


an £800m funding plan to meet its £1.3bn deficit and through a
leaseback agreement additionally provides the 123,000 member
pension scheme with an annual income of £36m for 15 years from
2017. Sainsbury has utilised its £750m property portfolio which
will similarly provide its scheme with an annual income, in this case
£35m for 20 years. Whitbread has put its £228m Premier Inn hotel
chain property portfolio and rights to a proportion of the income
generated from the chain over the next 15 years into a SPV, whilst
ITV used a SPV to share ownership of a subsidiary company with its
pension scheme. A number of Local Authorities are rumoured to
be considering putting prized public buildings into SPVs to alleviate
their pension funding problems.

Schemes plan to de-risk

Having surveyed 243 trustees, consultants and pension fund
managers, with aggregate assets under management of £50bn,
the results of the Engaged Investor and Pension Corporation de-
risking survey, entitled The Future of Pension Schemes, found that
73% of schemes plan to de-risk in the next few years though 65%
cited cost as a barrier. Indeed, with potential demand outstripping
potential supply in the buy-out market for instance, buy-out costs
have been gradually creeping up. It additionally found that 57% of
trustees are considering implementing a liability driven investment
(LDI) strategy, 35% are looking at removing longevity risks while
45% believe either a buy-in or buyout is the way forward.

This comes as many in the industry are predicting a record year for
de-risking business - £15bn being the current consensus — double
the amount of 2009, with possibly £10bn of this being in the form
of longevity swap deals as the number of entrants to this nascent
market starts to increase markedly. (Please see “De-risking on the
rise in the February 2010 edition of Pensions Watch).

Separately, reports suggest that a number of smaller DB schemes
are taking full advantage of the relatively advantageous pricing

of longer dated gilts over interest rate swaps in implementing LDI
strategies, despite the fact that gilt yields remain at near historical
lows in absolute terms. In addition, despite the, in some cases
aggressive, move into gilts at the expense of direct exposure to the
equity market, some schemes are using equity futures as a means
by which to maintain an exposure to the equity market.
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And finally...

Talk like an Egyptian

The colourful Egyptian millionaire, Mohamed Al Fayed, tried
unsuccessfully to pay himself a dividend from Harrods'profits,
before making good the Harrods' pensions scheme deficit. His
failed attempt to extract the cash, that he felt was his due,
ultimately led to his decision to sell the landmark Knightbridge
department store and a four letter tirade aimed squarely at the
trustee board. An extract of the rant reads as follows: “...it came
just as a surprise that the Government put a body in called pension
trustee....l can’t take my profit because | have to take a permission
of those #!1£*&#% idiots.” You get the picture.

Addendum: New yardstick for DC default funds

Despite only £5bn having been invested in UK DC schemes over the
past 3 years against £100bn into UK DB schemes, Towers Watson
believes that by 2020 DC schemes will be second only to Sovereign
Wealth Funds (SWFs) as the most influential global investment
pools. In the UK this will be as a result of DB membership
continuing to cede to DC and as NEST gains traction amongst
lower and middle income groups.

New yardstick for DC default funds

We noted in last month’s Pensions Watch that the FTSE Group and
PensionDCisions have launched five indices designed to benchmark
the performance of multi-asset defined contribution (DC) default
funds. PensionDCisions have asked Pensions Watch to point out
that while the indices are an objective reflection of where DC plans
stand today, i.e. the majority of large DC plans do not invest much
beyond equities, bonds and cash, as soon as any additional asset
classes reach a nominal threshold, the indices will incorporate them.

If there are any DC pension scheme trustees out there whose DC
scheme has adopted a default fund which invests in alternative
asset classes, please do let PensionDCisions know via their research
link: http://www.pensiondcisions.com/research/index.php. In so
doing, you will be contributing to the development of the asset
classes reflected in their index series.
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