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Introduction
The private sector’s big schemes are the industry’s trend-setters. Many
well-established pension innovations have originated at the larger
end of the industry, but have worked their way down to the smaller
schemes as they become more refined and accessible. For example,
asset backed contributions, pension increase exchanges, and, more
recently, the removal of longevity risk.
In line with the industry trend, our analysis shows that the vast majority of the big defined benefit

Andrew Vaughan

(DB) schemes have closed to new members and in many cases are now closed to future pension

Partner, Barnett
Waddingham LLP

therefore no surprise that there has been a significant amount of activity in this market over the

accrual. Many of these will ultimately be looking to the insurance market to transfer risk. It is
last year.
This is our fourth annual survey in relation to private sector DB schemes in the UK with assets of
over £1bn. It is based on publicly available data up to 31 October 2015 and focuses on scheme
type, asset allocation, investment performance, deficit contributions, and adviser fees. The survey
covers 160 schemes, but not all schemes are included within each section.
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Some of the highlights from our analysis include:
•

also closed to future accrual, leaving just 3% open to new members. The Pensions Regulator’s

67% of schemes

and Pension Protection Fund’s 2015 Purple Book, covering all PPF-eligible DB schemes, shows

have a deficit on their
company accounting
basis, which is lower

13% of schemes remain open to new members.
• 	67% of schemes have a deficit on their company accounting basis, which is lower than last year,
when 75% of schemes were in deficit.

than last year, when
75% of schemes were

64% of final salary schemes in our survey are closed to new members and a further 33% are

•

Excluding one significant outlier, the average annual employer deficit contribution was around
£97m.

in deficit.
•

A significant proportion (23%) of assets have been classed as “other” i.e. hedge funds and
derivatives, or funds where the allocation between equities, gilts, property, etc. could not easily
be determined.

•

The average 3-year investment return was around 10.4% per year (for end dates ranging
between 31 March 2014 and 31 March 2015), and the 5-year return was around 10.2% per
year. The 1-year return over this period was higher, at around 14.4%.

•

The average PPF levy paid was £2.75m.

•

The average annual investment management fee was around 0.2% of assets, which is
unchanged from last year.

Please contact me for further information on the results of our research.

Andrew Vaughan
Partner, Barnett Waddingham LLP
andrew.vaughan@barnett-waddingham.co.uk
020 7776 2200
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The decline of defined benefit
While many companies will have set up a new DC scheme for employees to replace costly final salary schemes, some have set up Career
Average Revalued Earnings (CARE) schemes. A number of those CARE schemes are now closed to new members themselves. We have
analysed the status of final salary schemes (132) and CARE schemes (20) separately below.

Final salary scheme status

64%
Closed

33%

Frozen

CARE scheme status

65%

3%

Open

Closed

35%

Open

Source: Scheme data downloaded from Pension Funds Online and individual scheme accounts

Open

Closed

Frozen

Open to new members
(and to future accrual for
all active members)

Closed to new members,
but still open to future accrual
for existing members

Closed to new members and also
closed to future accrual (sometimes
referred to as paid-up schemes)

The charts show that although only 33% of final salary schemes are frozen, the great majority (97%) are closed to new members. CARE
schemes are generally much younger than final salary schemes, so it is perhaps surprising that a large portion of these are already closed
to new members. However, quite a number would have been established as closed schemes from the outset, at the point of closing a final
salary scheme to accrual and offering the CARE structure to existing members only, with a DC structure being used for new employees.
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Scheme maturity
One key factor in identifying appropriate de-risking strategies is the maturity of the scheme, i.e. the proportion of pensions that are in
payment and the age distribution of all members. For example, buy-ins and buy-outs are often most cost-effective in relation to pensioners,
whereas transfer and early retirement exercises are only appropriate in relation to deferred or active members. The following charts illustrate
the membership profile of the schemes included in our survey.

All schemes

43%
Pensioner

39%

Deferred

18%

Active

Source: Scheme data downloaded from Pension Funds Online and individual scheme accounts

As expected, active members represent the smallest proportion of members. Given the significant number of final salary schemes closed to
new members, we would expect this proportion to reduce further in future years (the 2015 Purple Book shows active membership has fallen
by around a half since 2006). With active membership reducing, many employers will be looking towards ultimately settling their scheme’s
liabilities, and it will be interesting to see how the insurance market deals with the increase in demand for transactions from the larger
schemes.

Pensioners respresented the largest portion of members in the schemes included in our survey.
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For many employers, large DB pension schemes can represent a significantly volatile expense and
substantial business risk.
As shown in the previous section, many employers have taken the first step to containing the growth of future pension liabilities by closing
their scheme to new entrants, changing the benefits being accrued or even closing to future accrual altogether.
However, this still leaves employers with a large legacy past service liability to manage. Over the last few years, bulk annuity contracts have
increased in popularity as a means of removing all investment, inflation and longevity risks associated with a group of members or the whole
scheme. Legacy liabilities can also be reduced and re-shaped using a variety of techniques (so-called liability reduction exercises) with the
effect of improving the scheme’s funding level.

Activity in the bulk annuity market
A number of big schemes have completed buy-outs or buy-ins during 2015. The following notable transactions took place during the year:
• In November 2015, Pension Insurance Corporation completed a £2.4bn buy-out with the Phillips Pension Fund, which covered 26,000
members. This was the largest full buy-out completed in the market so far.
• In July 2015, Rothesay Life completed a £1.6bn buy-in with the Civil Aviation Authority Pension Scheme. They also announced a £675m
buy-out with the Lehman Brothers Pension Scheme in May.
• Prudential completed a £680m buy-in with the Northern Bank Pension Scheme in April.
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Managing longevity risk
An innovative tool for reducing pension risk is the longevity risk transfer market – with over £120bn of longevity risk transferred away from
pension schemes so far and over £20bn of deals anticipated during 2016. This has included high profile transactions such as the BT Pension
Scheme (£16bn), the Aviva Staff Pension Scheme (£5bn) and the AXA UK Pension Scheme (£2.8bn).
Although longevity swaps have in the past only been accessible to the largest schemes, growth in reinsurer appetite, efficiencies and
innovative structures mean that these deals will be more and more accessible to mid-sized pension schemes over the next few years – to the
extent that Zurich were able to write a transaction covering just £90m of pension liability at the end of 2015.
This is welcome news for schemes and their sponsors exposed to the risk of rising life expectancy or concentration risk, leading to higher
pension contributions. And because a longevity swap means the scheme is still in control of its assets, it can form an early step in an overall
de-risking journey.
As new Solvency II regulations came into force for insurance companies on 1 January 2016, insurers have found that efficient pricing is
achieved by transferring the longevity element of a bulk annuity policy directly on to reinsurers. An understanding of longevity reinsurance
will be increasingly important to ensuring best pricing terms in a buy-in or buy-out deal.
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Medical underwriting
Obtaining health and lifestyle information of scheme members can be an attractive option to help schemes de-risk more cost-effectively via
either a buy-out or a buy-in transaction.
Of particular interest to big schemes will be the development of the ‘top-slicing’ market, where the benefits of the largest liability members
are secured using a medically underwritten approach. This can provide a potentially cost-effective way of removing the concentration of
longevity risk.
We jointly advised the trustees and the company of the Renold Pension Scheme on two medically underwritten pensioner ‘top-slicing’ buyins, achieving very significant savings relative to a traditional approach – successfully securing around £50m of the pensioner liability at no
additional funding cost.
The biggest medically underwritten buy-in to date occurred at the end of 2015 with Kingfisher Pension Scheme securing £230m of liability
in a ‘top-slicing’ deal with Legal & General.

Pension flexibilities
April 2015 was a significant date in the pensions industry, with members of DC schemes being given full flexibility to access their pension
savings for the first time. Although the Budget changes related almost exclusively to DC schemes, they also provided opportunities for
sponsors to reduce risk in their DB scheme, for example through facilitating members transferring out to take advantage of the new DC
flexibilities or highlighting trivial commutation where relevant.
With the Government deciding not to introduce a ban on transfers from DB to DC schemes, an increase in transfer activity was expected to
be seen, as members decided to take advantage of the flexibilities offered in the DC market.
We recently produced a survey to investigate the impact of the new pension flexibilities on DB schemes. Using the data collected in this
survey, the chart overleaf shows the transfer value experience of the respondents also included in our Big Schemes Survey.

9

@bwllp_corporate

Big Schemes Survey: £1bn+

RESEARCH

Have you seen an increase in transfer value payments post April 2015?

less than 25%
more than 25%
more than 75%
more than 100%

While the majority of the big schemes have not seen a marked increase in transfer value payments following the introduction of the new
pension flexibilities, some have experienced a significant increase. This highlights the importance of ensuring that the scheme’s transfer value
basis remains appropriate, particularly if the scheme funding level is a concern.
Interestingly, our research shows that the bigger schemes have experienced a more significant increase in transfer value activity than the
smaller schemes. This may be due to better communication by the big schemes, meaning members are more aware of the changes and their
options, or could be due to more direct exercises targeted at members transferring out.
Further details relating to our pension flexibility survey can be found at www.barnett-waddingham.co.uk/comment-insight/
research/2015/12/17/pensions-flexibilities-and-db-schemes/

Our research shows that the bigger schemes have experienced a more significant increase in transfer
value activity than the smaller schemes.
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DC considerations
Although this survey is concerned with large DB schemes, a number of large employers now have DC schemes with assets in excess of
£1bn. As defined contribution schemes increase in size many employers are increasing their governance in line with the Pension Regulator’s
requirements. ‘Value for Money’ is a particularly important consideration for those involved in governing a DC pension scheme, and should
be on the agenda when assessing any DC scheme.
We have been working with clients to undertake a ‘Value for Money’ assessment – one recent example has been a project for a large
multinational company which has a DC scheme with assets in excess of £1.5bn. Our assessment highlighted four main areas where member
outcomes could be improved – we quantified the impact of these improvements and compared this against the implementation costs,
enabling the trustees to work out the best way to proceed.
Further detail on what a ‘Value for Money’ assessment involves can be found at https://www.barnett-waddingham.co.uk/media/promo_
attachments/VFM_Web.pdf.

Assets and liabilities
All of the schemes analysed in our survey had total assets exceeding £1bn. In around 75% of schemes by number, total assets were below
£5bn and the mean average across all schemes was £4.9bn – an increase of over £0.5bn compared with the previous year’s data. The largest
scheme had assets of approximately £43bn.
The liability values were available for 98 schemes, of which 66 (around 67%) had a deficit on the company accounting basis, with the
remainder showing a surplus or zero balance. The average funding level across these schemes was 96%. The data shows that the average
funding level has improved slightly since the previous Big Schemes Survey.
The chart overleaf summarises the funding level information, with the funding level information from last year’s survey shown for
comparative purposes.
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Summary of funding level information
2016 survey

2015 survey

45%
40%
35%
30%
25%
20%
15%
10%
5%
0%
60-70%

70-80%

80-90%

90-100%

100-110%

110-120%

>120%

Source: Scheme data downloaded from Pension Funds Online and individual scheme accounts

Despite continued uncertainty in the markets, and gilt yields remaining at very low levels, the funding position for many of the big schemes
appears to have improved this year.
A scheme’s funding position is a key factor in determining the range of appropriate exercises for consideration. With a deficit of 20%, for
example, a full buy-in or buy-out is unlikely to be attractive and transfer exercises may require more cash from the employer than it has
available. Leveraged interest rate or inflation hedges, on the other hand, might be appropriate, as could be a PPF-compliant group guarantee
(to help reduce the PPF levy), or an asset-backed contribution (to improve the disclosed funding position without requiring substantial cash
contributions).

Employer contributions
Excluding one significant outlier (BT paid a £1,500m contribution into its DB scheme), the average annual contribution made by sponsoring
employers to fund their scheme deficits was around £97m. This represents a slight increase from the average of £94m last year. As would be
expected, the variation in deficit contributions was substantial, ranging from around £3m to £1,500m.
The trend for large contributions seems to be continuing as RBS have recently announced their intention to pay a contribution of £4.2bn
into their defined benefit scheme. This represents the acceleration of 10 years of contributions that had already been agreed.

The variation in deficit contributions was substantial, ranging from around £3m to £1,500m.
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Asset allocation
The following chart summarises the asset allocations of the schemes in our survey. The split between growth assets (e.g. equities) and
matching assets (e.g. gilts) is a fundamental decision and traditionally a typical growth/matching split has been 60/40. However, the
allocation has swung the other way during the last few years (i.e. to around 40/60) and our analysis shows that the big schemes are
generally in line with this trend although the large allocation to other assets makes it difficult to draw any firm conclusions. the average
allocation to equities was around 28%, with an average of 49% allocated to bonds, property and cash.
The move towards matching assets is partly a consequence of maturing schemes – as more schemes are closed to new members the average
age increases and so matching assets become more appropriate.

Average asset allocation

42%

28%

42% in 2015

31% in 2015

4%

5% in 2015

3%

4% in 2015

23%

18% in 2015

?
Equities

Bonds

Property

Cash

Other

Source: Scheme data downloaded from Pension Funds Online and individual scheme accounts

The allocation to bonds, property and cash has remained broadly unchanged from the last Big Schemes Survey. However, there has been a
movement in allocation to “other” asset classes for the big schemes, with a corresponding reduction in equity investments.
A large proportion of the “other” category is accounted for by pooled investment vehicles, but this also includes alternative asset types such
as derivatives, emerging market currencies and hedge funds. The increase in popularity of liability-driven investment strategies, particularly
for maturing schemes, may be reflected in the increased proportion of “other” investments as we see the large schemes leading the way
into new asset strategies.
This move to alternative asset types is in line with our recent experience. Over the past three years we have seen over 65% of our manager
selection exercises being focussed in non-traditional areas. Recent mandates we have advised on include infrastructure, long-lease property
and direct lending.
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Investment performance
The following chart summarises the investment performance of schemes included in our survey over 1-year, 3-year, and 5-year periods
ending between March 2014 and March 2015:

Average annualised investment performance

10.2%

5 year

10.4%

3 year

14.4%

1 year

Source: Individual scheme accounts and member newsletters

The 1-year performance (around 14.4% per year) is markedly higher than for the 3-year and 5-year periods (at around 10.4% and 10.2%
per year respectively). The graph below shows equity, gilt, and corporate bond total return indices over the 5-year period from 31 October
2010 to 31 October 2015.

Market returns
170
FTSE All-share TRI

160
150
140

Fixed interest gilts TRI

130
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110
100
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80
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31/10/2014

31/10/2015

Source: FTSE and iBoxx market statistics
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Scheme expenses
The rising cost of running DB pension schemes is often quoted as a contributory factor in the demise of such schemes. Careful monitoring
and governance is required to keep costs under control. For large schemes, economies of scale should help to keep costs down, but in
practice even tighter control is required to prevent costs from escalating.
The following chart shows the spread of annual fees, as a percentage of scheme assets, paid by the schemes included in our survey:

Scheme expenses
0.80%

Mean average

0.70%

Box and whisker plots show the
minimum, lower quartile, upper
quartile and maximum values

0.60%
0.50%
0.40%
0.30%
0.20%
0.10%
0.00%
Investment

Admin

Actuarial

PPF levy

Source: Individual scheme accounts and member newsletters

The average PPF levy was approximately £2.75m, corresponding to 0.03% of scheme assets. For these big schemes it is clearly worth paying
for professional advice to ensure that they are not paying more than their fair share.
Investment fees are the largest outlay by a substantial margin, at around 0.2% of the average total scheme assets. The big schemes are
more inclined to hold segregated assets and employ complex investment structures in the hope of achieving out-performance. As such,
their absolute spend on investment fees may be higher than for a typical smaller scheme, although as a percentage of the scheme assets
you would expect the costs to be lower. However, for the schemes included in our survey, weighting the average investment fees by scheme
assets has little impact, so beyond £1bn of assets there is no evidence that extra scale reduces investment fees as a percentage of assets.

Beyond £1bn of assets there is no evidence that extra scale reduces investment fees as a
percentage of assets.
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Contact information
Please contact your usual Barnett Waddingham consultant if
you would like to discuss any of the matters raised within this
survey in more detail. Alternatively, contact us on:

+44 (0)20 7776 2200
corporateconsulting@barnett-waddingham.co.uk
www.barnett-waddingham.co.uk
Glasgow

Barnett Waddingham LLP is the UK’s largest
independent firm of actuaries, administrators and
consultants with seven offices throughout the UK.
We were founded in 1989 and offer a full range of
services to trustees, employers, insurance companies

Liverpool

Leeds

and individuals.
Barnett Waddingham LLP is a body corporate with members to whom we refer as “partners”.
A list of members can be inspected at the registered office.
Barnett Waddingham LLP (OC307678), BW SIPP LLP (OC322417)), and Barnett Waddingham
Actuaries and Consultants Limited (06498431) are registered in England and Wales with
their registered office at Cheapside House, 138 Cheapside, London EC2V 6BW. Barnett

Bromsgrove
Cheltenham
Amersham
London

Waddingham LLP is authorised and regulated by the Financial Conduct Authority and is
licensed by the Institute and Faculty of Actuaries for a range of investment business activities.
BBW SIPP LLP is authorised and regulated by the Financial Conduct Authority.
Barnett Waddingham Actuaries and Consultants Limited is licensed by the Institute and Faculty
of Actuaries in respect of a range of investment business activities.
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