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If, like many trustees, buying-out to secure 
your members’ benefits is the goal, it begs 
the question of how to get there and how to 
manage risks during the journey.

SLOWLY BUT SURELY?
Many pension schemes have taken a “bite-sized” 
approach to insuring member benefits, chipping away 
at risk by implementing partial pensioner buy-ins as 
their membership matures. 

This has the advantage of feeling manageable and 
removing some longevity risk along the journey to full 
funding. It also allows schemes to take advantage of 
favourable pricing when they spot market opportunities 
to do so. 

Up until recently, it is also fair to say that insurers were 
less keen on insuring deferred members, making an 
insurance solution prohibitively expensive for all but 
the most mature schemes. 

For larger schemes, there has also been market 
capacity considerations, with less competitive 
processes for large deals.   
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BIG SCHEMES HAVE SEEN AN 
UPTICK IN INTEREST WHERE 
INSURERS ARE ACTIVELY 
PURSUING LARGER DEALS, 
AS THIS IS MORE EFFICIENT 
FOR THEM FROM A PRICING 
AND TRUSTEE ENGAGEMENT 
PERSPECTIVE. 
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SO, WHAT’S CHANGED?
In recent years, the bulk annuity market has changed 
and buying-in deferred members is now a real option. 
While deferred pricing is still less favourable than 
pensioner pricing, some insurers in fact now prefer 
mixed deals with both pensioners and deferreds, as 
they see attractive long-dated investment 
opportunities. 

Capacity has also increased - the transfer of liabilities 
from schemes to insurers has gone from £12bn in 2015 
to +£30bn expected in transactions this year. 

And big schemes have seen an uptick in interest where 
insurers are actively pursuing larger deals, as this is 
more efficient for them from a pricing and trustee 
engagement perspective. 

The market impediments to undertaking a full scheme 
buy-in (followed by buy-out) in a single transaction 
have therefore largely fallen away for all except, 
perhaps, the very largest and/or least mature schemes.

 

WHAT ARE THE BENEFITS OF A BIG BANG 
APPROACH?
While some Trustees may of course still prefer to “chip 
away” on their scheme membership over time, a full 
buy-out in a single transaction does have advantages: 

Get There Quicker
This approach allows you to ‘run faster’ and get to  
your funding target sooner. This is because you can 
retain maximum efficiency in your asset portfolio if  
you don’t allocate capital to lower-returning (and 
capital intensive) buy-ins along the way. This may  
be particularly attractive if you have less comfort in  
the covenant in the medium- to long-term, e.g. due to 
the sponsor being reliant on commercial contracts  
that will end.

Flexible
It means retaining full liquidity and flexibility 
throughout the journey. If you undertake a partial 
buy-in, you lock into a low-returning and illiquid asset. 
That could become an issue if you subsequently 
experience a fall in the funding level and you wish to 
re-risk the scheme to get back on track. 

Simple
It materially simplifies the final wrap-up process from 
buy-in to buy-out, as you are dealing with a single 
contract/insurer rather than a range of different 
contracts with (potentially) different entities. 

For the avoidance of doubt, we do not advocate a ‘big 
bang’ approach in every case, and for many schemes 
the ‘chip away approach’ may indeed be the right 
choice. However, we do think it is important for  
trustees and sponsors to evaluate all available 
approaches and understand the pros and cons  
of each given your context. 
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HOW TO INVEST IN THE MEANTIME 
If you decide to go for a full buy-out transaction, you 
need to think about how to get to that target in the 
most risk-controlled way. 

You can think of this as landing a plane: You are circling 
the airport waiting for your landing signal, however, you 
don’t know when the signal will be given, and in fact 
there is a risk that for some reason it will not be given at 
all (or it will take a long time). So you need to be ready 
to land (transact) if the winds clear, but you also need 
to be able to keep circling for an unspecified period of 
time, meaning retaining your “fuel”, or perhaps even 
ultimately diverting to Stansted (say reverting to a 
run-off strategy instead). 

The answer to this dilemma is highly likely to be  
an asset portfolio combining LDI and liquid credit. 
Ultimately, you need to ensure your ‘endgame’  
portfolio is: 

“Landing ready”
You need to be able to transact quickly if an 
opportunity arises. Gilts and liquid credit can often  
be transitioned directly to an insurer, or if not,  
these assets can be sold easily in markets. 

“Circling proof”
You need to be able to keep circling over the airport 
rather than drifting away. Gilt yields and credit spreads 
are the two main market-based drivers of insurer 
pricing, so being invested in these assets reduces 
drifting against pricing (there are of course other 
insurer price factors that a pension scheme cannot 
control, and which could still mean pricing moves  
away from you).

“Diversion ready”
If you are relatively close to a full buy-out, the asset 
return required to change your destination and run off 
the scheme until the last cash flow will be modest, and 
it should be possible to cover this via the spread from a 
relatively safe credit portfolio. So if you decide to 
reverse to a run-off strategy, you are likely to be able to 
do this with limited portfolio changes required. 

Landing Ready Circling Proof

Diversion Ready

Sweet
spot

You need to find that one portfolio that is flexible  
enough to cover all your needs.    

The above is just an example of what a liquid, diversified, 
investment grade focused credit portfolio could look like. 
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HOW TO ALIGN YOUR LIABILITIES  
WITH INSURER PRICING 
Insurers incorporate credit spread movements into 
their annuity pricing because they use corporate bonds 
to back those liabilities. This means that the tighter 
credit spreads are, the more expensive their pricing 
gets. So increasing your corporate bond holdings is 
likely to reduce risk against insurer pricing. 

This can feel somewhat counterintuitive, so to help you 
align your investment decisions with meeting your 
buy-out target, we recommend that you add credit 
spread sensitivity to your liabilities in a way that 
broadly replicates the insurer credit pricing element. 

The credit spread sensitivity in the liabilities will then 
be “netted off” against the credit spread sensitivity in 
your assets: this helps to demonstrate the net risk 
against insurer price movements better than using a 
more “traditional” liability basis, such as gilts plus a 
fixed spread. Viewing liabilities as being credit spread-
sensitive means you are aligning your liability valuation 
with your long-term goal of an insurer buy-out.

WHAT ASSETS WILL THE INSURER ACCEPT? 

We also recommend that you review the liquidity of 
your wider asset portfolio in the run-in to full buy-out. 
Insurers are generally less keen on taking on illiquid 
assets, even if such assets are nominally  
“insurer friendly”. 

This is due to different insurers having very specific 
requirements and preferences for their assets – even  
if an asset is technically Solvency II compliant (e.g. 
infrastructure or long lease property), it is not 
necessarily Solvency II optimal for a given insurer. 

The insurer will therefore likely have to restructure  
the asset to get it in the optimal shape, which is 
cumbersome and slows down the process. As one 
insurer told us, they view the inclusion of any illiquid 
assets in a deal as a “poison pill”, which adds further 
complexity to an already challenging process and will 
factor into their decision on whether to quote for the 
deal in the first place. There is therefore some risk that 
if you decide to roll an illiquid asset into a deal you 
could end up limiting the panel of insurers who are 
quoting, reducing competitiveness and pricing. 

This does not mean that you have to sell all your illiquid 
assets the moment you decide to target a full buy-out. 
However, it does mean that you need to establish 
contingency plans for how you can dispose of any 
illiquid assets in an orderly fashion before you are ready 
to transact, and what timeline needs to be baked into 
the wider buy-out transition plan to allow for this. This 
way the Trustee retains the highest level of control and 
flexibility over the process, with all options kept open. 

SO NO MORE PARTIAL BUY-INS?
A single transaction approach will not be right for every 
scheme, and there may well be circumstances in which 
there are opportunities to reduce longevity and 
investment risk at an attractive price for your scheme, 
by implementing a partial buy-in. 

The market has also developed such that partial 
buy-ins no longer represent a major impediment  
to eventual buy-out.

That said, if there is a desire to move more quickly 
towards a buy-out target, if there are concerns around 
sponsor covenant risk, or if the simplicity of a single 
transaction is attractive, a “Big Bang” approach could 
be the way for your scheme to go.

WHAT ELSE? 
Lastly, buy-in or buy-out with an insurer won’t be  
the ultimate destination for every scheme. In our 
“Destination Endgame” report we talk about the  
full spectrum of alternatives for schemes that are 
approaching their funding targets.
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https://www.redington.co.uk/wp-content/uploads/2018/11/Ampersand-Print-Friendly-Report-2018.pdf
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DISCLAIMER
For professional investors only. Not suitable for private customers.

The information herein was obtained from various sources. We do not 
guarantee every aspect of its accuracy. The information is for your private 
information and is for discussion purposes only. A variety of market factors 
and assumptions may affect this analysis, and this analysis does not reflect 
all possible loss scenarios. There is no certainty that the parameters and 
assumptions used in this analysis can be duplicated with actual trades. This 
document is based on information available to Redington Ltd at the date of 
publication and takes no account of subsequent developments after that 
data. Further, any historical exchange rates, interest rates or other reference 
rates or prices which appear above are not necessarily indicative of future 
exchange rates, interest rates, or other reference rates or prices. Neither the 
information, recommendations or opinions expressed herein constitutes an 
offer to buy or sell any securities, futures, options, or investment products 
on your behalf. Unless otherwise stated, any pricing information in this 
document is indicative only, is subject to change and is not an offer to 
transact. Where relevant, the price quoted is exclusive of tax and delivery 
costs. Any reference to the terms of executed transactions should be 
treated as preliminary and subject to further due diligence. 

Please note, the accurate calculation of the liability profile used as the basis 
for implementing any capital markets transactions is the sole responsibility 
of the Trustees’ actuarial advisors. Redington Ltd may estimate the liabilities 
if required but will not be held responsible for any direct, indirect or 
consequential loss or damage howsoever sustained as a result of 
inaccuracies in that estimation. Additionally, the client recognises that 
Redington Ltd does not owe any party a duty of care in this respect.

Redington Ltd are regulated by the Financial Conduct Authority. Redington 
Ltd do not advise on all implications of the transactions described herein. 
This information is for discussion purposes and prior to undertaking any 
trade, you should also discuss with your professional tax, accounting and / 
or other relevant advisers how such particular trade(s) affect you. All 
analysis (whether in respect of tax, accounting, law or of any other nature), 
should be treated as illustrative only and not relied upon as accurate. 

©Redington Limited 2019. All rights reserved. No reproduction, copy, 
transmission or translation in whole or in part of this presentation may be 
made without permission. Application for permission should be made to 
Redington Limited at the following address – Floor 6, One Angel Court, 
London, EC2R 7HJ. 

Redington Limited (6660006) is registered in England and Wales. 
Registered office: 55 Baker Street, London, W1U 7EU

For more information on risk transactions, please speak to your  
Redington representative or email communications@redington.co.uk


