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 Marian Elliott
 Managing Director, Redington 
 Marian leads the Integrated Actuarial practice at 

Redington. She is a Scheme Actuary with 16 years’ 
experience advising both Trustees and Companies on 
their pension strategy. Alongside her advisory roles, 
Marian also has 10 years’ experience as an 
Independent Trustee.

 IRM Working Party, IFoA
 Established in 2016 to develop practical implementation of 

Integrated Risk Management for pension actuaries
 Paper published in BAJ and presented to Staple Inn Sessional 

Meeting in March 2017
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Situation

 You are Actuary to a medium sized defined benefit scheme 

 Closed to new entrants some years ago and to the accrual of new 
benefits in the last few years

 Employer (UK Ltd) is in the automotive sector

 Ultimate global parent is Top Co, a US based company. 
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Agenda

1) Main Scenario: the ultimate global parent (Top Co) is 
not willing to give a guarantee

2) Alternative Scenario the ultimate global parent (Top Co) is 
willing to give a guarantee
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Covenant assessment
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Current 
covenant 
strength 

• Gradual decline in UK business  

• Paying £5m pa deficit contributions but could afford up to ~£12m 
pa currently if needed.

• UK Ltd’s balance sheet is weak.

Future 
covenant 
strength 

• Top Co plans to relocate the production of UK Ltd’s most profitable 
car range in 6 years.

• Risk that all UK car production of the group could stop in the future.

Main Scenario
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Main Scenario

Equities
UK 

government 
bonds

Investment Strategy



Trustee Objective

Objective:  Buy-out by 2030

Why?

 Expected limited support available from UK Ltd by 2030

 Expected to be ~100% pensioner by 2030
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Projected results look promising…
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…but very risky!
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…but very risky!
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Strategy assessment 
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Probability of 
reaching the 

solvency target by 
2030

80th percentile 
2030 solvency 

deficit

60% spread of 
contributions 

required in 6 years

Main Scenario



Strategy assessment 

Measure Existing strategy Alternative strategy

Probability of reaching target 55% 60%

20% chance 2030 solvency deficit 

worse than..

£150m £40m

Contributions spread in 6 years 0 - £11m pa £3m - £8m pa

• Increase contributions to £7.5m pa and reduce equities to 
25%

Alternative 
strategy

Main Scenario
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Settlement reached

Funding:  
 Maintain existing funding basis

 UK Ltd will pay deficit contributions of £10m pa for six years and 
£2m pa thereafter.  

 Contributions to increase if dividends were above a specified 
level. 

Investment strategy:  
• Trustees de-risked the Scheme’s investment strategy to 33% 

return seeking assets. 

• Trustees put a monitoring framework in place
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Monitoring
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Funding/investment metric Corresponding covenant metric

De-risking opportunities
Solvency funding level versus 

expected

Ongoing sustainability

Expected deficit 

contributions required to 

reach full solvency by 2030

EBITDA of UK Ltd

Solvency scenario Solvency deficit

Net assets excluding intangibles 

and the scheme’s accounting 

deficit

Main Scenario



Additional monitoring/triggers

 UK Ltd provide semi-annual presentations to the Trustees

 Consult/discuss in advance of any material changes:

• Dividend payments from UK Ltd

• Group restructuring

• UK Ltd granting security to third parties
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Conclusion to main scenario
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Trustees/Members:

• Reduced the level of funding 
and investment risk

• Maintained a good chance of 
meeting their long term 
objectives

• Reduced the potential upside 
of investing in equities  

UK Ltd:  

• Increased immediate cash 
requirement to the Scheme

• Lower chance of required 
deficit contributions being 
unaffordable

Main Scenario



Alternative scenario

Trustees offer Maintain a higher risk investment strategy, 
and require lower deficit contributions for 
guarantee from Top Co

Covenant assessment Top Co able to cover around £200m on 
insolvency

Objectives Fully de-risk by 2030 whilst keeping reliance 
on Top Co less than £180m 

Alternative Scenario
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Alternative Scenario



Conclusion to alternative scenario
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Trustees/Members:

• More risk in their 
funding and in their 
investment strategy

• Improved security of 
the members’ benefits 
through the 
guarantee.

UK Ltd:  

• Maintain its current 
cash requirements

• Increased risk of 
greater contributions 
in the future

Top Co

• A more profitable UK 
business

• May have come under 
pressure to bail out 
the UK pension 
scheme anyway

• Guarantee generated 
a reduced PPF levy

Alternative Scenario
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Case Study B – Big & Strong Co

Outcome

• Better 
understanding of 
risk

• Better collaboration 
/ IRM lead

Analysis

• Sponsor-specific 
scenarios

• Correlations
• Combo downside 

scenarios

Monitoring

• Additional triggers
• Re-expressed 

metrics

* Large, well funded 
scheme in utilities 
sector

* Comprehensive 
risk management

* What can IRM 
add?
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Case Study C – Vigorous Co

Outcome

• Optimal level of risk
• Forgo short-term 

cash for downside 
protection

Analysis

• Pensions risk 
alongside other 
business risks

• Comprehensive 
financial metrics

Monitoring

• De-risking triggers 
linked to scheme 
and sponsor

• Other monitoring 
metrics

* Private equity 
sponsor

* Greater investment 
risk than 
necessary?
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Case Study D – No Sponsor Support

Outcome

• Objectives based on 
investment return 
target and downside 
risk

Analysis

• First principles
• Pattern for risk 

taking
• Legal advice

Monitoring

• Regular strategy 
review

• Is continuation of 
scheme still best 
option?

* Sponsor has ceased 
trading

* Continue 
operating, but may 
ultimately enter 
PPF
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Contact details:

Marian Elliott

address: Redington, Floor 6, One Angel Court

EC2R 7HJ, London, UK

phone: +44 (0)7436 836 340

mail: marian.elliott@redington.co.uk

web: www.Redington.co.uk

Thank you very much for your attention!
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