insurers 
have to hold to back their liabilities. 

To price buy-ins and buy-outs economically, insurers 
are required to closely match their liability and 
asset cashflows in line with strict rules for 'Matching 
Adjustment' eligibility. Fall outside of the rules and 
the additional capital requirements make a buy-in or 
buy-out uneconomic.

Pricing

Insurer pricing for pensioners has been largely 
unchanged, where it is straightforward for insurers 
to match their asset and liability cashflows. 
Indeed, changes in market conditions in 2016 have 
meant that current pricing is better than prior to 
Solvency II.

Longer-dated non-pensioner liabilities have been 
more challenging; pricing has varied widely during 
2016 as insurers grappled with the new rules but 
these challenges have been largely resolved and 
a number of full buy-outs have now closed in late 
2016.

Longevity reinsurance has become increasingly 
important for insurers to make the pricing work 
under Solvency II.

Investments

Increased appetite from insurers to source 
assets with stable, long-term cashflows such 
as infrastructure and equity release/lifetime 
mortgages.

Diversification between asset classes is important 
to optimise risk-based capital calculations.

Overseas investments are less efficient than before 
due to the precise currency hedging needed to 
achieve the necessary matching.

Insurer reaction

Insurers have put significant time, effort and 
resources into their Solvency II processes.

For many insurers, innovative thinking (and 
considerable work) has enabled them to optimise 
their pricing and capital models, allowing them to 
continue to price competitively.

Others have found the exercise more challenging; 
Prudential withdrew from the UK bulk annuity 
market in August 2016, citing more onerous 
requirements under Solvency II as the main 
reason.

Contract features

A range of contract features fall outside of the 
new rules and there has been considerable 
innovation to find economic ways to provide 
pension plans with the contract features they 
require. 

For example, member option terms which are 
fixed (ie which cannot be varied with market 
conditions) prevent accurate matching of assets 
and liabilities, and so can be difficult to insure. 
Similar issues apply with insurers guaranteeing 
future pricing terms or deferring premiums.

Surrender values and collateral structures must 
be designed with care. They remain attractive for 
larger transactions but need careful structuring to 
work for both pension plan and insurer.
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LCP Analysis

Outlook for supply and demand in 2017 

Insurer capacity
Insurer capacity increased significantly in 2016 with over £17bn of business 

completed across buy-ins, buy-outs and annuity back-book transfers. The signs 

are that insurer capacity will increase further and we expect the market to be 

able to support over £20bn of transactions in 2017. This increase in capacity 

reflects:

§§ Increased risk appetite as insurers settle into how the Prudential 

Regulatory Authority applies the rules under Solvency II.

§§ Insurers sourcing a wider range of long-dated assets that meet the 

Solvency II rules – for example over 2016 lifetime mortgages have been 

successfully structured by several insurers to comply with Solvency II.

§§ Access to additional capital – for example PIC raised £250m of new equity 

capital in June 2016 and JRP has raised £250m of debt capital in October 

2016.

This level of capacity means that material upward pricing pressure should 

be kept at bay in 2017 and the insurers have the ability to raise capital 

should they need to increase capacity further. However, increased demand 

from pension plans will put pressure on insurer operational capacity. In 

our view this represents the greatest potential constraint on the market, 

as insurers need large, skilled teams to successfully support a transaction 

through to completion.

Pension plan demand
The demand from pension plans for buy-ins and buy-outs is made up of:

§§ Pension plans seeking to exchange low-risk assets for pensioner buy-ins 

With only limited progress being made in closing deficits, this continues to 

be the core demand each year.

§§ Pension plans seeking to insure in full. For all but the most well funded 

plans, this will require a material cash contribution from the sponsoring 

company.

Did you 
know?
An annuity  

back-book refers 

to the annuities 

that insurers have 

previously written.  

Total annuity 

back-books across 

bulk annuities and 

individual annuities 

are significant and 

many insurers are 

reviewing the capital 

requirements under 

Solvency II. For 

example, Prudential 

is reported to be 

reviewing options 

for its £45bn annuity 

back-book.

LCP pensions de-risking 2016

Outlook for supply and demand in 2017 

Funding positions have recovered since the Brexit vote and in conjunction with 
attractive pricing we expect this to drive significant  
demand over 2017.

David Fink 

Senior Consultant LCP
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FTSE 100 pension plan analysis
The chart below shows the distribution of funding levels for UK pension plans of FTSE 100 companies 

measured against the estimated cost of full buy-out with an insurance company – both at 30 November 

2016 and a year ago at 31 July 2015 (as featured in our report last year).

The main conclusions from LCP’s analysis are:

§§ The combined buy-out deficit of £265bn is broadly unchanged since last year, but increased to 

£330bn at 31 August 2016 in the wake of the EU referendum.

§§ Around 10% more pension plans have moved to over 65% funded on buy-out where the focus 

naturally begins to turn to reducing risk rather than focusing on achieving investment returns, so a 

buy-in or longevity swap may be attractive.

§§ Around 10% of pension plans are over 80% funded compared to the buy-out cost, putting them 

potentially within 'cheque-writing distance' of full insurance.

LCP pensions de-risking 2016

Outlook for supply and demand in 2017 

Source: LCP analysis of the estimated buy-out funding levels for the 
FTSE 100 UK pension plans, based on the data analysed as part of 
the LCP Accounting for Pensions 2016 report.
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Reinsurers – the important role they play

Reinsurers – the important role they play

An evolving longevity swap market

There has been a small but regular flow of longevity swap transactions by pension plans since the 

first one in 2009, most notably the £16bn reinsurance between BT and Prudential Insurance Company 

of America in 2014. However, the greatest growth in the past year has been by insurers seeking to 

optimise how they manage their own longevity exposures under Solvency II.

Under Solvency II insurers are required to hold materially higher reserves for longevity risk. As a 

result, most insurers now reinsure the majority of longevity risk in each buy-in or buy-out deal – either 

at the same time as the primary transaction or by grouping a number of smaller transactions into a 

single longevity reinsurance. Some insurers have also been taking steps to reinsure large portions of 

their annuity back-books – for example, Prudential UK reinsured £6bn of longevity risk shortly before 

Solvency II came into effect on 1 January 2016.

10+ global longevity reinsurers

Increased 
demand post 
Solvency II

Capital market solutions?

Buy-in and buy-out 
insurers

Insurers with back-book 
annuity portfolios

Pension plans through 
longevity swaps

A few years ago many pension plan trustees would have struggled to name a reinsurer, let alone one 
that specialised in longevity risk, but now reinsurers play an important role in helping insurers and 
pension plans manage their longevity risk.

What does this mean for pension plans looking to de-risk?

The dynamics in the reinsurance market have implications for pension plans seeking to de-risk:

§§ The underlying cost of longevity risk transfer is generally similar between buy-in, buy-out and 

longevity swaps (as the longevity risk will normally end up with the same group of reinsurers) 

so which approach to de-risking is most efficient will be driven largely by the plan’s investment 

strategy and the profile of liabilities being insured.

§§ The underlying cost of longevity risk transfer can also depend on how the longevity reinsurers 

allocate their finite capacity – for example, to an insurer writing buy-in and buy-out business or to 

a pension plan considering setting up a longevity swap.

These dynamics mean that buy-ins and buy-outs of all sizes benefit from the existing relationships 

between insurers and reinsurers. For longevity swaps, reinsurers will tend to favour larger pension 

plans when investing in direct trustee relationships.

16

UK longevity 
reinsurance 
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Canada

2015 transaction volumes

US$14.5bn

2015 transaction volumes

CAN$2.6bn
2016 expected

CAN$2-3bn 

2016 expected

US$10bn+ 

United States

§§ 2015 volumes at US$14.5bn were an 

increase of over 50% on the US$8.5bn in 

2014. This was driven by significant growth 

in transactions below $1bn, in contrast to 

previous years which were dominated by one 

or two super-scale transactions. 

§§ 2016 volumes are expected to be similar to 

the US$14.5bn in 2015.

§§ A number of pension plans have looked at 

buy-outs for members with low pensions 

(the inverse of 'top-slicing' in the UK) as the 

relatively significant per-member expenses 

can make the approach attractive. For 

example, United Technologies completed 

a transaction in October 2016 using this 

approach, covering members who currently 

receive a benefit of $300 per month or less.

§§ At the end of 2015 Sun Life Financial 

completed a CAN$530m annuity buy-in – the 

largest annuity transaction in Canada yet – for 

two unnamed pension plans with inflation-

linked benefits. The two pension plans were 

unrelated but were able to secure cost 

savings as Sun Life was able to pool inflation 

risk across both plans to create a more 

efficient hedging and asset strategy.

§§ Buy-ins have grown in popularity in recent 

years with over 45 buy-ins completed since 

2009 totalling over CAN$3bn.

US$1.6bn
JUN 2016

PPG Industries Inc

Buy-out 13,400 
participants

CAN$0.5bn
DEC 2015

Sun Life Financial

Buy-in of two plans

The North American pension plan de-risking market has continued to be busy. Whilst there have 
not been the super-scale transactions of previous years, a lot of activity has focused on small and 
medium pension plans and included some notable innovations.

LCP would like to thank Sun Life Financial, Legal & General and The Prudential Insurance Company of America for their input.

FAST FACTS: NORTH AMERICA

US$0.8bn
OCT 2016

United Technologies

Buy-out 36,000 
participants

There is considerable innovation in the USA and Canada around buy-ins 
and buy-outs to better tailor them to pension plans’ requirements. This is 
likely to drive growth in the sector over the next few years.

Murray Blake

Consultant LCP
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The move to progressively insuring the 
liabilities of pension plans has been a 
quiet revolution over the last decade as 
trustees have taken action to reduce risk 
and improve benefit security for their 
members.

Charlie Finch

Partner 
LCP
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Case study: Building a business case for a buy-in

The business case for a 
buy-in should cover:

Buy-ins in a nutshell
§§ A buy-in hedges longevity risk and investment risks through a single insurance policy, crystallising 

the cost of providing the insured benefits.

§§ The buy-in price for pensioners is currently below a typical gilts-based funding valuation. 

§§ The insurer makes a single monthly payment to the trustees equal to the pension payments for the 

insured members – ie exactly the amount that the trustees need to pay benefits to members. 

§§ A buy-in benefits from expert ‘behind-the-scenes’ management of the liabilities and assets by the 

insurer and strong policyholder reserves to provide benefit security for members at an affordable 

price.

§§ A buy-in can be converted – through a simple instruction from the trustees to the insurer – to 

individual member policies when the pension plan is ultimately ready to buy out.

LCP pensions de-risking 2016

Case study: Building a business case for a buy-in

1

2

3

Value-for-money and financial metrics

How it integrates with the wider funding and investment strategy

Why a buy-in is preferred to alternative strategies

Aggregate Industries sponsors a c£750m DB pension plan with around half of its liabilities in respect of 

current pensioners. The company initially worked with the Trustee of the plan to complete a £210m buy-in with 

Pension Insurance Corporation (PIC) in February 2010 – PIC’s first buy-in. Aggregate Industries also bought 

out a c£100m legacy pension plan with PIC alongside this transaction covering both pensions in payment and 

deferred pension liabilities.

Earlier this year, Aggregate Industries approached the Trustee of the main DB plan and agreed a £135m 'follow-

on' buy-in, this time with Just Retirement, a part of the JRP Group, which completed in July 2016 shortly after the 

EU referendum.

Before embarking on a significant project such as entering into a buy-in, trustees and companies 
will want to be sure that the business case stacks up. 

Case study - background 

Performance 
assets

Bonds

Liabilities

Insured
Liabilities

Residual 
Liabilities

Performance 
assets

Bonds

Insurance 
Policy

Before a buy-in After a buy-in

THESE ARE CONSIDERED 

ON PAGE 22
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Interview: Building a business case for a buy-in

Interview: Building a business case for a buy-in

John Bowater
Chief Financial Officer and Deputy Chief Executive 
Aggregate Industries, part of the LafargeHolcim Group

Q: What were the drivers behind your initial buy-in 
in 2010?
As a company, we have always been proactive 

about managing pension risks. We undertook a 

wide-ranging review and identified buy-ins as a key 

plank of our strategy. The buy-in for the main plan 

insured all of the pensioners at favourable pricing 

economics and allowed us to dispose of certain 

historic pension plan investments as part of the 

transaction.

Q: And the full buy-out of your legacy plan?
As part of our review, we identified the opportunity 

to secure the liabilities of a second pension plan 

that we had inherited following the acquisition of 

Foster Yeoman in 2006. This was a well-funded 

pension plan and working with the Trustees we 

agreed a modest cash injection allowing it to be 

bought out in full with PIC. Combining the two 

transactions made an attractive overall package for 

the insurers whilst also improving the pricing we 

achieved.

Overall within a few short months we had 

significantly reduced our exposure to UK pension 

liabilities with only a limited cash cost.

Q: Tell us about your follow-on transaction in 2016
Like many companies, we have seen our pension 

deficit grow in recent years driven by falling 

long-term interest rates and have been keen to 

continue to manage the pension risks in an efficient 

manner. We had been working with LCP to monitor 

opportunities for a further buy-in taking account of 

the pricing dynamics and capacity within the plan’s 

investment strategy. The latest valuation as at April 

2015 showed that the pension plan had continued 

to mature with just over £100m of new retirees 

since the 2010 buy-in and there was appetite to 

reduce risk further as part of the valuation exercise.

Working with the Trustees we began a four-month 

process in April 2016 to select and execute a follow-

on buy-in. Careful consideration was given to the 

EU Referendum vote in late June, with the process 

designed to complete shortly afterwards but with 

the option to accelerate should an opportunity 

arise. Ultimately we signed in July which was highly 

beneficial for pricing as the assets driving the 

insurer’s price fell in value for a period in the wake 

of the Referendum outcome. We moved quickly to 

lock in this benefit – indeed, such was the pricing 

that we chose to add in the additional pension 

liabilities which had crystallised in the 12 months to 

April 2016 thereby boosting the transaction size to 

£135m.

Q: Any words of advice to other CFOs considering 
buy-ins?
At a time of significant volatility in the 

determination of DB pension plan liabilities, it is 

a continual challenge for trustees and companies 

to determine how best to de-risk the plan and 

adopt the optimal investment strategy. The buy-in 

approach with insurance companies is sometimes 

overlooked but, in the right market circumstances, it 

provides a long-term sustainable solution reducing 

a company's exposure to ongoing risk.

Viewpoint
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The business case for a buy-in

COMPLEMENTING THE WIDER STRATEGY

Trustees and companies should check the 

impact of a buy-in complements their wider 

funding and investment strategy in the 

following areas:

§§ Funding and accounting 

§§ Residual risk profile 

§§ Hedging and leverage levels 

§§ Liquidity to pay benefits 

§§ 'Downsizing' the plan and taking a stepping 

stone towards buy-out

For many pension plans there will be a 

suitably sized buy-in covering some or all 

of their pensioners that can be designed to 

have a positive impact against all these tests. 

The counterparty risk for the buy-in will also 

need to be judged acceptable, taking account 

of the insurer’s financial strength, insurance 

regime protections and the Financial Services 

Compensation Scheme.

ALTERNATIVE STRATEGIES

The main alternative to a buy-in for hedging 

longevity risk is a longevity swap. A longevity 

swap can be an attractive alternative where 

the pension plan: 

§§ is planning to run on over the medium to 

long term; 

§§ wishes to hedge longevity risk at a greater 

scale than it has capacity to do through a 

buy-in; and/or

§§ is willing to take investment risk to pay for 

the cost of the longevity swap.

For some larger pension plans a combination 

of a buy-in and a longevity swap may be 

optimal.

3

VALUE-FOR-MONEY

The pricing of a pensioner buy-in is generally 

in line with a gilt funding reserve but can be 

better (see page 10 for more on the favourable 

pricing available in late 2016).

This means that gilts not needed for other 

purposes (such as hedging the pension plan’s 

other liabilities or providing liquidity to pay 

benefits) can be exchanged for a buy-in 

without needing company contributions or 

higher returns from the plan’s other assets to 

pay for the cost of risk transfer.

There is increasing evidence that analysts 

and shareholders view de-risking actions 

as neutral or positive. For example, the 

October 2016 report by Llewellyn Consulting* 

concluded that company share prices tend to 

be correlated with the 'risk-free' value of their 

DB pension liabilities, rather than the IAS19 

value – in other words, de-risking at a price in 

line with a gilts valuation of the corresponding 

liabilities is a broadly 'market-neutral' action.

1

2

The business case for a buy-in

*October 2016 report by Llewellyn Consulting can be found at www.pensioncorporation.com/media/99965/2016-pic-llewellyn-report.pdf



The next two pages set out an integrated 

framework for considering de-risking  

options
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How to use a de-risking framework to combine investment and longevity risk

How to use a de-risking framework to combine 
investment and longevity risk

A de-risking framework
An increasing number of pension plans are incorporating buy-ins 

and/or longevity swaps into their planning at an earlier stage in 

their journey. This approach of phased de-risking can lead to the 

plan running lower levels of overall risk and achieving better overall 

pricing for hedging longevity risk. 

Once a pension plan has decided to incorporate longevity hedging 

into its strategy, it is faced with three important questions:

When should the plan hedge longevity risk?

How much liability should it cover?

What solution should it use (ie a buy-in or longevity swap)?

To answer these questions, pension plans need an integrated 

approach across the financial and longevity risks they are running 

to compare the impact of hedging longevity risk against other  

de-risking options. This de-risking framework should assess:

For many DB pension 
plans, longevity risk 
is becoming more 
dominant. They are 
looking to establish a 
suitable framework 
for assessing when and 
how to remove it in the 
context of everything 
else they want to do.

Myles Pink 

Partner LCP

Impact on risk Impact on wider 
investment strategy

Impact on cost

1 3

£
2

The overall risk reduction 
achieved by hedging 

longevity and how this 
compares to other actions 
the plan could be taking

The cost of achieving that 
risk reduction and the 

impact on key metrics such 
as funding and accounting

Whether the de-risking option 
could restrict the pension plan's 
wider investment strategy now 

or in the future
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Impact on risk

By considering longevity risk alongside other 
risks, pension plans can identify which risks are 
most prominent and should be addressed first.

§§ Longevity risk starts to dominate as pension 

plans reduce their investment, interest rate and 

inflation risks. 

§§ It is most efficient to address longevity risk 

when it is at a similar level to other risks faced by the pension plan – too late, and it will lead to 

longevity risk dominating; too early, and the plan will probably find that other courses of action will 

reduce the plan’s risks more effectively. 

§§ To identify this point, plans need to use an integrated approach to measure longevity risk robustly 

alongside other risks over the whole length of the pension plan's time horizon. Longevity risk is 

more significant over longer time periods, so looking at a short time horizon can understate the true 

risk.

LCP pensions de-risking 2016

A framework for considering de-risking options

1
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A framework for considering de-risking options

Developed working with some of the UK's largest pension plans, the de-risking dashboard in LCP 
Visualise (our online modelling technology as pictured above) provides a framework for considering 
de-risking options such as buy-ins and longevity swaps or other investment de-risking. We consider 
three key areas from the dashboard below.



Impact on wider 
investment strategy

Impact on cost

Most risk reduction actions come at a cost and 
pension plans need to identify how much risk 
reduction they can afford to undertake. 

§§ A buy-in typically results in little cost or even 

a gain compared to holding gilts, but it will 

reduce expected returns where higher returning 

assets are being sold. A longevity swap will have a fee on top of best-estimate assumptions. 

§§ When making de-risking decisions it is helpful to consider the best-estimate position as prudence 

margins can distort the cost measurement.

§§ Focusing on the projected position in a number of years’ time (eg at the end of the recovery plan) 

can provide a helpful framework for decision-making.

The wider investment strategy should be 
considered to ensure the proposed risk 
reduction action can be accommodated – both 
now and as the investment strategy evolves over 
time.

§§ Pension plans will be holding gilts and bonds and/or using Liability-Driven Investment (LDI) to 

hedge interest rates and inflation. Exchanging some of these assets for a buy-in or putting a 

longevity swap on top can affect the interest rate and inflation hedging.

§§ Typically the assets can be rebalanced to ensure interest rate and inflation hedging is maintained. 

However, there will be a point beyond which this is not possible, particularly where LDI is being used 

and there are set limits on leverage and collateral requirements.

§§ For pension plans that are cashflow negative, it is also important to ensure sufficient assets are 

available to provide liquidity over time without being a forced seller of return-seeking assets.

LCP pensions de-risking 2016

A framework for considering de-risking options

3

2

25

£

An integrated framework helps pension plans identify which de-risking option 
provides them with the best value for the risk reduction achieved.

Yadu Dashora

Consultant LCP
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A look at longevity risk in a typical pension plan

What could longevity risk look like in your pension plan?

A look at longevity risk in a typical pension plan

This can lead to questions in the strategy phase of 

a potential transaction such as:

§§ Is it better to insure younger members, older 

members or a cross-section?

§§ How much longevity risk should be hedged and 

what is the reduction in overall risk?

§§ Is ‘top slicing’ a good idea?

To feel confident that they are proceeding with 

the right solution, trustees and companies need a 

good understanding of their longevity risk profile. 

This can vary significantly between pension plans 

depending on the size and the characteristics of 

the membership. 

Our latest technology, LCP LifeAnalytics, allows 

trustees and sponsors to measure the longevity 

risk they are running in their pension plan. This 

allows longevity risk to be considered alongside 

investment risks as part of an integrated 

framework, helping pension plans to make more 

joined-up de-risking decisions – see page 23.
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Small plan with 200 members  Large plan with 50,000 members

Total longevity risk in a small pension plan can be 

almost double that of a large pension plan as a 

proportion of liabilities.

This is because a pension plan with fewer 

members has significantly more uncertainty in the 

underlying mortality rates and, even if mortality 

rates are assessed accurately, the precise timing of 

deaths of members with larger pensions will have 

a more significant impact on risk and cost for a 

small pension plan.

A large pension plan has lots of members over 

which longevity risk is diversified. Improvement 

risk is the dominant risk for this size of pension 

plan.
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There are now a range of options available to help pension plans reduce their longevity risk, often 
for different subsets of the plan’s membership.
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Do you know how much 
longevity risk your pension 
plan is running?
Find out at www.lcp.uk.com/lifeanalytics
   #LifeAnalytics
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p30 How smaller pension plans are taking on the de-risking challenge
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p33 Low & Bonar: £40m medically underwritten top-slice buy-in
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Future buy-out supply and demand
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It’s really pleasing to have been able to 
help so many smaller pension plans, with 
over £500m across 22 transactions now 
secured through LCP’s streamlined service 
for buy-ins and buy-outs.

David Stewart

Partner 
LCP
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How smaller pension plans are taking on the de-risking challenge

How smaller pension plans are taking on the 
de-risking challenge

Smaller pension plans continue to run the risk of being crowded out of the buy-in and 
buy-out market by larger transactions. By maximising insurer engagement, smaller pension 
plans can put themselves in the best possible position to achieve competitive pricing with 
attractive terms that will lead to a successful transaction.

What our research revealed

of quotation requests 

are declined by insurers
higher and may therefore 

not complete a transaction

Our research shows that pension plans 

who fail to get 'engaged pricing' from 

insurers can receive quotes as much as reduction in number 

of transactions under 

£100m since 2013

There has been a reduced number of very large 

deals over 2016 which has provided a good 

opportunity for smaller pension plans to secure 

attractive pricing. Despite this, we continue to 

see a reduction in the number of smaller pension 

plans completing buy-ins and buy-outs.

Our prediction is that insurer capacity will 

increase to over £20bn in 2017 (see page 14). 

However, with limited resources, the insurers will 

naturally prioritise larger transactions.

For smaller pension plans who do not do the 

groundwork to engage effectively with the 

insurers, the danger is that insurers decline to 

quote or, even if they do quote, the price is 

uncompetitive because they have allocated their 

best assets to the transactions that they deem 

the most attractive.

With activity increasing, smaller pension plans 

need to position their transactions as being easier 

and more straightforward for insurers. On the 

following page we have included our top tips to 

help smaller pension plans engage effectively 

with insurers. Smaller pension plans that achieve 

good engagement will benefit from more insurers 

quoting, more competitive pricing, better terms 

and a higher chance of transacting successfully.

40%
5%

20%

Source: LCP analysis
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For smaller pension plans, getting engagement from insurers can 
be challenging which makes it even more important to prepare 
carefully before approaching the market.

Catherine Hopper 

Consultant LCP

Download the guide to LCP's streamlined 
service for buy-ins and buy-out

Across the market, up to
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How smaller pension plans are taking on the de-risking challenge

Use a streamlined buy-in or buy-out process like LCP’s streamlined service, rather than a 

standard approach. Insurers are familiar with the streamlined process, so they are more likely to 

quote keenly and prioritise the transaction.

 § Typically an LCP streamlined transaction takes just 4 months - half the average time of a 

conventional transaction. 

 § It includes a complete package of de-risking and legal advice within a fixed fee, providing 

certainty over costs.

 § Contracts have been pre-negotiated and include terms typically available only for larger 

transactions.

Be prepared - prior to approaching the insurers you need to make sure that, as much 

as possible, your data is clean and complete, your benefits are set out clearly and your 

governance is established with key stakeholders on board.

 § Missing or incomplete data used for pricing can result in the price provided being 

uncompetitive.

Be ready to act – changes in market conditions can offer pricing opportunities so smaller 

pension plans should position themselves to move quickly.

 § Make sure both the trustees and sponsoring company are on board and acceptable pricing 

metrics have been discussed and agreed.

 § A key benefit of the streamlined service is that legal contracts are already negotiated, 

meaning that pension plans can move quickly to capture short-term pricing opportunities as 

they arise.

31

22

1

2

3

LCP's streamlined service
LCP’s fixed fee streamlined service is suitable 

for pension plans considering buy-in or buy-out 

transactions of up to broadly £100 million. 

LCP also offers a service with full flexibility over the 

terms and process, typically used by larger pension 

plans and those wishing to include more bespoke 

features.

transactions have now been completed through LCP’s streamlined service with 
total premiums of over £500m and a conversion rate of nearly 90% (compared 
to the industry average of 60% to 70%)
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How smaller pension plans should seek to engage the 
insurers

Top tips

The case studies overleaf demonstrate how two  

smaller pension plans have achieved their  

de-risking goals

TO FIND OUT HOW TO GET YOUR 

PENSION PLAN READY TO APPROACH 

THE MARKET PLEASE GET IN TOUCH
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FACTFILE 

Background

§§ £25m pension plan, closed to accrual 

in 2007

§§ Buy-out deficit estimated at the 2009 

actuarial valuation was £13.8m

§§ Recovery plan in place of £0.8m a year 

to 2019

§§ Since 2009 the Company had paid 

contributions into the pension plan of 

£4.8m

Objectives

§§ To achieve a competitive buy-in 

covering all members ahead of 2019 

and then wind up the pension plan as 

quickly as possible with certainty on 

costs.

Outcome

§§ By taking quick decisions, getting 

their data in shape, and seizing 

opportunities to lock in gains, T H 

WHITE achieved their objectives much 

sooner, and with much lower company 

contributions, than originally expected.

Approach 

£25m streamlined service buy-in

§§ From 2009, LCP’s investment advice helped to 

achieve strong returns and reduce risk.

§§ In 2015, the Trustees explored options to 

transfer their pension risk with a buy-in 

covering all members using LCP’s streamlined 

service.

§§ A data rectification project led by LCP put 

the Trustees in a good position to receive 

favourable pricing from insurers

§§ The Trustees signed a contract with L&G 

for £25m in September 2015, with wind-up 

initiated in December 2015.

§§ Streamlined buy-in completed in 5 months.

§§ The buy-in cost was met entirely from the 

pension plan’s assets and remaining payments 

due under the recovery plan were no longer 

required.

Moving to full buy-out and wind-up

§§ The good condition of the scheme data and 

strong project management enabled the 

Trustees to move to full buy-out quickly.

§§ In June 2016, one month after moving to full 

buy-out and only 6 months after wind-up was 

triggered, the pension plan was wound up with 

a surplus of £0.4m refunded to the company.

What made this project so successful? LCP provided a 

truly integrated solution across investment advice, data 

rectification, buy-in and ultimately, wind-up.

§§ We advised on investment strategy changes to reduce 

pension plan risk whilst maintaining expected return.

§§ We helped the Trustees to resolve legacy legal and data 

issues so that when the time came to approach buy-in 

insurers, the data was in excellent shape. This sped up the 

 

process and convinced insurers that the Trustees were 

keen to transact.

§§ The premium of £25m for the buy-in contract with 

L&G was met entirely from the pension plan’s assets 

making for a straightforward decision to proceed for the 

Company and Trustees.

§§ Our support continued right to the end, project managing 

the wind-up of the pension plan within nine months of 

signing the buy-in contract.

Case study: T H WHITE

In brief

A £25m buy-in and wind-up resulted in a £0.4m surplus returned to the company to support 
future growth and benefit provision

Being prepared to seize opportunities

LCP pensions de-risking 2016

Case studies: How smaller pension plans are taking on the de-risking challenge



FACTFILE 

Background

§§ £250m pension plan, closed to accrual 

in 2011

§§ The Trustee had taken steps to reduce 

exposure to interest rates and inflation

§§  Longevity was the next key risk on the 

Trustee and sponsor’s agenda

Objectives

§§ To secure a competitively priced  

buy-in with no material impact to the 

ongoing funding position.

Approach 

§§ The Trustee and sponsor agreed to pursue a 

medically underwritten transaction for a  

'top-slice' of the pensioner population.

§§ The population selected was members with a 

pension in payment of over £20,000 pa.

§§ The approach included targeted member 

communications, contract negotiations and 

locking in favourable pricing.

§§ Key to successfully transacting was making 

sure that all stakeholders were lined up to make 

decisions promptly and effectively.

§§ This allowed the top-slice buy-in to be 

completed within 4 months.

Member communications

§§ A tailored introduction letter was sent to 

the members involved to encourage them to 

participate in the exercise.

§§ Medical data was collected by a specialist.

§§ A well-designed process protected the 

confidentiality of the pensioners' data.

Medical underwriting provides pension plans with a 

way of insuring their liabilities by unlocking value for 

medical and lifestyle factors not typically recognised by 

conventional buy-in pricing or scheme valuations. This 

can be effective where the mortality is unusually heavy or 

where there is a concentration of liabilities in a relatively 

small number of individuals.

Case study: Low & Bonar 

In brief

33

A £40m medically underwritten top-slice buy-in, completed within four months

Using your member data effectively

LCP pensions de-risking 2016

Case studies: How smaller pension plans are taking on the de-risking challenge

LCP expertly managed the buy-in 
process on a tight timescale,  
enabling the trustees to secure 
favourable pricing and strong 
commercial terms.

Throughout the process LCP 
communicated clearly. This ensured 
that our members engaged with the 
medical underwriting process, which 
ultimately ensured the insurers 
provided their most accurate and 
competitive prices.

Duncan Clegg  
Trustee Chairman, Low & Bonar
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LCP Buy-ins, buy-outs and longevity swaps 2014

Future buy-out supply and demand

35

When we needed to undertake a complex 
piece of restructuring within a tight 
timeframe, LCP just got on with it, 
working well with our other advisers.   
As a result of their strong knowledge  
of the market, they negotiated a 
favourable outcome for us that  
also suited the insurer.

Lester Farrant

Group Pensions Manager 
Total
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Appendix 2: Longevity swap volumes by UK pension plans

Sponsoring company Date Liabilities 

covered £m

Intermediary Reinsurer (where disclosed)

Undisclosed October 2016 50 Zurich Assurance Pacific Life Re

Pirelli August 2016 600 Zurich Assurance Pacific Life Re

Scottish Power July 2016 1,000 Abbey Life (Deutsche Bank)

Undisclosed December 2015 90 Zurich Assurance Pacific Life Re

RAC Pension Scheme November 2015 600 Aviva Life & Pensions Scor

Heineken September 2015 2,400 Friends Life Swiss Re

AXA July 2015 2,800 Axa Reinsurance Group of America

Scottish Power February 2015 2,000 Abbey Life (Deutsche Bank)

MNOPF January 2015 1,500 MNOPF IC Limited Pacific Life Re

Phoenix Group August 2014 900 Phoenix Life RGA

BT July 2014 16,000 Trustee-owned captive Prudential Insurance Company of America

Aviva March 2014 5,000 Aviva Life & Pensions Swiss Re / Munich Re / Scor

AstraZeneca December 2013 2,500 Deutsche Bank Syndicate of reinsurers

BAE Systems December 2013 1,700 Legal & General  Hannover Re / Reinsurance Group of America

Carillion December 2013 1,000 Deutsche Bank Syndicate of reinsurers

Bentley Motors May 2013 400 Abbey Life (Deutsche Bank)  

BAE Systems February 2013 3,200 Legal & General  Hannover Re

Liverpool Victoria Friendly Society December 2012 800 ReAssure (Swiss Re) Swiss Re

AkzoNobel May 2012 1,400 ReAssure (Swiss Re) Swiss Re

British Airways December 2011 1,300 Rothesay Life Pacific Life Re / undisclosed

Pilkington December 2011 1,000 Legal and General Hannover Re

Rolls-Royce November 2011 3,000 Deutsche Bank Syndicate of reinsurers (including Scor) 

ITV August 2011 1,700 Credit Suisse Pacific Life Re / undisclosed

Pall January 2011 70 J P Morgan Undisclosed 

British Airways July 2010 1,300 Rothesay Life Pacific Life Re / undisclosed

BMW February 2010 3,000 Abbey Life (Deutsche Bank) Hannover Re / Pacific Life Re / Partner Re

Local government December 2009 750 ReAssure (Swiss Re) Swiss Re

Babcock International December 2009 300 Credit Suisse
Pacific Life Re / Reinsurance Group of America 

/ undisclosed

Babcock International September 2009 350 Credit Suisse
Pacific Life Re / Reinsurance Group of America 

/ undisclosed

RSA Insurance Group July 2009 1,900 Rothesay Life Pacific Life Re / undisclosed

Babcock International June 2009 500 Credit Suisse
Pacific Life Re / Reinsurance Group of America 

/ undisclosed

TOTAL 59,110

LCP pensions de-risking 2016

Appendices

Rounding may mean that some numbers do not sum.
1 Just Retirement and Partnership merged on 4 April 2016 to form the JRP 
Group. Their business prior to the merger has been combined.
2 H2 2016 includes data published as at 28 November.

3 Only business with a UK pension plan is included. The table therefore 
excludes the £3bn transfer of annuities from Aegon to L&G in May 2016; the 
£6bn transfer of annuities from Aegon to Rothesay Life in April 2016 and 
the £1.3bn transfer of annuities from Zurich to Rothesay Life in 2015.

Appendix 1: Buy-in and buy-out volumes by insurer

Total size of transactions (£m)

Insurer Date of entry H1 
2015

H2 
2015

Total 
2015

Market  
share 2015

H1 
2016

H2 
20162

Total 
2016

Market  
share 2016

Aviva May 2006 407 577 984 8% 71 0 71 1%

Canada Life February 2015 0 32 32 0% 35 0 35 1%

JRP Group1 late 2012 322 910 1,233 10% 164 414 578 9%

Legal & General 1986 1,145 831 1,977 16% 641 2,230 2,871 43%

Pension Insurance Corporation October 2006 681 3,131 3,811 32% 897 620 1,516 23%

Prudential June 1997 1,174 341 1,515 12% 0 0 0 0%

Rothesay Life July 2007 675 1,663 2,338 19% 0 0 0 0%

Scottish Widows October 2015 n/a 394 394 3% 885 590 1,475 23%

Total3 4,405 7,879 12,284 2,692 3,854 6,546

Source: Insurance company data.
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Appendix 3: Buy-ins and buy-outs over £150m announced since 2008

Name Size (£m) Sector Insurer Date Type LCP lead adviser

ICI 3,000 Chemicals Legal & General March 2014 Pensioner buy-in 
TRW 2,500 Automotive Legal & General November 2014 Pensioner buy-out

Philips 2,400 Technology Pension Insurance Corporation November 2015 Full buy-out Trustee-side

Total 1,600 Oli and Gas Pension Insurance Corporation June 2014 Pensioner buy-in 
Civil Aviation Authority 1,600 Public Rothesay Life July 2015 Pensioner buy-in

EMI 1,500 Music Entertainment Pension Insurance Corporation July 2013 Full buy-out

Turner and Newall 1,100 Engineering Legal & General October 2011 PPF+ buy-out

Thorn 1,100 Engineering Pension Insurance Corporation December 2008 Full buy-out

Rolls-Royce 1,100 Automotive Legal & General November 2016 Full buy-out

Cable & Wireless 1,050 Communications Prudential September 2008 Pensioner buy-in Company-side

GlaxoSmithKline 900 Pharmaceutical Prudential November 2010 Pensioner buy-in 
Aon 890 Financial services Pension Insurance Corporation March 2016 Pensioner buy-in

Uniq 830 Food Producer Rothesay Life December 2011 PPF+ buy-out 
ICI 750 Chemicals Legal & General July 2016 Pensioner buy-in 
Rank 700 Gambling Rothesay Life February 2008 Full risk transfer

MNOPF 680 Shipping Rothesay Life December 2012 Full buy-in

Northern Bank 680 Financial Services Prudential April 2015 Pensioner buy-in 
Lehman Brothers 675 Financial Services Rothesay Life April 2015 Full buy-out

NCR 670 Technology Pension Insurance Corporation November 2013 Full buy-out

ICI 630 Chemicals Scottish Widows June 2016 Pensioner buy-in 
ICI 600 Chemicals Prudential March 2014 Pensioner buy-in 
ICI 590 Chemicals Scottish Widows September 2016 Pensioner buy-in 
Undisclosed 535 Financial Services Pension Insurance Corporation April 2015 Full buy-out 
MNOPF 500 Shipping Lucida September 2009 Pensioner buy-in

Cadbury 500 Food Producer Pension Insurance Corporation December 2009 Pensioner buy-in

ICI 500 Chemicals Legal & General March 2015 Pensioner buy-in 
ICI 500 Chemicals Prudential June 2015 Pensioner buy-in 
ICI 500 Chemicals Legal & General June 2015 Pensioner buy-in 
Philips 480 Technology Rothesay Life August 2013 Pensioner buy-in 
Delta 450 Engineering Pension Insurance Corporation June 2008 Pensioner buy-out

InterContinental Hotels 440 Hotels Rothesay Life August 2013 Full buy-out

Powell Duffryn / PD 
Pension Plan

400 Engineering Paternoster (now Rothesay 
Life)

March 2008 Full buy-out

Wiggins Teape 400 Manufacturing Scottish Widows November 2015 Pensioner buy-in

ICI 380 Chemicals Legal & General September 2016 Pensioner buy-in 
CDC 370 Public Rothesay Life November 2009 Pensioner buy-in

Undisclosed 370 Unknown Rothesay Life December 2014 Full buy-out

Friends Provident 360 Financial Services Aviva April 2008 Pensioner buy-in

Tate & Lyle 350 Food Producer Legal & General December 2012 Pensioner buy-in 
Undisclosed 340 Unknown Legal & General July 2013 Deferred buy-in

ICI 330 Chemicals Legal & General March 2016 Pensioner buy-in 
Alliance Boots 320 Pharmaceutical Pension Insurance Corporation June 2010 Full buy-out

Cookson 320 Engineering Pension Insurance Corporation July 2012 Pensioner buy-in

Philips 310 Technology Prudential September 2014 Pensioner buy-in 
Aggregate Industries 305 Mining Pension Insurance Corporation February 2010 Pensioner buy-in 
Philips 300 Technology Prudential June 2014 Pensioner buy-in 
Interserve 300 Construction Aviva July 2014 Pensioner buy-in 
ICI 300 Chemicals Prudential November 2014 Pensioner buy-in 
Undisclosed 300 Unknown Aviva June 2015 Pensioner buy-in

TKM 300 Automotive Aviva November 2015 Full buy-out 

A
p

p
en

d
ic

es

Source: Insurance company data.
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Appendix 3: Buy-ins and buy-outs over £150m announced since 2008

Name Size (£m) Sector Insurer Date Type LCP lead adviser

Home Retail Group 280 Retail Prudential June 2011 Pensioner buy-in 
Cobham 280 Aerospace & Defence Rothesay Life July 2013 Pensioner buy-in

Western United 280 Food Producer Rothesay Life June 2014 Full buy-out 

West Midlands Integrated 
Transport Authority

270 Transport Prudential April 2012 Pensioner buy-in

BBA Aviation 270 Aviation Legal & General April 2008 Pensioner buy-in

Undisclosed 255 Unknown Legal & General January 2013 Full buy-in

TI Group / Smiths Group 250 Engineering Legal & General March 2008 Pensioner buy-in

TI Group / Smiths Group 250 Engineering Paternoster (now Rothesay 
Life)

September 2008 Pensioner buy-in

Undisclosed 250 Media Aviva December 2011 Pensioner buy-in 
Undisclosed 250 Unknown Legal & General August 2012 Pensioner buy-in

Smiths Group 250 Engineering Pension Insurance Corporation October 2016 Pensioner buy-in

Law Society 235 Legal MetLife June 2011 Full buy-out 

General Motors 230 Vehicle Manufacturing Rothesay Life October 2012 Full buy-out 
Kingfisher 230 Retail Legal & General December 2015 Pensioner buy-in

Pilkington 230 Glass Manufacturing Pension Insurance Corporation August 2016 Pensioner buy-in

Pensions Trust 225 Charities Paternoster (now Rothesay 
Life)

July 2008 Pensioner buy-in

Leyland DAF 225 Vehicle Manufacturing Pension Insurance Corporation January 2009 Full buy-out

Undisclosed FTSE 250 220 Unknown Legal & General June 2010 Unknown

Undisclosed 220 Retail Legal & General March 2009 Pensioner buy-in 
Undisclosed 220 Unknown Pension Insurance Corporation November 2013 Full buy-out

ICI Specialty Chemicals 220 Chemicals Prudential August 2015 Pensioner buy-in 
Aon 210 Financial Services Pension Insurance Corporation October 2014 Pensioner buy-in

Siemens (VA Tech) 210 Technology Pension Insurance Corporation December 2015 Full buy-out

Taylor Wimpey 205 Housebuilding Partnership December 2014 Pensioner buy-in

Undisclosed 200 Unknown Scottish Widows April 2016 Pensioner buy-in 
Denso 200 Automotive Pension Insurance Corporation March 2012 Full buy-out

SR Technics 200 Aviation Pension Insurance Corporation April 2012 PPF+ buy-out

Undisclosed 200 Undisclosed Pension Insurance Corporation November 2014 Pensioner buy-in 
Smith & Nephew 190 Medical Rothesay Life January 2013 Pensioner buy-in 
Undisclosed 190 Unknown Pension Insurance Corporation August 2015 Full buy-out

Makro UK 185 Retail Rothesay Life August 2014 Full buy-out 
Undisclosed 185 Banking Aviva December 2010 Pensioner buy-in

M-Real Corporation 180 Paper Manufacturing Legal & General March 2008 Full buy-out 

Undisclosed 180 Unknown Pension Insurance Corporation October 2015 Full buy-out

First Quench 175 Retail Pension Insurance Corporation April 2013 PPF+ buy-out 
TI Group / Smiths Group 170 Engineering Pension Insurance Corporation September 2013 Pensioner buy-in

Undisclosed 170 Undisclosed Pension Insurance Corporation April 2011 Full buy-out 
Undisclosed 170 Unknown Pension Insurance Corporation July 2014 Full buy-out 

Gartmore 160 Financial Services Pension Insurance Corporation April 2012 Full buy-in 
Morgan Crucible 160 Engineering Lucida March 2008 Pensioner buy-in 
London Stock Exchange 160 Financial Services Pension Insurance Corporation May 2011 Pensioner buy-in

Undisclosed 160 Unknown Legal & General June 2016 Unknown

Ofcom 150 Public Legal & General July 2008 Pensioner buy-in 
Dairy Crest 150 Food Producer Legal & General December 2008 Pensioner buy-in

Dairy Crest 150 Food Producer Legal & General June 2009 Pensioner buy-in

Aon 150 Financial Services MetLife June 2009 Pensioner buy-in

Meat & Livestock 
Commission

150 Food Producer Aviva June 2011 Pensioner buy-in

TI Group / Smiths Group 150 Engineering Rothesay Life September 2011 Pensioner buy-in

LCP pensions de-risking 2016
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Source: Insurance company data.
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Future buy-out supply and demand

LCP's expertise in the area has led to 
it being appointed as lead adviser on 
nearly 50% of all buy-ins and buy-
outs over the year.

Risk Reduction Adviser of the Year 2016
Judges - UK Pensions Awards
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Background
The ICI Pension Fund is one of the largest and most mature DB pension plans in the UK.

 § £10bn UK pension plan with c56,000 members

 § 75% of liabilities are in payment with £500m of annual pension payments

 § At the outset, broadly 95% hedged against interest rates and inflation

 § Longevity identified as dominant risk

Case study: ICI Pension Fund

LCP is working with the ICI Pension Fund to progressively insure 
longevity risk at attractive levels. Explore the Fund's journey below.

Initial transaction
The initial transaction in March 2014 comprised a £3bn buy-in 

with Legal & General and a £600m buy-in with Prudential. Both 

were collateralised and completed within six months of LCP’s 

appointment.

The Fund was able to achieve scale and favourable pricing by 

carefully targeting liability subsets between insurers and by 

transferring a significant portfolio of credit assets that L&G wished 

to retain longer term. This also left the Fund with a more liquid 

residual investment portfolio.

INITIAL REVIEW

ICI Pension Fund

 § Large £10bn pension plan

 § Mature with £500m of annual 
pension payments

 § Strategy to de-risk over time

UMBRELLA BUY-IN CONTRACTS

An innovative platform

 § £3bn buy-in with L&G and £0.6bn with Prudential 
in March 2014 designed to achieve scale and 
favourable pricing

 § Umbrella contracts permit additional buy-ins on 
the same terms and security arrangements

LCP appointment

£3.6bn buy-ins  
Legal & General 
and Prudential

Umbrella contracts
Umbrella contracts were put in place with both 

Legal & General and Prudential permitting the 

existing buy-ins to be extended with the same 

contractual terms and security arrangements. 

The umbrella contracts allow the Trustee to react 

to market opportunities when insurance pricing is 

favourable. This is supported by robust monitoring 

and governance processes to facilitate a smooth 

execution process. 

BE READY TO MOVE

Price monitoring

 § Regular pricing feeds from insurers on the Fund’s 
own liabilities to identify opportunities

 § Allows insurers to actively seek out investments 
that will deliver the best price for the Fund

£300m buy-in  
Prudential

£500m buy-in  
Legal & General

SEPTEMBER 2013

MARCH 2014

MARCH 2015
NOVEMBER 2014

LCP’s appointment in 2013 to assist us in incorporating 

buy-ins into our de-risking strategy continues to prove 

to be one of the most successful appointments the Fund 

has made in recent times.

Heath Mottram

Chief Executive
ICI Pension Fund

In brief

1

2

3

4In brief

Appendix 4: Infographic - a de-risking blueprint for pension plans
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TO THE FRONT OF THE QUEUE

Streamlined execution process

 § Umbrella contracts facilitate execution  
of buy-ins in under three weeks

 § Ease of execution makes the Fund a 
preferred transaction partner

 § Trustees can react to favourable pricing 
opportunities as they arise

£500m buy-in  
Prudential

£500m buy-in  
Legal & General

JUNE 2015

MARCH 2016
£330m buy-in  
Legal & General

JUNE 2016

£630m buy-in  
Scottish Widows

The Fund has now insured over £8bn of liabilities 

since March 2014 across 11 transactions and is 

the “go to” scheme when the insurers on our panel 

have competitive pricing available.

LCP LifeAnalytics: helping to better understand longevity risk
LCP LifeAnalytics has allowed the Fund to robustly assess its 

longevity risk, analysing right down to an individual member 

level. It provides a longevity 'Value at Risk' (VaR) measure over 

the Fund’s six-year de-risking timeline. Find out more about 

LCP LifeAnalytics

LCP Visualise: an integrated de-risking framework
A full picture of the Fund’s longevity and investment risks is 

then provided using LCP Visualise technology, which uses the 

longevity VaR produced by LCP LifeAnalytics as a key input. 

This framework helps the Fund make informed decisions to 

prioritise which de-risking decisions give the most 'bang for 

the buck', taking into account the cost and the reductions in 

both longevity and investment risks.

Scottish Widows added to 
insurer panel
The Trustee’s first transaction 

with Scottish Widows used an 

umbrella contract structure 

similar to that in place 

with Legal & General and 

Prudential, allowing further 

buy-ins to be executed on the 

same contractual terms and 

security arrangements.

In brief

In brief

REAL-TIME TECHNOLOGY

De-risking dashboard

 § LCP LifeAnalytics allows the Fund  
to robustly assess longevity risk

 § LCP Visualise builds longevity risk 
into an integrated framework with 
investment risks

 § De-risking dashboard makes key 
metrics available on a daily basis

JULY 2016SEPTEMBER 2016

SEPTEMBER 2016

£750m buy-in  
Legal & General

£380m buy-in  
Legal & General

£590m buy-in 
Scottish Widows

In brief

Taking advantage of market movements caused by the  
Brexit vote
The July 2016 transaction was signed eight working days 

after the vote – a record time for a buy-in transaction of this 
scale – allowing the Fund to benefit from post-referendum 

market movements that had a favourable impact on pricing.

5

6

7 8

910

11

Heath Mottram

Chief Executive
ICI Pension Fund
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https://www.lcp.uk.com/lifeanalytics
https://www.lcp.uk.com/lifeanalytics
http://lcpvisualise.com/
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2016 report at a glance

This document may be reproduced in whole or in part, provided prominent acknowledgement of the source 

is given. Although every effort is made to ensure that the information in this report is accurate, Lane Clark 

& Peacock LLP (LCP) accepts no responsibility whatsoever for any errors, or omissions, or the actions of 

third parties. This report and the information it contains should not be relied upon as advice from LCP or 

a recommendation as to the appropriateness either of proceeding with an insurance transaction or of any 

particular insurance company or provider. Specific professional advice should be sought to reflect an individual 

pension plan’s circumstances. Unless otherwise specified, the source of information provided in the report is data 

provided by insurance companies and LCP research.

For further copies of the report, please download a PDF copy from our website  

www.lcp.uk.com/deriskingreport or email enquiries@lcp.uk.com or contact  

Nelly Geudin on +44 (0)20 7432 6710.

© Lane Clark & Peacock LLP December 2016
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