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1
INTRODUCTION
THE BULK ANNUITY MARKET HAS SEEN RECENT EXPLOSIVE GROWTH AND SHOWS NO SIGN OF SLOWING.

The combination of improved asset yields, a slowdown in mortality improvements (leading to improved scheme funding 
levels and falling liabilities) and competitive insurer bulk annuity pricing has fuelled demand for buy-ins and buyouts. 

Transaction volumes are expected to reach around £18 billion1 in 2018, which will be a significant increase on previous 
years. With defined benefit assets exceeding £1,500 billion2 at mid-2018, there’s demand for many years of future 
transactions.

Insurers offering bulk annuities (as well as consulting firms and legal advisers) will have a wide choice of opportunities 
available to deploy their human capital. Calculating the price of a bulk annuity quote can cost them thousands of 
pounds in pricing and business development resource and is unrewarded in the event they don’t secure a transaction – 
either because they don’t win a competitive tender or because the transaction doesn’t proceed. 

This means that when deciding where to participate, insurers will be highly selective and look for schemes that offer 
transaction certainty, especially at the smaller end of the market. Trustees who come to the bulk annuity marketplace 
well prepared, with stakeholders aligned behind the transaction and funding in place, will be more likely to gain the 
attention of insurers and secure a competitive tender process.

Just Defined Benefit Solutions and the PLSA have prepared this guide to help trustee boards and sponsoring employers 
navigate this market and optimise their engagement with insurers.

Tim Coulson, Director of DB Solutions, Just 
tim.coulson@wearejust.co.uk

 

1 Hymans Robertson 2018: A record breaking year for the bulk annuity market
2 The PPF 7800 Index September 2018
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2
WHAT’S A BULK ANNUITY? 
A BULK ANNUITY IS A SINGLE PREMIUM INSURANCE POLICY THAT’S ISSUED TO THE TRUSTEES OF A DEFINED BENEFIT 
(DB) PENSION BY A UK LIFE INSURANCE COMPANY (THE INSURER). 

In return for a single premium (the up-front payment of assets from the scheme trust), the insurer guarantees to pay 
an income for the lifetimes of each beneficiary selected which is an exact match to the benefits specified by the trustees. 
The income is either paid directly to each member covered (a buyout) or aggregated and paid as a lump sum to the 
trustees (a buy-in).

The insurer delivers this income stream (usually monthly) by investing the single premium prudently and using the 
returns to meet the liabilities of the policy. It’s known as a ‘bulk’ as it usually covers more than one beneficiary and 
‘annuity’ as it guarantees to pay the benefits specified while each beneficiary3 covered is alive. 

THERE ARE A NUMBER OF METHODS THAT SPONSORS AND 
TRUSTEES CAN USE TO REDUCE OR REMOVE THE RISK OF MEETING 

DB LIABILITIES. OF THESE, TRANSFERRING THE RISK TO AN 
INSURANCE COMPANY THROUGH A BULK ANNUITY IS STILL 
CONSIDERED THE GOLD-STANDARD FOR DB DE-RISKING. 

James Mullins, Head of Pensions Risk Transfer, Hymans Robertson 

By purchasing the bulk annuity, the trustees are transferring longevity, investment and inflation risks to the insurer. 

Insurers are expert at calculating and mitigating longevity risk. They mitigate inflation risk through the construction and 
management of their investment portfolios  – usually a mixture of gilts, corporate bonds and long-dated alternative assets 
– designed to deliver returns that closely match the retirement income payments their bulk annuity policies cover.

There are two types of bulk annuity: a buy-in and a buyout.

WHAT IS A BUY-IN?

In exchange for a single premium (the payment) from the trustees, the insurer guarantees to pay an income stream to 
the scheme bank account that matches the benefits specified for the members selected by the trustees. This is usually 
paid monthly. The trustees remain responsible for making pension payments to members.

The policy is held as an asset of the scheme and enables the trustees to meet future benefit payments to the members covered. 

Trustees work with their advisers to specify the benefits to be covered, the members to be insured and a target price 
to be achieved. The benefits specified normally match scheme rules for the members covered, in which case payments 
from the insurer will be an exact match to the benefits due. But it’s possible for trustees to specify a subset of scheme 
rules (or simplified benefits) to be covered. 

The level of benefits covered and number of members to be included will influence the complexity, cost and time 
required to fully implement the policy.

3 We’ll use the term ‘member’ in the rest of this guide instead of ‘beneficiary’ to refer to pensioners, deferred pensioners and (where relevant) dependants.
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    Diagram: Key stages for a buy-in
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THE BENEFITS OF A BUY-IN

In a buy-in, the longevity, inflation and investment risks for the members and benefits covered transfer to the insurer. 

Once the bulk annuity has transacted, the trustees receive a guaranteed monthly cash flow from the insurer, paid to 
the scheme bank account, which exactly matches the benefits selected for the members included. No further payments 
from the sponsoring employer will be required to secure these benefits, even if the members covered live longer than 
expected, markets fall or inflation soars.

The cost for the policy is agreed at the outset and will not change, other than to reflect the result of post-transaction 
data cleansing and benefit specification review.

Because bulk annuities are insurance policies, trustees and their members benefit from the protections afforded by the 
UK insurance regime:

   Insurers are regulated by the Prudential Regulation Authority (PRA), a part of the Bank of England. The PRA 
implements the EU Solvency II Directive, which requires insurers to hold a capital buffer to help ensure they’re able 
to meet their obligations to policyholders in 99.5% of stress scenarios (equivalent to a 1-in-200-year event). This 
provides protection against their insolvency.

   In the unlikely event that an insurer becomes insolvent and is unable to meet the obligations of its bulk annuity 
policies, the policyholders of a buy-in (the trustees) are protected by the Financial Services Compensation Scheme 
(FSCS). This will pay 100% compensation to the trustees by providing the ongoing income stream that was covered 
by the buy-in(s) from that insurer. Unlike the Pension Protection Fund, which offers protection to the membership of 
a DB scheme of an insolvent sponsor, there are no caps or restrictions on cover provided by the FSCS for bulk annuity 
policies. This is our belief, but to date there have been no claims of this type to test the FSCS response. 

DB DE-RISKING THROUGH A SERIES OF BUY-INS 

It has been common for trustees to conduct a series of buy-ins, de-risking the liabilities for different cohorts of members 
as they retire. This is usually part of a de-risking strategy which ends in the winding up of the scheme following buyout.

Trustees are free to select a different insurer for each buy-in they transact. Alternatively, they can complete subsequent 
transactions with their incumbent bulk annuity insurer. 

WHAT IS A BUYOUT?

A buyout is the final stage of the de-risking journey when the trustees pass all legal responsibility for administration, 
payments and communication for the members selected to an insurer. 

It’s normal for all members to be covered so trustees can wind up the scheme, but it’s possible to arrange a buyout for a 
sub-set of the membership, in which case all groups of members must continue to be fairly treated.

All benefits payable under the scheme rules must be covered or the scheme rules altered to assist the buyout. This 
means that normally the first stage of a buyout is to issue a buy-in policy for any benefits and/or members not already 
covered by existing buy-in policies.

Next, individual annuity policies are issued to the pensioners and deferred pensioners covered, and they become 
policyholders of the insurer. The insurer guarantees to pay an income stream directly to each member selected that is an 
exact match to the full pension benefits they’re entitled to receive. This is known as a buyout, and if all members of the 
scheme are covered the trustees can then wind up the scheme.
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The insurer is responsible for:

   Issuing all the pensioners and deferred pensioners selected with a benefit specification, policy document, member 
guide and privacy notice

   Paying all future pension benefits directly to these members and, if relevant, to their dependants

   Future communications to these members including issuing annual P60s

   Calculation and payment of any pension increases

   Handling of queries from members

   Handling of triviality payments, pension commencement lump sums and other member options for deferred members

   Management of bereavements and subsequent payments to dependants, if relevant.

    Diagram: Key stages for a buyout TRUSTEES
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THE BENEFITS OF A BUYOUT

The insurer takes on legal responsibility for members, who become their policyholders. Where all members of the 
scheme (pensioners, deferred pensioners and dependants) are covered and individual policies have been issued, the 
trustees are free to wind up the scheme.

If all members are covered, no further contributions will be required from the sponsoring employer to meet the 
liabilities or running costs of the scheme. Any payment they’ve made to the scheme to cover the costs of the final buy-in 
policy is likely to be their last payment. The buyout removes the scheme from their balance sheet.

Because bulk annuities are insurance policies, members covered benefit from the same protections afforded to a buy-in 
by the UK insurance regime:

   Regulation of insurers by the PRA, which provides protection against insurer insolvency.

   In the unlikely event that an insurer becomes insolvent and is unable to meet the obligations of their buyout policies, 
policyholders are protected by the Financial Services Compensation Scheme. This will pay the full pensions due 
under the policy directly to each pensioner covered and those due to deferred pensioners, with no cap or restriction. 
This means that all members of the scheme covered by the bulk annuity will be fully compensated for the insolvency 
of the insurer.

HOW BULK ANNUITIES ARE PRICED 

The key variables for insurer pricing are scheme-specific and will be determined by: 

   Membership characteristics (e.g. average age, gender split, number of members, postcode and any medical 
conditions) which can be used to estimate the longevity of each member and therefore how the long the policy is 
expected to pay out 

   Benefits to be covered (e.g. pension size, pension increases, underpins on benefits/pension increases, dealing with trustee 
discretions, GMP step-ups and/or bridging pensions, BSP offsets, pension top-ups and pensions switching indexation)

Other inputs to pricing such as swap yields and inflation expectations are market-related and not scheme-specific.

There are two approaches to estimating longevity and calculating a price:

   Standard pricing, which uses proxies such as industry sector of the scheme, postcode, gender and pension income 
to estimate the longevity of each member.

   Medically underwritten pricing, which uses data supplied by members on any medical conditions and lifestyle 
factors (for example weight, smoking and alcohol consumption) to estimate longevity for each member. It provides a 
more accurate assessment of longevity and offers the potential for savings compared with standard pricing methods. 

  This method of pricing is generally only available for transactions with fewer than 300 members. For transactions over 300 
members, the law of large numbers applies, meaning the membership’s characteristics are more like to resemble those of the 
whole population: life expectancy averages to UK population mortality and standard pricing approaches are suitable.

  Potential price savings from medical underwriting can be more significant for ‘top-slices’ of higher liability members 
than for transactions where members have low individual liability. Top-slices usually include executives or long-
serving members (i.e. those for whom the proxies used in standard pricing to estimate longevity are likely to indicate 
good health and therefore good life expectancy). It only takes one or two members to have significant medical or 
lifestyle conditions to deliver valuable savings compared with a standard transaction. See ‘Selecting members to be 
insured’, for more information about top-slicing.
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THE BULK ANNUITY MARKET HAS GROWN STRONGLY DURING 2018. THIS GROWTH HAS BEEN DRIVEN BY A COMBINATION 
OF IMPROVED ASSET YIELDS AND A SLOWDOWN IN MORTALITY IMPROVEMENTS, LEADING TO FALLING LIABILITIES AND 
IMPROVED SCHEME FUNDING LEVELS.

Recent insurer bulk annuity pricing has been competitive, and when coupled with improved scheme funding it has 
fuelled demand for buyouts and buy-ins.

As we enter the last trimester of 2018, demand shows no signs of slowing. This section looks in more detail at the drivers 
for this demand.

STRUCTURAL DRIVERS FOR CONTINUING BULK ANNUITY DEMAND

 DB PENSIONS ARE A MATURE MARKET:

   The majority of existing schemes are closed both to new members and future accrual, heading for either buyout 
and wind-up, run-off or potentially consolidation.

    Sponsoring employers are transferring the risks of pension provision to their employees by offering DC pensions; 
most automatically enrolled  employees are saving in DC schemes.

   Consequently, DB schemes can be viewed by many employers as a legacy remuneration tool, consuming valuable 
management time and financial resources.

   For smaller schemes and those that have already transacted buy-ins and have a relatively small pool of remaining 
assets, the costs of running the scheme, paying for investment advice, monitoring the sponsor covenant and 
administration services can be disproportionately expensive and a driver for transacting a bulk annuity buyout and 
winding up the scheme. 

THE FUNDING POSITION OF THE SCHEME:

   The PPF7800 index shows the number of schemes in surplus is just under 40% at July 2018.

   The historical percentage of schemes in deficit has fallen since the unfavourable market conditions caused by the 
Brexit vote. The result has been that more sponsors are able and willing to make payments to help fund buyouts. 

    The level of funding for individual schemes will be impacted by future financial conditions (e.g. investment 
performance, gilt yields and inflation expectations), creating uncertainty for trustees and sponsoring employers 
around the level of contributions that will be required to fund their DB scheme in the future.

    Sponsoring employers are required to disclose the funding position of their DB scheme(s) in annual accounts and 
show any deficit repair contributions they’re required to make.

    If the scheme’s in deficit, the ability of the sponsoring employer to make dividend payments could be impacted; and 
if the employer’s selling part of their business, a deficit could impact the purchase price. 

    When markets fall and deficits increase, some sponsoring employers may view their DB scheme as a black hole into 
which they’re required to pour contributions.

3 
WHAT’S DRIVING DEMAND  
FOR BULK ANNUITIES?

   The majority of existing schemes are closed both to new members or future accrual,4 heading for either buyout  
and wind up or run-off.

    Sponsoring employers are transferring the risks of pension provision to their employees by offering DC pensions; 
most automatically enrolled  employees are saving in DC schemes.

   Consequently, DB schemes can be viewed by many employers as a legacy remuneration tool, consuming valuable 
management time and financial resources.

   For smaller schemes and those that have already transacted buy-ins and have a relatively small pool of remaining 
assets, the costs of running the scheme, paying for investment advice, monitoring the sponsor covenant and 
administration services can be disproportionately expensive and a driver for transacting a bulk annuity buyout and 
winding up the scheme.

4 PPF Purple Book 2017
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LIABILITY-DRIVEN INVESTMENT (LDI) STRATEGIES

   There’s been an upward trend for trustees to protect the funding position of their schemes by implementing LDI 
strategies (matching assets to liabilities through direct investment and hedging strategies). 

    These schemes will be more reliant on their sponsoring employers to make up any deficit than others investing in 
equities. LDI strategies reduce the risk posed by poor market conditions, but their low allocation to equities means 
schemes don’t benefit from strong equity markets.

   Trustees holding such matched positions are investing like an insurer, so might be more likely to consider a bulk 
annuity solution which provides the additional benefit of transferring longevity risk and the enhanced protections 
offered by the UK insurance regime.

 LONGEVITY

   Until 2016, data showed life expectancy has been improving due to:

–   Better treatment of cardio-pulmonary disease

–   Fewer people smoking 

–   Better diet and more people taking regular exercise.

    People have been living longer, especially more affluent demographic groups. 

   This has caused a strain on funding levels as schemes have targeted the increased provisions required. 

    Between 2016 and 2018, CMI data has revealed more deaths than expected and relative to previous years, 
indicating a slow-down in improvements in mortality. To the extent these studies are used by insurers as feeds for 
their pricing models, they have had a positive impact on pricing.

    Recent statistics from the ONS have shown that life expectancy has flat lined for the first time in decades.

   This slow-down has also had a positive impact on levels of scheme funding, which are improved when life 
expectancy falls.

SPONSOR COVENANT

    This is defined as the willingness and ability of the sponsor to make good any scheme deficit.

    The strength of this covenant can change very quickly and therefore assessment must be regular if not continuous.

    Furthermore, assessment is complex and will be subjective, a consequence of the many factors that can influence it 
including:

–  Political (eg Brexit or new trade barriers)

–  Volatile exchange rates

–  Lack of access to skilled labour

–  Legislation 

–  Sales performance and profitability.

   Where there’s future uncertainty over funding, trustees will be keen to maximise contributions from their sponsor 
and may want to transact a bulk annuity quickly to provide enhanced protection for members.

MSOctober 2018

11



 REGULATORY CHANGE 

   The White Paper ‘Protecting defined benefit pension schemes’ seeks to strengthen the power of the regulator (TPR) 
to enforce funding standards through revisions to the existing Funding code of practice.

   For a small minority of schemes where sponsoring employers are considered to exhibit ‘reckless behaviour’, this 
will protect members.

   As a result, these schemes will benefit from an improved funding position which strengthens the ability of trustees 
to consider a bulk annuity.

   The additional TPR powers could encourage some employers to accelerate a move to buy out.

DEMAND FOR TRANSFERS FROM MEMBERS 

    Awareness of Freedom and Choice has increased demand from members of DB schemes for similar flexibility.

   Offering transfers and Pension Increase Exchange (PIE) exercises could result in the overall costs of such exercises 
plus a subsequent bulk annuity being lower than a bulk annuity on its own. But schemes should work closely with 
their advisers as the financial impact on the scheme will depend on take-up rates and any enhancements offered.

    Such exercises remove risk (Enhanced Transfer Value (ETV)) or reduce risk (PIE) and could result in a lower bulk 
annuity cost to cover the remaining risks. 

ATTRACTIVENESS OF INSURER PRICING 

    Since early 2016, pensioner buy-in pricing has achieved an investment return typically around 0.2% above the yield 
on gilts.  

   Schemes that are holding gilts and other ‘insurance-style’ investments can improve their funding position by using 
these assets to purchase a bulk annuity. 

   Pricing is also affected by the availability of assets. Alternative investments such as infrastructure debt and private 
placements deliver a good match to DB liabilities due to their long-dated, secured and often inflation-linked cash 
flows. Insurers can offer more attractive prices when these are available

    Pricing is also influenced by insurer appetite, which can quickly diminish in a supply-driven market once annual 
sales targets are met.

This list is by no means exhaustive, but as you can see there are a number of reasons that sponsors and trustees are 
seeking to transact a bulk annuity. In section 4 we’ll look at some practical steps that will help secure the attention  
of insurers. 

RECENT INSURER BULK ANNUITY PRICING HAS
BEEN COMPETITIVE, AND WHEN COUPLED WITH 

IMPROVED SCHEME FUNDING IT HAS FUELLED 
DEMAND FOR BUYOUTS AND BUY-INS.
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THE JOURNEY TO A BULK ANNUITY – OTHER LIABILITY MANAGEMENT OR DE-RISKING OPTIONS

As we’ve seen, a bulk annuity transfers risk from trustees to an insurer or insurers. There are other liability 
management or de-risking options for trustees to consider. These can be a precursor to a buy-in or buyout or be 
conducted with the bulk annuity.

The diagram below shows options on the journey towards the eventual buyout and wind up of a DB scheme. But this 
journey isn’t set in stone: stages can be skipped so a bulk annuity is transacted before, instead of, or as well as other 
liability management or de-risking strategies. 

For instance, if sufficient funding is in place, some schemes go straight to buyout in a single step and wind up the 
scheme, usually facilitated by a financial contribution from their sponsoring employer.
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AS WE’VE SEEN, THE DEMAND FOR BULK ANNUITIES HAS GROWN STRONGLY DURING 2018. STAKEHOLDERS ACROSS THE 
BULK ANNUITY SUPPLY CHAIN – INSURERS, LEGAL ADVISERS, THE DE-RISKING PRACTICES WITHIN EMPLOYEE BENEFIT 
CONSULTANTS (EBCS), ADMINISTRATION PARTNERS AND PROFESSIONAL TRUSTEES – ARE IMPACTED AS THEY WORK TO 
ACCOMMODATE THIS INCREASED DEMAND. 

Insurers, as well as consulting firms and legal advisers, will have a wide choice of opportunities available to deploy their 
human and financial capital. So when deciding where to participate, insurers will be highly selective and will look for 
transaction certainty. Trustees who are well-prepared will therefore be more likely to generate interest from insurers. 

This is particularly important for smaller transactions where the insurer resource required to review the tender 
documentation and calculate a price will be similar to that required for a much larger transaction. Therefore, the 
tendency is for insurers to engage on larger transactions – unless, that is, trustees can demonstrate some key points, 
described below.

Here are some important steps trustees can take and which insurers look out for when deciding where to participate. 
Treat these as a check list: having the points ticked off will signal to insurers that trustees are serious about transacting 
and help secure their engagement.

 1  ALIGN STAKEHOLDERS BEHIND A CLEAR PLAN 

Trustee boards, sponsors, legal advisers and administration partners should be well aligned behind a clear plan for 
executing a bulk annuity. Once they have agreed that a bulk annuity is the correct solution for the scheme and its 
members and that the timing and market conditions are right, they should identify the key decision-makers required to 
prepare, execute and implement it:

  Which members of the trustee board will make the decisions on selecting an insurer?

   Bulk annuities are specialised transactions requiring specific expertise. Trustees may benefit from the appointment 
of a professional trustee especially where they don’t have experience of a previous bulk annuity transaction.

   Scheme actuarial and legal advisers will have de-risking specialists. Ensure they’re engaged and supporting 
development of plans, documentation and execution of the bulk annuity. The scheme legal advisers will need to 
compile an accurate and clear benefit specification and support contract negotiation.

   The EBC will need to advise the trustees during preparation, broking and decision-making. 

   The sponsoring employer will need to agree any funding required and then support the trustee’s decision on which 
insurer to appoint.

   The administration partner will need to provide data for insurers to quote against, support lawyers to develop 
the benefit specification, to respond to data and benefit queries during the insurer quote process and after the 
transaction, and to refresh the data (data cleansing). They therefore need to be on board with the resource 
requirements.

   The scheme investment adviser will need to select the scheme assets that will be sold to fund the bulk annuity and to 
determine if any members are not covered.

4
YOUR CHECKLIST FOR A  
BULK ANNUITY
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 2  AGREE GOVERNANCE FOR DECISION-MAKING 

It’s likely to be inefficient for the full trustee board to be involved in detailed decision-making for a bulk annuity, unless 
the board is relatively small or the bulk annuity is the only project outside business-as-usual. 

It’s normal to create a sub-committee or to hand this responsibility to an existing sub-group such as the investment 
committee. They should have the authority and focus to:

   Convene quickly at short notice

   Make recommendations including which members and which benefits to insure 

   Select and recommend an insurer.

Then, the Scheme Trust Deed  will govern the framework and responsibilities for signing the bulk annuity contract once 
pricing is agreed.

 3  COMMUNICATION, COMMUNICATION AND COMMUNICATION

Early and targeted communication will help secure and maintain alignment between trustees, the sponsor and other 
stakeholders. Trustees should ask themselves:

   Do all stakeholders understand the benefits of a bulk annuity and the processes for selecting, transacting and 
implementing one? 

   What has generated the impetus for this bulk annuity? This will identify the stakeholders who trustees need to 
communicate with and whether they need to be educated, consulted or simply informed of any plans and decisions.

 –   Has the bulk annuity been initiated by the trustee board as part of a planned de-risking strategy agreed with 
advisers – perhaps the next stage after an LDI strategy has been implemented and funding targets achieved? 

 –   Has it been initiated by the sponsoring employer, perhaps ahead of M&A activity?

   Whether they’ll need to inform members they’ve secured the transaction and explain the protections secured?

Answering these questions and then taking appropriate action will help trustees establish and maintain alignment 
behind the bulk annuity transaction. The following table outlines possible roles and responsibilities for the trustee 
board and any sub-committee responsible for decision making and how they might engage with other stakeholders.
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STAKEHOLDER CONSIDERATIONS RACI* ACTION

Trustee board Have members got 
experience of a previous 
bulk annuity?

Accountable for the decision 
to de-risk with a bulk 
annuity and the correct and 
thorough implementation of 
the bulk annuity

If members don’t have 
experience of a bulk annuity, 
consider appointing a 
professional trustee

Sub-committee 
charged 
with making 
recommendations 
for a bulk annuity 

Is there funding in place to 
cover the transaction?

Responsible for making 
decisions about the bulk 
annuity – the members to 
be covered, the benefits 
to be specified, securing 
the funding required from 
the sponsor, selecting an 
insurer, ensuring other 
stakeholders are consulted 
on decisions or informed 
(see below)

Ensure stakeholders are 
aligned behind a common 
aim to transact a bulk 
annuity. Define which 
stakeholders will need 
influencing to achieve and 
maintain alignment and 
secure the transaction and 
subsequent implementation

Member 
Nominated  
Trustee  
(MNT)

Able to act as a link with the 
membership as a whole 

Consult with MNT on the 
decision to de-risk with a 
bulk annuity

Ensure they understand 
the features, benefits and 
risks of the transaction 
- educate and maintain 
communication 

Employer 
Nominated  
Trustee  
(ENT) 

What’s generated the 
impetus for considering 
a bulk annuity? If it’s 
come from the sponsoring 
employer, an ENT (e.g. 
the pension manager or 
financial director) might be 
in the driving seat and may 
need to get other trustees 
on side 

Consult with the ENT as 
they’re likely to be a involved 
in securing funding required

Ensure they understand 
the features, benefits and 
risks of the transaction 
- educate and maintain 
communication

*  This a responsibility assignment methodology where RACI is an acronym derived from the four key responsibilities most typically used: Responsible, 
Accountable, Consulted, and Informed.
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STAKEHOLDER CONSIDERATIONS RACI* ACTION

Sponsor What relationship do 
trustees (and members) 
have with the sponsoring 
employer? 

Consult with the sponsor so 
they’re aware a bulk annuity 
is being considered and 
have notice if they’ll need to 
provide funding

Define action based on 
nature of the relationship 
between the trustees and 
the sponsor and financial 
support required

Administration 
partner

Ensure they’re ready to 
provide member data when 
it’s required, to support the 
development of a benefit 
specification as part of the 
tender and authorised to 
start the data cleanse after 
the transaction

Inform them a bulk annuity 
is under consideration and 
keep them updated so they 
can provide data, support 
the documentation of the 
benefits to be covered and 
post-transaction, support 
the data cleanse

EBC and Legal 
Adviser

Ensure they’re on board 
early to provide expert 
support. Specialist advisers 
can be engaged tby trustees 
to provide a counterparty 
review of the insurer 
selected

Consult with both sets 
of advisers – they will 
prepare the benefit 
specification, recommend 
how membership is to be 
segmented to target those to 
be covered

Members Inform them when the bulk 
annuity has been transacted. 
Explain the benefits of cover 
and why some members 
may have been insured and 
others are not

WHEN DECIDING WHERE TO PARTICIPATE,  
INSURERS WILL BE HIGHLY SELECTIVE AND WILL 
LOOK FOR TRANSACTION CERTAINTY. TRUSTEES 
WHO ARE WELL-PREPARED WILL THEREFORE BE 

MORE LIKELY TO FIND A SUITABLE DEAL
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 4  WHAT BENEFITS AND MEMBERS ARE TO BE INSURED?

Trustees work with their advisers to agree the level of cover they require. The ultimate objective is to have all members 
and all benefits as defined by the scheme rules fully covered at buyout. 

Trustees may consider removing some or all of the following from cover at buy-in as they can be difficult to insure and 
so impact the price for the policy:

   Complicated benefit increases

   Underpins

   Children’s benefits.

Trustees will need to understand if their administration partner has been employing any discretionary practices, such 
as paying financial dependants. If so, these will need to be crystallised so they’re either included within the benefits 
specified or excluded and not covered by the bulk annuity.

It’s important to have a well written and comprehensive benefit specification which makes it clear to insurers what 
benefits have been specified for cover. This will reduce queries from insurers during the tender process and make it less 
likely the benefit specification will need correcting after the tender process.

Trustees will need to instruct their legal adviser and administration partner to develop the benefit specification. The 
aim is to draft a clear and concise benefit schedule that’s unambiguous and easily digested by insurers.

LEVEL OF COVER REQUIRED

Where all benefits are specified, payments from the insurer will be an exact match to the benefits specified under the 
scheme rules for the members selected.

Where a subset of benefits are specified, there will be a shortfall between the payments from the insurer and the 
benefits due under the scheme rules. This may not bite with immediate effect after the policy is transacted, but may 
happen over the longer term, as annual increases or dependants’ pensions become due. 

Such variation isn’t necessarily an issue, as long as trustees are aware and have assets available to make up any shortfall. 

When trustees come to buyout, the benefits will need to be re-structured to accommodate insurer-friendly cover and 
include the full benefits defined by the scheme rules for each member included in the buyout.

SELECTING MEMBERS TO BE INSURED

Trustees work with their EBC to select the tranche (group) of members to be covered by the bulk annuity. If a sub-
set are being covered (for example because assets for de-risking are limited), insurers require selection to be made 
objectively, to rule out selection bias. 

For example, selections can be made for every nth member, after ordering by age and then pension amount, to create a 
pool of liabilities that matches the funding available. The following are further examples of how selection can be made:

   All current pensioners to be insured

   All current deferred pensioners
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   A sub-set of current pensioners OR deferred pensioners OR a mix of pensioners and deferreds. For example: oldest, 
youngest, ‘top-slice’ (ie all pensions above a specified value, such as any member with a pension greater than £10,000 
per annum)

   A specific section of membership (a group with common benefits)

   The entire scheme – pensioners and deferred members

A ‘top-slice’ is a group of members with the highest liabilities, often executives and long-serving members. Such top-
slices can deliver the most efficient use of scheme assets to de-risk. This is because liabilities are concentrated within 
the top-slice, so the impact of a few members within the top-slice living longer than expected will result in a higher 
increase in costs for the scheme. By insuring them within a bulk annuity, trustees are transferring this longevity risk to 
an insurer. All groups of members must be treated fairly. See below in section 6 for more detail.

SOME SEGMENTATION OPTIONS FOR SELECTING MEMBERS TO BE COVERED

Savings delivered by a medically underwritten bulk annuity can be proportionately more significant for top-slices, 
since it only takes one or two members to have a medical or lifestyle condition to deliver valuable savings compared to a 
standard transaction. Even large schemes can create a top-slice to facilitate medical underwriting.

 5  CONFIRM WHAT ADDITIONAL FUNDING IS AVAILABLE FROM THE SPONSOR

Sponsor involvement is important from the very beginning of the process. They may well need to provide funding for 
the bulk annuity and they may need to be part of the decision-making to select the insurer. 

Trustees should discuss their plans for a bulk annuity and agree what budget is available from the sponsor for funding. 
This can feed in to any target price established with the EBC.

Alternatively, trustees can obtain pricing from insurers and then agree with the sponsoring employer whether they can 
afford to make the required contribution to achieve this. 

LI
AB

IL
IT

IE
S

AGE

Deferred
pensioners

Pensioners

All pensioners

‘Top-slice’ of pensioners 
and deferred pensioners

Oldest
pensioners
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 6  TREATING ALL MEMBERS FAIRLY

Trustees are expected to treat all members fairly. This means they will need to consider the impact of a bulk annuity on 
any members who are not covered after the buy-in is complete.

One way this can be assessed is by comparing the scheme funding, on a technical provisions basis, before and after the 
transaction, to assess the impact and ensure the funding level is no lower than it was before the transaction. This is 
illustrated in the diagram below.

Depending on the pricing available from insurers, maintaining the funding level may require a contribution from the 
sponsoring employer to avoid what’s known as ‘funding strain’. 

Liabilities Assets

£100m

£80m

BEFORE BULK ANNUITY

Funding level before Bulk Annuity

– The funding level for all members 
before a buy-in is notionally 80% 
(£80m/£100m = 0.8)

AFTER BULK ANNUITY

Funding level after Bulk Annuity

– Post transaction, the trustees have a bulk annuity asset valued 
at £20m providing cover for a segment of the membership

– The liabilities are still £100m but the trustees have secured 
£20m of these with the bulk annuity

– The liability for the remaining members not covered by this 
bulk annuity is £80m

– £60m of ‘free’ assets remain which back this £80m liability

– Therefore, to maintain the notional funding level of 80% for 
the unsecured members, an employer contribution of £4m is 
required (£64m/£80m = 0.8)
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£20m of these with the bulk annuity

– The liability for the remaining members not covered by this 
bulk annuity is £80m

– £60m of ‘free’ assets remain which back this £80m liability

– Therefore, to maintain the notional funding level of 80% for 
the unsecured members, an employer contribution of £4m is 
required (£64m/£80m = 0.8)
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Liabilities

£100m

£20m
buy-in

£80m
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 7  USE OF LIABILITY MANAGEMENT EXERCISES TO CLOSE ANY FUNDING GAP

Trustees can reduce the future running costs of their scheme by offering Enhanced Transfer Values (ETVs),  
which removes risk, and Pension Increase Exchange (PIE), which reduces risk, to remove future liabilities. Such 
exercises should be on the trustees’ planning agenda to help reduce liabilities in the run-up to, or integrated within,  
a bulk annuity. 

DC freedoms and higher transfer values have resulted in demand from members for transfer exercises and resulted 
in increased take-up rates when they’re offered. Trustees should ensure members receive the guidance or advice they 
need so that decisions they take are underpinned by informed consent, minimizing risk for those members and for the 
trustees. They will also need to ensure that all members are treated fairly. This requires them to protect the notional 
funding level after the completion of an ETV exercise.

A transfer and/or PIE followed by a bulk annuity to cover remaining risks could be more affordable than a bulk annuity 
on its own. It’s important, though, to involve advisers so they can guide on the likely outcome; and the financial impact 
to the scheme will depend on the rates of take-up by members and any enhancements offered.

PIE is a one-off increase to the pension in exchange for forgoing the right to receive future escalation. Where accepted, 
the member will be paid at the new higher rate, but without future annual increases. 

 8  THE BULK ANNUITY TENDER PROCESS

By this stage, trustees and their EBCs should be well prepared to issue an invitation to tender to selected bulk annuity 
insurers. This will confirm the following:

   The background to the sponsor, scheme and drivers leading to a potential transaction

   The membership data to be covered by the policy

   Details of the benefits to be covered

   Commentary on the affordability of the transaction for the trustee (i.e. funding level and funding available from 
sponsor)

   An outline of the transaction timetable

   Details of any previous bulk annuities and/or liability management exercises completed

   Parties involved and the governance for decision-making.
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The EBC will use their knowledge of, and relationships with, insurers offering bulk annuities to maximise engagement. 
However, the context and scale of the transaction, likely timing and make-up of the members to be covered can strongly 
influence insurer appetite to participate. The ideal scenario is for all insurers approached by the EBC to be willing to 
provide quotes, to introduce a competitive process.

Once insurers have agreed to participate, they’ll work on the development of a quotation. The EBC will work with 
trustees to review quotes provided before potentially shortlisting insurers and inviting them to submit final prices.

Some trustees may want to meet the shortlisted insurers before making their minds up on which to choose. These 
meetings (sometimes called beauty parades) should take place before insurers submit their final prices. 

Such meetings provide trustees with an opportunity to meet key members of the insurer teams and question them 
about their proposition. Trustees should agree with their EBCs what they’d like insurers to focus on at this meeting – it 
may include:

   Administration capability for buy-in and buyout

   Financial strength and investment expertise 

   The insurer’s team that will support the transaction 

   Track record of similar transactions.

The final prices submitted by insurers will be guaranteed until a date chosen at the discretion of each insurer. This 
means that the pricing assumptions they’ve used will not change.

To provide certainty on how the price moves with financial markets, insurers may provide a mechanism explaining how 
the premium moves using publicly available financial market information. This would apply from the point of choosing 
the provider up to the transaction date.

Once the trustees and sponsor have chosen an insurer, the insurer will be informed of their exclusivity. There may be a 
period of contract adjustment (depending on the size of the transaction) before the contract is signed. 

On the same day the contract is signed by the trustees and insurer, the trustees will also instruct their fund manager to 
transfer the agreed scheme assets or cash to the insurer. These funds would settle in the insurer account on or shortly 
after the contract has been signed.

The first payroll funded by the insurer  is likely to fall in the second month after the contract is signed, to allow the 
insurer (and their administration partner if relevant) to set up the scheme on their systems.

THE CONTEXT AND SCALE OF THE TRANSACTION, 
LIKELY TIMING AND MAKE-UP OF THE MEMBERS TO 
BE COVERED CAN STRONGLY INFLUENCE INSURER 

APPETITE TO PARTICIPATE
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The diagram below shows an outline plan for securing insurer quotes. 

 

WEEK 1
Instruct your adviser to issue an 

invitation to tender

WEEK 8 Insurers submit indicative pricing

WEEK 9
Trustees select shortlist of insurers 

and meet for beauty parades

WEEK 11
Insurers provide best and  

final pricing

WEEK 12
Trustees select insurer and contract 

negotiations commence

WEEK 15
Contracts finalised and signed by all 

parties, premium paid by trustees 

and cover starts immediately

END OF THE 
SECOND 
MONTH AFTER 
CONTRACTS 
SIGNED

Insurer normally makes first 

monthly payment to scheme  

bank account 
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TRUSTEES HAVE SIGNED A BULK ANNUITY CONTRACT AND COVER WILL HAVE COMMENCED.

However, confirmations are required from the scheme’s administration partner that members and dependants were still 
alive at the date the contract was signed and eligible for the benefits they’re due to receive.

 9  THE FINAL BENEFIT SPECIFICATION, DATA CLEANSING AND THE ROLE OF YOUR ADMINISTRATION PARTNER 

Finalising the benefit specification 

Trustees will have specified the benefits to be covered as part of the tender. After the transaction, when the contracts 
been signed, insurers will want confirmation of these benefits and will use this information, with the results of the data 
cleansing to calculate the true-up (see below).

Finalising the benefit specification provides an opportunity for trustees to check the benefits they originally specified 
in the tender include everything they want covered by the bulk annuity, ensure they remove any trustee discretions or 
discuss whether they can have them added to the specification.

The benefit specification will normally be prepared by legal advisers working with the trustees’ administration partner 
– so both will need to have been engaged so they’re prepared to do this work (and in the case of the administration 
partner to complete the data cleansing outlined below and report this to the insurer).

For a buy-in, the benefits specified don’t have to exactly match the full pension benefits for the members covered. 
However, where this is the case, there will in time be a shortfall between the payments being funded by the insurer and 
the benefits due. 

Any such shortfall is something to be aware of, particularly if the trustees are close to buyout when the insurer will need 
to be certain the benefits for all pensioners, deferred members and dependants are fully and accurately defined so they 
know exactly what liabilities they’re taking on.

Data cleansing

Insurers will require accurate and comprehensive data for the members and dependants to be covered so they can 
provide accurate pricing post transaction. The process of confirming this information is called a data cleanse, and it’s 
undertaken by the trustees’ administration partner once the contract has been signed.

It’s necessary because the data that was originally supplied to insurers to quote against may have become inaccurate by 
the time the policy goes live. 

Where possible, trustees should involve their administration partner from the outset - even before the contract is signed 
- so they are prepared to support the data cleanse.

5
WHAT TO EXPECT AFTER  
THE TRANSACTION
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What might emerge during this check? 

    Missing members 
due to deaths 

The check ensures that all members insured were still alive at the point the contract 
was signed. It’s simply a matter of understanding such ‘movements’ so the insurer can 
reconcile back to the population at quotation and calculate an accurate balancing payment 
called the true-up.

    Changes in the 
value of members’ 
pensions 

These could be as a result of a GMP reconciliation or a ‘back to basics’ review of the 
benefits being completed. If there’s any change to the make-up of the pension tranches, a 
different increase basis may need to be used.

    Mismatches of 
dependants’ 
pensions 

It’s not uncommon for administrators to hold incomplete information about dependants’ 
pensions. During a data cleanse, the insurer will require comprehensive details about 
dependants’ pensions to be captured (assuming they’re to be covered by the policy), 
possibly by the administration partner conducting a write-out exercise to members.

The result will be that the premium calculated for the bulk annuity (and consequent monthly payments) might well 
require recalculation to reflect the actual data at the point of transaction as confirmed by the data cleanse. This data 
will be used to calculate a final premium and ongoing payments – a process known as true-up.

Variances can be in favour of the scheme – for instance, if members have passed away between the original data being 
supplied and the transaction taking place. In this case a refund of part of the premium will be made by the insurer and 
future monthly payments may decrease.

On the other hand, variances can be in the favour of the insurer – for instance, if an increase has come into payment. 
In this case a further payment will be due from the trustees to the insurer and the future monthly payments from the 
insurer may increase.

 10  AFTER TRUE-UP

Buy-in

The administration partner provides a monthly update of member movements – deaths and dependants’ pensions to be 
paid – so the insurer can amend the payroll accordingly.

The insurer will pay the agreed monthly payroll to the scheme bank account (normally monthly) until the last member 
covered dies, at which point payments cease.

Buyout policies issued

If the trustees have transacted a buyout, the insurer will issue individual pension policies to pensioners and deferred 
pensioners covered. Insurers will have their own administration partners or administer the policies in-house. 

Trustees may want to write to members before these policies are issued to explain the change in responsibility for the 
ongoing administration and payment of pensions.

Following completion of the buyout and the issue of individual policies, the trustees no longer have responsibility for 
those former members of the pension scheme covered by the buyout.

Where the buyout covers all members of the scheme, the employer will want to wind up the scheme so it can be removed 
from their balance sheets.
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NOTES
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