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Endgame -

Do we have
FOMO in PRT? ¥

Do we have FOMO in PRT? OTT for acronyms?

In our digital savvy world we are increasingly consumed by FOMO — the fear of missing out.
Fear of missing the trick, fear of missing the most popular data feed, fear of having no loo

rolls. The question is are we witnessing the same in pension risk transfer or the snappily

named PRT?

Since the bond crisis in 2022, interest in schemes buying-out has surged with improving
funding levels. The seemingly impossible is now in touching distance. No-one wants to be
the scheme not catching the buy-out market worm and there seems to be a real fear that if
schemes do not act now, the markets will move again. The fear that what is possible now will

become seemingly impossible again.

Could going to market in haste lead to schemes repenting at their leisure?

Being able to afford to buy-out does not necessarily mean a scheme can actually get to buy-
out. Cost is only one of many factors. Trustees must think about the bigger picture and make

sure their scheme is ready to go to market.

If you’re not ready, and push through a transaction where the right preparation hasn’t been
done, you are exposing the scheme to increased risks and costs. Not everything can be tidied

up in a post deal data cleanse.
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What is “buy-out ready”?

Firstly, scheme data and the benefit specification should be in reasonably good order.

Secondly, assets should be liquid and invested ideally to hedge as closely as possible the
buy-out pricing basis bearing in mind that the perfect hedge does not exist as no two insurers

price in the same way.

The data and benefit specification do not need to be perfect, but they do need to be close
enough to reflect the benefits to be insured properly. The less insurers know, the higher the

price they charge to cover potential future changes and risks.

Get the lawyer and the administrator talking to each other. It is only by knowing what the
actual benefits are due to be paid under a scheme (i.e., what the scheme rules say) and
what is actually being paid (i.e. what the administrator puts into members’ bank accounts)
that trustees can go to an insurance company and seek insurance cover for the required
benefits. It does not matter if members do not know there is a benefit error or that they do
not complain —the trustees always have a duty to ensure that the right benefits are paid to the

right people at the right time.

Getting your team ready

Data and assets make up one side of a transaction. The other side is all about the team
that will be working on the project. It is essential to pick the right team. What matters is
communication skills, ability to collaborate and problem solve, objectivity and experience.
You don’t need everyone in your team to know everything, but you do need a complementary

set of skills so your project can run smoothly.

Prior preparation and planning prevents PRT panic

Preparation is key. Inadequate preparation runs the risk of insurers not quoting, potentially
excluding a scheme from the market as a “time waster”. With more schemes being able to
afford buy-out, insurance companies are increasingly setting conditions for quotes such as

scheme size and member profile with others insisting on exclusivity before quoting.

Even if an insurance company has capacity and is willing to transact with the scheme, if
scheme data is not in good order or there is a problem in the rules, this could lead to a deal
being done where the benefits insured are wrong with a nasty financial surprise from the
insurer when larger than expected corrections are required. This makes a genuine low risk

buy-out either far more expensive than everyone thought or impossible.
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Remember the insurance market isn’t leaving town

You may be ready to go to market, but the market may not be ready for you. The insurance
market is in demand and capacity is limited. If this is the case, don’t worry, your time will
come. Keep working on any longer-term issues to improve your readiness whilst you wait

for the market to be right. That way, you can pounce when the opportunity presents itself.

As long as the sponsor is in a sound state, take your time to be properly ready to go to market
and plan your approach — it will lead to a better price and a smoother transaction when the
time is right. Don’t get squashed in the rush for the door if your scheme is not on fire; the

bulk annuity market is not closing down.
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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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