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Brodies — An Overview

The largest law firm solely based in Scotland (CA Magazine
2010)

UK “Regional/National Law Firm of the Year” (The Lawyer
Awards 2011

18 practice areas ranked No.1 by independent directories,
more leading practitioners than any other firm in Scotland



Pension Scheme Funding Scottish Limited
Partnership Structure — some examples

GKN plc 2009 / 2010: generated an asset backed
instrument valued at in excess of £330 million

Major European company: structure involved the transfer
of approximately £300 million of shares (in a quoted spin
out company) from the group to the SLP. Subsequent
underwritten share sale in US



Pension Scheme Funding Scottish Limited
Partnership Structure — some more examples

Advising the pension scheme trustees of a London
Stock Exchange quoted company: cash generating
assets backing the structure are a portfolio of
receivables valued at over £100 million

Advising the pension scheme trustees of a second
London Stock Exchange quoted company: portfolio of
real estate used and the investment in the partnership
held by the pension scheme was valued at
approximately £20 million



The Basic Idea

Company

Assets

A

Pension
Scheme

© 2010 The Actuarial Profession * www.actuaries.org.uk

Employer
Related
Investment

Strictly Limited
5% current market
value of scheme
resources




The Concept behind using a Scottish Limited
Partnership

Asset backed - assets usually
provide an income stream to
pension schemes over time

A

Company
Asset

Pension scheme
SLP acquires an
interest in the SLP

Not an employer
related investment

Pension BUT
Scheme only if the SLP is
structured

properly
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Why does the structure of the SLP matter?

Need to negotiate a raft of legislation
to avoid self investment

OPS
Investment
Regulations
2005

FSMA /| FSMA
Orders

Pension Act
1995

Success is about 2 things:
* What an SLP intrinsically is
* How you structure it
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What is prohibited?

Core restrictions — Section 40 Pensions Act 1995

Can’t invest more than 5% of scheme assets in
employer related investments

Shares/
Other
securities

Property
Land (other than
occupied/ land) used
Loans
used by/ for the
leased to purposes of
business

Other
prescribed
investment

/

In the employer or any person who is connected
with or an associate of the employer
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OPS Investment Regulations 2005 — the second layer
of restrictions

Loans by way
of financial
assurance to
the employer

Guarantees/
securities that
secure
employer
obligations

Other
employer
related loans

Transactions
at under value

Regulations 11 and 12
Further restrictions

Getting through this lot is about the SLP
itself but much more focussed on its actual

structure .
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tPR Statement on ERI — November 2010

Not specifically talking
about SLPs

It is not saying
you can’t do

Tell the members
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HMRC consultation — 24 May 2011

Consultation on changing the tax rules around
employer asset-backed contributions to defined benefit
registered pension schemes

Objective to ensure that the amount of tax relief given
to employers accurately reflects the value of the
contributions received by pension schemes

Preserve flexibility for both employers and pension
schemes to use these arrangements to manage
pension deficits
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How does an SLP help with this?
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Key Points

Key features of an SLP

Contrast with English LP and LLPs

Migration risk

Structure documents governed by Scots law and
executed in Scotland

Registration in Scotland

Principal place of business in Scotland

Scottish registered General Partner entity
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SLP pension scheme funding structure

Typical structure:

Group
intermediate

100% ownership

Holdings plc
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Limited Partner
for excess cash

A

Group Pension
Scheme

trustee

Group Pension
Trustee Ltd

Limited Partner
for fixed annual cash payment

Group GP Co Ltd
(Scotland) General Partrer

Group Operating
Companies

www.actuaries.org.uk

management
function

Group Investments LP
(Scotland)

Scottish Limited
Partnership




Key Points: benefits for employer

Cash flow efficiencies

Accounting treatment: IAS 19, deficit reduction,
Impact on group balance sheet and other points
Group control over operations / assets

Funding conditionality and flexibility of structure
generally

PPF levy reduction

Tax benefits in practice (and hopefully post HMRC
consultation)
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Key Points: benefits for pension scheme

Increased security / structural preference
Deficit reduction, impact on group balance sheet
and stronger group cash preservation

PPF levy reduction
Financial instrument with bespoke contractual

protections attached: negotiated specifically with
trustees
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Cash payments to Scheme showing difference between 20 year SLP
arrangement and standard 10 year recovery plan

Level of income to Scheme under 10
year standard recovery plan

/ Level of income to Scheme under 20
year SLP arrangement

Additional amount of each funding (15t 10 years)
available to Scheme from standard 10 year
recovery plan

YEARS
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lllustration of "Security” position for Scheme and contrast with differing amounts
of cash receipts in relation to 20 year SLP and 10 year recovery arrangements
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S Level of asset backed contribution available
. to Scheme from SLP arrangements in the
N event of Employer covenant failure

Additional cash received by
N Scheme from 10 year recovery
\ plan

10 15 20
YEARS



Questions or comments?

Expressions of individual views by
members of The Actuarial Profession
and its staff are encouraged. -

The views expressed in this presentation
are those of the presenter.






