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A history lesson

Maxwell 
pension 
scandal

2010

Introduction 
of the MFR

Introduction 
of scheme 
funding 
regime

Euro crisis
QE, historically 

low gilt 
yields, volatile 

equities

1990 2000 2010

Credit crunch

FTSE falls from 
6600 to  3400Discount rate was always 9%

Annuity at 65 of 7.717

Assets calculated as PV of 
future dividends

Schemes had surpluses

Dot com crash

FTSE falls from 
5300 to  3400
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1. Testing the current framework

Observations

• Weak employer so set Technical 
Provisions close to self sufficiency/ 
buy-out

• Large deficit (but relatively stable 

Covenant

Struggling 
employer in 

manufacturing 
sector

• Large deficit (but relatively stable 
vs gilt yield changes)

• Long Recovery period based on 
affordability

• Include profit related 
contributions ?

Investment

90% 
bonds, 10% 
equities

Funding?
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2. Testing the current framework

Observations

• Housing sector – circumstances 
imply strong employer 

• Technical Provisions allow for 
equity outperformance pre 

Covenant

Strong balance 
sheet but low 
profit margin

equity outperformance pre 
retirement

• Are TPs prudent enough?

• Recovery Period?

• Deficit will be volatile

Investment

40% 
bonds, 60% 
equities

Desire to de-
risk over time

Funding?
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3. Testing the current framework

Observations

• Independent assessment confirms 
strong employer 

• Technical Provisions allow for 
equity outperformance pre and 

Covenant

Highly cash 
generative

equity outperformance pre and 
post retirement

• What if the Employer wants a long 
Recovery Period?

• Deficit will be very volatile

Investment

20% 
bonds, 80% 
equities

Funding ?
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The deficit is too high !

Things will get better!

• Inflation driven expected returns?

Let’s choose a different calculation method 
that gives a better answer!

• Inflation driven expected returns?
• Different term for the gilt yield?
• Reflect higher expected out-performance on growth assets?
• A different valuation date?

Asset backed funding?
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Conclusion

Judgement

Scheme 
funding is not a 
precise science

Undistorted 
Technical 
Provisions

Framework is 
decidedly not 

broken

Don’t overlook 
investment risk

Consider the 
circumstances 
of each case

Provisions

Use the 
flexibility of the 
Recovery Plan
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