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Introduction

In 2023 C-Suite produced “Use Of Longevity Swaps And Buy-Ins And Other Unforced Errors”. The paper
raised questions about funding strategy and about transparency.

The Risk Transfer industry benefits from a lack of predators (or Credible Alternatives) and an ability to divide
and rule those monitoring its behaviour. Its tracks are rarely followed. It occupies the moral high ground as
a specialism. That should have changed with the introduction of Technical Actuarial Standard 300 V2 from
April 2024. Actuaries are, however, nonchalant towards FRC rules. They are also selective in which
provisions to apply. When Audit Reporting and Governance Authority (ARGA) warms up with a bill to be
passed in 2025, there is a chance for a reset. TAS300V2.1 is shortly to be issued which is still more explicit
in its communication requirements. This follows the introduction of DWP requirements on Funding and
Investment Strategies. They also are covered by TAS300V2. Effective implementation requires all
stakeholders to act in a collective interest. CMA should certainly have at least a watching brief on sector
business practices. The Supplement raises enough questions to show there is more to be done. It should
be for major actuarial, accountancy and legal practitioners to respond and raise standards.

The £10.4 billion risk transfer deal between NatWest and Rothesay may come to be seen as a low point
for disclosures and explanations. It was hidden away when entered into in November 2024. That there
was a realised loss of £2.4 billion is revealed on page 318 in Note 5 to the 2024 Accounts.That the
liabilities transferred were £8billion is on page 266.

Michelin Tyres; Sibelco and Coats are selected as examples of where the TAS300V2 analytics which led
to the deals should be clearer. The statements of mutual admiration by the parties involved are touching
by lacking in substance. TAS300V2.1 comes in later in 2025 and is strong on disclosures.

The “Other Unforced Errors” in mind in 2023 were the sales of illiquid investments. Schemes were being
urged to be “pragmatic” on the prices accepted to help them be “buyout ready”. Since then a sub sector
has emerged to provide cash at a cost to pension schemes wanting to be liquid.

All rather feeble. What is happening in the market place should be transparent and transaction details
clear. C-Suite propose that Risk Transfer Transactions should have to meet disclosure level requirements
expected of material corporate finance transactions by listed businesses.

There is no appetite amongst the large number of consultants to fill the information gap with summaries of
publicly available deal data and then tracking performance from accounts. Such a paper risks irritating
their business providers. As the consultancy sector has little interest in providing data there is scope for
TPR / PPF to do so. The Purple Book remit can be expanded.

All parties to risk transfer deals and related consultants may suggest that they are not under a specific
requirement to be more transparent. That is why an urgent review is needed of what information needs to
be disclosed involving FRC (ARGA); FCA (Listing Authority); IFoA and IASB. “Disclosure” is a sensible
follow up subject to its excellent reports on defined benefit pension schemes by the Work and Pensions
Select Committee. HM Treasury and DWP can reasonably reflect on whether the massive risk transfer
industry is really operating in the way they want.

Regulators in considering the quality of disclosures should ask whether the approach of those involved
and of practitioners working on other transactions would change if better relevant numbers and
explanations were required to be made. When there is no expectation of homework being marked,
standards slide . Transparency would change the transactions and it is a material consideration.
Below we set out the case for aligning with other public transaction requirements.
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DB Pensions: The Risk Transfer Transactions Transparency Problem for
Shareholders and Scheme Members : And the Solution

Derisking strategies of Defined Benefit pension schemes have had a major, detrimental impact on UK
capital markets. They have made risk transfers a £50 billion a year business which shifts responsibility
and value from corporates and balance sheets to life insurers.

Are they reasonable, explicable deals? It's very hard to tell. Corporate business purchases and sales
have high disclosure requirements. Pension transactions do not. DB pension scheme advisors on
transactions know how to “declare victory”. They hide the numbers though OCI and ensure that
shareholders and members of schemes have little basis to assess whether it’s all in their interests. Who
exercises discretion for them?

Time for transparency.

The new listing rules — replacing the Super Class 1, Class 1 and Class 2 — require high quality disclosures.
Comparable disclosures should cover pension transactions. They should include:

- The book value of the assets and liabilities being transferred.

- The difference between accounts values and the transfer value arising from the transaction and
the reasons for the difference.

- The level of contributions made by the sponsor in the last 10 years.
- The change in investment allocations made in the last 5 years.

- The charges against earnings and movements in pension values taken through OCI over the last
10 years.

— Cost of the transaction.

The sponsor should also note whether it has held discussions with the trustees about running-on longer
term. It should confirm that it has considered the conclusions of an actuarial comparison of bulk transfers
and run-on and all parties agreed to the transaction. (FRC’s (ARGA) Technical Actuarial Standard 300
Version 2). Draft TAS300 Version 2.1 is currently out for consultation. It places considerable emphasis on
high quality communications (section 2). Sponsors and trustees are entitled to see working papers of
actuaries (1.7).

Trustees can be required by DWP regulations to provide the same information to scheme members and
employees whether the sponsor is UK listed or not.

There is little transparency on risk transfer deals. If the data was available, many of its deals would
not happen. Having the data available is of material benefit to shareholders and scheme members.
FCA and FRC/ARGA can make it happen.
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Disclosures Require an Upgrade : Pension Risk Transfers
Actuarial and Accounting Standards can be Exploited or Sidelined

NatWest / Rothesay Case Study

A Credible Alternative Approach

Introduction

Pension Risk Transfers (PRT) are a £50 billion a year business segment, with assets being handed over to
life insurers by DB pension schemes in exchange for taking on risks as assessed. Credible “run-on”
Alternatives to PRT have to be considered by trustees ahead of PRT’s under Technical Actuarial Standard
300 Version 2 in place from April 2024. DWP’s new Funding and Investment Strategy (FIS) requirements
were introduced in September 2024 requiring a reset. In addition, Government is making access to
surpluses by members and sponsors more straightforward.

There are “Credible Alternative” ways to approach pension funding contained in C-Suite’s “Concrete
Proposals for Growth”.

Disclosures

Current disclosures and the approach adopted by professionals can result in relevant standards being
exploited or sidelined.

A raised level of disclosures is needed to ensure that all stakeholders can see deals are fair and reasonable.

This note proposes that disclosure levels should match those required by other corporate activities under
the Listing Rules.

Disclosures proposed are:

- Material contract terms: Parties and key clauses covering residual obligations, restrictive
covenants arising with an on-sale and with reinsurance.

- Profit / loss price paid to life insurer and comparison with actuarial and accounting valuations.
— Scheme track record: Assets, liabilities and cash contributions over not less than 5 years.

- OCI: Items taken through Other Comprehensive Income over last 5 years.

- ‘“Background to and reasons for the transaction” section.

- Analysis of costs of the transactions.

Member and sponsor access to share of surpluses on an ongoing basis and on the wind up of the scheme
can be part of a wider assessment.

The following is a recent case study on NatWest's buy-ins. All parties to risk transfer deals and related
consultants may suggest that they are not under a specific requirement to be more transparent. That is
why an urgent review is needed of what information needs to be disclosed involving FRC (ARGA); FCA
(Listing Authority); IFoA and IASB. “Disclosure” is a sensible follow up subject to its excellent reports on
defined benefit pension schemes by the Work and Pensions Select Committee. HM Treasury and DWP
can reasonably reflect on whether the massive risk transfer industry is really operating in the way they
want.
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NatWest: Buy-in Transactions 2023/ 2024: Rothesay Wins NatWest Trophy

The need for clarification of what disclosures are appropriate is seen from the recent NatWest sale of
around a third of its pension liabilities to — it is understood - Rothesay.

Of note is:

— The deal was agreed in September 2024: No disclosure.

- What has now emerged as an £10.4bn risk transfer deal, agreed in September, is referenced
obliquely and without detail in a short note on page 30 of the Group’s 3 Quarter Interim
Management Statement announced on Friday 25t October.

- The 2024 Annual Report makes no reference to specific counterparties. Set out 60 pages apart it
can be established that £8 billion of liabilities out of £32 billion scheme were given to a third party for
£10.4 billion. The “loss” is netted off against unbooked surplus and taken through OCI.

The Interim Management Statement:
Page 30: Pension Risk:

In September 2024, the Trustee of the NatWest Group Pension Fund entered into a further buy-in
transaction with a third party insurer for some of the liabilities of the Main section. Around a third of the
Main section is now covered by insurance policies that give protection against demographic and
investment risks, improving security of the member benefits. The transaction does not affect the 2024
statement of comprehensive income because the net pension asset is limited to zero due to the impact
of the asset ceiling.

This is correct because there is a £7.4bn buffer created by the accounting standard IFRIC14, first
introduced in 2015, which means surplus is not being booked because “the trustees may have control of
the surplus”. This is set out in the 2023 accounts. The question for trustees and the Board should be to
explain what the plan is.

Amounts recognised on the balance sheet

All schemes
2023 2022

Em Em

Fund asset at fair value 37,111 37,598
Present value of fund ligbilities (29,592) (27,601)
Funded status 7,519 9.997
Assets ceiling/minimum funding (7.417) (9.777)

102 220

The wording of the IMS is vague and provides no meaningful context. That a third of the scheme’s liabilities
are nearly £10bn is not referenced. What the cost of the deal is to be covered out of a surplus of £7bn — which
in any case will be lost below the line taken to Other Comprehensive Income — is not explained.

No reference is made to the exercise which must have been carried out by the actuaries to comply with
Technical Actuarial Standard 300 V2. Why the transaction is better for members or why the parties have
not found a more positive use for the major accounting surplus receives no comment.

Trustees — given their control over a surplus — are well placed to seek improved terms for members.
NatWest could be looking to a surplus to help fund / improve current pension provision. They will be
aware that Government may be set to change the rules and advantage members.

The deal has a precedent and with comparably limited disclosure. In 2023 NatWest had undertaken a
buy-in of one section of the scheme — which may have already had buy-in features. The cost of the deal
against book values is not explained in the accounts. The OCl is used as a way to mix up numbers to
provide a hash total and ensure the cost of the deal is not revealed.
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0) Media Coverage of Buy-in

The Group provided some clarification when on Tuesday 5t November Sky News reported that a
transaction had taken place. Rothesay declined to comment and NatWest did not confirm the counter
party was Rothesay. That is 10 days after the transaction was referenced in the third quarter figures. It
would appear management had not raised the point in discussions with shareholders and the media.

S news

NatWest in £11bn deal to offload pension
payments

The high street banking giant has agreed to outsource roughly a third of its £33bn
retirement scheme to Rothesay in the biggest-ever deal of its kind, Sky News learns.

- Mark Kleinman
; City editor @MarkKleinmanSky

(© Tuesday 5 November 2024 12:47, UK

NatWest Group, the high street banking group, has struck what is thought to be the UK's biggest-ever
deal to outsource pension payments to a specialist insurance company.

Sky News has learnt that pension trustees at NatWest, which is on track to become wholly owned by
private sector investors after more than 15 years in partial taxpayer ownership, have offloaded a roughly
£11bn chunk of its corporate pension scheme to Rothesay, the England cricket team's Test match
sponsor.

The deal is a landmark in the accelerating trend for companies to insure their pension risks, with
NatWest ranking among the UK's biggest pension scheme sponsors.

Its group retirement scheme has about £33.6bn in assets, while it had roughly 190,000 members at the
end of September.

The latest deal was disclosed - without reference to Rothesay - in NatWest's third-quarter results
statement published last month, but has not been publicly reported.

"In September 2024, the Trustee of the NatWest Group Pension Fund entered into a further buy-in
transaction with a third-party insurer for some of the liabilities of the Main Section," the statement said.

Several people familiar with the transactions said the counterparty was Rothesay, which declined to
comment on Tuesday.

In a statement issued to Sky News, a spokesperson for the NatWest Group pension fund confirmed the
deal, saying: "As part of its long-term strategy, the Trustee of the NatWest Group Pension Fund has
recently insured around one-third of the Main Section with buy-in policies.

"The buy-in policies are Fund investments that further improve the security of member benefits by
increasing protection against demographic and investment risks.

"As with other investment decisions there is no change to member benefits and members will continue
to receive their benefits directly from the Fund."

The trade press dutifully then referenced the transaction without questioning why the usual congratulations
they extend to one another by professional advisors had not happened.
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(i) The Precedent in the 2023 Annual Report and Accounts

The cost of fixing out permanently certain scheme liabilities through a buy-in in 2023 is referenced in Note
5 on page 322 of the 2023 Annual Report and Accounts. The actual number is not provided. Itis
netted against other items reflecting market movements and changes in measurement shown below the
line as part of Other Comprehensive Income. This is reported on page 299 (extract follows).

Investment Strategy (page 322, note 5 Pensions)

During 2023, the Trustee completed a buy-in transaction for the AA section of the Group Pension Fund,
passing all material longevity and investment risk for the section to an insurer. At 31 December 2023,
the assets of this section comprised mainly of the buy-in asset (a bulk annuity policy valued at £546
million under IAS 19, covering 99% of the defined benefit obligation attributable to this section),
together with residual assets of c. £145 million. In exchange for an upfront premium paid to the insurer,
the buy-in asset provides a stream of cashflows to the Trustee replicating payments due to members.

The premium was determined by the insurer using its pricing basis. Under IAS 19, the value placed on
this asset mirrors the valuation of the defined benefit obligations covered, incorporating an assessment
of credit risk. Since the insurer’s pricing basis is more conservative than the best-estimate valuation
under IAS 19, an asset loss arises at the outset, which is recognised through OCI along with the impact
of other movements in asset values over the year. In future, the buy-in asset value will move in line with
movements in the defined benefit obligations covered, meaning that the scheme is protected against
longevity and market risk

Consolidated Statement of Comprehensive Income (Page 299)

For the year ended 31 December 2023

2023 2022 2021
Em £m Em
Profit for the year 4,632 3.595 3,312

Items that do not qualify for reclassification
Remeasurement of retirement benefit schemes (280) (840) (669)
Changes in fair value of credit in financial liabilities designated at FVTPL (39) 50 29)
FWOCI financial assets 17 59 13
Tax 79 187 164
(223) (544) (521)

Items that do qualify for reclassification

FWOCI financial assets 49 (457) (100)
Cash flow hedges (1) 1,208 (3.277) (848)
Currency translation (619) 241 (382)
Tax (361) 1,067 213
277 (2,426) {1,117)
Other comprehensive income/(losses) after tax 54 (2,970) (1,638)
Total comprehensive income for the year 4,686 625 1,674
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(iii) Extracts from the 2024 Report and Accounts

Pension Risk — page 265 : Reference to “buy-in” :

The first reference by NatWest or the trustees to the scale of the deal is on page 265 of the 2024 Report
and Accounts of NatWest Group. It refers to a “third party insurer”. There are 17 references — primarily as
part of notes on risk management — to buy-in in over 400 pages with no reference to any particular insurer.

“‘During 2024, the Trustee of NatWest Group’s largest scheme (the Main section of the NatWest Group
Pension Fund) completed buy-in transactions with a third party insurer (buy-in asset valued at £8.0 billion
under IAS 19, covering around a third of the defined benefit obligation attributable to the Main section).
Under the buy-in insurance contracts, the insurer makes payments to the scheme to cover pension
benefits paid to members. As a result, the insured portion of the scheme is protected against all material
longevity and investment risks.”

Consolidated Statement of Comprehensive Income (Page 294)

As in the 2023 Report and Accounts, there is a line item in OCI referring to the pension schemes but how
this number is reached is not explained. What is included in the £166m is unclear and un-noted.

For the year ended 31 December 2024

2024 2023 2022
Em Em Em
Profit for the year 4,811 4,632 3,595
Items that do not qualify for reclassification
Remeasurement of retirement benefit schemes (166) (280) (840)
Changes in fair value of credit in financial liobilities designated at FWVTPL (33) (39) 50
FVOCI financial assets [} 17 59
Tax 59 79 187
(134) (223) (544)
Items that do qualify for reclassification
FWVOCI financial assets (25) 49 (457)
Cash flow hedges (1) 622 1,208 (3,277)
Currency translation 5 (619) 241
Tax (178) (361) 1,067
424 277 (2,426)
Other comprehensive income/{losses) after tax 290 54 (2,970}
Total comprehensive income for the year 5,101 4.686 625
Attributable to:
Ordinary shareholders 4,809 4,448 370
Paid-in equity holders 283 242 249
Non-controlling interests 9 (4) 6
5,101 4,686 625
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Mk The loss incurred on the buy-in is covered on page 318 of the accounts. The
NatWest Group Annual Report and Accounts 2024: Pension Notes Section impact is explained in “small print” note 3 below the table. As the £7 billion
Changes in value of net pension assets/(liability) was not recorded as an asset, a £2.4 billion loss can be netted off avoiding a
Main section — - — AfTsTiEmeEs
Fair value Present value of Asset ceiling/ Met pension Fair value Present value Asset ceiling MNet
of plan defined benafit rinimum assets/ af plan of defined minimunm pension
benefit obligation
assets obligation (1) funding liability assets (1) funding assets [2)
Em Em Em Em Em Em Em Em
At 1 January 2023 34,016 (24,733) (9,283) - 37,598 (27,601} (9.777) 220
Currency translation and other adjustments - - - - 21} 21 4 4
Income statement - operating expenses 1,677 (1,286) (464) (73) 1,841 (1,478} (485) (122)
Other comprehensive income 11.042) (1,737 2,643 (136) (1,182) (1,939} 2,841 (280)
Contributions by employer 209 - - 209 278 2 - 280
Contributions by plan participants and other scheme mambers 7 (7 S = 12 (12) o &
Assets/liabilities extinguished upon settlement - - - - (50) a0 - -
Benefits paid (1,229) 1,229 - - (1,365) 1,365 - -
At 1 January 2024 33,638 (26,534) (7,104) - 37,111 (29,592) (7,417) 102
Currency translation and other adjustments - - - - (5) 9 4) -
Income statement - operating expenses
Met interest expense 1,589 (1,244) (341) 4 1,737 (1,374) (355) 8
Current service cost - (72) - (72) - (99) - (99)
Past service cost - (3) - (3) - (3) - (3)
Loss on curtailments and settlements - - - - - 8 - 8
1,589 (1,319) (341) (71) 1,737 (1,468) (355) (86)
Other comprehensive income
Return on plan assets excluding recognised interest income (3) (4,612) - - (4,612) (4,860) - - (4,860)
Experience gains and losses - 13 - 13 - (3) - (3)
Effect of changes in actuarial finoncial assumptions - 2,182 - 2,182 - 2,343 - 2,343
Effect of changes in actuarial demaographic assumptions - (77) - (77) - (62) - (62)
Asset ceiling adjustments (3) - - 2,360 2,360 - - 2,416 2,416
(4,612) 2,118 2,360 (134) (4,860) 2,278 2,416 (166)
Contributions by employer (4) 205 - - 205 250 - - 250
Contributions by plan porticipants and other scheme members 7 (7) - - 11 (11) - -
Assets/liabilities extinguished upon settlerment - - - - (42) 42 - -
Benefits paid (1,281) 1,281 - - (1,445) 1,455 - 10
At 31 December 2024 [5) 29,546 (24,461) (5,085) - 32,757 (27,287) (5,360) 110

1) Defned beneht cbligations are subject to annudl valuation by independant actuaries.
2] NatWest Group recognises the net pension scheme surplus or deficit os o net osset ar liability. In doing so, the funded stetus is adpusted to reflect amy schemes with a surplus that NatWest Group may not be able to occess, as well as any miremum funding

requirement to poy in additional contributions. This i most relevant to the Main section, where the surplus is not recognized as the trustees have rights over the use of the surplus. Other MatWest Group schemes that this opplies to include the Ulster Bank
Penzion Scheme (M) and the MatWest Morkets section.

[3) Buy-in transactions have hed a signficant, offsetting impact on the ‘Return on plan ossets exchuding recognised income’ and “Asset ceiling odjustments” line items recagnised in OCI

[4] MotWest Group expects to moke contributions to the Main section of £39 million in 2025,

[5) During 2024, the Court of Appeal uphel the initial High Court ruling in respect of Virgin Media v NTL Persion Trustees |l Limited (end athers), calling into question the waldity of rule amendments mede between 1997 and 2016. In 2023, o selection of
amendments fram the relevant pericd judged as material, were reviewed. While uncertainties remain, the review indicated the risk of a change in the defined benefit cbligation {DBO) was remote, 5o no adjustment was made to the DBO value. This
position is unchanged at year end.
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NatWest Pension Scheme History 2014 — 2024

December 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 Total
£m £m £m £m £m £m £m £m £m £m £m £m
Scheme Assets 32757 37111 37598 57787 57249 51925 48752 49746 49229 34708 34359
Liabilities -27287 -29592 -27601 -46808 -48864 -44115 -39607 -42378 -43990 -35152 -36643
Surplus / (Deficit) 5470 7519 9997 10979 8385 7810 9145 7368 5239 -444 -2284
Assets ceiling -5360 -7417 -9777 -10491 -7783 -7315 -8790 -7105 -5326 -3130
Net 110 102 220 488 602 495 355 263 -87 -3574 -2284
Employer Contributions 250 278 775 780 296 473 2363 627 4786 1060 1065 12753
Benefits paid 1455 1365 1657 1793 2140 1972 2282 2435 1475 1131 1030 18735
DC payments 225 191 158 139 125 115 94 92 89 74 87 1389
Discount rate 5.6 4.8 5.0 1.8 14 2.1 29 2.6 2.7 3.9 3.6
Inflation assumption 3.2 3.1 3.2 3.3 2.9 3.2 3.1 3.2 3.2 3.0 2.8
Assets % % % % % % % % % % %
Quoted equities 0.1 0.1 0.1 3.7 3.9 3.9 3.7 21.9 20.5 20.8 22.9
Unquoted equities 6.6 6.7 7.7 4.7 4.6 4.8 5.2 4.0 34 34 3.8
Index linked bonds 23.6 36.7 37.7 46.7 49.4 47.8 40.1 30.6 31.4 28.2 26.6
Government bonds 9.9 13.3 18.4 9.8 6.2 9.3 12.9 9.2 5.9 9.0 5.0
Corporate / other bonds 18.5 25.6 22.0 15.1 16.8 16.6 17.4 16.8 19.7 21.3 17.6
Hedge funds 0.2 0.2 15
Real estate 2.4 4.5 6.0 4.4 4.2 4.8 5.5 5.2 5.2 6.4 5.5
Derivatives 0.1 2.7 8.2 8.8 10.0 7.8 6.1 8.1 10.2 6.4 9.8
Buy-in insurance 27.0
Equity exposure (equity futures) -1.8 -14 1.6
Cash exposure (equity futures) 1.9 1.6 -1.6
Cash and other 11.8 10.4 -0.1 6.8 4.9 5.0 9.1 4.2 3.4 4.1 7.3
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Conclusions

NatWest and its pension scheme have a list of high quality advisors. They will be well versed in providing
cogent explanations of why burying transaction data is appropriate, even necessary, in the interests of
members. The outcome is still remarkable and unimpressive. The message is could and should do
better.

Questions arising from the buy-in:

— The surplus is not recorded given the ceiling imposed by IFRIC14. The consequence of that is
the company cannot use surpluses without trustee agreement. What is the rule which imposed
that constraint and when was it introduced?

- In making contributions in recent years did the sponsor and trustees consider the risk of a
trapped surplus? £12.7bn has been contributed since 2014.

- With Government consulting on use of surpluses, why was a deal in September 2024
appropriate?

- Why has the counterparty not been announced? Should it be Rothesay, did the ownership by a
Singapore wealth fund and an American Mutual a factor? Was Rothesay’s pending purchase of
Scottish Widows Pensions factor in relation to concentration risks?

— The scheme has a large accounts surplus but limited exposure to UK productive assets (quoted
equity levels are tiny). Is that appropriate?

- Was a TAS300V2 exercise carried out given the SIP now endorses buy-ins as a technique? Did
the company and trustees request papers on Credible Alternatives?

- Overall, do the parties think that the way the buy-in transaction has been handled can be
considered appropriate for a major public company or for such a major pension scheme?

The conclusions from recent deals like that of NatWest and other examples (like Michelin Tyres) and
looking at how TAS300V2 is being implemented shows that disclosures are insufficient. That allows
actuarial and accounting standards to be exploited or sidelined. Evidence of compliance with TAS300V2
is yet to emerge. OCl is a dumping ground for awkward numbers. Audit Reporting and Governance
Authority “ARGA” when it is turned on needs to radiate authority to the risk transfer industry.
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Sibelco UK: Whole Scheme Buy-in: A Material Solution?

£165m buy-in of the Sibelco UK pension scheme with Aviva in April 2024 has been announced. LCP as
lead advisor must have carried out a TAS300 V2 assessment to meet FRC set actuarial

regulations. Have the trustees and sponsor had the evidence of a bulk transfer / run-on comparison from
LCP? It should provide a risk-benefit analysis for stakeholders explaining:

o What is the modelled probabilistic risk to the value of members’ pensions which the transaction
addresses? How do these calculations assess the risk of investment grade credit SCR Sibelco
NV failing to support Sibelco UK in meeting its obligations?

o What is the probability of a scheme funded to buyout levels being able to make discretionary
payments to members over time if it has a run-on strategy? Could resources be available to fund
better pension provision for current employees? Could more assets over time be invested in
productive assets?

« Onwhat basis did LCP conclude Aviva’s life insurer pricing was attractive ahead of expected
changes to solvency and reinsurance rules; easing of regulations on the use of surpluses and the
reviews of how FSCS and PPF operate?

« Did the TAS300 V2 exercise note the high profit levels of insurers in an overheated market?

o Did LCP research any credible run-on options as TAS300 V2 requires?

NB

SCR-Sibelco NV has a market capitalisation of €2.4 billion. It is an investment grade credit. It mines and
sells industrial minerals. Its ESG strategy is to support the progress of modern life.

Sibelco UK contributed over 5 years £50m in cash to the scheme’s £170m in assets as at December
2022. The sums if held in escrow in cash would have avoided a near 35% reduction in value as gilt yields
rose.

Pension contributions of £77m have over 10 years exceeded pre-tax profits and have exceeded DC
scheme contributions by 5 times.

Current pension benefits are £10m.

A run-on strategy with 2% of assets a year to be used on a discretionary basis could fund completely
higher DC contributions and add over 10% to pensions and pay all admin costs.
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Sibelco UK Pension Scheme 10 Year Summary
Dec 2022 2021 2020 2019 2018 2017| 2016| 2015| 2014| 2013| Total
£m £m £m £m £m £m £m £m £m £m £m
Turnover 168.6( 129.1( 109.1( 126.8( 130.6 124.6| 116.2( 114.7( 108.1( 112.4
Profit Before Tax 16.2 9.3 2.7 2.3 3.3 10.0 8.7 3.8 8.7 0.4
Pension Scheme
Scheme Assets 171.6| 256.4( 246.7( 216.0f 195.8| 198.5| 190.2| 164.0| 164.6| 152.1
Liabilities -162.9| -245.2| -264.7| -234.0| -214.5| -233.5| -233.1| -193.5| -198.3| -188.5
Surplus/(Deficit) 8.7 11.2 -18.0 -18.0 -18.7 -35.0 -42.9 -29.5 -33.7 -36.4
Employer
Contributions 11.0 10.8 11.1 10.5 10.3 5.0 4.8 4.8 4.7 4.5 77.5
Benefits paid 10.5 7.9 9.5 9.1 9.4 8.8 9.3 6.7 7.0 6.3
DC payments 1.3 1.4 1.4 1.5 1.6 1.6 1.6 1.7 1.6 1.4 15.1
Discount rate % 4.8 1.9 1.2 2.1 2.9 2.4 2.7 3.8 3.7 4.5
Scheme Assets
Gilts 0.0 0.0 0.0 0.0 0.0 0.0 0.0 11.7 41.6 34.2
Corporate bonds 0.0 0.0 0.0 0.0 0.0 0.0 13.0 17.6 11.9 10.6
Property 0.0 0.0 0.0 0.0 15.1 14.7 13.5 14.3 12.9 11.0
Equities 0.5 24.1 16.7 15.2 9.2 44.3 45.6 55.6 54.3 65.4
Cash 1.9 1.0 8.1 5.3 4.4 7.5 0.0 0.0 0.0 0.0
Other 169.2| 231.3| 221.9( 1955( 167.1| 132.0| 118.1 64.8 43.9 30.9
Total 171.6| 256.4( 246.7( 216.0f 195.8| 198.5| 190.2| 164.0| 164.6| 152.1
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Michelin Tyre Plc : No Grip No Stars

Trustees, Company and Advisors Still Spinning

There is no grip and no Michelin stars in the UK pension scheme’s track record. A sad, lame deal
announced in October sees Aviva given £1.5 billion to drive off with it and a sister scheme. The plot line is:

Michelin Tyre was for 60 years a major UK employer and had a strong pension scheme. The
French Group has a market cap of €24 billion.

£830m was put into the scheme between 2004 and 2020 with £500m of that being between 2015
and 2020. It now has assets of £1.2 billion.

On turnover of £14bn it made £60m pre tax over 20 years. It took £600m in actuarial write downs
through reserves in that time.

In 2004 Michelin Tyre employed over 3,500 people in the UK. It now employs 700 after
Ballymena and Dundee factories were closed in 2018 and 2020. 60+ jobs from Stoke are
currently going to Poland.

Michelin Tyre 2023 accounts (extracts in Appendix) say the company is pleased to care for communities
even after it has closed sites. Pensioners seem to have been a carve out from such ESG alignments.
The opportunity was missed to run-on, invest more in communities and allocate surpluses to past and
present employees. XPS and LCP are key advisors and Mercer is a long-standing actuary. They all talk
a good game on run-on. New Government regulations require them to compare bulk transfer with run-on.
What their recommendation was in the Michelin case is not known.

Members are told by the trustees they do not need to do anything — but they should reasonably ask:

If £0.5 billion given to the pension scheme since 2015 had been used for capital investment
would the factories still be open?

If all that money had been kept in escrow or a high street bank savings account, would the
scheme be worth nearly £200 million more?

Why did the trustees bet £1 billion on bonds between 2016 and 2021 to lose a third of it
compared with simply sticking with the 2016 asset allocation? Was that just a straight mistake?

If the “get rid ASAP” Statement of Investment Principles had been long-termist, then surpluses
could now be funding discretionary increases.

Have Michelin contractually committed to stay as sponsor or is a buyout to follow — as per the
LCP well-marketed approach? How much of the “risk” Aviva is taking and its immediate resulting
gain is being passed onto the reinsurance world and is there reassurance that reinsurers have
Solvency UK cover?

Did the trustees and sponsor have hard numbers to back TAS300V2 calculations of the relative
merits of bulk transfers and run-on? Did they still conclude from actuarial papers that run away
was the best answer for members?

Members do nothing? Perhaps that’s just one more mistake.

C-Suite Pension Strategies Ltd
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The Michelin Tyre Track Record in Context

The financial summary shows how grip was lost. The scheme did well until the Government subsidy to
hold equities went away and new methods came in to value schemes.

Until the start of the century most pension scheme liabilities were calculated using a discount rate 2 or 3%
above the inflation rate or wage increase rates under SSAP 24. Schemes were not on balance sheet and
accountants were keen for them to be. FRS 17 was the result with an AA bond as the accountants’ preferred
liability assessment rate. Actuaries responded to the risk that accountants took business away by countering
with their own approach. Gilts plus a diminishing slither of return was their chosen discount rate. The
consequence was rival valuations and high balance sheet and contribution volatility. Actuaries from around
2010 became enthusiasts for Liability Driven Investments and reduction in “risky asset” classes.

For Michelin Tyre actuaries’ and accountants’ rival valuation techniques came into effect in 2002 and
were incorporated in group accounts in 2004. As for many UK schemes, pension provision was set on a
remarkable downward spiral.

Accountants subsequently tightened the rules so that there was not accounting benefit in having a
portfolio delivering above an AA corporate bond. UK finance teams were ready to abandon schemes.
USA accounting maintained credits on expected returns and large UK scheme started to provide
significant earnings benefits.

The position worsened as actuaries and investment consultants became besotted with Liability Driven
Investments enabling schemes to hedge the measure of the liabilities if not the actual cashflows.

That approach fitted well with endgame solutions under which schemes were given to life insurers. That
requires largely cash portfolio to be prepared with a discount rate used to assess liabilities of around gilts
plus 0.2%.

So as in the case of Michelin Tyre a 300 bp reduction in the discount rate spread over 20 years ensured
that full funding was reached with heavy dependence on the sponsor. And manufacturing stopped

Accounting still came in useful for actuaries as the costs of their approach “largely below the line” away
from treasury anxieties. Still, it meant that the UK business performance in cash terms was dire even if it
was just poor in reported profit terms. Not a great place for investment.

(Altogether is was part of what economist John Kay and former Governor of Bank of England Lord King
have subsequently called the worst unforced policy error of the century.)

Derisking Double-Down Effect from 2015

Summary Pension Scheme Contributions V Balance

Scheme balance / contributions £m
2015 assets 1386.0

benefits paid to 2023 -882.1

Admin costs -20.4

Balance 483.5

Add comp. contributions 484.8
Balance + contributions 968.3

2023 assets 1223.9
'Lost' contributions 229.1

If they had put the money in the Building Society they would have £200m more.
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Michelin Tyre Plc: Pension Scheme and Company 20 Year Summary

December 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 Total
Pension Scheme £m £m £m £m £m £m £m £m £m £m £m fm fm fm fm fm £m fm fm fm
Scheme Assets 12239 | 12358 | 19115 | 19534 | 17795 | 15641 | 15975 | 15192 | 13860 | 13427 | 12671 | 11922 | 11213 1138 | 10393 | 9397 | 10956 | 10706 | 9783 | 8398
Liabiites 10401 | 11015 | 17028 | 18109 | 17111 | 15705 | 17402 | 19538 | 16464 | 17219 | -15180 | -14700 | 13311 | -12713 | 12813 | -10763 | -12147 | 12807 | 12476 | 11254
Net Pension
(deficitysurplus 1838 | 1343 | 2087 | 1425 684 64 | 1427 | 4346 | 2604 | 3792 | 2509 | 2778 | 2008 | -1333| 2420 | 1366 | -1191 | 2101 | 2693 | -2856
Employer Contributions 132 158 196 | 5959 | 11227 | 9130 | 8280 | 2830 | 10565 303 | 6130 | 4370 332 | 3090 | 2130| 3040 | 2710 | 3160 | 5620 | 2590 | £828m
Bengiits paid 744 882 976 | 1050 934 | 123 | 1387 806 819 630 663 611 500 564 649 586
Admin costs 16 15 24 19 31 27 19 25 28
Discount rate 465 495 180 140 205 290 260 265 380 360 450 440 500 56 575 630 570 500 480 530
Inflation assumption 315 335 335 290 290 315 330 320 305 300 330 270 290 325 33 250 310 280 270 270
Life expect at65

Male of 65 206 212 211 210 211 211 211 21 20 219 20 20 219 195 194 194

Female of 65 210 239 239 238 240 240 240 248 247 247 243 241 240 24 22 22

Male of 50/45 218 216 21 219 26 28 28 236 235 234 29 29 28 205 204 204

Female of 50/45 23 250 254 253 258 259 259 266 265 264 258 | P57 256 232 231 231
Assets £m £m £m £m £m £m £m £m £m £m £m fm fm fm fm fm fm fm fm fm
Equities 157 98 523 21| 2137 | 3308| 2355| 2551 | 3082 | 4742 | 4761 | 5547 | 5686 | 4838 | 6705 | 6469 | 5984 506
Bonds 11947 | 9775 | 17367 | 17198 | 15116 | 11046 | 9021 | 7205 | 5785| 6311 | 536 | 4832 | 5053 483 | 4594 | 4404 | 4087 | 346 | 347 | 3162
Property 14 723 956 0 809 | 1246 | 1165 | 1087 | 1048 A 201 2 376
Cash/ Altematives 178 186 635| 1338 | 1257 | 3028 | 3652 | 3502 | 4672 | 3625 396 395 204 155 113 155 164 201 152 176
Altematives 2066 | 1082 819 848
Total 12239 | 12358 | 19115 | 19534 | 17795 | 15641 | 15975 | 15192 | 13860 | 13427 | 12671 | 11921 | 11213 | 11380 | 10393 | 9397 | 10956 | 10706 | 9783 | 8398
Company Numbers
Actuarial gain/loss on
post employment benefits 431 782 64.7 146 315 657 | 2081 | -1909 265 | -1176 307 | -1136 847 742 | -1152 435 717 302 217 931 | £333m
Prior year adjustments 2890 | £289m
Fixed asset
additions 2.6 2.3 0.5 2.0 1.7 12.0 19.7 28.8 22.2 12.9 14.2 23.9 21.0 9.3 8.3 135 12.1 17.3 16.5 20.2 | £26Im
No. employees 743 740 670 858 1291 1734 2125 2265 2268 2385 2492 2694 2693 2682 2741 2805 2849 3014 3334 3489
Tumover £m 5300 | 5111 | 4592 | 3988 | 5766 | 6502 | 6859 | 7165 | 8002 846 904 | 8%7| 925 | 8279 | 75| 829 | 7300 | 680 | 6635| 6116 | £14bn
Proft Before Tax £m 158 78 21 421 250 | -1892 50 28 411 458 512 110 302 R4 89 R2 43 284 23 209 £60m
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Michelin Appendix

Michelin Tyre Plc Accounts 2023

Social Responsibility Statement

Michelin strongly believes in its social responsibility and demonstrates this through a close
involvement with the local communities where it has, or had, manufacturing plants. A separate
company, Michelin Development Limited, is committed to helping create quality, sustainable
employment within these regions. It achieves this by offering unsecured loans at subsidised rates and
by providing, free of charge, the company’s considerable in-house expertise. It also works with
schools and other local stakeholders to encourage entrepreneurs of the future.

With the closure of our factories in Ballymena in 2018, and Dundee in 2020, Michelin Development
Limited continues to work in these areas with the objective of re-creating all the jobs lost. In addition
to the subsidised loans and expertise free of charge, Michelin Development Limited also offers grants
to support significant investment plans in these areas that will create sustainable jobs.

Section 172(1) Statement

The directors recognise their responsibility to act in a way that promotes the success of the company
for the benefit of its members. In doing so, they also take into account the long-term consequences of
their decisions and the impact of these decisions on employees, customers, suppliers, the
environment and the communities in which the company operates....... Michelin cares about giving
people a better way forward, which feeds both the group’s strategy and its human and social models.

Having taken all the cost of funding the scheme to such high level with short-termist strategies, it was
still open to the Group to align their UK pension strategy with the Group ESG ethos. It chose not to.

Michelin Tyre Plc Accounts 2002

Rival actuarial and accounting techniques are set out in the 2002 accounts. The sponsor and the
members were to be big losers.

The extracts highlight the SSAP24 technique which gave rise to spreading surpluses over the
expected future years of employment. FRS17 created volatility. The initial impact on Michelin Tyre
was a prior year adjustment of £-289m. Incentives to run on were limited and pensions became for
Boards a damage limitation exercise. Getting out for Michelin Tyre was to be costly and made its
business heavily cash consuming.
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Accounting Policy c)
¢) Pensions

Pension costs charged to the profit and loss account are based on actuarial advice and calculated so as to spread

the cost of pensions over the service lives of employees in the scheme.

For defined benefit schemes the amount charged to the profit and loss account in respect of pension costs and
other post retirement benefits is the estimated regular cost of providing the benefits accrued in the vear,
adjusted to reflect variations from that cost. The regular cost is calculated so that it represents a substantially
level percentage of current and future payroll. Variations from regular cost are charged or credited to the profit
and loss account as a constant percentage of payroll over the estimated average remaining working life of the
scheme members. Defined benefit schemes are funded, with the assets of the scheme held separately from
those of the Company in separate trustee administered funds, Differences between amounts charged to the
profit and loss account and amounts funded are shown as either provisions or prepayments in the balance sheet.

The notes to the financial statements contain additional information on retirement benefits required by FRS 17.

Note 5
5 Pension commitments

The Company operates a defined benefit scheme for the benefit of employees in the UK, including the
employees of the subsidiaries of Associated Tyre Specialists (Investment) Limited, a Company whose ultimate
holding Company is also Compagnie Generale des Etablissements Michelin. The scheme is funded in advance
by contributions from members at the rate set in the scheme rules, and from the employing Company to meet
the balance of the costs, at rates assessed by the actuary of the schemes in regular funding reviews. The
scheme’s assets are held in funds separate from those of the Company.

The cost of the scherne has been assessed, as at 1 April 2000, by a qualified actuary using the Projected Unit
Credit method of valuation. The principal assumptions used are a yield earned on investments of 1.5% per
annum in excess of the rate of earnings increases, and 3.25% per annum in excess of anticipated pension

increases. Asset values were taken at market value.

The market value of the assets of the scheme at the valuation date was £1,139 million. The actuarial value of
these assets was 110% of the actuarial value of the accrued liabilities. The level of surplus is taken into
account in the contributions paid by the Company to the scheme, as described above.

The actuarial assumptions used to determine the pension cost are the same as those set out above. The surplus
revealed by the valuation is being spread over the average future working lifetime of the membership using the
straight line spreading method. The pension cost charged to the profit and loss account for the year was £3.8

million (2001: £5.5 million). The year-end balance sheet includes a provision £1 million.
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Coats Group Plc: Losing the Thread

Coats pension scheme was sold to PIC in September 2024. The announcements made focussed on
the high quality of the work of the professionals. Little deal specific detail emerged. Whether a
TAS300V2 exercise was completed is to be presumed. Whether trustees and sponsors asked for
working papers is unclear. Questions arise.

- Arisk-benefit analysis under TAS300V2 is of importance to members. How was the value at
risk to members’ payments assessed and adjusted for the probability of it happening? That
becomes of particular note when there is scope for surpluses being available. Discretionary
powers can be exercised to make added pension payments. These are achievable within
existing regulations without causing long-term valuation issues.

- The Coats scheme had very substantial, tax allowable, cash contributions made with and
since the 2016 agreement. More are to come — see attached. Should that money have been
put in a cash escrow, how much better off would the scheme now be? A mark to market
check on the impact of the buy-in which was carried out would be of note. That longevity
assumptions were adjusted down shortly after completion suggests counter-party Aviva and
its reinsurers did well from the deal.

- Coats has now very impressive ESG credentials and corporate ethos shown in the accounts
and sustainability report. Did the trustees consider what the benefits of run-on could be for
the economy, environmental policy and for members? In that, was PIC’s ownership by a
sovereign wealth fund and opaque family office controlled investment company (funded
originally by tobacco industry money) a factor raised by LCP? Is the intention to follow the
buy-in with annuitisation?
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Coats Pension Scheme Summary

December 2024 2023 2022 2021 2020 2019 2018 2017 2016 Total
£m £m £m £m £m £m £m £m £m £m
Scheme Assets 1595.2 1626.0 2323.2 2347.9 2216.7 2068.9 2217.8
Liabilities -1488.1 -1476.6 -2243.4 -2441.9 -2285.8 -2154.0 -2296.7
Net Pension (deficit)/surplus 107.1 149.4 79.8 -94.0 -69.1 -85.1 -78.9
Employer Contributions 100 39.3 34.8 30.6 9.0 21.0 17.9 13.5 329.5 595.6
Benefits paid 111.4 112.6 114.8 123.2 116.7 117.7 113.4
Admin costs 3.2 3.3 3.0 3.5 3.6 5.3 3.9
Discount rate 4.5 4.8 1.9 1.3 2.0 2.8 2.4
Inflation assumption 3.2 3.3 3.5 3.0 3.1 3.3 3.2
Assets
Cash and equivalents 42.1 53.4 54.2 183.7 89.2 26.8 64.4
Equity
us 48.9 39.4 91.7 79 89.8 195.5 268.9
UK 4.1 25 5.8 5.7 7.7 20.6 65.8
Euro 6.7 6.9 12.7 12.1 23.32 34.3 85.5
Other 22.7 16.6 32.5 32.8 35.5 92.6 103.8
Debt
Corporate bonds (invest. Grade) 408 354 567.4 699.6 765.3 621.2 640.7
Corporate bonds (non-invest.
Grade) 58.1 73.9 180.5 221.9 205.4 102.4 121.4
Government bonds 480.1 465.4 1065.1 821.0 679.9 510.6 438.2
Global real estate 99.7 197.2 221.7 209.5 201.6 185.2 234.5
Derivatives -5.9 -17.1 0.4 -8.14 -26.2 -15.9 -20.8
Insurance contracts 311.4 323.7 1.99 2.14 5 1.9 2.9
Diversified investment 13.5 4.6 54.8 227.6 2125
Other 105.7 105.5 89.1 88.5 85.4 66.1
Total 1595.1 1626.0 2323.1 2347.8 2216.7 2068.9 2217.8

C-Suite Pension Strategies Ltd
Registered in England and Wales - Company No: 09974973 Page 21 of 21



