


Crucially, however, the use of longevity swaps allows the scheme to
retain control of its assets so as to engineer an asset allocation
strategy that fits with the scheme’s recovery plan. When entering
into a longevity transaction, the necessary due diligence should,
given the long term nature of the contract, be conducted around
the financial strength of the counterparty, the pricing of the deal,
how effectively the longevity risks will be hedged, the collateral
mechanics that protect both “legs” against counterparty risk and
how viable an exit strategy is, should the scheme wish to go to
buyout. Suffice to say, both the appetite for hedging longevity risk
and the range of innovative solutions look set for a period of
significant growth, though the market’s ability to accommodate
deals could quickly hit capacity constraints.
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