
Annuities

Current pricing
Bulk annuity pricing depends on two key factors: 

• market conditions 

• competitive pressure.

Market conditions
Market conditions affect absolute and relative pricing 
differently. When yields are low, in general absolute 
pricing in cash terms can look very expensive. However, 
even at low gilt yields, when returns on corporate bonds 
or alternative investments widen, relative pricing against 
the assets that will be used in any purchase can appear 
attractive.

Both market conditions and returns on the assets to be 
used must be investigated before any transaction is 
considered.

Competitive pressure
Over the past few years there has been a consolidation of 
insurers, leading to reducing competition within the 
market. Sometimes this has became acute at certain 
premium levels.

However, primarily due to the introduction of the new 
pensions freedoms, the last year has seen an increase in 
both the number of new entrants into the bulk annuity 
market and the appetite of some of the established 
players. This is leading to levels of competitive pressure 
not seen for a number of years. 

Tailored transactions
Insuring scheme benefits exactly will completely remove 
all risk. However, there may be instances where doing so 
may not appear cost effective. 

Many transactions can be tailored so that the scheme 
retains some residual risks and enjoys a sizable premium 
deduction. A determination can be made on the cost 
effectiveness of retaining elements of risk in order to 
tailor the transaction to a specific budget and risk appetite.

Medically underwritten annuities
Despite the recent merger of Just Retirement and 
Partnership, competitive pressure in the underwritten 
annuity market continues with other traditional insurers 
quoting in this space and more new entrants expected. 
These type of transactions are usually optimal for schemes 
with fewer members or those with a concentration of risk.

They can also be very attractive for executive and senior 
management schemes, as under the traditional route life 
expectancy may be priced very conservatively. Any 
medical conditions present are therefore more likely to 
lead to some form of premium saving.

Downward-only price revision based on medical data 
gathered after the transaction date are also possible, which 
could be very appealing for many schemes.

The ultimate goal of  all trustees and employers is to secure members' scheme
benefits in full, removing all risk and liability for future funding. For all but the most 
well funded schemes, full buyout currently seems a distant prospect, but purchasing 
annuities to reduce risk where affordable - and at the most opportune times -
remains very popular.

The Grant Thornton view 
Absolute pricing is currently high due to the continuation of low gilt yields. However, given the current levels of 
competition within the market, some schemes may have the opportunity to remove longevity and other smaller risks at 
no additional cost. 

Innovation continues in the market, in particular in respect of tailored transactions, where elements of risk are retained 
in order to save cost. In addition, developments in the medically underwritten market make pricing affordable for a wide 
range of schemes.

We have many years of expertise in the bulk annuity market having completed a large number and wide variety of these 
transactions since the market widened in 2007.

If you would like to discuss any of this further, please contact one of our de-risking experts over the page.
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