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Finance & investment focus

“Welcome to our first finance & investment briefing of 2023. We hope the new year
has started well.

In this issue, we share our derisking team’s highlights of 2022 in relation to risk transfer
activity. Over the last year, we advised on 16 risk transfer transactions totalling over
£4.2 billion. During the last five years we have consistently worked with all the major
insurers and advised on over 63 transactions, totalling over £41.6 billion. We remain at
the forefront of this work and last year were involved in one of the largest bulk annuity
transactions in the market. We anticipate that 2023 will be another busy year.

On page 3, we summarise the recent guidance issued by TPR on maintaining LDI
resilience. The guidance follows statements made by the Irish and Luxembourg
regulators (which are the home regulators for most LDI pooled funds), and welcomed
by the FCA, setting out expectations that LDI pooled funds maintain a specific level
of liquidity buffer.

In previous years, we have published an annual ESG guide for trustees, covering the
latest legal developments and thinking on this ever-expanding topic. This year we
are planning a shorter publication to pull all the strands together and “take stock”

of all the recent and forthcoming regulatory change. To assist trustees in navigating
through all the areas of ESG we'll be providing links back to earlier publications
where the reader may need more detail. Look out for this on our website.

If you have any questions about the issues raised in this briefing, please speak to
your usual Sackers contact.”

Paul Phillips
Partner, finance & investment group

= paul.phillips@sackers.com
¥ ;‘

Environment

In line with our approach to corporate social responsibility (CSR), we
monitor closely the number of copies printed of this publication. The
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is certified for FSC® chain of custody.

For more information on our CSR policy, please visit our website at
www.sackers.com/about/csr
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TPR guidance on maintaining LDI resilience

Pooled funds
expected to maintain
a liquidity buffer

Detailed conversations
with LDl managers on
liquidity recommended

On 30 November 2022, TPR published guidance for DB schemes which aims to achieve and
maintain an “appropriate level of resilience” in leveraged LDI funds and to improve schemes’
operational governance.

The guidance follows statements published by the Central Bank of lreland and the Commission

de Survelllance du Secteur Financier (collectively the “National Competent Authorities” or “NCAs”),
setting out expectations that pooled funds maintain a specific level of liquidity buffer, and was
“welcomed” by the FCA. Where the statements from the NCAs refer to pooled funds, TPR considers
the “same level of resilience” should be maintained for segregated leveraged LDI mandates and
single-client funds.

TPR recommends that trustees review their governance processes and consider the challenges
that arose for their pension scheme “during the volatility in September and October 2022”. Trustees
should test their liquidity buffer by following the recommended practical steps outlined in TPR’s
guidance to ensure they are able to “react quickly in response to stress in the market”.

Recommended practical steps include, in summary:

confirm authorised signatories are up to date and ensure governance is robust

stress the non-leveraged LDI asset allocation using a yield shock

stress the leveraged LDI pooled fund / segregated mandate using the same yield movement
calculate the required collateral amount and the type of assets

specify the dates when collateral / margin calls need to be made
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specify what assets would be sold on collateral / margin calls and the details and process for
doing so

S

document and regularly review arrangements

In addition, TPR recommends that trustees continue to have detailed conversations with LDI
managers on liquidity including what the triggers for replenishment are, the process for meeting
calls and providing visibility of liquidity.

If trustees depart from the NCASs’ liquidity buffer, TPR recommends that trustees should:

* work with their advisers to demonstrate the buffer the scheme has in place

* complete a risk assessment of how the scheme will respond to stressed market events

* prepare a plan for bringing the scheme to higher levels of resilience in the event of market volatility
¢ document and review these arrangements regularly

TPR has stated that the purpose of the guidance is to address immediate requirements on
liquidity, adding that it is “alive to the constantly changing market conditions and the implications
for the future”.

A further update is expected in TPR’s Annual Funding Statement in April 2023. TPR may also issue
further statements and guidance, as necessary.
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https://www.thepensionsregulator.gov.uk/en/document-library/statements/maintaining-liability-driven-investment-resilience
https://www.centralbank.ie/docs/default-source/regulation/industry-market-sectors/funds/industry-communications/industry-letter-liability-driven-investments-funds.pdf?sfvrsn=61e09b1d_8
https://www.cssf.lu/wp-content/uploads/Letter_to_LDI_managers_301122.pdf
https://www.cssf.lu/wp-content/uploads/Letter_to_LDI_managers_301122.pdf
https://www.fca.org.uk/news/statements/statement-liability-driven-investment-ldi

Legal update

Regulations expected to
come into force October
2023 at the earliest

Guidance sets out good
practice examples of
workforce reporting

New guides on
DC investment in
illiquid assets

Regulations intended to
be in force by the spring

TPR publishes consultation on DB funding code

On 16 December 2022, TPR published a package of scheme funding documents, including a
consultation on its draft Code of Practice (“the draft Code”), a consultation on its “twin track”
regulatory approach, and a response to its first funding code consultation. This follows the DWP
consultation on draft funding and investment regulations back in July 2022 (see our Alert).

The draft Code is intended to replace the current Code, introduced in 2014, with effect from
October 2023, when the funding and investment regulations are expected to come into force.
Unusually, the draft Code is based on the draft regulations in the form consulted on by the DWP, as
the regulations have not yet been finalised.

The consultation will run until 24 March 2023. The new regime is expected to come into force for
actuarial valuations with effective dates on or after 1 October 2023 at the earliest. To meet this
timescale, the final Code is expected to be laid before Parliament in mid-June 2023, alongside the
DWP’s final regulations.

See our Alert for further details.

PLSA publishes guidance on good workforce reporting

On 16 December 2022, the PLSA published guidance for companies and investors on workforce
disclosures, providing good practice examples of workforce reporting. The guidance aims to
improve reporting to help “deliver more effective workforce engagement and, in turn, improved
outcomes for companies, investors and workers”.

Among other things, investors are encouraged to support companies to produce meaningful
reporting by ensuring they are targeted in their requests, focusing on key metrics that are most
material to a specific company.

Productive Finance Working Group publishes guides on key considerations
for DC investment in illiquid assets

The Productive Finance Working Group published new guides on 24 November 2022, intended
to help give DC scheme trustees, sponsoring employers and investment consultants “the tools to
consider investing in [less liquid assets] such as venture capital, private equity, private credit, real
estate, and infrastructure, where appropriate and in scheme members’ best interests”. Key issues
discussed by the guides include value for money, performance fees, and liquidity management.

DWP responds to consultation on broadening the investment opportunities
of DC schemes

On 30 January 2023, the DWP published a response to its consultation on broadening the
investment opportunities of DC schemes. The consultation sought views on draft regulations and
guidance to:

® require schemes to disclose and explain their policies on illiquid investment and their asset
allocations, and

* introduce an exemption for performance-based fees from the charge cap that applies to default
funds (see our Alert for more details).

Following “broad support” in the consultation feedback, the DWP is proceeding with its proposals
with relatively minor amendments, and intends to bring regulations (accompanied by statutory
guidance) into force “by the spring”.
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https://www.thepensionsregulator.gov.uk/en/document-library/consultations/draft-defined-benefit-funding-code-of-practice-and-regulatory-approach-consultation/draft-db-funding-code-consultation-document
https://www.thepensionsregulator.gov.uk/en/document-library/consultations/draft-defined-benefit-funding-code-of-practice-and-regulatory-approach-consultation/draft-db-funding-code-of-practice
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https://www.plsa.co.uk/Portals/0/Documents/Policy-Documents/2022/Worthwhile-Workforce-Reporting-Dec-2022.pdf
https://www.plsa.co.uk/Portals/0/Documents/Policy-Documents/2022/Investing-in-less-liquid-assets-key-considerations.pdf
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https://www.sackers.com/publication/consultation-broadening-the-investment-opportunities-of-dc-schemes/
https://www.gov.uk/government/consultations/broadening-the-investment-opportunities-of-defined-contribution-pension-schemes/outcome/statutory-guidance-disclose-and-explain-asset-allocation-reporting-and-performance-based-fees-and-the-charge-cap
https://www.gov.uk/government/consultations/broadening-the-investment-opportunities-of-defined-contribution-pension-schemes/outcome/statutory-guidance-disclose-and-explain-asset-allocation-reporting-and-performance-based-fees-and-the-charge-cap

Risk transfer highlights 2022

Our specialist derisking team is delighted to share highlights of our 2022
risk transfer activity and anticipates another busy year in 2023.
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Contact

Sackers

Sackers is the UK’s leading commercial law firm for pension scheme trustees, employers and providers. Over sixty lawyers focus on
pensions and its related areas, including Sackers finance and investment group, a team of lawyers who provide cutting-edge advice

on all aspects of pension scheme finance and investment.
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Paul Phillips

Partner

D +44 20 7615 9523

E paul.philips@sackers.com

I\
Key areas of expertise include: risk transfer transactions, LDI,
longevity transactions, OTC derivatives and repurchase agreements,

investment management, transition and custody arrangements.

Stuart O’Brien

Partner

D +44 20 7615 9539

E stuart.obrien@sackers.com
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Key areas of expertise include: risk transfer transactions, LDI,
investment management agreements, ESG issues including
fiduciary duties, policy, stewardship, climate change risk,
responsible and impact investing.

Ralph McClelland
Partner
D +44 20 7615 9532
) E ralph.mcclelland@

sackers.com
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Key areas of expertise include: risk transfer transactions
including buy-ins and buy-outs, fiduciary management, custody
arrangements, DB consolidators, all types of pooled investment
products and ESG.
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Key areas of expertise include:

lan Cormican

Partner

D +44 20 7615 9501

E ian.cormican@sackers.com

longevity transactions,

funding negotiations, risk transfer transactions, LDI, fiduciary

management and governance.

Key areas of expertise include:

Jacqui Reid

Partner

D +44 20 7615 9550

E jacqui.reid@sackers.com

DC investment strategy,

regulation and industry best practice for IGCs and providers,
member engagement and value for money.
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Key areas of expertise include:

Paige Willis

Senior associate

D +44 20 7615 9540

E paige.willis@sackers.com

risk transfer transactions,

pooled investment products and contingent assets.

Stay up to date with all the latest legal developments affecting pension and retirement savings by

signing up to our free publications on
7 Days, our weekly round up, Alerts where topical issues in pensions are covered in depth and
Briefings which summarise essential issues in pensions.

. These include

Sacker & Partners LLP
20 Gresham Street
London EC2V 7JE

T +44 20 7329 6699

Nothing stated in this document should be treated as an authoritative statement of the law on any particular aspect or in any

E enquiries@sackers.com
www.sackers.com

specific case. Action should not be taken on the basis of this document alone. For specific advice on any particular aspect you
should speak to your usual Sackers contact. © Sacker & Partners LLP March 2023
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