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The Pensions Regulator has been
with us since April 2006 and already
has established a new clearance
process for corporate transactions,
introduced statutory codes of practice
for providing practical guidelines and
developed a new regulatory
framework for the funding of defined
benefit schemes. At the end of April
2006 the Regulator issued its first
strategy report, setting out its
strategical priorities for the next
three years.

The Regulator has made it clear that it will
continue to take a risk-based approach to the
regulation of pension schemes and will
continue to inform all parties of its activities.
The Regulator’s medium term strategy
defines its key strategical challenges for the
next three years as:

1 Strengthening the funding of defined
benefit schemes

2 Improving the governance of work-based
pension schemes

3 Reducing the risk to members of defined
contribution schemes

Over the long term the Regulator expects the
current trends in pension provision to affect
the direction of their work. The most
documented development within the UK has
been the closure of final salary schemes. The
report confirms that an estimated 54% of final
salary scheme were closed to new members
between 2001 and 2004 and that by October
2005 only 24% of FTSE 100 companies offered
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final salary schemes to all new employees
and 67% offered final salary benefits to any
employees. The number of active members of
defined benefit schemes is in decline and if
trends continue at the current rates, it is
anticipated there will be an equal number of
active members of final salary schemes and
money purchase schemes by 2012.

Indications are that UK occupational defined
benefit schemes have a collective deficit of
between £300 billion and £400 billion and
that between 150 and 300 large occupational
pension schemes are at risk and as such are
being actively investigated. Their problems
include large deficits, threats to company
solvency, or poor performing trustees. The
regulators report gives three examples of
badly-run small schemes where the trustees
were either
dominated by the
employer or had
failed to do their job
to ensure that deficits
had been made good.

According to a
recent survey, 43%
of companies

perceive closed
final salary
schemes as an
unwanted legacy.

However the
Regulators report
argues that only a
substantial increase
in funding will erode
pension scheme deficits and that whilst future
improvements in the returns on shares and
bonds may turn out to be beneficial for
pension schemes, the effects will
probably be offset by the
increased longevity of pension
scheme members.

Article by Karena Woodall
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::I\ilrlllal ,Salary Schemes -
at’s your Strateqy?

case Study #1

Even though the scheme had been
s\mp\'\f'\ed by securing of a large portion of
the scheme’s assels via insurance policies.
the frustees had become concemed over a
nurnber of issues, including poor
adm\n\strat\on, the ctandard of advice

being received and costs:

The adm'\n\strat'\on was being prov'\ded by
" gervice prov'\der which was

prov'\der is weak in one or MOreé areas.
This can lead to questions over '\mpart'\a\'\t\/,
part'\cu\ar\y where the scheme actuary 1s
g'\\/'\ng the same scheme \nvestment advice,
and also regarding the apport'\onment of

cons\derab\y weaker than1n reality (and

after they had taken appropr'\ate action 10
protect colvencyl-

Following @ detailed assessment,
Mattioli Woods Was appo'\nted as
consu\tant/adv'\sor and was asked to
oversee the appo'\ntment of a separate
adm'm'\strator and scheme actuary-

Subsequent to our appo'\ntment and
following the correcting of the error
outl'med above, W€ ass'\sted the trustees
with an exercise 0 reduce the number of
trustees from five to three. We also
arranged for the role of the scheme's
legal advisor to be reduced \previous\y the
legal advisor had been attending @ L
trustees meetings and undertak'\ng
secretar'\a\ duties). These changes
immed'\ate\y gerved to reduce costs and
streamline the scheme’s
operat'\onlmanagement.

Following the above, @ review of the
scheme’s investments was undertaken and
the Statement of Investment Principles
was revised t0 reflect the '\mproved
(corrected\ funding position and changes in
market conditions- This resulted in Mattioli
\Woods recommend'\ng a number of
investment changes 3% follows:

= |nvesting the portion allocated to fixed
intereston @ direct pasis {taking into
account @ ‘model of the scheme’s
\iabilities prov'\ded py the new scheme
actuary
= Taking a more aggress'\ve stance in
respect of a portion of the fund
a\\ocated to equities
= |nvesting @ sign'\ﬂcant portion of the
fund into commerc'\al property via a
comb'mat'\on of institutiona funds and
directly held or synd'\cated investment

With regards 10 Mattioli Wo
stream\\ne the scheme's
overall costs are now aro
lower per annum.

Case Stu

Case S
tud
Bob WOodSy by
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Two case studies T

introducing a selection
of problems and how &%
we solved them. A

Our client is 5 major distributor jn the retail sector empl
some five thousang people, but of which only circa 1300 are
members of the company’s final salary scheme.

oying

Background

substantial seven-figure contribution: 3 change to the accrual
of future service entitlements ang higher contributions for
both the company and members. Furthermore, the

investment strategy was changed to create greater stability
and improved performance.

Over a period of some three years, notwithstanding a near
doubling of the scheme’s assets, the effect of the above was
that the deficit haqg actually got worse.

The reason why the improvements that should have been
achieved did not Materialise wasg simply that over that period
the Government had ‘moved the goalposts’ on more than one
occasjon, exacerbating the actuarial position,

Forward strategy

Administration and actuaria| functions outsourced to both
reduce costs and Improve service levels: the scheme js now
closed to New members, nor is there any future service
accrual for existing members; rather than establish a new

running two S€parate schemes: ang finally a number of
Strategies are in place to redyce the remaining final salary
liabilities over 4 five-year Programme. These include offering
trivial commutation where applicable: offering 100% transfer
values to ‘left service’ members, and enhanced transfer values
in respect of current employees, Cot[ectively these Strategies

are targeted to generate seven-figure savings for the company
over the period.

Mattioli Woods is one of the UK’s
leading and fastgst growing
consultancies in |ts.a.re: :ff
ise, the provisio
S)éfli{élrfeénd wlzalth management
services for controlling directors,
professional persons, owner- o
managed businesses and sr_naI
medium-sized PLCs. In particu ?;]Ie
the practice has speqqhsedfm ne
application and 5r0\é|;;ci):no sm
= inistered p

Z?lllfefr:iggl(SSAS) and self-invested

personal pensions (SIPP).

Mattioli Woods plc

Life After the Float

i ths since the
now been over six mon . .
Ictolrjtf‘;any floated on AIM and the business is
continuing to grow from strength to

strength.

We were pleased to be A-Day rgadz,
processing new regere tlra?ﬁiasctllv(;r; fter
immediately after 6 April.

Ic[(?rrt‘]]pleting a vast n‘ljm:()ar] ofOI)drorggirxe .

the end of the .
e have taken on a record
addition to this, we ha faken on g record
mber of new schemes in

\r/]\;Jith the increased client base ﬁnd :Egmes
higher level of activity W|th|n the s e
wg look after, we have recruited seven
account managers since the float. Thl?oactive
enables us to continue to provide a p

and genuinely personal service.

This growth is in line with our expectations
and we hope to
continue to develop
the business over the
following years. We

would like to thank all ﬁrt:;\e
those contributing to L l\/]yattioli

this development. .
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The cosy world where the FD told the trustees what the company was going to
contribute to the final salary pension scheme is well and truly a thing of the
past. Trustees are a new breed, emboldened by their new powers and fully
aware that not to exert them could expose them to claims of negligence or
worse. Advisers, in particular the scheme actuary, are clear where their
responsibilities and allegiance lie, which leaves them little scope to advise the
company. What's more The Pension Regulator’'s (TPR] teeth are much sharper
than those of its predecessor, OPRA, and is out to protect its own baby, the
Pension Protection Fund (PPF), by ensuring that schemes are ‘fully’ funded as
quickly as possible.

The sponsoring company, without realising it, is being left out in the cold with
no one to champion its cause and challenge the trustees. Often the company is
unaware of the options it has to reduce and control costs.

What advice can the scheme provide the company? Playing with a straight bat,
the scheme actuary can provide a calculation service to the trustees but must
copy to the trustees; he cannot provide confidential information to the company
and can certainly not represent the company’s point of view. The company
risks: losing all control over the decision on its own contribution; not having its
interests taken into account; and being characterised as the ‘bad guy’ to the
employees and members.

By appointing a separate adviser/actuary the company will get advice on the
options available (e.g. scheme redesign, scheme closure...] that suit the
corporate strategy and finances. The company will be helped to understand its
own negotiating position in advance of the discussions with the
trustees about the contribution. The adviser can also help the
company to have some influence over the investment strategy of
the scheme - this can be a crucial element in managing the risk.

Companies have learnt that the final salary pension scheme
legacy is a financial risk to the balance sheet that should be “l
managed like any other business risk. With expert help
the challenge need not be as scary as it seems.

Article by guest
writer David Pettitt

Mattiol1 Woods

Pension Consultants

Who will buy?

It used to be that pension
implications were an afterthought
for those buying a business or a
company.

The Pensions Act 2004 made changes to the
existing TUPE regulations and the Transfer of
Employment (Pension Protection Regulations
2005 now provides added protection) for
occupational pension scheme members, where
there is a transfer of undertaking to which TUPE
applies. It can mean that the new employer
must either provide an equivalent pension
scheme or a pension scheme by which the
company has to pay 6% of pensionable salary.

It does not end there. The Pensions Regulator
has the power to impose contribution notices
and/or financial support directives on a range of
parties if it suspects that there are motives
behind actions (or in actions) to avoid pension
liabilities. In September 2005, new debt on
employer regulations requires participating
employers exiting a group pension scheme to
pay their share of any buy-out shortfall in the
scheme.

We have already seen some business sales
collapse because of pension issues and many
venture capitalists will not even consider an
acquisition involving a defined benefit scheme.

However, if you are aware of the issues and how
it can affect your potential sale or purchase and
are happy to negotiate with the Pensions
Regulator and the pension trustees, many of
these issues can be resolved.

One thing for sure in the sale of any business:
ignore pension implications at
your own risk!

Article by Karena Woodall
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