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Q U A N T U M 
NEWS

For long term readers of our popular 
pensions magazine over the past 16 years 
or so, the format we have kept to has been 
relatively constant.

However, in view of the fact that time 
moves on (this is our 42nd edition) we 
have updated our look to reflect a new 
freshness. Don’t worry though as the 
content will not be too dissimilar to our 
earlier publications in that we will continue 
to cover both defined benefit and defined 
contribution schemes, provide legislative 
updates that may affect your scheme(s) 
and comment on breaking news that you 
should be aware of.

It’s worth mentioning that over the past 16 
years we too have experienced change.
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No more are we based on one site with a 
small number of professionals. We now 
have five offices and are approaching 100 
individuals throughout the country. We 
have 14 qualified actuaries for instance and 
in our target market of small to medium 
sized clients, this stands us ahead of our 
competition, as we continue to be able 
to provide a comprehensive service at a 
competitive price from a location near you.

We are proud of what we have achieved 
both in our work and the information 
that we provide for clients and the wider 
audience alike.

We really hope that you like the new style 
Quantum News. We’d welcome comments 
from you as to how we could further 
improve the publication and will introduce 
those changes into subsequent editions. ●
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qnews@quantumadvisory.co.uk with 
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029 2083 7967.
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Mortality: Dying to know more?
amy.sutherland@quantumadvisory.co.uk

Whilst mortality is certainly a morbid 
subject, it is also a crucial one for pension 
schemes. Mortality and longevity have 
both been monitored in the UK for 
some time, with current estimates of life 
expectancy now exceeding estimates from 
the 1970s by over ten years and from 
the 1990s by over four years. Despite 
increasing levels of obesity and other 
diseases related to poor diet and exercise, 
life expectancy continues to rise.  

The ongoing rate of improvement of 
longevity has left a lot of pension schemes 
with unforeseen deficits due to pensions 
being paid out for longer than anticipated. 
We can see from the chart below that the 
tables produced by the Office for National 
Statistics have consistently underestimated 
life expectancy. 

This presents a risk for Defined Benefit 
(DB) schemes of members living longer 
than previously assumed, but there are 
ways for trustees to mitigate this risk. 
If the scheme has more than £100m of 
pensioner liabilities, the trustees could 
enter into a longevity swap. This is where 
the longevity risk of the scheme is hedged, 
based on population longevity or the 
actual experience of the scheme, such 
that if members were to live longer than 
expected then the provider would make a 
net payment to the scheme. 

For smaller schemes, the traditional 
option is to purchase annuities from an 
insurance company. Insurance companies 
will set their annuity rates using current 
mortality statistics and models for 
future improvements based on broad 
categorisations of members. However, 
on an individual level, members with 
health problems or a shorter than average 
life expectancy can sometimes buy 
medically underwritten annuities with a 
larger pay-out based on the shorter life 
expectancy. This applies for DB and Defined 
Contribution (DC) schemes. 

From April 2015, new pension freedoms 
came into effect, which removed the 
obligation for DC scheme members to 
buy an annuity and introduced more 
flexibility at retirement. Initially, sales of 
annuities were much reduced and there 
was some concern that members might 

underestimate their own life expectancy 
and run out of money in retirement. 
However, there is evidence that annuity 
sales have started to pick up again. 
Furthermore, new products released by 
insurance companies since 2015 have 
tended to include an annuity element, as 
well as drawdown, to provide members 
with both flexibility and security. 

Mortality rates have improved in all 
age groups, but more recently at a 
faster rate in the older groups, due to a 
combination of factors. These include 

improvements in survival rates of those 
with circulatory diseases due to higher 
awareness and therefore earlier diagnosis, 
the development of various treatments 
of cancer, and continued medical and 
technological advances. The mortality of 
a population is also related to its location. 
For instance, men and women in the least 
deprived areas of Scotland may live 12.5 
years and 8.5 years longer, respectively, 
than those in the most deprived areas. 

Having said that, 2015 saw a large jump in 
the number of deaths registered in England 

DB

(Source: Office for National Statistics)
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and Wales. Total deaths in 2015 
were 529,613 compared to 501,424 
deaths in 2014, a 5.6% increase. This 
is attributed to an increased number 
of deaths due to dementia and 
respiratory diseases, such as flu, in the 
early months of 2015. 

DB schemes need to make 
assumptions about base mortality 
rates and future improvements when 
valuing liabilities. Base mortality rates 
are likely to revert to 2014 levels, 
so there is little reason to change 
the base table in use. The effects of 
greater mortality in 2015 will emerge 
as an experience item at the next 
formal valuation. 

Most schemes will base assumptions 
regarding future improvements to 
mortality on the Continuous Mortality 
Investigation (CMI) model which 
is produced each year. The 2015 
version of this model shows reduced 
improvements at most ages, and 
therefore lower expectations of life 
than the 2014 model. 

The sensitivity figure in a Scheme 
Funding Report, produced as part 
of a scheme’s triennial valuation, 
often indicates the effect of scheme 
members living circa one year longer. 
This might typically increase the 
liabilities of the scheme by about 3%. 

While most current projections 
assume that the rate of mortality 
improvements will slow, historical 
evidence does not support this. In fact, 
biomedical gerontologist Dr Aubrey 
de Grey, the Chief Science Officer 
of the SENS Research Foundation in 
California, thinks it possible to prevent 
ageing, thereby greatly increasing life 
expectancy. He believes that medical 
techniques can be developed to fix the 
consequences of ageing, rather than 
purely focusing on slowing the process 
in the first instance. The results of 
this research are unlikely to have 
major impact in our lifetime, but if life 
expectancies dramatically increase, 
the consequences for pension 
schemes could be devastating. ●

Quality – Quantum  
leads the way…
joanne.eynon@quantumadvisory.co.uk

Quality Assurance Scheme
Quantum is delighted to announce that 
we are one of the first Firms to achieve 
the Quality Assurance Scheme (QAS) 
accreditation awarded by the Institute and 
Faculty of Actuaries.

We were assessed by an independent 
team earlier this year and awarded the 
prestigious accreditation on 12 April 2016. 
The assessment focussed heavily on our 
values, our policies and procedures, the 
training and development of actuaries and 
actuarial students and our relationship 
with clients.

This a voluntary accreditation and by 
obtaining this quality mark we are able 
to confirm to you our commitment and 
dedication to producing high quality 
actuarial work. The quality is embedded 
within our culture and we are very proud 
of our achievement.

ISO 9001:2008
In addition to the QAS accreditation above, 
Quantum is also pleased to confirm that 
we hold two other distinguished awards 
which are independent proof of our 
commitment to quality and procedures.

The first is our ISO 9001:2008 certification 
for our pension administration, reporting 
and accounting and banking services 
which we have held since 2012. This was 
awarded to us by Certification International 
(UK) Limited following their independent 
audit of our quality management systems 
and is subject to annual audits to ensure 
compliance.

AAF 01/06
Quantum has also achieved a further 
renewal of our Assurance Report in 
respect of our internal controls for pension 
administration services and related 
Information technology controls for the 
year ended 31 January 2016.

These independent audits are undertaken 
annually by Assure UK in accordance with 
the framework set out in the “Technical 
Release AAF 01/06 on assurance reports 
on the internal controls of service 
organisations made available to third 
parties by the Institute of Chartered 
Accountants in England and Wales 
(ICAEW)” or AAF 01/06 for short.

The production of such a report is designed 
to enable our clients, client auditors and 
prospective clients to understand the care 
taken, and the continuing investment that 
we make, to deliver an excellent service. 
It describes the key control procedures 
we have put in place to meet industry 
requirements and follow best practice. It 
also allows pension scheme trustees to 
fulfil their regulatory obligation to establish 
and review the internal controls relating 
to the administration of their pension 
arrangement. ●

I



ISSUE 42 | SUMMER 2016

4

Pensions monitor
david.deidun@quantumadvisory.co.uk

Bond yields
Falling bond yields increase scheme 
liabilities, potentially leading to a rise in 
pension scheme deficits. In 2015, yields 
were already low – at around the 2.8% 
mark, however at the time of writing (10 
June 2016) the yield on a 20-year gilt 
dropped to around 1.0% at one point 
during the day. Whilst the majority of the 
population was worrying about a potential 
Brexit, the US Fed delayed interest rate 
rises on the back of weak employment 
data whilst in Europe the Central Bank 
was placing billions of Euros into the 
bond market every month in the form of 
Quantitative Easing. These serve to drive 
yields down.

This will surely worry a lot of investors 
and Trustees alike, as low yields paint a 
pessimistic picture of the global economy 
and provides a fairly certain indication that 
UK plc is in for a period of low (or even 
negative) inflation. What is certain though 
is the fact that pension scheme liabilities 
will not lessen anytime soon – something 
that Trustees and companies alike will need 
to become accustomed to.

Pensions Ombudsman 
transparency
The Pensions Ombudsman has begun 
to publish adjudicators' opinions and 
formal Ombudsman determinations 
(see www.pensions-ombudsman.org.uk/
our-decisions) in a bid to become more 
transparent and accountable to the public 
than ever before.

The Ombudsman has also anonymised 
the newly published decisions by stripping 
out the name of the person making the 
complaint as well as any other personal 
data, unless it is believed to be essential 
for understanding the decision, where 
the case is a particularly notable one with 
wider public interest implications or where 
the Ombudsman is setting a precedent. 
This is certainly a good move and one that 
we shall watch with interest.

Pensions Dashboard
A new Pensions Dashboard will allow 
individuals to see all of their pension savings, 
including the State pension, in one place. 
Back in March 2016, George Osborne set 
a deadline for the project, saying it would 
ensure the industry “designs, funds and 

launches” it by 2019. However, the pensions 
industry immediately responded by stating 
that without legislation, no providers could 
be compelled to provide the necessary 
information and based on that fact, any 
omissions will provide an incomplete picture. 
This seems to have fallen on deaf ears 
though as the government stopped short of 
intervening in the Queen’s Speech delivered 
in May 2016.

A voluntary working party, the Pension 
Finder Dashboard alpha group, was set 
up in February 2016 consisting of 14 
organisations, including banks, providers 
and consultancy firms and concluded that, 
based on consumer research, it would make 
individuals more proactive in managing 
their pensions, seeking financial advice 
and increasing pension contributions. The 
next phase of the alpha project involves 
developing a prototype dashboard and 
continuing to work on architecture and 
governance. A new group of voluntary 
participants will be set up for this phase. The 
new dashboard is likely to be available in one 
location, hosted by a number of approved 
finance industry websites and apps.

Whilst we acknowledge the fact that 
consumers these days are more willing to 
engage with their savings more regularly, 
we do hope that the voluntary nature of 
providing the information to the dashboard 
does not hamper the sharing of information.
We at Quantum will certainly be discussing 
the possibilities with our Trustee clients so 
that their membership is provided with as 
much information as is necessary to ensure 
that their financial futures are more easily 
understood and addressed.

The British Steel Pension 
Scheme
In an attempt to make Tata Steel UK 
attractive to buyers the government 
published proposals to reduce some of the 
£14bn liabilities of the British Steel Pension 
Scheme while at the same time keeping it 
out of the Pension Protection Fund (PPF). 
If the scheme were to be taken on by the 
PPF it would form a substantial part of the 
existing PPF assets, something that the 
Pensions Regulator and Government wish 
to avoid if at all possible.

Consultation has commenced on the four 
liability reduction options which could 
require some controversial legislation if 

accepted. The consultation period ended 
on the same day as the EU Referendum (23 
June 2016) of all days. The scheme has an 
estimated deficit of some £700m based on 
its technical provisions albeit based on roll 
forward figures from the 2014 valuation.

The four options are:

• A bulk buy-out of all or part of the 
existing debt. It has been estimated 
that there would need to be another 
£7.5bn paid into the scheme to support 
a full buy-out, which has already been 
discounted by Tata Steel as being too 
expensive.

• A transfer to a new employer (without 
member consent) on such terms as 
the Pensions Regulator deemed fit 
for purpose. Normally this would 
trigger a Section 75 debt but this 
could be waived under a Regulated 
Apportionment Arrangement. The 
scheme could still fall into the PPF 
in future if that new employer 
became insolvent so careful planning 
needs to be taken to ensure that 
the membership was better off than 
immediate insolvency and entry into 
the PPF.

• Impose a reduction in benefits (to low, 
statutory levels) through legislation. 
Here a reduction in increases in 
deferment and payment would be 
imposed, meaning that many existing 
(and future) pensioners would stand 
to lose many £1,000s over their 
remaining lifetime. This is perhaps the 
most controversial as apart from the 
membership losing out, there may be 
further claims from other schemes in a 
similar position.

• A bulk transfer to a new scheme where 
members are offered a new benefit 
promise higher than PPF levels but 
sufficiently below current levels to 
enable the scheme to continue as a 
going concern. Member consent here 
may well be impractical given its size 
so consultation includes whether a 
transfer can be made without consent 
with the option that members would 
be able to opt-out of the transfer if 
they chose to do so.

On the whole the proposals appear to be 
better (or no worse) than going into the 
PPF and should make it easier to find a 
buyer. The dilemma for the government 
is to ensure that other companies do not 

I
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Hidden pensions danger  
of Academy conversion
mark.vincent@quantumadvisory.co.uk

The Chancellor has recently 
confirmed plans to require all schools 
in England to convert to Academies (in 
the past, it was a voluntary decision). 
Academies are independent, state-
funded schools, funded directly from 
central Government, rather than 
through a local authority. Although 
they are run by the head teacher, they 
are overseen by individual charitable 
bodies called Academy trusts. They 
control their own admissions process 
and have more freedom than schools.

There are currently around 4,500 
Academies out of a total of over 
20,000 schools, and this number 
continues to grow. The Government 
argues that Academies drive up 
standards by having more freedom 
and power. They have also benefited 
from financial incentives, including set 
up costs and increased budgets.

So, what’s the problem?
At the time of conversion, the 
Academy becomes a participating 
employer in the local authority’s 
pension scheme (i.e. its section of 
the LGPS). You might think that this 
is a good thing?  After all, the LGPS is 

seen as good DB pension provision for its 
employees.

The danger stems from the requirement 
for the Academy to pick up the school’s 
proportion of the LGPS deficit. There have 
been instances where an Administering 
Authority has used the school’s “share” 
of the LGPS assets to fully fund past 
employees’ benefits, meaning a reduced 
level of assets being available to fund 
the past benefits for the employees 
transferring to the Academy. 

There have been instances where, even 
though the LGPS might be 60% to 70% 
funded, this approach has resulted in 
the Academy’s initial funding level for its 
current employees being below 20%. The 
result might be a contribution rate for the 
Academy of over 40% of salaries for those 
employees in the LGPS, an unwelcome 
additional cost unless it is negotiated at 
outset.

We would recommend that great care is 
taken in relation to the potential pension 
liabilities being taken on by Academies 
and that the method of determining the 
Academy’s deficit and future funding rate is 
clearly set out at an early stage. ●

DB

use this opportunity to do likewise and 
relinquish their financial responsibilities in 
future.

The BHS “Problem”
The British Home Stores (BHS) “problem” 
has been at the forefront on many 
people’s minds for a few months now. 
Both the Work and Pensions Committee 
and the Business, Innovation and Skills 
Committee have been investigating the 
matter forensically with the Committees 
focusing on the advisers’ roles in particular 
throughout the sale of BHS to Retail 
Acquisitions and also the arrangements in 
place for the pension scheme which covers 
over 20,000 members.

Sir Philip Green is negotiating with the 
Regulator over a deal to pay a large cash 
injection into the two schemes. Although 
he sold the company in 2015 for £1, he has 
only offered to write off a £40m charge 
over the assets and pay an additional £40m 
into the schemes despite (allegedly) he 
and other close shareholders drawing over 
£½bn from the company over the 16 or so 
years of his tenure.

When BHS was originally purchased in 
2000, the schemes were actually in surplus 
to the tune of £5m, rising to just over 
£12m a year later. However, the Trustees 
disclosed that this had reversed to a loss of 
around £226m at the end of 2015.

Whilst at the start of the relationship, 
the schemes were funded as would be 
expected but since the crash of 2008 the 
assets began a downward slide. It is this 
that has caused much of the problem. 
Accusations began flying that the company, 
advisers, Trustees and Pensions Regulator 
were not close enough to the situation and 
allowed the schemes to perish through 
lack of decision taking and agreement on 
the most appropriate course of action to 
be taken in the circumstances.

Whilst many have given their evidence 
to date, Sir Philip only appeared before 
the MPs on 15 June 2016. He has vowed 
to sort out the pensions “mess” and 
confirmed that his advisers (Deloitte) were 
working on a “resolvable and sortable” 
solution.

We shall issue a further update in a future 
edition. We are sure that Trustees and 
advisers alike are watching with baited 
breath. ●
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How could putting a property into 
your pension scheme circumvent 
HMRC’s new VAT recovery rules?
liam.mahoney@quantumadvisory.co.uk

The tax benefits achieved by putting 
property into a pension scheme have 
long been known, but rarely acted 
upon. However, following recent tax 
amendments, could this now be an option 
worth visiting? 

The “donation” of commercial property 
to a DB pension scheme could not only 
significantly improve the funding level 
of the scheme, but would also avoid any 
Capital Gains liability for the Sponsoring 
Employer on disposal and if successfully 
negotiated with the Scheme Actuary in lieu 
of a monetary contribution, assisting the 
employer’s cash position. 

Furthermore, the scheme could then 
charge the employer rent for continued 
use of the property. This would diversify 
the investment portfolio of the scheme and 
create a new source of low-risk tax-free 
income, further improving the funding 
level. From the employer’s point of view, 
this rent is deductible for Corporation Tax 
(assuming the rent is charged at market 
rate) and in theory, would reduce the 
amount of any deficit funding contributions 
needed in future. 

Upon the eventual sale of the property (for 
example if the employer were winding-up), 
the scheme would face no Capital Gains 
liability, although the employer would have 
any gain included in its Corporation Tax 
calculation. 

Now, none of the above is ground-
breaking, but this is where things become 
interesting. Following a recent case in 
the European Court of Justice, HMRC has 
announced a shake-up of the current 
system of VAT recovery for employers and 
trustees of pension schemes relating to 
their administrative and asset management 
costs. 

In brief, under the current regime, HMRC 
believes it is far too lenient towards 
employers regarding the deduction of 
VAT in respect of administration and 

management costs, as it holds the view 
these costs have a direct and immediate 
link to the employer’s business activities, 
even though they are often supplied to the 
trustees. 

Under the new regime, which comes into 
effect from 1 January 2017, the employer 
will need to convince HMRC that it is in 
fact the true recipient of the services, not 
the trustees, in order to recover any VAT 
on these costs. Initial industry reaction 
suggests this could be complex and costly 
(for example, the need for introduction 
of tripartite contracts between employer, 
trustee and service provider). 

Where it is judged an employer cannot 
recover VAT because the services are 
supplied to the trustee, a cynic might argue 
this is an intentional move by HMRC to 
boost their coffers due to the fact that the 
vast majority of pension schemes are not 
VAT registered and hence are unable to 
reclaim any VAT, hence must incur these 
extra costs. 

However, back to my previous point... 

Let us assume a property has been passed 
to a pension scheme by an employer 
and the pension scheme enters into a 

rental agreement with the employer at a 
market rate rent. If a historical election has 
been made to “opt-to-tax” the building, 
then output VAT must be charged on 
these rental invoices from the pension 
scheme to the employer (which assuming 
makes standard rated supplies, would 
subsequently reclaim). 

Now, in the eyes of HMRC, this supply 
of rental services constitutes a taxable 
supply and would see the pension scheme 
become VAT registered, which crucially, 
could open the door to VAT recovery of 
input VAT on invoices such as those costs 
deemed by HMRC to be irrecoverable by 
an employer. 

Of course, several key concerns should 
be addressed before any such decisions, 
for example the strength of the employer 
covenant and whether there are other 
sufficient assets to cover benefits for the 
foreseeable future without the need to sell 
the property whilst it is still required by the 
employer. 

However, if this is an option you would like 
to explore, please get in touch with your 
Quantum contact and we will assist you in 
every way possible. ●
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The changing face of group  
income protection provision
pauline.iles@quantumadvisory.co.uk

Group income protection provision has 
seen the most development of any of 
the group risk products in recent years. 
Changing working patterns have hailed the 
rise of a number of sensible developments:

• limited term contracts, which support 
employers with providing cover for 
the more transient nature of today’s 
workforce;

• capital option payments, which may 
be available where employees are still 
incapacitated at the end of a limited 
term of cover; and 

• pay direct, which helps support the 
process of an employer looking to 
remove income protection claimant 
from their payroll, whilst maintaining 
the key element of their income 
protection benefit.  

All of these options help to make this 
product more appealing in terms of 
flexibility and financial viability to today’s 
employer. Flexibility in product design is 
key, as over recent years the Government 
has changed the fundamental design 
of State incapacity provision in order to 
reduce the amount and the length of time 
that any long-term sick benefits due can be 
paid to eligible individuals.

Increasingly, employees will need to rely 
upon their employer’s group income 
protection provision (if any), as statutory 
sick pay will be exhausted at the point 
where long-term benefits become due.  
Where this is not available an individual’s 
personal savings (if any) would have to 
suffice.

The latest reduction imposed on State 
incapacity benefit provision is effective 
from April 2017, and will mean that those 
claiming State incapacity benefits and 
placed within the Work Related Activity 
Group (those expected to return to a level 
of health that allows them to return to 
some sort of work), will receive a lower 
level of State provision, matched to the 
level of Job Seekers Allowance. In real 
terms this means an annual reduction in 
benefits payable of approximately £1,511.

As mentioned above, many of the earlier 
changes in benefit design have been driven 
by a change in working patterns, however, 
the latest change by Government will force 
further evolution in the structure of group 
income protection benefits, especially for 
policies that include an offset for State 
benefits in their benefit calculation.  

Typically, an offset was included in the 
benefit design to take into account the 
State incapacity benefits that an employee 
was expected to be able to claim in the 
event of long-term illness. The inclusion of 
an offset ensures that the overall benefit 
paid from all sources does not exceed the 
insurer’s preferred maximum amount (so 
as to act as an incentive for “non-genuine” 
claimants to return to work), and also 
factors into the insurer’s calculation of the 
premium required to provide cover.

Once the latest change comes into effect, 
policies that retain a State benefit offset 
will effectively offset more in the benefit 
calculation than an individual in the Work 
Related Activity Group could reclaim from 
the State, effectively reducing the overall 
level of a claim.

Insurers holding policies that include a 
State benefit offset are likely to maintain 
the status quo, as any variance in the 

benefit provided will impact upon the 
premium required to provide cover.  
However, employers need to review their 
cover and where an offset exists within the 
benefit calculation, they should consider 
how the forthcoming changes will affect 
their benefit design and overall message to 
employees. 

Will employees understand that the policy 
offsets a portion of benefit that they may 
not be able to reclaim elsewhere, just 
because of a historical quirk?

Also, the offset affects lower paid 
employees disproportionately, and in some 
situations can leave insured employees 
with no entitlement to benefit – perhaps 
an unintended consequence of a system 
trying to be too clever. What we can draw 
from the latest change is the opportunity 
to simplify something that need not be so 
complex.

In an age where transparency is key, 
affected employers should consider 
removing the offset in full and moderating 
the overall percentage of benefit payable 
in the event of a claim (to minimise any 
change in the cost of cover), to ensure 
equality of provision for all insured. We 
have great expertise in this area and can 
assist you if you wish. ●
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When can I have my ears pierced?
robert.palmer@quantumadvisory.co.uk

There is a long awaited day in my 
house when my eldest daughter will be 
allowed to have her ears pierced. There 
are “subversive factions” (my wife) that 
believe this day has come and indeed is 
long overdue. I don’t agree and think that 
next year or possibly the year after would 
be more appropriate to best nurture my 
daughter’s development into adulthood.

I then come to work and am dealing with 
trustees and pension scheme sponsors 
with a similar hopeful sense that this 
quarter may be the one when we see the 
much anticipated rise in interest rates 
that will signify the “beginning of the 
end” (or possibly the Churchillian “end of 
the beginning”). Each time to date, Mark 
Carney has quashed these hopes…Ian 
McCafferty playing the role of my wife in 
the inexact analogy.

Most valuation assumptions set their 
discount rates using long term interest 
rates and the ongoing suppression of short 
term interest rates is helping to keep these 
low. This, coupled with a wider desire 
for perceived quality, causing supply and 
demand distortions to the gilt markets, 
means that over the past three years the 
environment for defined benefit pension 
schemes hasn’t improved…if anything it’s 
worse than three years ago. Here’s the 
rogue’s gallery:

• Investment returns have, at best, kept 
pace with the growth in Technical 
Provisions;

• Gilt Yields have fallen meaning 
Technical Provisions have risen;

• Expectations of future price inflation 
have, depending on which statistic 
you look at, risen or at least not fallen 
materially; and

• The latest mortality tables that implied 
a fall in life expectancies have been 
questioned by some actuaries.

Long story short – the deficit recovery 
contributions are unlikely to have improved 
the situation in line with the expectations 
at the last valuation, so there’s a need 

for higher contributions (or the same 
contributions for longer).

So what is the answer?  Well clearly one 
answer can be summed up by a “Black 
Adder” quote…

”My Lord, Lord Wessex is dead”

“I like not this news, bring me some  
better news”

“My Lord, Lord Wessex isn’t dead”

“Ahh, good news, let there be celebrations 
in the street….”

This approach to solving the problem 
is known as the “Actuary!!! Sharpen 
your pencil” methodology. Clearly, any 
“creative” solution needs to be justifiable 
and reflect the underlying true position. 
This latter point is the most important 
as we should also subject the existing 
methodology to this scrutiny…we shouldn’t 
rely on the statement “we did it last time, 
so it must still be correct, so we shouldn’t 
change”.

There are a number of aspects that can 
be taken when considering the value of 
Technical Provisions for current valuations:

• Expected Return minus approach…the 
discount rate which is typically built up 
from a Gilt Yield represents the rate 
of investment return we are taking 
credit for, in advance. If Gilt yields are 
artificially low, then the amount of 
investment return we are taking credit 
for is lower than we would reasonably 
expect. A higher rate of return is 
possibly justified.

• Gilt Reversion… ”BUYER BEWARE”.  The 
valuation results could incorporate 
an assumed reversion of gilt yields to 
a “normal” level. This would have a 
similar effect to the previous point. 
There is, however, a sting in the tail. 
The Pensions Regulator has stated that 
it would expect contingency plans to 
be put in place to ensure that there 
are provisions for additional funding 
in the event that gilts do not revert as 
expected.

DB

This approach to solving  
the problem is known as 
the “Actuary!!! Sharpen 

your pencil” methodology
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• An extension of this could be a 
reducing level of contributions as 
Gilt Yields rise. This is gilt reversion 
with security for the Scheme and 
some “jam tomorrow” for the 
sponsor.

• Incentive exercises remove liability 
from schemes, but do require 
significant cash injections to make 
the exercises attractive enough to 
encourage the members to “play 
ball”.

• Work the investment strategy 
harder. Some money spent 
reviewing and improving the 
investment strategy could reduce 
the long term costs associated 
with the scheme and reduce the 
funding gap more rapidly. A more 
efficient investment strategy 
may mean less conservative 
assumptions can be used. 

• Just to prove I am an actuary and 
hence attempting to provide a 
complete list…the sponsor could 
pay higher contributions. Don’t all 
shout at once though, I do live in 
the real world.

There are a number of approaches 
that can be adopted. Clearly, not 
all are appropriate to all, but it is 
important to consider how the 
valuation results can be shaped to 
reflect the true underlying position. 
It’s not unlike, so I’m told, finding the 
right earrings that suit the person. ●

Time for TEE?
phil.farrell@quantumadvisory.co.uk 

The Chancellor’s announcement to 
introduce a new variant of the Individual 
Savings Account (ISA), the Lifetime 
Individual Savings Account (LISA), came as 
a surprise to many; as did his decision not 
to tinker with the current system of tax 
relief on pension contributions. 

However, is this just the first step on 
the way to the radical overhaul of the 
pensions taxation system that many were 
expecting, or are we reading too much into 
the government’s aim of improving the 
UK’s long-term savings culture? Will the 
introduction of LISA be to the detriment of 
the government’s objective of improving 
pension scheme membership and 
retirement planning, or should it be viewed 
as a further option available to individuals 
to better assist a holistic savings approach?   

Sceptics will say that the introduction of 
the LISA is a politically palatable measure 
that avoids incurring the ire of the core of 
the Conservative electorate, whilst keeping 
the Taxed, Exempt, Exempt (TEE) dream 
alive. Others will say that it will incentivise 
individuals to start, or improve, their 
long-term financial planning and in turn 
reducing eventual dependency upon the 
State. On this point I can safely be called a 
sceptic.  

The impact upon pension scheme 
membership and contribution adequacy 
is not clear, and only time will tell if the 
LISA has had a negative or neutral impact 
in these areas. On the issue of pension 
scheme membership, I do not foresee the 
LISA having a materially negative impact. 
There may be a small increase in automatic 
enrolment opt-out rates, certain individuals 
are bound to find a LISA more tempting 
that pension scheme membership for a 
number of reasons, for example the ability 
to access savings without restriction; 
although there are financial disincentives 
for doing so. But I think that these cases 
will be few in number. In an age when 
everything seems to be costing more and 
people are having to make their earnings 
stretch further it’s nonsensical to abandon 
pension scheme membership and forgo 
employer contributions. 

However, I wouldn’t be surprised to see 
an adverse impact upon the level of 
contributions that individuals pay to their 
pension scheme. It’s widely accepted 
that the current minimum contribution 
requirements under automatic enrolment 
legislation are not sufficient to deliver 
an adequate income in retirement for 
most people, and that at some point in 
the future these will have to rise. The 
introduction of the LISA will add further 
competition for people’s limited financial 
resources and as a consequence could 
result in individuals limiting their pension 
contributions to the bare minimum and no 
more.    

Ultimately, only time will tell if the 
introduction of the LISA will have an impact 
upon the UK’s long-term savings culture, 
including pensions, and to what degree. 
Government policy, and indeed that of the 
previous coalition, appears to be driven 
by short-termism. For as long as there 
is absence of a clear long-term strategy 
and an independence from other political 
attentions, for example addressing the 
UK’s financial deficit, we are likely to see 
further changes to the pensions landscape, 
and the potential for unintended 
consequences. ●

I
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Open day
recruitment@quantumadvisory.co.uk 

Charity work

On 2 March 2016, we held our fourth 
Open Day enabling 6th form pupils, 
undergraduates and graduates to spend a 
day at our offices learning about the role 
of an actuary and other related pension 
advisory roles. The day went well with 
around 15 or so attending. 

Aled Edwards, Principal Consultant & Actuary 
commented “Since 2013, the Open Day 
has become a permanent and welcomed 
addition to our calendar. We relish the 
opportunity to give something back to the 
local business and education communities 
and to raise awareness of the actuarial 
profession and our business. The Open Day 
gives individuals invaluable inside exposure 
as to how we operate and how they can go 
about pursuing an actuarial career. 

We ensure that our staff engage with the 
attendees during the Open Day to share 
their experiences and help bring the roles 

to life. We are always on the look-out for 
quality candidates and several previous 
Open Day attendees have since joined us as 
trainee actuarial or investment analysts.”

If any individuals are interested in 
attending future Open Days or would   

like to know more about Quantum or its 
current vacancies at any of our offices, 
then please check out our website at 
www.quantumadvisory.co.uk/about-
us/recruitment or email recruitment@
quantumadvisory.co.uk  ●

I

I

The Quantum Cardiff Office has recently 
formed a relationship with Tŷ Hafan, the 
hospice for children in Wales.

Tŷ Hafan offers comfort care and support 
to families with children expected to die 
in childhood, offering this unique service 
free of charge to families in Wales.  The 
majority of Tŷ Hafan’s work is about 
“quality of life” rather than “end of life” 
and the focus is on “making the most 
of short and precious lives”.  Care is 
provided for all affected; from diagnosis to 
bereavement they are there for as long as 
the families need.

It costs over £4 million a year to provide 
Tŷ Hafan’s state-of-the art facilities, which 
equates to almost £11,000 per day.  Over 

the next 14 months we are participating 
in a ‘Pay for a Day’ initiative, with the 
intention to raise enough money to pay 
to keep the hospice open for one day 
providing much needed care and support.

We are hoping to reach our goal by 
organising many internal and external 
events, including quiz evenings, raffles and 

office competitions.  Also as part of our 
fundraising efforts, a number of us will 
be taking part in the ‘Race to the Stones’ 
challenge on July 16th 2016.  This involves 
a 50km trek following the iconic Ridgeway 
(described as the oldest path in Britain) 
which will take us across the Chilterns in 
Oxfordshire to the North Wessex Downs, 
all in one day!  This will certainly be a 
challenge for those involved, even for the 
most avid walkers amongst us!  

If you wish to support and/or donate in 
any way, it would be greatly welcomed and 
appreciated www.uk.virginmoneygiving.
com/QuantumAdvisory

Details of all upcoming events can be found 
on our ‘Charity Work’ page on our website 
www.quantumadvisory.co.uk  ●

Care is provided for all 
affected, from diagnosis  
to bereavement they are 
there for as long as the 

families need.
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Bristol office
stuart.price@quantumadvisory.co.uk

We are excited to announce that we have opened our fifth office, 
this time in Bristol.

Following extensive research, it became obvious that to continue 
to deliver services to existing clients in the area and to increase 
our new business in the South West it was important to have a 
permanent presence.

As such, we have opened an office within Broad Quay House right 
down by the Waterfront area of Bristol. In addition to being in 
a delightful spot, the access is good and we shall build upon the 
success we have had in our other offices.

Quantum remains committed to building long-term relationships 
with clients and professional contacts and this office is the next 
step in our controlled growth plans. 

If you are passing or wish to have a meeting, please contact us 
(details can be found at the back of this publication). We’d love to 
hear from you.  ●

I

Quantum chronicles
New arrivals
Hywel Davis
Kanishk Singh
Mark Benham
David Jervis
Peter Duvall
Matthew Elguezabal
Lauren Iles
Simon Hubbard
James Turner
Sam Lodge 
Ben Deidun 
Megan Kelly 
Gena Morris 
Citele Kotecha

Events
Past Events
•  Birmingham Investment Seminar on 12th November 2015
•  Cardiff Breakfast seminar on 11th February 2016
•  Cardiff Open Day on 2nd March 2016
•  Cardiff Trustee Training Part 1 on 17th March 2016
•  Cardiff Trustee Training Part 2 on 21st April 2016
•  Cardiff Trustee Training Part 3 on 26th May 2016
•  'Run your DB Scheme like a Company' in conjunction with Russell Investments – Workshop and T20 on 1st June 2016
•  Investment evening in conjunction with Standard Life on 9th June 2016
•  ‘Managing the past so you can manage the future’ in conjunction with Blake Morgan & Brewin Dolphin on 15th June 2016
•  Talent conference with Insider Magazine on 21st June 2016

Upcoming Events 
•  London Pensions & Investment Seminar @ Merchant Taylors on 13th July 2016
•  ‘Race to the Stones’ challenge in aid of Tŷ Hafan Children’s Hospice on 16th July 2016
•  Cardiff Pensions for Breakfast @ The Celtic Manor on 20th July 2016
•  Birmingham Pensions & Investment Conference @ Opus on 20th October 2016

Broad Quay House 
Prince Street 

Bristol BS1 4DJ



Who we are
Established in 2000, Quantum Advisory is an independent Financial Services Consultancy 
that provides solution based Pensions and Employee Benefits services to employers, 
scheme trustees and members.

We design, maintain and review pension schemes and related employee benefits so that 
they operate efficiently and effectively and are valued by employees. This means that you 
can get on with doing the things that you do best, therefore saving you time and money.

Products and services
We offer a range of services to companies and pension trustees, all designed to focus on 
your specific needs, including:

•  Actuarial services
•  Administration of defined contribution and defined benefit pension schemes
•  Banking, accounting and pensioner payroll
•  Company advice
•  Employee benefits consultancy
•  Governance
•  Investment consultancy
•  Pension and employee benefit communications
•  Risk benefits advice
•  Pension scheme wind up
•  Secretarial services to trustees
•  Trustee training

Getting in contact
We have offices in Amersham, Birmingham, Bristol, Cardiff and London. Give us a call to see 
how we can help with your pension and employee benefit challenges.

Stuart Price
Summers House
Pascal Close, St Mellons
Cardiff CF3 0LW
029 2083 7901
stuart.price@quantumadvisory.co.uk

Stuart Price
Broad Quay House
Prince Street 
Bristol BS1 4DJ
0117 905 8766
stuart.price@quantumadvisory.co.uk

Phil Farrell
16 St Martin’s Le Grand
St Paul’s
London EC1A 4EN
020 3008 7197
phil.farrell@quantumadvisory.co.uk

Rhidian Williams
St Mary’s Court, The Broadway
Amersham
Bucks HP7 0UT
01494 582 024
rhidian.williams@quantumadvisory.co.uk

Robert Palmer
One Victoria Square
Birmingham B1 1BD
0121 632 2190
robert.palmer@quantumadvisory.co.uk

www.quantumadvisory.co.uk

Quantum Actuarial LLP, trading as Quantum Advisory, 
Registration Number: OC326665 & Quantum Advisory 
Limited, Company Number: 06020436, registered 
in England and Wales. Quantum Actuarial LLP is 
authorised and regulated by the Financial Conduct 
Authority. Registered office: Summers House, Pascal 
Close, St Mellons, Cardiff CF3 0LW.
A list of all members is available for inspection at our 
registered office. WORKING IN PARTNERSHIP WITH YOU


