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Agenda — Advising corporate clients

« Corporate drivers
* Where pensions fit in
« Business valuation issues/ M&A

« Corporate pensions advice
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How do pensions fit in?

Risk/ Reward

Understanding issues e.g.
Investment risk, mortality
risk, volatility of accounting
figures

Growth -
organic

e.g. Development of
pension costs and
contributions,
harmonisation, affordability
over long term
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How do pensions fit in?

Market Position/
Reputation

e.g. Competitors’ benefits?,
compliance with legislation,
governance, reputational

Employee
Relations

e.g. Attract and retain best
staff, communication,
paternalism, relations with

risk staff, unions
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How do pensions fit in?

M&A/ Corporate
activity

e.g. Sale and purchase, restructuring,
Section 75, employee relations, barriers to
entry/ exit?, Pensions Regulator
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M&A - Business valuation

Valued as multiple
EBITDA method of EBITDA, minus
debt

e.g. EBITDA £15m, sector multiple 6, debt £30m, value = £60m

Valued as asset

NAV Method value minus debt

e.g. Assets £90m, debt £30m, value = £60m

Overall valuation likely to be a combination of methods with
adjustments for specific items, e.g. pensions
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Case Study 1 — basic transaction

Company B Pension

Company A Company B Scheme

Unadjusted EBITDA £15m

FRS17 deficit
£10m

Debt£30m | | SRR
Business Value St 2t
6 x adj. EBITDA(£14m) £84m
Less debt (£30m) . . -
Less deficit (£10m) Service Cost is £1 million pa
Equals £44m
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M&A Considerations: Sell-side

Information —
avoid surprises

premium
on certainty —
preparation

Clean Break,

exit strategy ~—

Maximise Value

Synergies,
efficiency gains

Reorganisation,
extract value




Case Study 2 — Vendor Assist (Sell-side)

FRS17 deficit
£10m

FRS17 deficit
£7m

Remove salary link,

Increase member contributions £27m | £20m

£30m £20m

Service Cost falls from £1m to £0.5m
Increase to BV (future service) 6 x 0.5 = £3m
Increase to BV (past service ) £3m

Overall increase to BV is £6m
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M&A Considerations: Buy-side

Busi deficits, service cost, cashflows (one-
UEnEss - off, regular), financing method,
Plan restructuring plans, terms, de-risk
strategies, synergies
Time Investment period (3/5 years/ long
Horizon/ Exit |~ " term?), time to make changes,
Strategy barriers to exit?

u
Case Study 3 — Buy-side
Group B
Company A
FRS 17 deficit £10m
Buyout deficit £30m
Asset Sale/ §
?
Share Sale Withdrawal Debt Balance of powers?
Clearance/ . .
Regulator Restructuring Exit Strategy
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Post deal and ongoing work examples
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Case Study 4 — Corporate work (1)

DB HAS SIGNIFICANT DEFICIT
DC FOR NEW STARTS

Company D

Tier 1-DB ‘ Ceaseaccrual - Benefit review

Main factors:
Cost
Volatility
Affordability

Tier 2 — existing DC

Tier 3 — enhanced DC

Co D employees
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Case Study 4 — Corporate work (2)

Funding deficit

negotiation Contributions
at same time
as benefit review
T Glltslgasls
proposal over years
Old
funding  Corporate Gilts
basis bond basis basis X
Agreement Bond basis

over 5 years

Company
Trustees




Questions?
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Discussion Questions

* Is FRS17 a suitable basis for transaction pricing?

« Is the actuarial skill-set the same for both
corporate and trustee advisers?

* When is it appropriate for trustees to make
concessions to the company?
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