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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the Department for Work and Pensions consultation “Security and Sustainability 
in Defined Benefit Pension Schemes” (condoc), published on 20 February 2017. 

 
1.2. AAT is submitting this response on behalf of our membership and for the wider public 

benefit of achieving sound and effective delivery of retirement provision. 
 

1.3. Much of the condoc relates to complex actuarial issues. AAT has focused its response on 
areas of broader concern to our members.   

 
1.4. Many of the small defined benefit (DB) schemes in the UK are sponsored by SMEs that 

employ AAT members or are represented by AAT’s 4,250 licensed accountants. These 
schemes must be run in a sustainable and cost-effective manner that balances the 
interests of both scheme members and sponsoring employers.  

 
 
2. Executive summary  

 
2.1. AAT supports the broad aims of the consultation. DB pension schemes are an 

essential part of the retirement security of millions of Britons. A secure and stable DB 
sector is not only important for scheme members, it is also crucial to public confidence in 
pensions generally. Negative public misconceptions around DB schemes negatively impact 
public attitudes towards saving for retirement across the board.  
 

2.2. AAT supports proposals that are designed to reduce the financial burden of DB 
schemes on employers, but is mindful that material reductions in member benefits 
should only be entertained where not making such reductions would genuinely 
result in potentially bigger reductions in the future. 
 

2.3. Consideration should be given to new ways of communicating the security of 
pension benefits to members. Members have the right to know whether their retirement 
benefits are threatened because their employer is distressed and their scheme is 
substantially underfunded. The Pension Protection Fund (PPF) guarantees a base level of 
benefits, but members whose schemes fall into the PPF will see their benefits reduced. 
Current communications to members are difficult to interpret and give an incomplete 
picture of the risk faced. In many situations the risk to benefits may in fact be lower than 
members’ perceive.  
 

2.4. AAT believes the Government should conduct further research as to whether 
current investment choices made by DB schemes are sub-optimal, and should 
clearly express what the optimal strategies for different scheme scenarios actually 
are. While not being investment experts, it is apparent to AAT that there is a widespread 
adoption of cautious asset allocation strategies. In light of the current low yields on gilts, 
criticisms that schemes’ relatively high exposure to them are sub-optimal appear well-
founded, given the long-term time horizon over which investments will be made. 
 

2.5. There is a reasonable case for further investigation of the pooling of assets of small 
and medium-sized DB schemes for the purposes of buying asset management asset 
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services, governance and consultancy. Full consolidation of smaller schemes should be 
explored further.  
 

2.6. Government should pursue measures that can reduce the financial burden of DB 
schemes on sponsoring employers, while protecting members’ interests. Allowing 
distressed schemes to suspend indexation should only be progressed if Government is 
confident that moral hazard issues, whereby sponsoring employers game the system to 
reduce their pension contributions, will not emerge.   

 
 

3. AAT response to the consultation paper  
 

3.1. The following paragraphs outline AAT’s response to the proposals contained in the 
consultation document and only lists those questions that have been commented on. 
 
Question 2. Do members need to understand the funding position of their scheme, 
and if so what information would be helpful? a) Should schemes do more to keep 
their members informed about the funding position of their schemes? 

  
3.2. Yes. Members need to know whether there is a likelihood that their scheme could end up 

falling into the Pension Protection Fund, where their initial payment would be reduced and 
inflation protection would be less generous. 
 

3.3. Members want to know how likely it is that they will get their pension in full, yet current 
information does not show this, not least because it does not incorporate information as to 
the strength of the employer’s covenant. Therefore a new metric that is designed to 
communicate this to lay people should be developed. Greater understanding of the funding 
position of schemes will help members make more informed decisions when considering 
cash transfers for their DB benefits, as the likelihood of ending up in the PPF is a material 
factor when deciding whether to transfer, particularly for those with pension benefits above 
the PPF protection threshold. Members should be armed with as many facts as possible in 
relation to the financial strength of their future benefits, however care will need to be taken 
to ensure that information about strength of covenant communicated by schemes does not 
fuel transfers where they may not be appropriate. 
 
Question 2. b) Do we need Government communications to provide information to 
the wider public and media about the degree of certainty and risk in the regime?  
 

3.4. The public perception of DB pension schemes is that they are, generally speaking, in 
crisis. While certain schemes are distressed and will eventually enter the PPF, the vast 
majority have strong sponsors and are on course to deliver payments in full. Part of this 
public misconception results from the way the media focuses on deficits calculated on a 
buyout basis. This misconception is fuelled by the fact that almost all of the large pension 
and actuarial consultancies regularly publish press releases and reports calculating the 
aggregate deficits of DB schemes. The media report deficits based on buyout figures 
because they show schemes in a worse light, making a more compelling story, even 
though the reality is most schemes are not distressed. This has the effect of creating a 
mood of negativity around DB schemes, increasing pressure on company boards to 
consider buying out the liabilities, even though this will in all likelihood cost more than 
managing the scheme through to payment. 
 

3.5. The First Actuarial best estimate approach by contrast (condoc para 158), shows an 
aggregate surplus across DB schemes. This highlights the disparate ways that the figures 
can be interpreted. The Government should launch a concerted media initiative to explain 
that deficits calculated on a buyout basis are of only minimal relevance to the wider public 
where there is a strong sponsor and the intention is to run the scheme through to payment. 

 
Question 3 Is there any evidence to support the view that current investment 
choices may be sub-optimal? If yes, what are the main drivers of these behaviours 
and how could they be changed?  

 
3.6. The liabilities of UK DB pension schemes stretch over many decades. The low level of 

exposure to riskier high growth assets, such as equities, appears to be sub-optimal. 
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Exposure to equities has halved from just over 60 per cent to 30 per cent over the decade 
to 20161, yet conventional investment wisdom suggests that equities tend to outperform 
gilts and bonds over the long term periods for which DB schemes are investing. 
 

3.7. The Barclays Equity/Gilt Study2, which tracks returns of different asset classes going back 
to 1899, shows the inflation-adjusted return from equities was 5.1 per cent, compared to 
1.2 per cent for gilts. While the condoc is right to point out (Table 4) that gilts and bonds 
have outperformed equities over the decade to 2016, the Barclays study shows there has 
never been a 23-year period over which gilts have outperformed equities. Given that many 
of the liabilities within DB schemes extend well beyond 23 years, it would appear there is a 
strong case for arguing investments designed to pay these parts of schemes’ liabilities 
should be made in equities rather than gilts. 

 
3.8. The trend towards more conservative, less risky investing by DB schemes is at odds with 

perceived wisdom in the world of defined contribution (DC) pensions, where income 
drawdown investors are encouraged to invest in equities on the basis that they are more 
likely, over the long term, to deliver higher returns than other asset classes. Where 
schemes have weak sponsor covenants, a cautious approach is understandable. But as 
the condoc shows, the great majority of schemes do not have weak sponsors. 

 
3.9. AAT cannot comment on the drivers of trustee behaviour, other than to point out that the 

language used in the investment community nudges trustees towards a cautious approach. 
At a primary level, ‘safe’ investments sound more appealing than ‘risky’ investments. The 
Pensions Regulator could do more to explain to trustees the concept of ‘reckless 
conservatism’, the notion that by being superficially ‘safe’ by opting for less risky assets, 
one is in fact being reckless with regard to the higher returns that are being foregone by 
avoiding high risk/high return asset classes. 

 
3.10. Obviously schemes need to exercise some caution when investing assets to pay crucial 

benefits to retired scheme members, but current low levels of equity investment suggests 
the wrong balance is being struck by some schemes with strong sponsor covenants.  
 
Question 3. a) Do trustees/funds have adequate and sufficient investment options 
on offer in the market? 
 

3.11. Trustees of large funds have adequate and sufficient investment options, but trustees of 
smaller funds do not. Only the very largest schemes in the UK have sufficient scale to 
access infrastructure in a meaningful way. Were the Government to pursue the idea of 
scheme consolidation, consolidated entities would have the scale to access infrastructure 
directly, provided they could access suitable investment projects that met their investment 
objectives and delivered sufficient returns. 
 
Question 3. b) Do members need to understand the investment decisions that are 
being made? 
  

3.12. The investment decisions being made by trustees of DB schemes are extremely complex 
and are usually made with the assistance of professional investment consultants. It is 
difficult enough for trustees to understand the reasoning behind investment decision-
making, so attempting to make members understand these decisions seems inappropriate. 
Even if they were able to understand the reasoning behind decisions, they could become 
unnecessarily alarmed as to the prospects of the fund in times of market volatility, creating 
an even greater communication challenge to the scheme. 
 
Question 3. c) Would it be appropriate for the Regulator to take a lead in influencing 
or determining an acceptable overall level of risk for a scheme in a more open and 
transparent way? 
  

3.13. Yes, the Regulator could publish best practice guidance as to what an ideal investment 
strategy would be for schemes with certain characteristics, or more general guidance as to 
the suitability of different asset classes for different periods of investment. This would make 

                                                      
1 Source: The Purple Book 2016, PPF 
2 https://uk.investing.com/analysis/barclays-equity-gilt-study-200121844  

https://uk.investing.com/analysis/barclays-equity-gilt-study-200121844
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it easier for trustees, particularly lay trustees, to challenge investment advisers when sub-
optimal asset allocations were being proposed. 
 
Question 3. d)  Would asset pooling or scheme consolidation help schemes to 
access better investment opportunities?  
 

3.14. Yes, both asset pooling, whereby schemes remain responsible for payment of benefits and 
investment strategy, and scheme consolidation, where schemes are actually brought 
together into larger entities, would give access to better investment opportunities. The 
most significant benefit would be access to lower investment charges, resulting from 
economies of scale and greater purchasing power, in the same way cost savings are 
expected to be derived from the pooling of the Local Government Pension Schemes 
(LGPS) in England and Wales. 
 

3.15. The Government’s May 2014 consultation on the LGPS, “Opportunities for collaboration, 
cost savings and efficiencies3” suggests savings of £660m a year could be made by 
pooling the buying power of the 89 individual local authority pension schemes into six 
larger pools. For the 4,619 schemes with less than 1,000 members, considerably smaller 
than any of the 89 LGPS schemes significant savings in asset management, asset 
services, governance and consultancy costs could be achieved by the Government 
encouraging the same sort of pooling that is currently being fostered within the LGPS. The 
DB Taskforce has calculated4 that £1bn a year could be saved in asset management, 
asset services, governance and consultancy costs by pooling purchasing power. 

 
3.16. While AAT does not think that the idea of scheme consolidation should be ruled out, it 

should be noted that pooling could be achieved without the more radical step of 
consolidation being taken. Pooling would also improve access to infrastructure 
investments. 

 
3.17. Scheme consolidation would also help schemes to access investment management 

services more cheaply because of the combined purchasing power of consolidated 
entities, although achieving consolidation is complex. 

 
3.18. There is a case for Government investigating further measures to promote consolidation of 

schemes, particularly of small schemes. However to achieve this end, schemes would 
need to be able to harmonise the many different forms of benefit within DB schemes into a 
simple benefit structure. This could only be achieved if it is done in a way that all members 
are at least as well off under the harmonised structure. Government should investigate 
further how much simplification of benefits structures would cost schemes, and how this 
cost compares to the cost savings that could be made through consolidation. If ongoing 
cost savings achieved through consolidation are predicted to outweigh the cost of paying 
some members more generous benefits then the Government should consider legislation 
that would create an environment that would facilitate the establishment of consolidating 
vehicles. 

 
3.19. The DB Taskforce has proposed the development of supertrusts to which employers could 

transfer liability for their schemes on the payment of a premium. While the proposal is 
worth further consideration, it is uncertain how such supertrusts would raise initial capital 
and which entity would ultimately guarantee them. 
  
Question 3. G) Are measures needed to improve trustee decision making: skills 
such as enhanced training, more Regulator guidance, or the professionalisation of 
trustees? 
 

3.20. The professionalisation of trustees should be given serious consideration. Although, this 
issue is likely to be largely addressed if a proactive scheme consolidation policy were to be 
pursued by both Government and the Regulator as smaller schemes, which have the 
lowest standards of trustee capability, would be amalgamated into larger more 
professionalised entities. 

                                                      
3 https://www.gov.uk/government/consultations/local-government-pension-scheme-opportunities-for-collaboration-cost-savings-
and-efficiencies  
4 http://www.plsa.co.uk/PolicyandResearch/DocumentLibrary/~/media/Policy/Documents/0622-The-Case-for-Consolidation.pdf  

https://www.gov.uk/government/consultations/local-government-pension-scheme-opportunities-for-collaboration-cost-savings-and-efficiencies
https://www.gov.uk/government/consultations/local-government-pension-scheme-opportunities-for-collaboration-cost-savings-and-efficiencies
http://www.plsa.co.uk/PolicyandResearch/DocumentLibrary/~/media/Policy/Documents/0622-The-Case-for-Consolidation.pdf
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3.21. The Regulator has identified that schemes run by professional trustees are more likely to 

be well run, and more capable of questioning the value for money of their investment 
advisers5. If the Government is not to pursue pooling of asset management, asset 
services, governance and consultancy costs then it should investigate whether the cost 
savings and efficiencies likely to be achieved by the professionalisation of trustees would 
exceed the increased cost for schemes that this would entail. 
 
Question 4. d) Are there any circumstances where stressed employers should be 
able to separate from their schemes without having to demonstrate that they are 
likely to become insolvent in the near future? 
 

3.22. It would be difficult for such a scenario to be achieved without introducing significant moral 
hazard of employers manipulating the system in order to offload their DB liabilities. 
  
Question 4. i) Should the Government consider allowing schemes to suspend 
indexation in some circumstances? 
 

3.23. AAT is mindful of the possibility that certain business that could have survived without their 
pension fund obligations will be made insolvent as a result of them. However AAT does not 
generally support the reduction of benefits as this will undermine public confidence in 
pensions. However, where employers are in a state of extreme distress trustees should be 
given the power to change scheme rules to allow temporary suspensions of indexation. 
 
Question 6. Should Government act to encourage, incentivise, or in some 
circumstances mandate the consolidation of smaller schemes into vehicles with 
greater scale and better governance in order to reduce the risk to members in future 
from the running down of closed, especially smaller, DB schemes? 
  

3.24. AAT supports the broad aim of encouraging the consolidation of smaller schemes into 
vehicles with greater scale. Significant cost savings in asset management, asset services, 
governance and consultancy could be achieved through greater scale. As already detailed, 
mechanisms for full consolidation of smaller schemes should be investigated further by 
Government. And at a minimum, Government should encourage the pooling of purchasing 
power of smaller schemes, as it has with the LGPS.  

 
 
4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow 
members and over 90,000 student and affiliate members worldwide. Of the full and fellow 
members, there are over 4,250 licensed accountants who provide accountancy and 
taxation services to individuals, not-for-profit organisations and the full range of business 
types. 
 

4.2. AAT is a registered charity whose objectives are to advance public education and promote 
the study of the practice, theory and techniques of accountancy and the prevention of 
crime and promotion of the sound administration of the law. 

 
 

5. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact Aleem Islan, AAT Technical Consultation Manager, at: 

 
E-mail: consultation@aat.org.uk   Telephone: 020 7397 3088  

 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  

                                                      
5 http://www.theactuary.com/news/2015/10/concerning-gaps-in-pension-trustees-knowledge-says-regulator/  

mailto:consultation@aat.org.uk
http://www.theactuary.com/news/2015/10/concerning-gaps-in-pension-trustees-knowledge-says-regulator/

