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The 15 year spot UK gilt yield at the end of August 2016 was 
barely above 1%, with the corresponding real yield (adjusted for 
inflation) at a new low of -1.95%. 

Much industry attention is already focused on the severe implications 
for upcoming actuarial valuations, but these movements also raise 
important investment allocation issues for trustees - should gilt 
holdings now be reviewed and moved into other types of bonds? 

To answer this it is helpful to consider the factors that are driving 
prices up and yields down, the financial outlook and the alternative 
investment opportunities.

Key pricing factors 
Lack of supply of gilts combined with investor demand is driving 
down yields. Market liquidity was strained in August as the Bank 
attempted to repurchase gilts from investors who need to hold 
gilts to match inflation-linked liabilities. International factors such 
as ECB asset purchases also had a downward impact on yields. 

The Debt Management Office (“DMO”) has announced it will issue 
more index-linked bonds in the next two months to help meet the 
demand. However, this will be a very limited supply, issued  at a 
very low expected cost of borrowing for the UK Government. 

Outlook for interest rates
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The Bank’s forward yield curve gives an insight into the outlook 
for yields. The graph above compares the 1 year forward rate 

at the end of August 2016 compared with three years ago. This 
indicates investors now expect a slower and more limited return 
to higher interest rates. 

The forward curve only shows market expectations and these 
may of course prove to be wrong. The graph below compares 
the current curve with the notional curve that would have applied 
today, had market expectations three years ago turned out to be 
correct, adjusting for new durations. 
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This shows that interest rates have not in fact increased to the 
levels predicted, and that the previous assumed norm of long-
term interest rates around 4% has been discarded. 

Alternative investment opportunities 
Investors can always look to the corporate bond market for 
higher yield in return for credit risk. Credit spreads have however 
reduced since the start of the year, as well as following gilt yields 
down. A typical triple-A rated bond may currently give less than 
0.5% extra yield, increasing to around 2% for triple-B, the lowest 
rated investment grade bond. 

Pension scheme trustees have typically only had small holdings 
in overseas bonds but the extra yield from emerging market debt 
(“EMD”) has stimulated demand this year. A typical EMD triple-B 
rated bond may currently give an extra 1% yield compared with 
the UK. Trustees will however need to carefully assess and 
manage the additional risks and volatility that EMD will also bring.

Investment insight

Yields on UK Government gilts 
The fall in gilt yields in recent weeks has been remarkable even in these days of low 
interest rates, triggered by the Bank of England’s cut in base rate to 0.25% on 4 August 
and the announcement of a further £70 billion tranche of quantitative easing (“QE”). 
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New Code of Practice for defined 
contribution schemes 
Following industry consultations, in July the Pensions Regulator 
issued an updated Code of Practice for occupational trust-based 
defined contribution pension schemes. The Code also applies to 
defined contribution benefits within hybrid schemes but does not 
apply to contract-based schemes such as personal pensions. 

The Code guides trustees on several aspects of scheme 
governance, such as administration, investment, and trustee 
selection and training. Trustees will also need to carefully consider 
the beefed-up section on “Value for members” with an active 
approach needed to ensure the member costs and charges can 
be identified, managed and disclosed. 

Pensions Dashboard 
A Pensions Dashboard will enable individuals to aggregate 
information about private, occupational, and state pension 
entitlements. This facility should in theory increase individuals’ 
financial knowledge and enable them to make better decisions 
about saving for retirement. The concept is already up and 
running in some overseas countries such as Australia. Various 
pension providers in the UK have been collaborating on 
development of a UK model. 

The Government has announced that a first version should be 
available in March 2017, with a target for the final online tool to be 
available by 2019. Importing benefit information held in different 
forms from many defined benefit pension schemes will be a 
challenge that could take considerably longer.

Changes at the DWP 
Theresa May has appointed Damian Green as the new Secretary 
of State for Work and Pensions. Richard Harrington has been 
appointed as Parliamentary Under Secretary of State for Pensions, 
to replace the Pensions Minister role vacated by Baroness Altmann. 

It is not clear whether consideration of future pensions policy 
might be downgraded as a result, but the DWP is actively 
considering pension issues following the unfolding of the BHS 
transaction. The Government’s Autumn Statement on 23 
November may give some pointers. 

VAT deadline extended
Following an ECJ ruling, trustees of defined benefit pension 
schemes had been facing a deadline of 1 January 2017 to adapt 
their services agreements or VAT registrations or face losing 
the opportunity to reclaim VAT on pension fund costs. Various 
solutions have been proposed to mitigate the loss but difficulties 
remain for schemes considering these solutions. 

HMRC have outlined a further extension of the deadline to 31 
December 2017, with additional guidance to be issued on how 
new arrangements could be structured. 

Support for Trustees 
The Pensions Regulator intends to issue new streamlined guidance 
to help trustees improve scheme governance. The Regulator’s 
own research identified a need for extra support particularly for 
small and medium sized schemes, and particularly for defined 
contribution-only schemes, partly driven by the increased amount 
of pensions legislation in recent years. 

The Regulator is seeking input on a number of issues including 
whether minimum formal standards or qualifications should be 
required for trustee chairs and professional trustees.

What’s new about uncertainty?
by David Price

Following the EU referendum, few 
in the financial world can have 
escaped the recent warnings about 
uncertainty ahead. The Government 
has warned of a possible recession. 
The IMF has stated the uncertainty 
makes macroeconomic forecasting 
difficult. The EU wants exit talks as 

soon as possible to end uncertainty for the bloc. The US 
election in November will add to the uncertainty. 

The Pensions Regulator has also voiced concerns. Its post-
referendum statement advises trustees to “remain vigilant and 
review their circumstances”. More specific actions are suggested 
for trustees about to undertake an actuarial valuation. This is 
sound advice from the Regulator, although it could go even 

further. The alert is a useful focus for attention, even though we 
all aim to be eternally vigilant.

The pensions industry has been dealing with a good deal of 
uncertainty for many years, whether it is changes in legislation, 
financial markets, demographics or any other factors which 
affect the funding of pension schemes. Many other types of 
business may feel the same. 

Actuaries through professional training are well-suited to providing 
advice to deal with these factors and the Institute’s motto 
“Certum ex Incertis” aptly reflects this. We set out to provide 
useful knowledge to trustees and other clients in all manner of 
circumstances, whether it is an environment of unusually low 
interest rates or unusually old pension scheme members. 

Our second edition of Pensions Round-Up comments on both 
these areas, and brings together input from across the firm 
prepared by our administration, investment, and consultancy 
teams. I hope you enjoy reading Pensions Round-Up, and as 
always if you have any comments or suggestions on content 
we will be very pleased to hear from you.



GMP reconciliation and rectification – a synopsis 
What is it? 
GMP reconciliation is an exercise to make two sets of membership 
records consistent, in respect of contracted-out employment. 
Both the pension scheme administrator and HMRC hold records 
for members’ contracted-out contributions/earnings dating in 
some cases from April 1978 up to April 2016. Discrepancies 
between these two sets of records are extremely common. 

Discrepancies often occurred historically due to adjustments to 
a member’s gross earnings in a pay period. Late notifications 
for a member joining or leaving the pension scheme, and the 
failure to notify the transfer of benefits between schemes, or the 
incorrect scheme reference numbers being provided were also 
common reasons. 

Why is reconciliation needed? 
Trustees should hold complete and accurate records as a basic 
principle, so prima facie evidence of inconsistencies should 
normally be investigated. 

Detailed investigations may reveal that the pension scheme 
has underpaid or overpaid members who have already 
drawn benefits, due to the interaction of the calculation of the 
guaranteed minimum pension (“GMP”) and the residual part of 
scheme benefits. For members who have not yet drawn benefits, 
these errors will be perpetuated unless records are corrected. 

There is also an impact on the calculation of state pension 
entitlements. Incorrect records will result in members receiving 
incorrect amounts of state pension. 

In all these cases, trustees may face claims from members for 
the loss of scheme and/or state benefits, even if benefits have 
subsequently been bought-out with an insurance company. 
Trustees may also find they are liable to tax for unauthorised 
payments where too much benefit has been paid. Clearly 
trustees would wish to avoid these situations if possible. 

As HMRC intends to contact all members in December 2018, 
trustees who have not carried out reconciliation can expect to 
receive member queries. 

How is reconciliation done?
Schemes needed to register with HMRC by 5 April 2016 to use its 
reconciliation service. This provides a secure online workspace 
for accessing data and lodging queries in respect of non-active 
members (further information in respect of active members will 
start to be provided by the end of this year).

HMRC will schedule slots to respond to trustees on their queries. 
The trustees and their advisers will need to have considered how to 
deal with various types of query. For example some discrepancies 
may be so minor that the trustees decide to accept all HMRC 
records within a given tolerance. In some cases however it may 
not be possible or feasible to resolve a query, for example where 
HMRC hold a record for an individual who cannot be traced. 

How is benefit rectification done? 
The trustees will also need to decide carefully how to amend 
incorrect benefits, as this will involve potentially difficult financial 
and communication issues with scheme members. The provisions 
of the specific scheme rules and statutory regulations will be 
important in agreeing treatment, and a range of approaches may 
be used for different types of cases. 

For early leaver refund cases a relatively straightforward solution 
could be to pay a small premium to HMRC to extinguish GMP rights. 

Where benefits have been underpaid such as the amount of 
pension in payment, the trustees can make a cash payment to 
restore the underpayment. In some cases however the pensioner 
may prefer instalments to avoid additional tax charges. 

Where benefits have been overpaid it may not be feasible to 
reclaim excess amounts. In such cases trustees may decide 
to augment benefits, to put the member’s pension on a proper 
footing. In other cases, trustees may reduce the pension in 
payment for the future from a given date to the correct amount, 
following prior communications with the member. 

Rectification may include some very tricky cases for example 
where benefits have already been transferred. The trustees will 
need to consider taking legal advice to resolve certain issues 
that are not straightforward. 



Recent improvements in life expectancy have been well 
publicised. Pension schemes have generally adjusted 
funding targets to be able to pay pensions for typically 25 
years following retirement at age 65. 

This 25 year assumption is based on mortality tables that are 
prepared by analysing death rates at advanced ages. The number 
of such people at very old ages (such as over 100 years old)

has by definition been relatively few. As more pension scheme 
members survive to older ages, will we see new trends and the 
possibility of schemes having to pay pensions to the growing 
band of centenarians for several years longer?

As recently as 2011 the number of centenarians was under 
10,000, but this is forecast to increase to over 24,000 in 5 years’ 
time and over 50,000 in 15 years. This is a sobering statistic for 
those running pension schemes, given that the typical allowance 
made for paying a pension to a centenarian will be fairly close to 
2 years according to most commonly used mortality tables.

Researchers have drawn on international data to increase 
the study size, which has revealed an interesting general 
characteristic. While a greater proportion of individuals are 
surviving to age 90, and then to age 100, the average life 
expectancy having reached this milestone has not appeared 
to move significantly over a very long period of time, staying 
within a 1 year to 2 year age band, with female life expectancy 
always marginally higher than male life expectancy.

This implies no radical change is yet needed on this count 
for scheme funding. It is conceivable however that one day, 
research could unlock ageing factors resulting in longer 
lifespans, and longer payment of pensions.
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In the community – HPW rocks 
for Bristol Children’s Hospital 
In July, Helen Chivers and Felicity Penney of HPW sang in “The 
Choir That Rocks Live” at the Colston Hall. The packed audience 
heard contemporary songs made famous by the likes of Aretha 
Franklin, Queen, and Bon Jovi from over 900 members of Rock 
Choir in local regions. 

Rock Choir was founded over 10 years ago and has around 
24,000 members nationally. It gives concerts around the country, 
and has performed in Wembley, NEC, and the O2 arena. 

The concert raised over £1,500 in aid of the Grand Appeal, the 
Bristol Children’s Hospital charity.

Business update 
HPW is emulating Sergio Aguero of Manchester City FC with a 
hat-trick of new actuarial appointments over the summer, coupled 
with new administration services and investment consultancy 
wins. Hannah Magrill has joined the HPW actuarial team as a 
qualified actuary to strengthen our service delivery.

Living to a ripe old age 

Inside hpw 

In the community – HPW 
supports St Peter’s Hospice 
HPW is one of the selected organisations running an accumulator 
challenge for St Peter’s Hospice in Brentry. Over the next two 
months, HPW staff will aim to multiply a £50 initial fund several 
times by running various fund-raising activities in which our staff 
and contacts can voluntarily participate. All funds raised will 
be donated to St Peter’s Hospice which relies on donations to 
provide free care for its patients.


