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PODCAST: Bulk annuities 

It was all going so well for bulk 
annuity transactions. And despite 
the unusual start to the year, this 
continues to be the case...

The start to 2020 was already busy 
with a number of request for bulk 
annuity quotes issued in late 2019 from 
schemes that were ready to transact. 

But then, Covid-19 took hold and 
nobody knew what impact this would 
have. Since the start of the pandemic 
Just has completed over £250 million of 
bulk annuities, including The Leonardo 
Electronics Pension Scheme; a £160 
million buy-in that covered all the non-
trivial pensioners.

The Leonardo deal has gone through 
smoothly, but since Covid-19, ‘ready to 
transact’ covers some additional factors 
for those looking for bulk annuity deals, 
Just business development manager 
Prash Mehta explains in the latest 
Pensions Age podcast, Bulk annuities 
during coronavirus. 

According to Mehta, schemes are 
broadly falling into three groups.

The first, including the Leonardo 
Electronics Pension Scheme, had de-
risked their assets in preparation for 
a transaction before markets became 
volatile in mid-March. This meant their 
funding level was less impacted by the 
Covid market volatility and so they can 
continue to de-risk if already on this 
journey. 

“For the Leonardo transaction, the 
trustees benefited from a bespoke price-
lock formula implemented before Covid, 
which took into consideration what 
de-risked assets were held and how the 
value of liabilities had been calculated,” 

Mehta explains. “This gave the trustees 
transparency for how our price would 
move with market conditions until 
the transaction took place. It also gave 
them an opportunity to hedge their 
asset position against movements in our 
price.”  

The second group have been exposed 
to growth assets and as a result need to 
wait for market prices (and their funding 
level) to recover, liquidity to return to the 
market, or they need to seek additional 
funding from sponsors.

The final group are those with 
sponsors heavily impacted by the Covid 
pandemic and as a result, focusing 
human and capital resources on their 
core business. So de-risking is no longer 
their priority and plans have been put on 
the back burner.

“Interestingly, we’ve also seen a 
few projects come back to the market 
that hadn’t transacted last year due to 
affordability,” Mehta adds. “They hope 
that pricing is now affordable and they’ve 
filled the gaps left by projects taking a 
pause. And so we’re as busy as we were 
pre-Covid, albeit on different projects.”

Bulk annuity pricing has been 
affected by the pandemic, which as it 
developed, saw spreads between gilt and 
corporate bond yields widen on the fear 
of defaults. This fed through to improved 
bulk annuity pricing, Mehta says, 
but with more than normal variation 
between insurers, driven by differing 
views on credit defaults. “This resulted 
in some great value for schemes that 
were ready to transact, according to the 
broking consultancies,” he adds.

However, the subsequent intervention 

by global central banks (the scale of 
which is unprecedented) has squeezed 
gilt and corporate bond yields back 
together and pricing relative to gilts 
has returned to pre-Covid levels, which 
were attractive in the first place, Mehta 
continues.

So from a business development 
perspective, projects now sit in two 
camps:

Camp one includes projects that 
were already in the market before 
the Covid pandemic. “Here, much of 
the preparation on organising assets, 
cleaning data and collecting marital 
information had taken place. For these 
projects the decision to continue the 
tendering process depends on which of 
the three groups that I described earlier 
they sit in,” Mehta explains. 

The second camp includes projects 
that were yet to come to the market or 
hadn’t yet had their first round of insurer 
pricing. “Here, there has understandably 
been a pause while they reassess their 
priorities and deal with their new 
circumstances. It’s too early to tell if 
they will resume their processes or not,” 
Mehta says.

With many bulk annuity transactions 
having still occurred during the height 
of the crisis, and with a solid pipeline of 
deals on the horizon, Mehta is confident 
that this year is still set to be a strong one 
for the market. 

“Don’t take your foot off the gas 
if you’re preparing to de-risk,” Mehta 
advises. “Indications are that 2020 will 
draw to a busy close.”
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