


Matrix of Pension Fund Risks

Defined benefit (DB’) pension schemes are exposed to a number of risks (as set out graphically above)
with the overall risk being that assets do not meet liabilities. A description of some of the main risks facing
schemes is set out below.

Overall Risk: Assets do not meet Liabilities
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Liability Risks Asset Risks

- Failure to meet
MFS

- Actuarial on-going
deficit.

- Volatility of Funding
Position

- Inflation = - Salary inflation

- Interest rate = - Promotional patterns
-Longevity e - Retirement trends

- State Pension - Pension Increases

- RequlatOFV W

Poor Governance Implementation

- Inappropriate target - Integrity and Ethical -Covenant e
return Values - Financial position

- Strategic Asset = - Competence - Communication
Allocation - Assignment

- Additional Asset Types of Authority/

- Benchmark Misfit Responsibility

- De-risking strategy - Contact among
various parties

/

Tactical Operational Inherent Risk

- PorthIiO dr|ft - |nvestment managers - Retur:r.]s - Capltal
- Poor tactical decisions  _ cystodian - Volatility - Credit

- Inappropriate managers _|nternal Processes - Correlation of assets - Inflation
- Manager performance - Interest Rate
- Liquidity
- Tax/Legal
- Country/ Sector
- Currency
- Reputational
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