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Introduction

Purpose of the survey

e Provide insight into key pension risks
o Capture future plans

« Understand attitudes and concerns

e Monitor changes over time
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N Breakdown of responses

I 1apf

Overview

 Responses received for 53 schemes

e (Good variation by fund size and maturity

* 47% currently meet the Minimum Funding Standard
* Broad range of industry sectors
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Definitions

Variation by fund size

e Small €0mto €25 m

e Medium €25 mto€100 m
 Large €100 m to €500 m
e Viarge Over €500 m

Variation by maturity

* Young (<33% pensioners)
* Ageing (33% to 67% pensioners)
e Mature (> 67% pensioners)



miapf What did we find?
i

s LOW boNd yields

Market volatility
Sponsor_ covenant

Regulatlon

Rising costs

y
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Investment risk
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Impact of risk reserve

I 1apf

‘ Reviews of investment policy Actions taken

16
14
12 —
40% 10 —
8 I |
6 I |
35% 4 — —
2 I |
0 | |
Yes, review is completed m High level review of invest policy
Yes, review is underway m Detailed review of invest policy
m No, but under discussion Joint review of invest and funding
m No, not discussed Specific investment decisions
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ﬁiapf Proportion in return-seeking

Young mAgeing mMature

9 % return-seeking Average
gﬁ Young 50%
E/ ] Ageing 46%
£ 6
? 5 Mature 43%
5 4 I
ﬂa .
£, I I Observations
.4 .

(") J ° Young schemes taking
2RI D R R R more investment risk
cececeossoec * Matureschemes still look
XRIRIIRRRS mismatched vs liabilities
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mlap

¢ Proportion in return-seeking

€0m to €25m €25m to €100m

€100m to €500m m Over €500m % return-seeking Average
9 €0m to €100 m 48%
g > I £€100m to €500m 48%
£6 I I Over €500 m 43%
? 5
0 4
g 3 :
gz ] Observations
z; e Small schemes (< €25 m)
© 32 3@ 38 30 @ 3 30 8 2 taking the most risk
SRR IBBRIS 8 :
ceececeecsecer * Averagein growth for
SRR RLS small schemes was 58%
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¢ Make up of growth portfolio

I 1ap

‘ m % equities = % other growth Observations
100%
)  Average scheme holds

83% of growth portfolio in
60% | equity investments

Qo
o
P

e Average v large scheme
(> €500 m) holds 76%

e Average small scheme
(< €25 m) holds 92%

 Room for diversification in
growth portfolio without
harming expected returns

40%

20%

% growth assets in equities

o
=S

0% to 10%
10% to 20%
20% to 30%
30% to 40%
40% to 50%
50% to 60%
60% to 70%
70% to 80%
80% to 90%

90% to 100%



iapf Plans around bond holding

Plan to increase bond allocation Observations

 Bonds often considered
the best match for pension
40% scheme liabilities

o 37% of schemes planning
to increase bond allocation

e This figure rises for mature
schemes

37%

Yes, already implemented
Yes, planning to implement
m Under discussion
ENo



b apf Plans around bond holding

Ob serv ati ons Implemention approach

e Schemes taking different
approaches to increasing
bond allocations
 Dynamic de-risking
approaches becoming 46%
Increasingly popular

e This is the most popular
approach with medium m Gradually as scheme matures

and Iarge schemes (67%) lTargeteld hO!dlng by c;erlawT date
Dynamic switching using triggers

Other

12%




¢ Use of financial instruments

I 1ap

‘ Use of financial instruments Observations

o 44% of schemes are using
or have considered using

e Current use is mainly by
the large schemes

* For very large schemes:
- 18% plan to implement
- 45% under discussion

S e Instruments: interest rate
Yes, planning to implement : :
m Under discussion Swgps and options, equity
= No / Not discussed options, CDS, repos

Yes, already implemented



N Most important factors

I 1apf

Matching liabilities to reduce volatility
Current funding level of the scheme
Diversification across asset classes

Maturity of the liability profile
Regulatory pressure

Targeting a high level of return
Financial strength of the company

0 5 10 156 20 25 30 35 40
Number of schemes



Insurance
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X apf Current use of insurance

% pensioner liabilities Observations

 Few schemes making use
of Insurance solutions

e Only 5% of schemes had
Insured more than 25% of
the pensioner liabilities

25% to 50% ' Less than 25% mNone



Eiapf Plans to use insurance

Future plans to insure Observations

4% 40 _
%  Few schemes planning to
use insurance solutions

 Over 80% did not plan to
use or had not discussed

e Results similar for buy-in
and buy-out strategies

|  Barriers likely to be cost
Yes, already implemented and current annuity pricing
Yes, planning to implement

m Under discussion e Is growth In the Sovereign
= No / Not yet discussed Annuity market is slowing?




Controlling pension costs
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Meiapf

Controlling future costs

m Implemented Planned
Closure to new joiners |G
Closure to future accrual
Cap on salary increases
Change in accrual

Increase employee contributions

Increase in retirement age

0% 20% 40% 60% 80% 100%
% of schemes



e Managing past liabilities

I 1apf

m Implemented Planned

Section 50 to remove indexation

Other Section 50 application

Other scheme restructuring

Planned action

0% 5% 10% 15% 20% 25%
% of schemes



Governance
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Meiapf

Biggest governance risks

Volume of regulatory change
Lack of expertise

Lack of trustee time

Quality of advice received
Conflicts of interest

Lack of trustee training

0 5 10 15 20 25 30 35
Number of schemes



¢ Where schemes take advice

I 1ap

Investment and funding

100% Observations

e Scheme Actuary still key
source of advice on
funding and investment

e Increase in independent
company advice

o Particularly advice on
benefit design matters
Scheme Actuary

m Legal adviser  Few schemes take advice

m Other trustee adviser ONn sponsor covenant
Independent company adviser

80%

60%

40%

20%

0%

% taking advice from each source



¢ Making investment decisions

I 1ap

Where decisions are made Observations

e Most investment decisions
taken at the full board level

 Around 50% of large or
— very large schemes use a
sub-committee structure

e Sub-committees not used
At main trustee board level a_t the small and medium
sized scheme level
m Main trustee board act on sub-

committee recommendations e Even with sub-committees,
= Other need main board approval
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¢ Setting investment strategy

Risk / return budget
Return seeking / matching assets

Benchmark asset allocation

Tactical asset allocation

r

N e ent :Often most
Il bULRAASEI | time is here



Eiapf Traditional vs fiduciary model

‘ Traditional Fiduciary

Risk / return _
budget AdVISOFy

Return seeking /
matching assets

Benchmark asset

allocation

Advisory

Tactical asset
allocation

Delegated

Manager research
and selection

Implementation




b apf Use of fiduciary managers

FM intment '
appointments Observations

e Growth in the use of
22% fiduciary management

2% « Mostly used by medium
‘ i)
2% and some large schemes

e Graph includes schemes
using dynamic de-risking

73%

Yes, already appointed

Yes, planning to appoint
m Under discussion

No
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Levels of delegation

I 1apf

Delegated mPlan to delegate

- 3. Allocate growth / matching
. 2. Tactical asset allocations

5. Growth / matching split

n

I

4. Dynamic de-risking

N

—

1. Changing fund managers

Increasing levels of delegation
o

0% 20% 40% 60% 80% 100%
% of schemes



Final thoughts
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Thank you
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PANEL DISCUSSION
AUDIENCE Q&A

Wait for roving mic then state your name and company



THANK YOU

Rob Heaton, EY
Stephen Quinn, The Royal Bank of Scotland
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THANK YOU SPONSORS
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Survey Draw
Winner of IPAD:
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»Seminar- Element Six Judgement 20.2.14
> |APF Annual Dinner 27.2.14
> |APF Investment Conference 26.3.14

www.lapf.ie/events




