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For DB pension schemes that
have untapped mileage

With over 5,000 defined benefit schemes in the UK, we realise that one solution doesn’t suit all
when the time comes to retire the scheme. Not so long ago sponsors and trustee boards had
limited options beyond transferring the entire scheme assets and liabilities to an insurer.

Now, particularly for well-funded schemes, there are potentially more attractive options.
It doesn't have to be the end and it’s not a game - introducing FM+.

What is FM+, the protected run-on solution

®* FM+ allows schemes to run-on in a risk-controlled
way, building up a surplus to create additional value

for sponsors, DB and DC scheme members. Is FM+ the right solution
e The impact of funding shocks is mitigated because of for your scheme?

funding protection provided by a major third-party @ Assets of £350m or more

insurer.*

@ A minimum of 95% funded

e Assets are managed by an experienced fiduciary
pensions team within a highly bespoke and
conservative strategy.

@ Stronger sponsor ( BBB+ or above)

e The assets are invested to take advantage of
investment growth, with a longer term objective of
achieving a cost effective buy-out at a nominated
point in the future (typically over 5-10 years).

*Insurance is arranged separately For Professional Investors only
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case scenario is that the scheme would have EEN Target strategy: gilts+1.75% 90% confidence interval shown
created a surplus of nearly £300m, net of fees.
Modelling is hypothetical and illustrative, based on a number Source: Van Lanschot Kempen 2024
of assumptions regarding financial rTIarker an'd relationships ) £1bn asset & liabilities values as at 30.6.23 for a hypothetical pension scheme with
between them. A m.odel. Is n§c§ssarlly a sm?pllﬁed rep.resentat'lon 15yrs duration, projected forward to 29.6.33 using Monte Carlo simulation to reflect
of the real world, with simplifying assumptions mafie in order a range of market conditions over that period. The investment strategy assumes a
to be usable. Please see final page for further details. prudent return target of gilts+1.75% pa and a liability discount rate of gilts+0.5% pa.

Past performance is not indicative of future results.

Core benefits of FM+

e Financial benefit from investment growth can be used for DB or DC members or business expansion

e Schemes retain the benefit of robust governance from an award-winning fiduciary team while taking
advantage of potential growth over 5-10 years.

e Potentially valuable illiquid assets can be retained rather than sold at discount in preparation for buy-out.

e Based on a rigorously tested investment strategy focused on predictable and reliable returns.

Additional benefits for:

Sponsors Members
e No additional surplus is required - unlike e Increased benefits for DB members.
a buyout.

e Potential for increased benefits for DC
e Can allow for in-company cash flow from DB members.

to DC members in certain circumstances.
e Insurance contract can typically provide greater

e Scheme becomes an asset rather than a liability protection than the sponsor covenant

on the balance sheet.

e Insurance contract pays deficits - not the sponsor.



FM+ Example: typical scenario”

The problem

A sponsor has, along with their DB scheme, a large
DC population with an insufficient savings rate, and
wishes to improve their retirement outcomes through
increased contributions.

Vital statistics

e DB assets of £2bn and a fast growing DC scheme.
DB scheme funded to 110% on a gilts+0.5% basis.

e A strong and highly engaged sponsor.

e |Initial portfolio targeting gilts+1.5% pa. Few
members of the DB scheme remain active
employees of the sponsor, which has a large
workforce with DC pension contributions set
at auto-enrolment minimums.

e The scheme’s trustees and sponsor are considering
their endgame options, with buy-out being the
default option.

Potential outcome

On the back of choosing the FM+ approach for its
potential benefits (see on the right), the portfolio would
be adjusted to target gilts+1.75%, without impact on
overall risk given a refocus on highly rated fixed income
assets (liquid and illiquid).

A surplus sharing mechanism was agreed between
parties such that if gilts+1.75% was achieved then
£5m pa would be used to meet scheme expenses as
well as provide an underpin to their existing surplus;
£5m from new surplus would be used to enhance
discretionary increases to the DB members, and £15m
from new surplus generated would be allocated to

DC members - with £10m of this representing an
offset to the sponsor’s DC contributions and £5m
representing a ‘bonus’ contribution to members.

*This is indicative of the potential outcomes for a scheme using

FM+ in the circumstances stated, using VLK models and economic
projections. Modelling is hypothetical and illustrative, based on a
number of assumptions regarding financial markets and relationships
between them. A model is necessarily a simplified representation

of the real world, with simplifying assumptions made in order to be
usable. Please see final page for further details.

Summary of the potential benefits

e The sponsor costs decrease by £15m pa,

representing a material increase in its free
cashflow.

A surplus sharing mechanism is agreed between
parties such that if gilts+1.75% is achieved

then £5m pa would be used to meet all scheme
expenses as well as provide an underpin to
their existing surplus; £5m pa from new surplus
would be used to enhance discretionary
increases to the DB members, and £15m

pa from new surplus generated would be
allocated to DC members - with £10m of this
representing an offset to the sponsor’s DC
contributions and £5m representing a ‘bonus’
contribution to members.

DC members benefit from a non-contributory
increase in their DC pension contribution of
2% pa, with ambitions of increasing this to
4% within 5 years, which would take their UK
workforce to the Living Pension contribution
target of 12% p.a.




. -
Vicky Casebourne Hattie Walton Georgia Sangster
Head of Institutional Relations, UK Senior Associate, FM UK Senior Associate, FM UK
t +442036 369418 t +442036 369413 t +442036 3694 14
e v.casebourne@vanlanschotkempen.com e h.walton@vanlanschotkempen.com e g.sangster@vanlanschotkempen.com

Disclaimers

This document is issued by Van Lanschot Kempen Investment Management (U (“VLK Investment

Management (U for information purposes only. The information contained in this d =

a general nature. No part of this document may be reproduced or copied without prior written consent

from VLK Investment Management (UK). This document is subject to revision at any time and VLK

Investment Management (UK) is not obliged to inform you of any changes made to this document.

VLK Imveﬁtment P macrememt (UH g st ed in EnU\and & \/\/?‘bi with r

02833

VLK Imvestmemt Man 'ement (UK) is autho sed amd reuu\ated by the Fmancm\ Conduct Authumt\/

(Firm Reference No. 166063).

VLK Investment Management (UK) does no t any responsibility or liability caused by any action

or omission taken in reliance upon information herein.

This document should not be considered as the giving of investment advice by of VLK Investn went

% t (UK) or any of i ember: Ele

this document does not constitute an offer, s orin g VAN LANSCH OT

with respect to the purch or sale of any security interest or ut any juris . S

document nor anything contained in this document shall form the basis of any contract or commitment KE M pE N
Ild not be relied on for accounting, legal

20 Gracechurch Street
London
EC3V 0GB

° vanlanschotkempen.com/
investment-management

The usefulness of the models in this ¢ sho S
of the limitations of any model, par / with re C ects including ot limited to: @ Follow us on LinkedIn
i) the amo weig ats be given to Nt leve f marl atility compared to long term
histi ould dete ets, through observation
ance should not be a guide, md iv) should the tation of default
ruments be based on past data.

Output from any model will vary based on the approach taken around these key <Sur:m)t‘iqns and PROFESSIONAL

others. Any modelli sumptions may prove to be incorrect and actual results will differ from the PENS'ONS
results of the model. The results between d\f‘erth models will aI o differ, potenhaHv substantially,

from that shown in our analysis. As such s and ad based on modelling UK PENSIONS

by their nature contain associated (model) risks. We do not make any claims to accuracy and we AWARDS 2024
acknowledge that there ar i of alternative underlying assumptions that may be just as valid -
as those we use. Any modelling a%umphnnb (and the resulting analyses and forecasts) may require WINNER
modification as ¢ onal information becomes available and conomic and market developments Fiduciary Manager of the Year
warrant. Nothing contained herein r be relied upon as a guarantee, promise, assurance or a ‘.ﬁ:.;;:ﬁf:ﬁ: Kempen Investment
representation as to the future.






