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Over the past five years we have
assisted a number of client
companies with reducing
liabilities under a defined
benefit scheme by
adopting what we
would class as a
gradual wind-down
strategy. This has
involved the
following:

� Contribution
refunds

� Trivial commutation
� Early retirement

packages
� Targeted transfer

exercises

Some of the above items have
taken advantage of previous legislation,
such as trivial commutation, which was more widely
available pre-6 April 2006. It is also the case that
transfers are now less effective in reducing liabilities (in
view of the strengthened calculation basis). That said,
there is plenty that can be done and we are coming
across more and more employers who appear to be
‘running to stand still’ against the background of
increased mortality, low gilt yields and the prospect of
ever higher risk-based levies.

Whilst there are more pension companies now talking
to employers about gradual wind-down strategies, this
is often a case of too little, too late, and the vested
interest of some providers will serve to severely limit
the rate of success. Specifically, where the same
company is also providing administration and actuarial
services to the trustees, then they will be happier to
see the scheme continue many years into the future.
To put this into perspective, we recently came across a
case where professional costs were running at around
£80,000 to £100,000 per year for a paid-up scheme
with 200 deferred members. This is not an unusual
situation and indeed there are a great many schemes
now running as paid-up arrangements where
immediate wind-up is simply not an option in view of
the level of deficit that would be incurred in the event
of an immediate buy-out.

Mattioli Woods only provides consultancy
and investment services in-house and

we therefore have no vested
interest in a paid-up scheme

being maintained long into the
future. As such, we are able
to provide unfettered and
proactive advice, which is
in the best interests of the
company rather than our
own.

Transfer exercises
If a transfer exercise is

arranged properly then it
can have a significant impact

on a scheme’s liabilities and
also reduce the employer’s

exposure to risk. However, it is not
enough to simply issue a jargon-filled

pack to members and expect them to do
all the ‘leg work’ in such times of apathy and

fundamental distrust of pensions generally. In order to
achieve success in this area, the level of transfer needs
to be considered very carefully, and in particular,
consideration needs to be given as to whether or not
to offer an enhancement over the full transfer value.
In our view, a normal transfer value would seldom
prove attractive without any form of
enhancement, and if there is to be
an enhancement, then
consideration needs to be
given as to whether this
should be a flat amount
or a varying amount
designed to achieve
overall fairness.

With regards to
communication,
covering letters should be
as clear and concise as possible,
and ideally presentations and
help-lines should be arranged to
provide as much clarity and
guidance as possible.
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It has often been said that ‘death and transfers’ are the
best things for a final salary scheme, and for many
they seem to be the only escape from the legacy of
final salaries within the UK. There is no control over
death (at least no legal control), we are all guaranteed
to die at some time. However, in the past the phrase
‘middle aged’ referred to someone in their late
30s/early 40s, but today ‘late 30s’ potentially could be
considered to be quite young. Most middle-aged
people today
could live to
see their
100th
birthday,
thanks to the
predicted
medical
advances.

Scientists
have
commented
that existing
drugs will
improve
further and
when combining these with other anti-ageing
treatments, and the fact we are (apparently) exercising
more, eating better and drinking and smoking less, we
could effectively be buying ourselves an extra 20 years
of life. As a result it is projected that by 2050 instead of
the average age at death being 80, it will be 100. The
ability to be able to manage pension funds well into
retirement is becoming more important and scheme
funding rates need to take increased mortality into
consideration.

Conversely, childhood obesity is on the increase and
recent figures from the USA has indicated that the
steady rise in life expectancy over the last two
centuries in the USA is about to come to an end. The
American youth of today is seen as leading a less
healthy and possibly shorter life than its parents.

So what of transfers? The issue of transfers has seen
much publicity over the last few months and in January
the Pensions’ Regulator firmed up its rules on pension
transfers. Now employers who are seeking to cut
pension liabilities by offering lump sum payments to
individuals to transfer out, have to disclose that the
lump sum is likely to fall short of that needed to buy
the same level of benefits elsewhere. The Pensions’
Regulator has expressed concern about staff being
offered a move from their final salary schemes to
alternative pension arrangements, and that by
accepting such an offer they run the risk of getting a
poor deal while their employers save money.
Simultaneously, HM Revenue & Customs (HMRC) has
changed its advice on the issue of enhanced transfers
and says that cash inducements will now be taxed.

It was not an unexpected report, with the DWP in October 2006 commenting that the
Government was poised to clamp down on the cash for pensions offers to members
of pension schemes, in a bid to prevent future taxpayers being saddled with an ‘army
of poor dependants’.

The Pensions’ Regulator and HMRC issued separate guidance notes because of the
growing interest amongst employers, in order to persuade employees to transfer
from one scheme to another. The Pensions’ Regulator has commented that whilst it
recognises that an employer is not breaking any laws when offering an inducement

to transfer, be it a cash payment or an increased transfer
value, they are worried that some transfers are being
proposed to avoid employers’ full pension liability.

HMRC has issued an announcement that has notified the
industry of its view on the treatment of lump sums paid to
pension scheme members in return for giving up their total
pension rights. Payments made directly to members to
encourage them to give up their future pension rights will
be subject to income tax and National Insurance.

The position on inducements is not unexpected and the
Pensions’ Regulator’s guidance should be common practice
for all trustees looking to complete a transfer exercise.
Employers have also received a pensions’ funding boost
after the Government finally announced how transfer
values will be calculated. Transfer values will now be

calculated according to the expected cost to the scheme of providing the pension,
although we are still waiting for the announcement to be laid down in regulations.

According to the recent announcements, the regulations will make the
following points:

� The trustees of the pension scheme will be responsible for the determination of
the actuarial assumptions used to calculate transfer values

� The trustees will be required to determine the assumptions in the calculation of
transfer values on a best estimate basis

� The trustees will be required to use a discount rate in the calculation of transfer
values which reflects the best estimate of future returns, having regard to the
existing asset-mix of their scheme

� The trustees will continue to be able to reduce transfer values where the scheme
is under-funded

� The trustees will be allowed to deduct any reasonable administration costs
incurred with the transfer value

� The trustees will have to provide members
considering when to transfer with
more information

The new arrangements are due to come into
effect in April 2008.

With this situation regarding transfers being
clarified, an interesting comment came via, of all
places, ‘Top Gear’ recently, about the Government stance
on death. According to Jeremy Clarkson, the average
speed traffic calming regulations could be the
Government’s way of controlling pension costs. The
theory is that you spend so much time trying to ensure that you
keep to the average speed that you have an accident and thus
eliminating you from a pension crisis in the future. Whilst the
industry waits for new players to come into the pension annuity
market, perhaps we will see more companies relocating to new
premises on the M25.

Death and Transfers
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Welcome
Welcome to the first edition of our new
magazine. ‘Exploring Pensions’ has been our
in-house magazine for several years but has in
the past focused on the SSAS and SIPP side of our
business and how change in legislation affects
self-investment.

The subject of pensions has become more and
more topical and you can hardly open a
newspaper without a headline on pensions
shooting back at you. The subject of State
pensions and our increasing mortality even made
it onto ‘Top Gear’ (see our article entitled ‘Death
and transfers’).

It is against this increasing commentary on
pensions in the UK that we have decided to
create a new magazine to run alongside our
existing ‘Exploring Pensions’. Our ‘Exploring
Pensions’ special edition on final salary schemes
late last year was well received and the new
magazine will focus more on pension scheme
issues in general and the continuing decline in
final salary schemes.

The content of our first issue was very easy –
pensions are so topical that there is always
something to talk about. As with all things in life,
the potentially simplest thing actually took the
longest and we debated long and hard before
coming up with the name ‘Exploring Group
Pensions’ as a name for our new magazine. I
hope you enjoy our first edition and if you do
have any queries regarding any of the issues
raised please let us know.

Mattioli Woods is one of the UK’s leading
and fastest growing consultancies in its
area of expertise, the provision of
pension and wealth management
services for controlling directors,
professional persons, owner-managed
businesses and small to medium-sized
PLCs. In particular, the practice has
specialised in the application and
provision of small self-administered
pension schemes (SSAS) and self-
invested personal pensions (SIPP), and
Group Schemes.

Wherever I lay my hat

In all walks of life we have conflicts of interest, be it in the office, the
restaurant or on the football terraces. We are a nation of debaters, arguing as
easily about the latest soap saga as we do about political matters.

However there are sections of our pensions community that have to debate
with themselves. No they are not mad, driven to talking to themselves
through frustration at our changing pensions world, they are company
directors who also take on the role of trustees.

When individuals take on these separate roles they can have legal conflicts
of interest and duties to all parties, whose interests can often be very
different.

There are two main elements of conflict: confidentiality and issue. As a
trustee there is a duty to keep confidential information about the scheme
and a second duty to disclose to the scheme any information acquired that
could affect the scheme. However, as a director you will have similar duties
to the company. You could be in a position where, as a director, you have
confidential knowledge about the company; however, as trustee you have a
duty to disclose the information to the scheme.

As a director you may feel that the company can pay only limited amounts
to the scheme. However, as trustee you may feel that the company should
make higher contributions.

The trick is to know which ‘hat’ you are wearing, to
understand your duties and responsibilities with both
‘hats’ on and to document both company and trustee
meetings.

More importantly, you need to be sure that your advisers are working for
both parties. Can you be sure, as the company, that your advisers are acting
in your best interests or are they acting in the trustees’ best interests? Many
companies are now looking to have separate advice for the company and
the trustees, to ensure that all parties are wearing the right ‘hat’.

And for those of you who are scheme members as
well….. pack a spare ‘hat’!!






