
18/11/2019

1

Growing Pains: Taking the Strain

Owen Griffiths FIA CERA, L&G

Andrew Kenyon FIA, NatWest Markets

22 November 2019

Agenda

22 November 2019 2

• Opportunity knocks: de-risking market overview

• Taking the strain: capital consumption in BPA

• Growing pains: balance sheet projection

• Investing in BPA: why invest in BPA?

• Conclusions



18/11/2019

2

Opportunity Knocks
De-risking never looked so good!

22 November 2019

Times Are A-Changin’ | Membership
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• DB pensions routinely offered by UK corporates in the second half of 1900s

• Majority now in-payment:
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Source: Occupational Pension Schemes Survey (OPSS), 2018  
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Times Are A-Changin’ | Demographics and Markets
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• Rising life expectancy and falling interest rates have increased scheme liabilities

Scheme liabilities
Source: PPF “The Purple Book 2018”
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Times Are A-Changin’ | Trustees and Sponsors

22 November 2019

• Trustees and sponsors have responded by closing schemes, increasing 
contributions and undertaking de-risking asset strategies

Source: Membership and asset strategy: PPF ‘The Purple Book 2018’
Sponsor contributions: ONS ‘MQ5: Investment by insurance companies, pension funds and trusts: October to December 2018’
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Pension Scheme Endgame | Why Insurance?
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Regulation

Scale

• Different valuation bases

• Restrictions

• Investment opportunities

• Administration

• Expertise

27.5m10.5mMembers1

5%

95%

22 November 2019 8

De-risking Landscape | Snapshot

£1.5 trillion $3.5 trillionAssets2

14,000 22,500Corporate sponsors3

Transacted

Outstanding

8%

92%

Source: L&G
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1 Interest rates

Bulk Annuities | Growth Drivers

2 Investment returns

3 Life expectancy

4 Sponsor contributions

5 Scheme maturity
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Endgame decision:

• Buy-out

• DIY self-sufficiency

De-risking journey

Growth
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Bulk Annuities | Market Growth

22 November 2019

Source: LCP, Hymans Robertson, company press releases, (e) 5% p.a. future growth
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Bulk Annuities | Success Factors

22 November 2019 11

Reinsurance People

Assets Capital

Taking the Strain
Capital Generation

22 November 2019



18/11/2019

7

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

Capital Generation | 2018

13

Sources Uses

4%*

28%*

(33)%*

(28)%*

Δ
S

C
R

 C
o

ve
ra

g
e 

(%
p

ts
)

“Other”

Source: FY17 / FY18 SFCRs, FY18 annual reports / results presentations, NWM estimates
*% of total capital surplus generated (where “total” is equivalent to 28.3%pts of SCR coverage)

Existing business, 40%*

Aviva CL Just L&G

Phoenix PIC Rothesay SW

Peer group

22 November 2019

£0bn

£10bn

£20bn

£30bn

£40bn

£50bn

B
P

A
 P

re
m

iu
m

s

Retail Backbooks

Aviva

Canada Life

Just

L&G

Phoenix

PIC

Prudential

Rothesay

Scottish Widows

Capital Generation | New Business Volumes
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Source: LCP, Hymans Robertson, company press releases, (e) 5% p.a. future growth
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Capital Generation | 2019 Year-to-Date

15

Sources

0.0%

3.0%

6.0%

9.0%

12.0%

15.0%

Δ
S

C
R

 C
o

ve
ra

g
e 

(%
p

ts
)

• Capital generated from in-force 

expected to exceed 2018 levels

*incl. £700m Rothesay equity injection

• Higher new business volumes

• Over £2.1bn new capital issued 

year-to-date*

• Capital destructive headwinds…

Source: FY18 SFCRs, NWM estimates
22 November 2019

Capital Generation | Solvency Coverage Ratios
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Question:

Over a five year horizon and for:

• a specific pattern of future new business, and

• a target SCR coverage ratio

how much capital must be generated (or injected) to 
support the dividend policy?

Capital Generation | Future Projection

22 November 2019 17

Growing Pains
Balance Sheet Projection

22 November 2019
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Balance Sheet Projection | Model

22 November 2019 19

Modelled 
coverage:

76%
of BPA market 
(by 2018 new 

business 
premiums)

Projected:

• New business premiums

• Organic capital generation

• IFRS profit

• Capital structure
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Source: LCP, Hymans Robertson, company press releases, (e) 5% p.a. future growth
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Balance Sheet Projection | Solvency II Results

22 November 2019 21

Proj Year

Solvency II Capital Generation 1 2 3 4 5

Non-MA asset returns 535 565 598 630 682

Release of prudent margins 744 854 974 1,095 1,218

Amortisation of TMTP -672 -672 -672 -672 -672

Release of SCR 732 781 839 902 969

Non-annuity business 1,211 1,296 1,387 1,484 1,588

In-force surplus generation 2,015 2,259 2,528 2,809 3,103

New business strain -2,576 -2,833 -2,975 -3,124 -3,280

Finance costs and dividends -1,508 -1,589 -1,675 -1,767 -1,866

Capital raised/repaid 2,201 2,325 2,226 3,120 3,165

Other -653 -733 -801 -872 -946

Surplus generation 14 -5 -100 795 858
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Balance Sheet Projection | New Business

22 November 2019 22

Future surplus

SCR

Risk Margin

BEL

Strain

Solvency II

Premium

New business:

• Incurs strain

• Builds “stock” of 
future surplus



18/11/2019

12

Balance Sheet Projection | Growth vs. Decay
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Balance Sheet Projection | Solvency II Results
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Balance Sheet Projection | Capital Structure

22 November 2019 25

Constraints:

• Regulation

• Leverage

• Interest cover

To maintain SCR coverage, “other” capital must be generated from 
management actions (or equity injections)

Source: FY18 SFCRs, press releases, NWM estimates / modelled results (£m)

Balance Sheet Projection | IFRS Results

22 November 2019 26

Proj Year

IFRS Profit 1 2 3 4 5

New business profit 1,465 1,538 1,614 1,695 1,780

In-force profit 1,186 1,379 1,573 1,769 1,967

Underlying op profit 2,651 2,917 3,188 3,464 3,747

Finance costs -440 -559 -600 -689 -818

Other 1,211 1,296 1,387 1,484 1,588

Profit before tax 3,422 3,654 3,976 4,260 4,517

Tax -650 -694 -755 -809 -858

Dividends paid -1,151 -1,232 -1,318 -1,410 -1,509

Retained earnings 1,621 1,728 1,903 2,041 2,150

Fixed charge cover 8.77x 7.54x 7.63x 7.18x 6.52x
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Balance Sheet Projection | New Business

22 November 2019 27
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Balance Sheet Projection | Profit Signature

22 November 2019 28
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Balance Sheet Projection | Key Points

22 November 2019 29

Participants need to:

• Grow the in-force book to increase (organic) capital generation

• Generate new business profits to create distributable earnings

• Manage new business strain

• Manage leverage and other ratings constraints

Investing in BPA
“Give us the money NOW” (1)

22 November 2019

(1) RFZ Geldof, 13 July 1985
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Investing in BPA | Why Invest?

22 November 2019 31

Annuity businesses provide:

• scale and expertise required to invest in illiquid assets

• the ability transform long-dated fixed income into 

(levered) equity investments

• access for both public and private investors

Investing in BPA | Accessing Illiquidity Premia

22 November 2019 32

Source: L&G / Phoenix / PIC press releases, Rothesay annual report 
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• Yield-driven: “equity trades like 
debt”

• Growth-driven

Investing in BPA | Public Markets

22 November 2019 33

Public markets investor 
rationale is often split 
between those who are:

The Investor Story | Public Markets

22 November 2019 34
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• Increase AuM

• Exploit specialisms

• Exploit economies 
of scale

Investing in BPA | Private Markets

22 November 2019 35

Conclusions

22 November 2019
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Conclusions | 2019 and Beyond…

22 November 2019 37

• Pension schemes will continue their de-risking journey

• BPA needs further capital injections to become self-sufficient, 

allowing for “new normal” new business volumes

• Management actions will remain an important capital source

• The investor story remains strong, particularly for investors seeking 

fixed income-like returns / access to illiquidity premia

22 November 2019 38

The views expressed in this [publication/presentation] are those of invited contributors and not necessarily those of the IFoA. The IFoA do not endorse any of the 
views stated, nor any claims or representations made in this [publication/presentation] and accept no responsibility or liability to any person for loss or damage 
suffered as a consequence of their placing reliance upon any view, claim or representation made in this [publication/presentation]. 

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice 
of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any part of this 
[publication/presentation] be reproduced without the written permission of the IFoA [or authors, in the case of non-IFoA research].

Questions Comments
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Appendix

22 November 2019

Balance Sheet Projection | IFRS Results

22 November 2019 40
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Balance Sheet Projection | Self-Sufficiency?

22 November 2019 41

Proj Year

Solvency II Capital Generation 1 2 3 4 5

Release of prudent margins 744 854 974 1,095 1,218

Amortisation of TMTP -672 -672 -672 -672 -672

Release of SCR 732 781 839 902 969

In-force surplus generation 804 963 1,142 1,322 1,515

Dividends paid -1,151 -1,232 -1,318 -1,410 -1,509

Surplus gen / dividend cover 0.70x 0.78x 0.87x 0.94x 1.00x

Additional factors:

• New business strain?

• Finance / other costs?

• Target SCR coverage?

At these levels of new business, surplus from other business lines / capital 
sources is required to cover the “additional factors”

Source: FY18 SFCRs, NWM estimates / modelled results (£m)
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Balance Sheet Projection | Alternative Scenarios

22 November 2019 42

Writing new business creates hybrid capital capacity

Source: FY18 SFCRs, NWM estimates / modelled results (£m)
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Disclaimer
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This material is intended for your sole use and is provided to you on the understanding that, before entering into any transaction referred to in this material, and/or any related transaction (together, the “Transaction”), you will ensure that you fully understand the potential risks and return of the Transaction and determine whether the Transaction is appropriate for 
you given your objectives, experience, financial and operational resources, and other relevant circumstances. Nothing in this material constitutes an offer or invitation to enter into any engagement or transaction or an offer or invitation for the sale, purchase, exchange or transfer of any securities or a recommendation to enter into any transaction, nor is it 
intended to form the basis of any investment decision. None of NatWest Markets Plc, NatWest Markets N.V. (and/or any branches), NatWest Markets Securities Inc. and/or their affiliates (“NatWest Markets”) is soliciting any specific action based on this material.  The material does not take into account the particular investment objectives, financial conditions, or 
needs of individual clients or whether any transaction is suitable for any particular investor. The remuneration of the author(s) is not directly tied to any transactions performed, or trading fees received, by any entity of the RBS Group, for example, through the use of commission-based remuneration arrangements.

This material has been prepared by NatWest Markets and has not been prepared in accordance with the legal and regulatory requirements designed to promote the independence of investment research, and is not subject to any prohibition on dealing ahead of its dissemination.  Any views expressed may differ from those of other business units of NatWest 
Markets.  The opinions, commentaries, forecasts, assumptions, estimates, derived valuations and target price(s) or other statements contained in this communication (the “Views”) are valid as at the date and/or time indicated and are subject to change at any time without prior notice.  NatWest Markets does not undertake to update you of such changes. Views 
expressed herein are not intended to be, and should not be viewed as advice or as a personal recommendation.  The Views may not be objective or independent of the interests of the authors or other NatWest Markets   trading desks, who may be active participants in the markets, investments or strategies referred to in this material. NatWest Markets will not 
act and has not acted as your legal, tax, regulatory, accounting or investment adviser; nor does NatWest Markets owe any fiduciary duties to you in connection with the Transaction and no reliance may be placed on NatWest Markets for investment advice or recommendations of any sort.  You should make your own independent evaluation of the relevance and 
adequacy of the information contained in this document and make such other investigations as you deem necessary including obtaining independent financial advice, before participating in any transaction in relation to the securities referred to in this document.  This material is not intended for distribution to, or use by any person or entity in any jurisdiction or 
country where such distribution or use would be contrary to local law or regulation.  The information contained herein is confidential and may not be given (in whole or part) or otherwise distributed to any other third party without the prior written consent of NatWest Markets. 

NatWest Markets and its affiliates, connected companies, employees or clients may have an interest in financial instruments of the type described in this material and/or in related financial instruments giving rise to potential conflicts of interest which may impact the performance of such financial instruments.  Such interests may include, but are not limited to, (a) 
dealing in, trading, holding or acting as market-maker or liquidity provider in such financial instruments and any reference obligations; (b) entering into hedging strategies on behalf of issuer clients and their affiliates, investor clients or for itself or its affiliates and connected companies; and (c) providing banking, credit and other financial services to any company 
or issuer of securities or financial instruments referred to herein. NatWest Markets and its affiliates, connected companies, employees or clients may at any time acquire, hold or dispose of long or short positions (including hedging and trading positions) which may impact the performance of a financial instrument.     

This material may relate to over-the-counter derivatives (“OTC Derivatives”) in which case you should be aware that OTC Derivatives can provide benefits but may also involve a variety of significant risks. All OTC Derivatives involve risks which include (among other things) the risk of adverse or unanticipated market, financial or political developments, risks 
relating to the counterparty, liquidity and other risks of a complex character. In the event that such risks arise, substantial costs and/or losses may be incurred and operational risks may arise in the event that appropriate internal systems and controls are not in place.  Therefore you should also determine whether OTC Derivatives are appropriate for you given 
your objectives, experience, financial and operational resources, and other relevant circumstances.

If you enter into an OTC Derivative transaction and decide to close out the transaction, or the transaction otherwise terminates before its scheduled termination date, you may have to pay break costs.  These will be calculated by reference to prevailing market conditions and include any costs incurred by NatWest Markets in terminating any related financial 
instrument or trading position. Please note that such break costs can be substantial. If you enter into an OTC Derivative transaction for the purposes of hedging a loan or other debt and you subsequently wish to repay the debt (whether through refinancing or otherwise), you should be aware that it may be necessary for NatWest Markets to terminate the hedging 
transaction before its scheduled termination date and satisfy any liabilities that you may have to it with respect to such transaction (including break costs) before NatWest Markets will release any related security that you have provided to it.

This material has been prepared for information purposes only, does not constitute an analysis of all potentially material issues and is subject to change at any time without prior notice. NatWest Markets does not undertake to update you of such changes.  It is indicative only and is not binding.  Other than as indicated, this document has been prepared on the 
basis of publicly available information believed to be reliable but no representation, warranty, undertaking or assurance of any kind, express or implied, is made as to the adequacy, accuracy, completeness or reasonableness of this material, nor does NatWest Markets accept any obligation to any recipient to update, correct or determine the reasonableness of 
such information or assumptions contained herein. NatWest Markets and each of its respective affiliates accepts no liability whatsoever for any direct, indirect or consequential losses (in contract, tort or otherwise) arising from the use of this material or reliance on the information contained herein.  However this shall not restrict, exclude or limit any duty or liability 
to any person under any applicable laws or regulations of any jurisdiction which may not lawfully be disclaimed. 

In the U.S., this material, to the extent it relates to securities, is intended for distribution only to major institutional investors as defined in Rule 15a-6 of the U.S. Securities Exchange Act of 1934 as amended (excluding documents produced by our affiliates within the U.S.).  This material is not intended as an offer or the solicitation of an offer to buy or sell 
securities as defined under U.S. securities laws.

Notwithstanding the foregoing (but subject to any applicable federal or state securities laws), NatWest Markets and the recipient may disclose to any and all persons, without limitation, the tax treatment and tax structure of any transaction contemplated hereby and all materials (including opinions or other tax analyses) relating thereto. IRS Circular 230 Disclosure: 
NatWest Markets does not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone unaffiliated with NatWest Markets of any of the matters addressed herein or for the 
purpose of avoiding U.S. tax-related penalties.

NatWest Markets Plc is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority and is provisionally registered as a swap dealer with the United States Commodity Futures Commission. NatWest Markets N.V. is incorporated with limited liability in the Netherlands, authorised and 
regulated by De Nederlandsche Bank and the Autoriteit Financiële Markten. It has its seat at Amsterdam, the Netherlands, and is registered in the Commercial Register under number 33002587. Registered Office: Claude Debussylaan 94, Amsterdam, the Netherlands. Branch Reg No. in England BR001029. NatWest Markets Plc is, in certain jurisdictions, an 
authorised agent of NatWest Markets N.V. and NatWest Markets N.V. is, in certain jurisdictions, an authorised agent of NatWest Markets  Plc. Securities business in the United States is conducted through NatWest Markets Securities Inc., a FINRA registered broker-dealer (http://www.finra.org), a SIPC member (www.sipc.org) and a wholly owned indirect 
subsidiary of NatWest Markets Plc.  NatWest Markets Securities Inc. is authorised by NatWest Markets Plc to act as its agent for certain kinds of its activities.

Copyright © 2019 The Royal Bank of Scotland Group plc.  All rights reserved. 

Version 27.02.2019


