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THE APPORTIONMENT OF ASSETS ON DISSOLUTION 
OF A PENSION FUND 

BY P. BASTEN, F.I.A. 

INTRODUCTION 

THE apportionment of a pension fund on dissolution has received little 
attention in the Journals of the Institute and the Students’ Society. The 
subject has become more prominent in the daily work of consulting 
actuaries recently as a consequence of takeovers in industry. Although 
such takeovers do not generally involve the full operation of the dissolution 
clauses with purchase of annuities for the beneficiaries, the terms of trans- 
fer to other pension schemes may be determined by reference to the bene- 
fits which would be provided on dissolution. 

PROVISION FOR DISSOLUTION 

It is usual in the rules of a pension scheme approved under Section 379 
of the Income Tax Act 1952 for the trustees to be required upon dissolution 
and after meeting the outstanding expenses and liabilities of the scheme to 
apply the trust assets in the first instance, and in priority to all else, in the 
provision of purchased annuities for pensioners, who are at the dissolution 
date in receipt of pensions, to cover the full amount of their pensions. 
In this connexion, Hosking in Pension Schemes and Retirement Benefits 
states : 

It is necessary to state in the Trust Deed what is to be done with the funds in the event of 
the Pension Fund being wound up. It is usual to make the first charge on the funds in 
these circumstances the purchase of annuities for existing pensioners and then to utilise 
the remaining money in purchasing annuities or deferred annuities for prospective 
pensioners. The Commissioners of Inland Revenue insist upon all such annuities or 
deferred annuities being non-commutable and non-assignable as otherwise the annuitants 
could surrender or assign their contracts in return for a lump sum and in this way they 
would be avoiding the tax liability which arises on withdrawal payments and on a 
commutation of pension. . . . The clause should also provide the alternative of trans- 
faring the monies in the Fund to another Fund or Funds approved under Section 
379.. . . When the Scheme is founded the question of dissolution may seem remote. 
It is important to make proper provision for it in some detail as otherwise on dissolution 
an impasse might be reached which might delay the distribution of the funds indefinitely. 

PROVISIONS OF RULES 

A number of precedents will be found in Pension Scheme Precedents 
by William Phillips, and the following is indicative of the general form 

adopted. 

If the Scheme is terminated . . . . . an actuarial valuation shall be made and the Fund 
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shall be realised and the monies then in hand shall be applied under the advice of the 
Actuary so far as they permit to the following purposes and with the respective priorities 
indicated. 

(1) In the purchase from the Government or from an Insurance Company of uncom- 
mutable, non-assignable immediate annuities payable under the same conditions as 
payments receivable hereunder for those persons then entitled to pensions out of the 
Fund, such annuities to be of amounts equal to the pensions to which those persons are 
then entitled. 

(2) In the purchase in like manner of uncommutable, non-assignable deferred annuities 
for those members entitled in anticipation to pension benefits out of the Fund, regard 
being had to their respective prospects of becoming entitled to pensions and the amount 
thereof had the Fund continued to exist. 

The general form of the dissolution clause is: 

(a) Provision for continuance of benefits at the existing level for a priority 
class (usually incumbent pensioners). 

(b) The provision of deferred annuities calculated on actuarial advice for 
persons in the non-priority class of membership. 

(c) A repayment to the Company of any moneys remaining after satisfying 
the purposes (a) and (b). 

Many pension schemes do not include a provision on the lines of (c) 
and in this case the whole of the assets are absorbed in providing benefits 
for those in categories (a) and (b). Where provision (c) is included, any 

assets surplus to the requirements of (a) and (b) are repayable to the 
company, whereas if there is a shortfall category (b) bears this by an 
appropriate scaling down of benefits. If there is no provision (c) in the 
dissolution clause, then category (b) bears the scaling down in the event 
of a shortfall of assets or benefits from a scaling up in the event of a surplus 
of assets. In general, the terms of dissolution clauses do not differentiate 
between a state of surplus, balance or deficiency at the dissolution date. 

BASIS OF VALUATION OF ASSETS 

In principle, the basis of valuation of assets is straightforward since a 
dissolution of the pension fund requires the assets to be realized, and hence 
the basis for valuation is the net proceeds of a sale of the assets. It is 
necessary to adjust the net proceeds for any outstanding claims against 
the fund and for anticipated expenses in connexion with the winding up. 

Where the assets of the fund are transferred to another fund on dissolution 
no sale of securities is involved, and in these circumstances the valuation 
would be based on the anticipated proceeds of a sale at the dissolution date 
after allowing for the expenses which would be incurred. 

BASIS OF APPORTIONMENT OF ASSETS 

Since the dissolution clause requires the application of the assets to 
purchase immediate and deferred annuities, it is necessary to base the 
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calculations on rates of annuity quoted by a life office as at the date of 
dissolution. In practice, the rates would be agreed as at the dissolution 
date but in view of the considerable work involved in undertaking the 
necessary actuarial calculations and making final arrangements for pur- 
chase, the actual settlement would probably be made several months after 
the dissolution date and it would be necessary to make interim arrange- 
ments for the payments of pensions and other benefits. 

Where the dissolution clause specifies a refund to the employer and 
where the assets are adequate to cover the prior commitments on dissolu- 
tion, the repayment to the employer would be determined from the 
equation : 

Value of assets = Cost of full annuities for the priority class 
+ Cost of full annuities for the non-priority class 
+ Repayment to the employer. 

Where the assets on dissolution are inadequate to leave any repayment for 
the employer, a scaling down factor has to be determined from the 
equation : 

Value of assets = Cost of full annuities for priority class 
+ k x Cost of full annuities for the non-priority class. 

Where there is no provision for a repayment to the employer, the interests 
of the non-priority class are determined from the equation: 

Value of assets = Cost of full annuities for priority class 
+ k x Cost of provision of full annuities for the non- 

priority class, 
and here k may be greater than, equal to or less than 1. 

The above formulae assume that a uniform scaling factor k is to be 
applied. This is, however, not necessarily the most appropriate procedure in 
all cases, and the terms of the governing documents or special circum- 
stances in the actuarial history of the pension scheme might require some 
variation. 

ACTUARIAL INTERESTS OF MEMBERS 

There is little difficulty in establishing the actuarial interests of incum- 
bent annuitants, persons entitled to reversionary pensions on deaths of 
present pensioners and persons entitled to frozen pensions. In the case of 
members still in service there may, however, be scope for differences of 
opinion as to how the actuarial interests should be determined. 

MONEY PURCHASE SCHEMES 

In some schemes the appropriate method of calculating the actuarial 
interests of members in service may be obvious from the nature of the 
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scheme even if no specific instructions are given in the dissolution rule. 
Where the members’ benefits depend on the accumulation of joint contri- 
butions in members’ accounts or where contributions are applied to pur- 
chase deferred annuities on a single premium basis, the actuarial interest 
would be based on the accrued balances or purchased pensions respectively. 
Similarly, if the provision of benefits operates on the basis of level annual 
premium tables, the assessment of members’ actuarial interests would 
proceed from the discounted value of prospective benefits less the dis- 
counted value of the current contributions. 

FINAL SALARY SCHEMES 

The procedure is not so obvious, however, if the pension formula relates 
benefits to final average salary and service. Here several different ap- 
proaches would be possible, subject always to any specific instructions 
given in the trust deed and rules as to the determination of members’ 
actuarial interests. The actuarial interest might be related to the accrued 
pension based on pensionable service completed at the dissolution date; 
this might be applied in conjunction with the salary averaged over the 
appropriate period prior to the dissolution date, the salary rate at the 
dissolution date or a projection of estimated final average salary at normal 
retirement date. Alternatively, the calculations might proceed from the 
actuarial reserve calculated on the formula used for periodical actuarial 
reviews. Since this formula could, however, lead to negative results in 
some cases, special adjustments might be necessary if it were used as the 
basis for an apportionment on dissolution. 

INLAND REVENUE LIMITS 

The effect of Inland Revenue limits might require some adjustments in 
the calculations. It appears that in some pension funds the clauses are 
worded in such a way that the Inland Revenue limits do not apply to the 
dissolution benefits whilst in other cases they do apply. 

RESPONSIBILITY OF ACTUARY 

A case requiring the interpretation of a clause similar to the specimen 
quoted above was recently heard in the Chancery Division of the High 
Court of Justice (re Trusts of the George Newnes Group Pension Fund). It 
may be of interest to quote the learned judge’s comments in regard to the 
responsibility of the actuary in this matter. 

The function of an actuary in advising how a pension scheme of this kind should be 
dealt with on the determination of the scheme is to achieve the greatest practicable degree 
of fairness between the various persons interested under the scheme consistent with the 
rules governing that scheme. He cannot ignore or contravene those rules, and in the 
pursuit of fairness he may also have to pay regard to the spirit of those rules in respects 
which are not controlled by their express terms or necessary implication, but, consistently 
with the rules, he must do his best to achieve as fair a distribution of benefits as the size 
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of the available fund, the character of the scheme and the circumstances of the contri- 
butors make possible. 

In performing this function an actuary must employ an expertise of great refinement 
which involves assessing the weight to be given to many and various contingencies and 
near imponderables. Some of these, such as mortality tables, may depend on statistical 
data and may be susceptible of more or less demonstrable validation. Others must 
necessarily be largely a matter of personal judgment. There is considerable scope for 
justifiable differences of approach and opinion among actuaries, and as the actuary’s 
function is essentially one of estimation, one actuary may very possibly reach a con- 
clusion in a particular case which varies, perhaps widely, from the conclusion of another 
actuary on the same facts. 

Later, he also said: 

These rules do not, in my judgment, prescribe any particular method of calculating 
dissolution benefits. In assessing the relative claims of members on the available assets, 
the actuary is not to disregard the prospects of the members of becoming entitled to 
pensions or the amount of the pensions to which they were before dissolution prospec- 
tively entitled. That provides perhaps no more than a glimpse of the obvious, for how 
could an actuary judge whether his proposals are fair without giving consideration to 
those matters? The actuary is not required by the rules to exclude all other considerations 
from his mind, such, for instance, as the weight, if any, to be attributed to length of 
service and to the relative amounts contributed by members, or to the likelihood of 
members of certain ages or trained in particular skills obtaining new employment with 
or without pension benefits attached. 

Dissolution calculations present the actuary with unique problems and 
he will not find satisfactory solutions merely by consideration of abstract 
principles. He will have to regard the problems from many points of view 
and subject his results to critical examination. Only in this way will he be 
able to discharge satisfactorily his professional responsibility. 




