
PwC 2013 Pension 
Scheme Funding Survey 
 

www.pwc.co.uk 

January 2014 



PwC 

Contents 

2013 Pension Scheme Funding Survey 

Page 

Emerging trends in pension scheme funding 3 

Deficits and recovery plans 6 

Integrated risk management Getting it right 12 

Non-cash security and risk transactions 16 

Assumptions 19 

Investment and governance 25 

Data used 28 

Page 2 



PwC 

Emerging trends in pension scheme funding 

2013 Pension Scheme Funding Survey 

Our survey is a snapshot of emerging trends from 
150 scheme funding valuations dated between 
April 2009 and September 2013. 

The survey covered a wide range of schemes, both 
in terms of size and the scheme actuarial adviser. 

This survey follows on from, and builds on many 
of the themes identified in, our 2012 Scheme 
Funding Survey published in June 2012. 
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Emerging trends in pension scheme funding 
Summary of findings – Recovery plans 

2013 Pension Scheme Funding Survey 

Key  finding Comment Future implications  

The funding position 
for 2013 valuations 

has worsened for 

nearly three-

quarters of schemes 
since the last 

valuation. 

• This is largely driven by government bond 
y ields, which  are still used by most schemes 

as a basis to discount liabilities. Relevant 

government bond yields fell from 4.6 % p.a. 

to 2.9% p.a. between 6 April 2010 to 6 April 
2013. 

• Evidence shows that schemes are more likely to allow 
for post-valuation date market movements when 

finalising recovery plans where these have resulted in 

an improved position. Given changes in markets 

during 2013, we expect to see an increased number of 
schemes with 2013 valuations allowing for changes in 

markets since the valuation date compared to those 

with valuations in 2012. 

More schemes are 
lengthening their 

recovery period to 

deal with increased 

deficits than in 
previous years.  

• 68% of schemes have extended the time to 
reach full funding by 3 y ears or more in order 

to deal with the increased deficit.  

• 69% of schemes who have a higher deficit 

have increased their contributions (some of 
whom also lengthened their recovery 

period). 

• 33% of employers have provided some form 

of non-cash contingent asset. 

• Few schemes with valuations in 2013 appear to have 
taken advantage of the flexibility referred to in the 

Pension Regulator’s annual funding statement e.g. 

discount rates are still largely based on gilt yields and 

the number of schemes adopting contingent payment 
approaches/allowing for higher expected returns on 

assets has not yet increased significantly. 

Average recovery 
plan length has 

increased from 10 

years in 2010 to 11 

years in 2013.  

• The target date to reach full funding is now 
further away for most schemes; an average 

10 y ear recovery plan in 2010 would have 

ended in 2020, however the average 11 y ear 

recovery plan in 2013 will continue until 
2024. 

• Evidence shows that average recovery plan lengths 
are not reducing despite deficit funding contributions 

being paid by sponsors. 
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Emerging trends in pension scheme funding 
Summary of findings – Integrated risk management 

2013 Pension Scheme Funding Survey 

Key  finding Comment Future implications  

Schemes are starting 
to take an integrated 

approach to 

addressing funding, 

investment and 
covenant risks. 

• 33% of schemes have a formalised 
strategy that integrates covenant, 

funding and investment strategy. 

• A further 32% of schemes plan to 

consider this as part of the current 
valuation or in the next six months.  

• The Pensions Regulator is expecting trustees to have 
considered integrated risk management, and be able to 

evidence a sound strategy for addressing all relevant risks. 

• This should be backed up by a strong understanding of both 

the scheme and sponsor’s position which are monitored over 
time and between valuations.  

• In addition, many schemes are now looking at 

implementing covenant-driven investment plans, with 

investment strategy targeted at the risk the employer is able 
and willing to bear. 

Funding levels are 
m onitored m ore 

frequently than 

em ployer covenant.  

• 23% of schemes don’t get updates on 
covenant between triennial valuations. 

• Nearly half of schemes get an update 

on their funding position every six 

months, or more regularly. 

• Whilst covenant is not considered as regularly as funding 
levels, the data shows that external and more regular 

covenant reviews are becoming increasingly common. We 

expect this trend to continue as trustees and sponsors are 

increasingly encouraged to work together to create 
integrated risk management strategies.  

Of the schemes 
surveyed, 20% are 

considering a buy-in 

or full buy-out but 

few have sufficient 
information to track 

m arket 

opportunities. 

• Only  11% of schemes have access to 
real-time funding results, making 

monitoring triggers difficult and 

expensive. 

• Pricing opportunities can be short-
lived, so delays in information may 

mean these are missed.  

• Schemes which are looking to transact need to be able to 
monitor their position accurately on a real-time and 

accessible basis. But accurate pension scheme funding 

information has traditionally taken several weeks or 

months to become available, by which time opportunities 
have passed. 

• Our Skyval software is one of the few tools available that 

provides usable tracking across a range of measures . 
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Deficits and recovery 
plans 

2013 Pension Scheme Funding Survey 
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How deficits have changed 

For most schemes, the size of the deficit largely comes 
down to the date of the valuation – we know that 
schemes on the 2009 valuation cycle have been 
particularly unlucky. Whilst 2012 was also a ‘poor’ year 
for funding, at least the majority of schemes with 
valuations in that year saw an improvement in the 
funding position compared to the previous valuation in 
2009.  

In comparison, schemes with 2013 valuation dates will 
have had their last valuation in 2010, under relatively 
mild conditions. Our data shows that the vast majority 
(over 70%) of schemes with 2013 valuations are seeing 
deteriorations in their funding positions since 2010.  

2013 Pension Scheme Funding Survey 

What proportion of schemes have a deficit under scheme 
funding? 

Deficit 
 94% 

Surplus 
6% 

Over 94% of schemes surveyed currently have a scheme funding deficit. 70% of 

schemes with 2013 valuations have seen a worsening of their funding position since 
the last valuation. 

How have scheme funding positions changed from the 
previous valuation? 
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Recovery plan length 

Our survey results suggest that average recovery plan length will increase for schemes with 2013 valuations. At the last 
valuation in 2010 there was an expectation of having paid off their deficit by 2020; now these schemes expect to repay 
their deficit by 2024.  

2013 Pension Scheme Funding Survey 

Average recovery plan length and funding ratio of schemes in the PPF universe 

Recovery plan lengths have increased for the second year running. 
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Dealing with increased deficits  

But only 14% of respondents with valuations in 2012 or 
2013 have an unchanged or less onerous recovery plan, in 
terms of the amount being paid and the period over which 
the payments are due. 

59% of recovery plans are based on the assumption that part 
of the deficit will be made good through additional 
investment outperformance with an average allowance of 
0.8% pa. 

69% of schemes in a worse position than the prior 
valuation are paying increased contributions. 

33% of schemes with an increased deficit have extended 
the time until they reach full funding by three years and a 
further 30% of schemes have extended the time they reach 
full funding by more than three years (see right). 

2013 Pension Scheme Funding Survey 

In October 2012 the Pensions Regulator stated that ‘most schemes will be able to 
continue with previously agreed recovery plans, or will need to make only slight 
adjustments’. 

The Regulator's expectation was that c.25% of schemes would not need to amend their 
recovery plans. Where this is not possible the Regulator suggested schemes might 
consider extending the recovery period, increasing contributions and allowing for 
greater investment outperformance in recovery plans. The Regulator also mentioned the 
use of contingencies and alternatives to gilt yields as a basis for valuation discount rates. 

Change in target date to reach full funding 
(for schemes where funding position has worsened 

 since prior valuation) 

Funding period 

extended 

Funding period 

shortened Time to full 

funding 

unchanged 
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Allowing for post-valuation market experience 

64% of schemes with valuations in 2009 allowed for post-
valuation market experience, reflecting the Regulator’s 
willingness to allow schemes to take credit for the 
significant impact of recovery in the market over late 2009 
and 2010. The proportion of schemes making allowance 
for post-valuation market experience dropped significantly 
in the following years where post-valuation experience was 
typically negative. 

Although initial responses for valuations in 2013 indicated 
that schemes didn’t expect to make allowance for post-
valuation experience, we would expect this to change if 
recent market improvements are sustained into early 2014.  

Only allowing for post-valuation experience when market 
conditions improve may seem like a poor deal for schemes. 
But it reflects the reality of the ‘one-way deal’ faced by 
scheme sponsors; where they’re obliged to put more 
resources towards the scheme in bad times but are unlikely 
to benefit from a refund of surplus in good times. 

 

 

  

 

2013 Pension Scheme Funding Survey 

In what years have valuations allowed for post-valuation 
m arket experience when finalising recovery plans? 

Where there is a significant improvement in market conditions following the 
valuation many schemes make allowance for post-valuation market experience when 
finalising recovery plans. 
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Flexibility in the funding regime  

Only 9% of recovery plans have an element of contingent payment and 3% are linked to the sponsor’s performance.  

But there’s evidence of increasing numbers of schemes linking contributions to sponsor performance or looking for 
contingencies where events don’t turn out as expected. Approaches like this could become increasingly common as the 
interaction between funding and covenant comes under greater scrutiny from the Pensions Regulator. 

2013 Pension Scheme Funding Survey 

Profile of deficit contributions 

Many schemes are not making full use of the flexibility within the funding regime by 
looking at more innovative ways to structure deficit contributions. 

Note: Some schemes indicated multiple deficit contribution profiles (for example an initial lump sum followed by a contingent 
arrangement) therefore individual percentages do not sum to 100%.  
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Integrated risk 
management 

2013 Pension Scheme Funding Survey 
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An integrated approach to funding, covenant and 
investment 

 

The largest schemes are the most prepared with the majority of these schemes having a plan in place or a plan currently 
under consideration. But many smaller and medium-sized schemes have yet to link up their strategies. 

2013 Pension Scheme Funding Survey 

Do schemes have an integrated risk management plan considering funding, investment and covenant? 

The Pensions Regulator reinforced the need for an integrated approach to address 
covenant, investment and funding in its annual funding statement in May. Of the 

schemes surveyed, 30% say they have a plan in place which covers all these aspects 

with another 32% of schemes currently considering their integrated risk 

management plan. 
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Linking funding to the investment strategy 

57% of schemes use a dual discount rate approach, where the 
rate is different before and after a member retires. This is a 
traditional approach based on an implicit assumption that 
scheme assets are switched from return seeking assets to 
bond-like investments as members retire. In many cases this 
doesn’t reflect the investment strategy in place and therefore 
is not consistent with integrated risk management, as there is 
a disconnect between the funding and investment strategy. 

16% of schemes use a single rate which may undervalue 
pensioners relative to non-pensioners and result in poor 
decisions in relation to de-risking. 

27% of schemes use a different approach such as an asset-led 
discount rate which includes explicit allowances for changing 
investment strategy over time and is in line with an integrated 
risk management approach. 

2013 Pension Scheme Funding Survey 

Despite growing awareness of the importance of a joined-up approach to scheme 
strategy there’s still a large disconnect between investment strategy and funding. 

Approach to setting discount rate 

Other 
(including 
asset-led 
approach) 

73% 

27% 
Pre- and post- 
retirement 
discount rate 

57% 

27% 

Single 
discount 
rate 

16% 

Page 14 



PwC 

Monitoring funding and covenant 

23% of schemes only get a covenant update every three years. Most schemes are regularly monitoring their funding 
position with 19% of schemes getting updates every month.  

2013 Pension Scheme Funding Survey 

Of the trustees we spoke to, 65% took independent external advice on the strength of 

the covenant for their most recent valuation. But evidence shows that covenant is 
considered far less regularly than the level of funding in the scheme. 

Regularity of covenant updates by scheme size Regularity of funding update by scheme size 
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Non-cash security and 
risk transactions 

2013 Pension Scheme Funding Survey 
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Use of non-cash financing and security 

 

Of the schemes surveyed:  

• 18% have a parental guarantee, of which 73% are PPF-qualifying 
• 5% have a charge or security over company assets 
• 7% have an asset-backed contribution agreement, and 
• 8% are provided with some other form of security, including: 

-  escrow accounts  
-  letters of credit. 

Noticeably fewer respondents have PPF-qualifying parental guarantees in place this year than in our 2012 survey, when 
28% of schemes had a PPF-qualifying guarantee in place, compared to 13% of schemes in our 2013 survey. This is 
potentially due to more stringent requirements for PPF certification. But schemes continue to make use of other types of 
security, with asset-backed contribution structures remaining popular.  

 

2013 Pension Scheme Funding Survey 

Of the employers we spoke to, 33% are providing some other form of commitment to 

enhance pension scheme security. 
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68% 

21% 

11% 
Automatic submission from
advisors

Provided on request from
advisors

Web-based real-time
platform

76% 

23% 

1% 
Approximate roll-forward of
liabilities with a precise
asset update

Approximate roll-forward of
both assets and liabilities

Full valuation of both assets
and liabilities

Risk transactions – readiness to act 

89% of schemes don’t have access to up-to-date information about their scheme, relying on advisers to provide timely 
analysis. The overwhelming majority of schemes don’t have access to accurate valuation results, aside from at the point 
of the triennial valuation. This can make monitoring the position both difficult and expensive and inevitably results in 
opportunities being missed. 

2013 Pension Scheme Funding Survey 

With 20% of schemes looking to either purchase a bulk annuity policy as an 
investment or transfer the whole scheme to an insurer, the need to monitor the 
funding position of the scheme alongside current insurer pricing becomes vital. 

                   Form of access to funding updates                                                           Form of funding updates 
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Assumptions 

2013 Pension Scheme Funding Survey 
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Value of prudent margins in scheme funding 
valuations 

2013 Pension Scheme Funding Survey 

Prudent assumptions built into scheme funding assessments provide an average 13% 
contingency compared to best estimate assumptions. 

All scheme funding valuations must now include an assessment 
of the ‘nil-prudence’ liability. This is a valuation where all 
margins for prudence have been stripped out to show the 
scheme actuary’s best estimate of the cost of providing future 
benefits.  

This allows schemes and their sponsors to identify how much 
prudence has been built into their valuation to allow for any 
worse than expected experience.  

There wasn’t a strong link between sponsor covenant and the 
value of prudence in the valuations in our survey. This may be 
due to a lack of focus on nil-prudence approaches during 
negotiations between trustees and employers.   

In our experience, nil prudence assessments are often based on 
amending only one or two of the scheme funding assumptions  
rather than going back to first principles to consider what nil-
prudence actually means. As such, so-called nil-prudence 
valuations often contain significant prudence.  
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assumptions  

Box shows the middle 50% of responses with tails extending to the 

minimum and maximum values. The median value is marked by the 

central brown line. 
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Financial assumptions – discount rates 

2013 Pension Scheme Funding Survey 

Margin over gilts in the initial or pre-retirement discount 
rate used compared to strength of covenant 

Schemes with a stronger covenant use higher discount rates for their scheme funding 
valuation. 

Our survey showed that schemes with a stronger sponsor 
covenant tended to use higher discount rates than those 
where the sponsor covenant was weaker.  There are 
likely to be two reasons for this:  

• A higher discount rate results in lower liability values 
so schemes with stronger sponsors are taking less 
prudence in valuations. This is consistent with the 
Pension Regulator’s guidance.  

• A higher discount rate could be driven by an 
expectation of greater investment returns. Schemes 
with stronger sponsor covenants are more likely to be 
able to take investment risk than those with weaker 
sponsors.   

Box shows the middle 50% of responses with tails extending to the minimum 

and maximum values. The median value is marked by the central brown line. 
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Financial assumptions - Inflation 

2013 Pension Scheme Funding Survey 

57% of schemes made a deduction to market-implied inflation to allow for distortions 
in the market. 

Has an inflation risk premium (IRP) been 
adopted, and if so how much? 

Most schemes use market-implied inflation at the 
valuation date as a basis for setting inflation assumptions, 
which drive deferred revaluation and pension increase 
assumptions.  

Market-implied inflation can overestimate actual inflation 
where: 

• holders of inflation-linked bonds pay a premium for 
inflation protection, and 

• holders of fixed-interest bonds demand higher 
returns because they remain exposed to inflation.  

Most schemes in our survey made an allowance for these 
effects when selecting their inflation assumption by 
reducing market implied inflation by an inflation risk 
premium (IRP).  A deduction of around 0.25% pa was the 
most popular.  

No IRP 
43% IRP of 0.1%  

to 0.19% pa,  
17% 

IRP of 0.2%  
to 0.29% pa, 

36% 

IRP of 0.3% to 
0.39% pa,  

4% 

IRP used 
57% 
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Trends in assumptions - Mortality 

2013 Pension Scheme Funding Survey 

Most schemes have now adopted the SAPS mortality 
tables and CMI future improvements, resulting in a 
narrowing range of mortality assumptions amongst 
those we surveyed. 

The user set assumption in the CMI model is the long-
term improvement rate. Most schemes use a long-
term improvement rate of 1.5% pa, with the remainder 
generally using a lower rate and only 5% using an 
improvement rate of more than 1.5% pa.. 

We’ve also seen little change in expectations of future 
life expectancy over valuations in the last few years. 
This is supported by CMI’s latest research which is 
beginning to suggest improvements may have peaked, 
although it is too early to confirm whether this view 
will be sustained. 

An historic trend of increasing allowance for future life expectancies is beginning to 
tail off. 
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Life expectancies for a male retiring at age 65 in the 
year 2030, by valuation year 

Box shows the middle 50% of responses with tails extending to the minimum and 

maximum values. The median value is marked by the central brown line. 
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Box shows the middle 50% of responses with tails extending to the minimum and maximum values. 

The median value is marked by the central brown line. 

A lack of CPI-linked market instruments has meant CPI assumptions are primarily derived from views on how CPI 
differs from RPI.  

Trends in assumptions - CPI 

2013 Pension Scheme Funding Survey 

An increasing allowance is being made for the differences between RPI and CPI 
indexation. 

Margin adopted between RPI and CPI 
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Investment and 
governance 

2013 Pension Scheme Funding Survey 
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Asset split 

The next most popular asset classes were corporate and government bonds, accounting for 36% of assets on average. 

When compared to our 2012 survey, where on average 46% of assets were held in equities and 33% of assets were 
invested in bonds, there appears to be a trend away from equities and into bonds.  

2013 Pension Scheme Funding Survey 

UK pension schemes continue to be exposed to both the UK and overseas equity 

markets with an average of 40% of the assets of the schemes surveyed held in 

equities. 

Equities, 40% 

Gilts, 19% 

Property, 3% Cash, 4% 

Hedge funds, 2% 

Alternatives, 
15% 

Swaps, 2% 

Liability driven investment, 3% 

Diversified growth funds, 6% 

Insurance contract, 2% 

Corporate 
bonds, 17% 

Other, 2% 
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Trustee and Corporate advisors 

Where an actuary from the same firm as the scheme actuary is retained by the company this must be reported to the 
scheme actuary and trustees to consider whether the conflict of interest can be managed. 

2013 Pension Scheme Funding Survey 

There is a growing awareness around conflicts of interest and different specialisms 

of corporate and trustee advisors. Only 2% of schemes surveyed use the same 

advisers for both the company and trustees, without making some attempt to 

separate the advice provided and 84% have completely separate firms advising the 

company and the trustees. 

Are separate firms used by the 
trustees and sponsor? 

Where the same firm is used, are teams 
advising trustees and the sponsor different? 
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Data used 

2013 Pension Scheme Funding Survey 
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Less than 
£50m 
19% 

£50m - £100m 
14% 

£100m - 
£250m 
21% 

£250m - 
£500m 
11% 

£500m - £1bn 
11% 

£1bn - £2.5bn 
13% 

More than 
£2.5bn 
11% 

Survey data 

2013 Pension Scheme Funding Survey 

The survey sample includes 150 UK defined benefit pension schemes with actuarial 
valuations dated between April 2009 and September 2013. 
The sample covers nearly £200bn of pension assets. The pie chart below shows the 
distribution of the sample by asset value.  

16% of respondents stated that their scheme was 
fundamental to the business (i.e. the scheme is greater in 
size than the business). A further 65% of respondents 
stated that their scheme was significant in the context of 
the business.  

71% of respondents stated that their covenant was ‘strong’ 
or ‘tending to strong’. 
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Contact details 

For further information please contact: 

London 

2013 Pension Scheme Funding Survey 

Raj Mody 

raj.mody@uk.pwc.com 

020 7804 0953 

Steven Dicker 

steven.p.dicker@uk.pwc.com 

020 7213 4442 

Rosie Blackham 

rosie.blackham@uk.pwc.com 

020 7804 3616 

Richard Cousins 

richard.cousins@uk.pwc.com 

020 7804 3119 

Marc Hommel 

marc.hommel@uk.pwc.com 

020 7804 6936 

Paul Kitson 

paul.m.kitson@uk.pwc.com 

020 7804 8174 

Brian Peters 

brian.s.peters@uk.pwc.com 

020 7212 3353 

Chris Venables 

chris.venables@uk.pwc.com 

020 7212 1135 

Alex Wilson 

alex.wilson@uk.pwc.com 

020 7213 1128 
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Contact details 

For further information please contact: 

Midlands 

2013 Pension Scheme Funding Survey 

Jeremy May 

jeremy.may@uk.pwc.com 

0121 232 2165 

Peter McDonald 

peter.mcdonald@uk.pwc.com 

0161 247 4567 

Christopher Massey 

christopher.b.massey@uk.pwc.com 

0121 265 5332 

Chris Ringrose 

chris.ringrose@uk.pwc.com 

0113 289 4320 

Richard Giles 

richard.giles@uk.pwc.com 

0113 289 4988 

North 
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Contact details 

For further information please contact: 

South 

2013 Pension Scheme Funding Survey 

Peter Woods 

peter.j.woods@uk.pwc.com 

0118 938 3533 

Alison Fleming 

alison.fleming@uk.pwc.com 

0131 260 4352 

Mark Packham 

mark.packham@uk.pwc.com 

0117 928 1199 

Scotland 
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