29 August 2007 United Kingdom

Issue 64: Survey of £1bn+ schemes shows impact of funding requirements

Hewitt advises over 50 clients that have pension fund assets greater than £1bn. Our recent survey
considered a wide range of aspects of these “mega schemes” and here we look at what we found.

About these funds

By their very nature you may expect funds this big to have pensioners as a large proportion of their
liabilities (i.e. to be mature). The average maturity is 50% but this hides a range from 5% to 85%.
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A third of these funds are still open to new entrants - one reason might be that the new entrants do not
pose much additional risk in return for retaining the goodwill of interested stakeholders. In other cases,
companies may retain traditional objectives and the view that defined benefit provision is best.
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Funding for the benefits, and managing funding risk

The Pensions Regulator appears to have been successful in raising the funding target for these schemes.
Most are now aiming for somewhere around 100% of PPF or FRS17 funding (with some aiming well
above), although a significant minority are still aiming below. Most are using “Medium Cohort”
mortality assumptions and only a very few are aiming for a deficit repair period in excess of 10 years.

The Pensions Regulator has set a quasi-target in the form of its funding triggers and most of these
schemes are aiming to avoid its attention. They are herding around “Medium Cohort” as their definition
of mortality, perhaps because it appears ‘safe’ when many others are also using this. However, we
believe that valuations being started this year are likely to have even stronger mortality assumptions
than those recently completed and trustees need to keep up-to-date on developments on mortality
between valuations. Spotlight Issue 66, due out in September, will be covering this topic.

A significant minority of schemes surveyed are either:

a) Having legitimate regard to scheme specific factors and setting technical provisions or recovery plan
lengths that are likely to trigger the Regulator’s further attention (e.g. if the employer is financially
strong, the trustees may agree to set technical provisions at a lower level than the Regulator’s trigger
point)

b) Allowing for higher expected equity returns in their recovery plan than in their technical provisions.

If a scheme is likely to trigger further investigation from the Pensions Regulator, then the trustees need
to ensure that the process they followed will stand up to scrutiny as they are likely to be asked to
justify their approach, e.g. how did the trustees assess the employer covenant?

If higher equity returns are allowed for in the Recovery Plan the company contributions required will be
lower. This increases the chances that the company will find they have a new deficit to deal with at the
next valuation. We advise trustees that they should consider what happens if markets do not perform and
trustees sometimes then ask for guarantees from the company that it will increase contributions to
compensate or provide other security.

The survey shows that big pension schemes are looking beyond conventional cash contributions in order
to manage overall funding risk. 40% of schemes surveyed already have some form of contingent asset
in place - providing additional security to the scheme should the employer fail. This is a high
proportion, given that they were hardly used before the scheme-specific funding requirements were
introduced. Another 20% of schemes indicated that they are actively considering putting such a structure
in place.

Among those surveyed, the most frequently used approach is a Parent Company Guarantee, which can
allow the trustees to ignore the complexity of the corporate structure and focus on the ultimate owning
company. It is not surprising that the parent company guarantee is the most popular contingent asset
solution as it does not directly cost money or tie up assets. For schemes of this size it is worth the
expense of managing these complex contingent asset solutions, but until the costs fall they may not
become widespread among smaller funds.

There will be more information on the survey in the next issue of Spotlight. Please note we are not
releasing the full results of this survey for reasons of client confidentiality, but if you are interested in a
specific area and what it might mean for your scheme please contact your usual Hewitt consultant or
Lynda Whitney (e-mail lynda.whitney@hewitt.com or phone +44 (0) 1372 733617)

If you would like to receive these bulletins by e-mail please email spotlight.enquiries@hewitt.com.

© 2007 Hewitt Bacon & Woodrow Limited


mailto:lynda.whitney@hewitt.com?subject=Spotlight%20-%20Issue%2064
mailto:spotlight.enquiries@hewitt.com?subject=Please%20add%20me%20to%20your%20Spotlight%20mailing

	Issue 64: Survey of £1bn+ schemes shows impact of funding requirements
	Hewitt advises over 50 clients that have pension fund assets greater than £1bn. Our recent survey considered a wide range of aspects of these “mega schemes” and here we look at what we found. 
	About these funds
	Funding for the benefits, and managing funding risk



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue true
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /SyntheticBoldness 1.000000
  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU (Hewitt Standard for Acrobat 5.0 Compatibility)
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


