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Summary

The revival of inflation and increase in long term interest rates last year reversed
almost fifteen years of ultra-low interest rates and has dramatically changed
the funding position of many defined benefit pension schemes. We've seen an

acceleration in the speed with which schemes can come to the buy-out market.

But this rise in demand for buy-outs has created questions about market capacity, whether

trustees are feeling rushed into action and potential consequences of acting in haste.

Statistical highlights from the report

* 83% of trustees are currently working on a transaction

®* 63% of trustees that have already worked on a transaction identified issues with the

scheme that they didn’t know before the transaction
® 43% of trustees used a new adviser to guide them through the buy-out process

*  Almost 50% of trustees felt the pressure to get to buy-out had increased over the

past 18 months
®  70% of trustees think the existing levels of buy-out transactions were sustainable
* 55% of trustees don’t think that consolidation is a viable alternative to buy-out

*  65% of trustees think that trustees do not fully understand their personal liability

post transaction
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Remaining Concerns

We have captured key themes through this engagement with trustees. Whilst it is
abundantly clear that every scheme is unique it’s reassuring to see the positive trends

in collaboration and optimism. A few concerns remain:

® The high percentage of trustees who uncovered scheme issues that they were
unaware of. Where companies and schemes have merged, papers have been lost
and large scale remediation work has never been done, the risk of uncovering
something unknown that needs to be addressed, is high. This is why preparation is

so vital.

® Lack of understanding around personal liability once the buy-out is complete.
This risk is manageable and trustees can be fully protected as long as they address
the issues head on. Sweeping issues under the carpet because no-one complains
isn’t a good defence when someone does. Looking at the issues and doing your
best to solve them in an imperfect world is good trusteeship and highly protective
of trustees when claims are made. It’s critical that trustees are aware of risks and
consequences as they embark on the biggest decision they will ever make for their

scheme.

® Using existing advisers without consideration of alternatives. This risks a sub-
optimal outcome as whilst incumbent advisers are likely to have the experience
to undertake a buy-out, they can lack the objectivity to consider all of the issues

precisely because they know all of the history from decades of advising the Scheme.
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Please note that this document is not a statement of the law and is intended for general information purposes only. It does not constitute
advice and Arc Pensions Law is not responsible for any result arising from reliance on its content. Specific advice should be taken if you

think any of the matters referred to affect you — please contact us if we can help.
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