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But first, a quick story…
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A shock on the first working day of 2016!
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Pensions in the News
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Not All Schemes are Equal, Why?
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TP Funding ratio (Gilts +1% on average)

95th percentile 107%

75th percentile 93%

Median 83%

25th Percentile 73%

5th Percentile 56%
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Looking Back on a Decade of 

Risk
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A Golden Age?
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“The Past 30 Years Have Been a Golden Age For 

Investment Returns “

- McKinsey April 2016 



A Golden Age for Pension Funds?
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A Golden Age for Pension Funds?
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Why?
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Prepared for the Road Ahead?
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Prepared for the Road Ahead?
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De-Risking
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UK Pensions: De-Risking

Funding ratio risk on estimated self sufficiency basis (%)



De-Risking?
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De-Risked ? It depends how you measure it...
More money more problems

Total VaR (bn) Asset VaR (£bn LHS) Total Assets (£bn RHS)



De-Risking
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Low Risk / Low Return
Less asset-side risk means less return

Expected returns over cash (% RHS)



On Track?
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TP Funding ratio (Gilts +1% on average)

95th percentile
107% >> Required return Gilts +0%

75th percentile
93% >> Required return Gilts +1.5%

Median
83% >> Required return Gilts+2.4%

25th Percentile
73% >> Required return > Gilts +3%

5th Percentile
56%

Required returns estimated to 2030, on self-sufficiency basis of gilts+50bps assuming 

average industry-wide contributions 1% of liabilities per year



On Track?
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On Track?

UK Pensions - The Flightplan

£20bn p.a. contributions

Assets at Cash +4%

p.a.

Assets at cash +2.4%

Assets at Current ER

Liabilities



Looking forward
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Other Developments
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A Vital Difference
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• Pension schemes are fundamentally in a very 

different position to a decade or more ago

• Half of Schemes in Negative Cashflow

• This necessitates a very different approach. Aiming 

for asset growth by itself may not work



A Vital Difference

12 May 2016 29

• Two very different beasts

• Even with the same asset portfolio
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Windchill – The Impact of Maturity
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• Pension schemes with large negative cashflows face extra challenges

• In order to help trustees understand and assess the potential impact of 

these challenges, we can quantify some of these using ALM tools.

• There are two main impacts of shorter, more drawdown-heavy cashflow

profiles:

• It generally leads to a higher Required return

• It generally leads to a higher chance that the Required return in the future 

may increase substantially (i.e. greater Required-Return-At-Risk “RRaR”), 



Windchill – The Impact of Maturity
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Case 1

Required Return to 2040 Gilts + Gilts +2.2%

VaR 95% (£m) £1.57bn

FRAR (%) 10.3%

Required Return following adverse event (95% 1-year) Gilts +3.3% p.a.

Case 2

Required Return to 2040 Gilts + Gilts +3.2%

VaR 95% (£m) £1.54bn

FRAR (%) 10.1%

Required Return following adverse event (95% 1-year) Gilts +5.0% p.a.
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A Five Point Plan

12 May 2016



1. Control the Controllables
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2. Set Clear Objectives
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If one does not know to which port one sails, no wind is favourable

- Seneca

Source: AoN Hewitt Global Pension 

Risk Survey 2015



3. Know Where You Are
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4. Use a Framework
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Stick to the plan - knee jerk decisions are rarely optimal

Focus on things that matter

Get stakeholders aligned/explain decisions

Capitalise on unexpected good news



5. Monitor to Stay on Track
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A Five Point Plan
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1. Control the Controllables

2. Set Objectives

3. Know Where You Are

4. Use a Framework

5. Continuously Monitor to Stay on Track

Dan.Mikulskis@Redington.co.uk

@danmikulskis

Ampersand.Redington.co.uk

mailto:Dan.Mikulskis@Redington.co.uk
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The views expressed in this [publication/presentation] are those of invited contributors and not necessarily those of the 

IFoA. The IFoA do not endorse any of the views stated, nor any claims or representations made in this 

[publication/presentation] and accept no responsibility or liability to any person for loss or damage suffered as a 

consequence of their placing reliance upon any view, claim or representation made in this [publication/presentation]. 

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, 

nor to provide actuarial advice or advice of any nature and should not be treated as a substitute for specific advice 

concerning individual situations. On no account may any part of this [publication/presentation] be reproduced without the 

written permission of the IFoA [or authors, in the case of non-IFoA research].

Questions Comments


