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Since early 2018, defined benefit (DB) pension plan 
consolidation has remained a very hot topic in the industry. 
We’ve also seen a government consultation and guidance 
from the Pensions Regulator.

In addition, the consideration of superfunds could be 
increasingly relevant as the Regulator's new funding code 
comes into effect which will require all UK schemes to form 
appropriate plans for achieving low dependency on the 
employer covenant.

As a reminder, the superfunds involve a third party providing 
additional risk capital to replace the employer covenant 
of the sponsor. In principle this parallels a conventional 
insurance buy-out, but with greater risk, less regulation 
and at a price that’s more accessible for pension plans and 
sponsors. For a pension plan where buy-out is out of reach, a 
superfund could be the next best thing.

The superfund market is still nascent with two providers 
actively in the market and other products in development. 
The current providers, The Pension SuperFund and Clara-
Pensions both operate in the existing legal framework for 
pension plans and aim to undercut insurance pricing by up to 
10-15%, depending on the profile of the pension plan. For the 
average pension plan, which is 70% funded against buy-out, 
that means the additional premium to move to a superfund 
could be half the cost of an insurance buy-out.

The challenges for superfunds remain, particularly the 
uncertainty over the financial adequacy requirements and 
whether that will impact business models and pricing. They 
are currently undergoing testing and authorisation with the 
Pensions Regulator, whilst the regulatory environment is still 
being formalised by government. It is an area that is likely to 
evolve further as the first superfund transactions happen. 
The superfunds themselves appear undaunted by this and 
have already began submitting clearance applications to the 
Pensions Regulator on their first transactions.
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We do need to take the superfunds seriously. They fill a 
significant gap in the market and will appeal to trustees 
and sponsors who see the benefit of securing/settling their 
pension obligations but find that insurance buy-out is out 
of reach.

In the right circumstances superfunds could provide better 
security at a lower cost than the alternatives, i.e. a win-win for 
all stakeholders.

They will only be appropriate for a minority of pension plans 
initially. But any trustee or sponsor looking at long-term 
strategy should include superfunds in their assessment. Even 
if a superfund isn’t appropriate in the short-term, they might 
open up a different journey plan destination for pension plans 
that otherwise need to take significant risks.

It is clear to us that the superfunds are ready to go and, 
we expect, here to stay. Our specialist superfunds team 
is already working hard to deliver the advice trustees and 
sponsors need in order to assess the superfund option 
against the range of alternatives and provide more secure 
futures for their members.
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DB 
consolidation

Consolidation remains a 
hot topic in the pensions 
industry. Regulators 
and politicians believe 
that there are too many 
inefficient defined benefit 
(DB) pension plans and 
are actively encouraging 
consolidation.

Government believes that the pensions industry 
– particularly for smaller pension plans – is 
inefficient, and that consolidation can be used to 
reduce costs per member, enable more effective 
investment strategies and improve governance. 
The March 2018 White Paper set out a range of 
proposed measures to support and encourage 
greater consolidation and the December 2018 
consultation focused mainly on consolidation 
via superfunds.

A number of consolidation options have been 
available for many years, ranging from Fiduciary 
Management through to Master Trusts and 
ultimately insurance buy-out or the Pension 
Protection Fund (“PPF”). We expect all of these 
to continue growing as the number of standalone 
DB pension plans shrinks and regulatory 
pressure increases.

But government and the market is keen to go 
further – permitting new forms of financial 
consolidators, where a pool of capital replaces 
the traditional sponsor support standing behind a 
pension plan.

This is seen as an alternative route for sponsors to 
settle their pension obligations when insurance 
buy-out is not a realistic target and to provide 
greater security for members. Christened 
‘superfunds’ by the Pensions and Lifetime Savings 
Association, the name has stuck.

These superfunds are new and untested, and 
government and the Pensions Regulator have 
committed to consider what specific requirements 
should apply to them. Meanwhile two providers 
have already launched products – The Pension 
SuperFund and Clara-Pensions – and others, such 
as the CRC Superfund, are in the pipeline.

It is easy to see the potential appeal for sponsors, 
an opportunity to be free of the constraints of a 
DB pension plan, but at a more affordable cost 
than buyout. Trustees and members will rightly be 
much more circumspect, but for some pension 
plans a superfund could provide a win-win for 
all stakeholders.

I and the government are in favour 
of consolidation and superfunds. 
We genuinely believe that big 
is better and we believe that 
consolidation within superfunds 
offers an alternative option for 
schemes and sponsors that have no 
realistic option of being able to fund 
an insurance buyout now or in the 
foreseeable future.

Guy Opperman MP 
Minister for Pensions and Financial Inclusion
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Operational consolidation

Financial consolidation

Cost certainty 

Financial consolidation offers 
cost certainty to sponsors, 
settling liabilities at a lower 
cost than buy-out, and 
freeing the business from 
the constraints of a DB 
pension plan.

Investment
Larger asset base can 
accommodate more 
sophisticated investments, 
providing more efficient risk 
management and targeting 
better returns relative to the 
risks taken.

Security 

Pension plans and members 
will see an immediate 
improvement in security due 
to the employer “premium” 
and third party capital, 
and probably a lower risk 
investment strategy.

Operations 
Moving to a single platform, 
along with technological 
advances, can reduce 
running costs alongside 
better services for members.

Governance 
High standards of 
governance through use of 
experienced professionals 
with dedicated in-
house resources.

Superfunds can provide financial 
benefits on top of the efficiencies 
that operational consolidators 
like Master Trusts do.
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How do  
superfunds  
work?

Superfunds involve removing the 
employer covenant and replacing 
it with the security of third party 
capital. In most cases this will be 
alongside a material improvement in 
funding provided by the departing 
pension plan sponsor as a lump 
sum contribution.

The current superfunds work like any other DB 
pension plan, albeit they will be subject to greater 
scrutiny from the Pensions Regulator. The key 
difference is that there is no ongoing sponsor to 
speak of, simply a non-trading holding company. 
But the superfund’s pension plan will be fully 
funded on a prudent basis, with an additional 
pool of capital outside of the pension plan trust – 
typically in some form of contingent asset vehicle.

The legal process for entering a superfund 
is straightforward. The existing pension plan 
trustees simply execute a bulk transfer of all 
members, liabilities and assets into the pension 
plan of the superfund, plus any lump sum top-
up. But that’s a difficult decision for the trustees 
to weigh up – is it better to have a significant 
contribution and additional capital today in 
return for giving up all future access to the 
original sponsor?

To add to the complexity, there is no such thing 
as a “standard” superfund. It is not like buying 
an annuity where the insurers are all offering the 
same product.

The first two superfunds are markedly different in 
their approach and we expect even more diversity 
as more providers come to market.

There are some key questions that trustees 
and sponsors will need to ask about each 
superfund, including:

 • How much third party capital is provided?

 • What is the superfund’s investment strategy 
and risk profile?

 • Are individual pension plans pooled together or 
segregated?

 • What is the long-term target for the superfund, 
e.g. run-off or buy-out?

 • Will member benefits be altered in any way?

 • What is the model for return of capital and 
profits to shareholders?
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Finances of a superfund

The expectation is that superfunds will run low 
risk investment strategies – somewhere between 
a typical pension plan and an insurance company 
– and would hedge unrewarded risks like interest 
rate and inflation risks (and possibly longevity too).

Commercially, the superfunds need to be able to 
demonstrate a high likelihood of paying member 
benefits in full. But in order to make their pricing 
attractive, superfunds will need to take more risk 
than the buy-out insurers, through a combination 
of higher target investment returns and/or holding 
less risk capital.

Superfunds also need to deal with the fact that 
they don’t directly control the assets – like other 
pension plans they have an independent trustee 
board. This drives superfunds to keep capital 
in their sponsor or contingent asset vehicles 
so that their trustees have security but the 
superfund can retain influence over funding and 
investment strategy.

How much does it cost?

The initial entrants have talked about pricing at 
below insurance buy-out premiums, perhaps 
lower by 10- 15% of liabilities depending on the 
pension plan. This seems plausible for a relatively 
low risk superfund solution which involves slightly 
more risk and less capital than an insurer. Of 
course a 15% reduction in liabilities could translate 
into a significantly lower transaction price 
depending on the pension plan’s funding position. 
It also appears that the superfund pricing will 
be more attractive to less mature pension plans 
rather than those with significant pensioner 
liabilities, when compared to buy-out.

But with no deals having taken place yet, there 
is no hard experience on pricing, and regulatory 
requirements could yet put upwards pressure on 
prices. On the other hand we may see different 
models emerge which are targeted at pension 
plans in a weaker financial position where the 
superfund premium could be much lower – albeit 
at higher levels of risk to members.

Regulation

The initial superfunds will sit in the same 
regulatory framework as any other DB pension 
plan – with the Pensions Regulator as the 
primary regulator.

Government has consulted with the industry on 
what special rules should apply to superfunds and 
the Pensions Regulator has issued guidance for 
parties considering a transaction.

In theory superfund transactions could be 
implemented today without any regulatory 
approval. However, we understand that it is 
unlikely that the Pensions Regulator will grant 
clearance until the Government has confirmed its 
policy intention around the financial and capital 
adequacy regime.

As the regulatory regime evolves we may see 
opportunities for providers to enter the market 
with alternative structures.

Why is it cheaper 
than insurance?

A superfund has to strike a delicate balance 
between the price of entry, the level of investment 
risk it takes, and the ultimate returns to investors. 
In principle this is no different to an insurance 
company selling annuity policies – insurers also 
invest in a way to generate meaningful returns and 
target good returns on capital for shareholders.

The fundamental difference is that insurers 
charge a high price for a very high level of security 
(and associated insurance regulation), whereas 
superfunds aim to charge a lower price for a lower 
level of security. If superfunds had to behave like 
regulated insurers then there would be no role for 
superfunds in the first place.



Evolving 
regulation

December 2018’s consultation on DB 
consolidation gave an indication as to 
how regulation will evolve. Guidance 
from the Pensions Regulator has 
also been published setting out 
its expectations.

In December 2018 the Department for Work and 
Pensions (DWP) released its consultation on the 
consolidation of DB pension plans, specifically 
focusing on superfunds. Many responses to 
the consultation were received from across the 
industry, and we are awaiting DWP’s response.

The consultation effectively gave the green light 
to superfunds but recognised that, for them to 
be taken seriously, a clear regulatory framework 
is critical.

Trustees, sponsors and most of all members 
need to have confidence in the system and to 
understand the potential benefits and risks. We 
discuss the main areas of the consultation below 
and note that the DWP have been understandably 
cautious, suggesting very high standards of 
funding for superfunds.

The Pensions Regulator has issued guidance for 
superfunds, trustees and sponsors looking at a 
potential superfund transaction ahead of new 
regulations coming into force. They expect all 
initial transactions to go through their clearance 
process. The Pensions Regulator is also expecting 
any applications to meet the proposals in the 
government’s consultation document.

The Pensions Regulator has 
indicated its intention to 
introduce an interim regime 
to regulate superfunds and 
clear acceptable transactions 
in advance of formal 
legislation for a superfund 
authorisation regime.
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The main proposals 
in the consultation can 
be summarised into the 
following areas:

Authorisation

New superfunds will need to undergo 
an authorisation process with the 
Pensions Regulator to ensure that 
the superfund:

 • can be effectively supervised;

 • is run by fit and proper persons;

 • has effective administration, 
governance and investment 
arrangements;

 • is financially sustainable; and

 • has funding triggers and 
contingency

 • plans in place to protect members.

Financial adequacy

Four levels of (increasing) assurance 
have been included requiring 
superfunds to demonstrate a high 
likelihood of paying member benefits 
in full:

1. Show a 99% probability of paying 
member benefits in full over the 
superfund lifetime

2. Show a 97.5% probability of 
remaining fully funded on a very low-
risk basis over the long-term.

3. As 2, but inclusive of specific 
minimum standards.

4. A Solvency II approach requiring 
sufficient capital to be held to meet a 
97.5% probability of being fully buy-
out funded over one year.

‘Gateway’ tests

A principles based 'Gateway' to exclude 
pension plans that have a realistic 
prospect of buy-out either now or in the 
foreseeable future. This is based on the 
following three principles:

1. Excluding plans that have the ability 
to buyout at the point of transfer.

2. Excluding plans that are able to 
afford buyout in the foreseeable 
future (period up to five years).

3. For any other plan looking to transfer, 
a move to a superfund would need 
to be based on evidence it enhances 
the likelihood of members receiving 
full benefits.



Evolving regulation

There is more to the 
‘Gateway’ than first 
appears

In principle the ‘Gateway’ tests do nothing more 
than you would expect of a sensible trustee board 
– recognising that insurance buy-out is preferable 
to a superfund if the plan can achieve it quickly. 

The ‘Gateway’ is designed to prevent DB pension 
plans who could afford full buy-out from looking for 
a cheaper way out. It appears simple at first:

1. Are you fully buy-out funded today?

2. Will you be in 5 years?

3. Can you evidence that a superfund 
transaction will increase the chance of 
members receiving full benefits?

However, the first two of questions are open to 
interpretation, e.g. to what extent should covenant 
be taken into account for example? And the 
second and third questions may be too simplistic, 
e.g. how much certainty is there over the buy-out 
position? What if member outcomes are enhanced 
without increasing the likelihood of members 
receiving full benefits?

The eventual form the ‘Gateway’ takes will clearly 
influence the size of the market for superfunds. 
Our analysis, using information from the Pensions 
Regulator, suggests that only 10-15% of pension 
plans could both afford superfund entry and pass 
the first two parts of the ‘Gateway’. The potential 
market may widen with those where significant 
external capital is available (e.g. from an overseas 
parent or M&A deal proceeds). Any transaction 
would of course still need to demonstrate an 
enhancement in member security.
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PPF protection 
The consultation indicates 
that superfunds would be 
classified as occupational 
pension plans and as such 
PPF protection remains 
in place as a backstop 
for members.

Plans able to buy-out now would 
be excluded.

Plans able to buy-out within the next 
five years would be excluded.

Potential initial market for superfunds 
subject to demonstration that any 
transaction would enhance member 
benefit security.

Minimum level of funding required to 
enter a superfund potentially set at 80% 
of buy-out. Significant additional capital 
injection required to increase funding 
to the level required to meet superfund 
entry price.
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The current 
superfunds
There are already two superfunds actively 
in the market: The Pension SuperFund and 
Clara-Pensions. More are in development 
and we expect the market to grow.

The Pension SuperFund (PSF)

Structure: Bulk transfers (without member 
consent) of DB pension plans into a non-
sectionalised PSF pension plan.

Member benefits: Mirror existing benefits for 
transferred members. Potential to share in surplus 
capital release and investment returns.

Long-term aims: Run-off of transferred pension 
plans. Target to reach £20bn in assets under 
management in 3-5 years.

Expected target market: Pension plans with 
greater than £50m in liabilities and all but the 
weakest covenants.

Cost: Transferring pension plans and their 
sponsors will be required to fund assets equal to 
105% of PSF ‘selfsufficient’ liabilities.

Initial capital: External investors will 
provide capital equal to 10% of PSF ‘self-
sufficient’ liabilities.

Ongoing capital and funding: The sponsor’s 
covenant of transferred pension plans is replaced 
by financial security, equal to 115% of PSF ‘self-
sufficient’ liabilities on day one. There is no 
requirement for additional injections of capital by 
the PSF investors following the initial injection for 
a given pension plan.

Investor returns: A funding test is carried out 
annually to test whether the PSF pension plan 
funding level exceeds 115% of PSF ‘self-sufficient’ 
liabilities. Excess assets over 115% are distributed 
with one-third of each distribution paid to a 
separate member trust and twothirds to PSF 
investors. The member trust funds can be held as 
future member security or distributed as a bonus 

PSF management company

PSF pension plan

Capital  
providers

Contingent capital 15%

Total day one security: 
115% of PSF 'self-sufficient' liabilities

100%

105%

XYZ  
pension plan

XYZ sponsor

MembersTrustees

10%

The Pension SuperFund  
(PSF)
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Clara management company

Clara pension plan

Clara-Pensions (Clara) 

Structure: Bulk transfers (without member 
consent) of DB pension plans into a sectionalised 
Clara pension plan.

Member benefits: Mirror existing benefits for 
transferred members. Any investment upside 
allows members to get to buy-out more quickly.

Long-term aims: Aiming to buy-out each 
transferred pension plan over the medium-term 
(5-10 years). Target to reach £5bn in assets under 
management over 5 years.

Expected target market: Aiming for a whole 
of market solution where costs are affordable 
for sponsors.

Cost: Transferring pension plans and their 
sponsors will be required to fund assets of around 
90% of buy-out liabilities depending on the 
pension plan’s profile.

Initial capital: External investors will provide 
capital equal to c.10% of buy-out liabilities.

Ongoing capital and funding: The sponsor’s 
covenant of transferred pension plans is replaced 
by financial security, with initial capital supporting 
each section of the Clara pension plan equal 
to 100% of buy-out cost on day one. There is no 
requirement for additional injections of capital by 
the Clara investors following the initial injection for 
a given pension plan.

Investor returns: Investors in Clara would only 
get any return on capital invested once each 
transferred pension plan is fully bought out with 
an insurer. The returns for investors are therefore 
any profit generated against the buy-out cost.

Total day one security: 100% of buy out liabilities

Trustees Members

Capital  
providers

c. 90%

ABC  
pension plan

ABC sponsor

c. 10%

Clara-Pensions (Clara) 

DEF 
capital 
c.80%

GHI 
capital 
c.80%

JKL 
capital 
c.80%

MNO 
capital 
c.80%

PQR 
capital 
c.80%

DEF 
capital 
c.20%

GHI 
capital 
c.20%

JKL 
capital 
c.20%

MNO 
capital 
c.20%

PQR 
capital 
c.20%

Market developments

We expect more providers will come to market as 
the regulatory regime becomes clearer, perhaps 
focusing on different segments of the market, e.g. 
distressed or poorly funded pension plans where 
the aim might be to secure benefits in excess of 
the PPF.

One potential new entrant is the CRC Superfund, 
backed by New York private debt fund investor 
Christofferson Robb and Company, who are still 
in the process of formulating their strategy and 
consolidation model.

Insurance companies are also taking a keen 
interest, as superfunds may compete with or be 
complementary to their own buy-in and buy-out 
products. If a clear regulatory framework emerges 
then insurers might consider launching their own 
superfund propositions.



Should I look 
at superfunds?

In some circumstances superfunds 
could be a very attractive solution. 
Whilst this might be a minority of 
pension plans today, any pension plan 
looking at long-term targets should 
have an eye on superfunds and whether 
they might have a role to play in their 
future strategy.

As they stand today, superfunds are likely to 
appeal to a narrow set of pension plans. They 
are currently unproven, there are only two active 
players in the market and changes to their 
regulatory framework are currently underway. 
Initially we expect the most interested pension 
plans to be those where the sponsor is going 
through some form of transaction or restructuring 
(including distressed or PPF+ cases), or those who 
are part of larger groups with plans for their UK 
business which may be affected by a DB pension 
plan. These companies might have the appetite 
and commercial impetus to be the early adopters 
for superfunds.

In the longer term as the market develops, a 
superfund could be relevant for a large number 
of pension plans, e.g. as a long-term target or as 
part of a solution alongside other options such 
as insurance. If superfunds become more highly 
regulated in future then they will potentially 
become more secure and appealing to pension 
plans, although this will likely come at an 
increased cost.
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Majority of UK DB pension 
plans with a range of funding 
levels and employer covenant

 
Superfunds may be an option

‘Secure'
Very high funding level and very 
strong employer covenant

Own path to buy-out

PFF+ possible

Own run-off process

PPF entry likely

‘Troubled’
Very low funding level and very 
weak employer covenant

Assets

Covenant 
i.e future 
contributions 
(both 
committed 
and potential)

Buy-out 
price

Superfund 
price
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Employer covenant is critical when looking at superfunds – a 
pension plan will be giving up the current sponsor’s covenant 
for the financial covenant of the superfund.

Understanding the superfund covenant is a bit like looking 
at an insurer, but without the safety net of insurance capital 
rules and regulation. This involves analysing the full superfund 
structure, the initial risk capital and how capital can flow in 
different situations – and the legal framework that secures 
these. Trustees may be able to take some comfort from the 
superfund authorisation regime proposed in the recent 
consultation and, for the early transactions, the Pension 
Regulator’s clearance process.

The current sponsor’s covenant will be better understood by 
trustees, but they are unlikely to have ever considered what 
would be needed for them to be comfortable giving up that 
covenant. Getting to grips with the sponsor’s financial strength 
today is important, but even more critical is understanding 
how that might evolve over time. How would the trustees 
see value for that covenant, i.e. when might they expect 
future contributions, how much, and how likely are they to 
be received?

In many cases the sponsor’s covenant will be less certain than 
the financial covenant of a superfund, particularly over longer 
time horizons.

Understanding this covenant reliance and uncertainty over 
time is critical when considering a superfund. Detailed 
stochastic and scenario-based modelling will be needed 
which can compare the two scenarios and which reflects 
traditional investment, funding and demographic risks, plus 
additional uncertainty from the covenant risks, i.e. the chance 
that a sponsor may not be able to make contributions in future.

Whilst it is important to recognise that the decision 
to give up the employer covenant and move into a 
superfund could be very daunting for a trustee, it is worth 
asking yourself the question would you do the reverse 
transaction? Would you give up a better funded, lower 
risk position with a known financial covenant for a worse 
funded, higher risk position with a potentially unlimited 
but uncertain and difficult to measure covenant?

Pros

 • A sponsor is able to discharge their pension obligations at 
a lower cost than insurance buyout, especially in respect 
of deferred pensioner members

 • In the right circumstances member security can be 
increased due to an improved funding position and third 
party capital in place of an uncertain employer covenant

 • Efficiencies and economies of scale provided by dedicated 
management teams and professional trustee boards with 
strong governance and risk management

Cons

 • Current superfund options still require high funding levels 
and contributions for entry so only available to sufficiently 
strong pension plans or sponsors

 • Uncertainty over superfund regulatory regime and the 
future moral obligations on departing sponsors

 • Complex due diligence process for sponsors and trustees, 
particularly around sponsor covenant and understanding 
superfund risks and member benefit security when 
compared to insurance buy-out

 
On the following two pages we have set out some case 
studies, focusing on the ‘Gateway’ analysis, of the types of 
real transactions we are seeing come to the market where 
superfunds could have a real benefit for members.

Importance of 
employer covenant
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Buy-out

Funding level

Time

PPF

Current strategy

Superfund
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Should I look 
at superfunds?
Case studies

Proposed regulatory 
‘Gateway’ – a reminder

Gateway
A principles based ‘Gateway’ to exclude plans that 
have a realistic prospect of being able to fund 
buy-out either now or in the foreseeable future. 
This is based on the following three principles:

1. Excluding plans that have the ability to buyout 
at the point of transfer.

2. Excluding plans that are able to afford buyout in 
the foreseeable future (period up to five years).

3. For any other plan looking to transfer, a move 
to a superfund would need to be based 
on evidence it enhances the likelihood of 
members receiving full benefits.

Whilst the ‘Gateway’ provides a useful structure 
for considering the superfund option, we are 
clear that this forms only part of the decision 
making process.
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Superfund
price

Buyout

Assets

Case study 1:
Weak funding, weak UK sponsor, 
strong overseas parent

The pension plan has a weak funding level and weak UK 
sponsor which is unable to afford buy-out – with deficit 
contributions becoming quite a significant proportion 
of revenue. An overseas parent is willing to make a cash 
injection to the plan, from outside of the plan’s covenant 
“net”, on the basis that all risks are removed to help revitalise 
the UK business. Members see an immediate increase 
in funding and de-risked investment strategy, materially 
improving the likelihood of maintaining that increased 
funding position over time. Understanding covenant is clearly 
critical in this case, with a need to assess the outlook for the 
UK sponsor and potential outcomes under the status quo.

Covenant
Direct

 • UK, low revenue, low contributions

Indirect

 • Overseas, strong covenant

 • Money available only if all risks 
removed

Gateway
1.  – Shortfall today against buy-out

2.  – Small probability of reaching 
buy-out over

3. ? – Detailed stochastic modelling 
required

0

35% probability worse
funded after 5 years

Current buy-out funding level

95% probability
better funded
after 5 years
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Case study 2:
Strong funding, 
weak sponsor

Superfund
price

Buyout

Assets

The pension plan is in a strong funding position but has 
a sponsor with some short to medium-term uncertainty. 
Trustees concerned about the sponsor’s ability to underwrite 
risk. The sponsor can (just) afford the superfund premium 
and whilst members don’t see as large an increase in funding 
as Case Study 1, the de-risked investment strategy materially 
improves the likelihood of maintaining that increased funding 
position over time and reduces reliance on an uncertain 
covenant. The superfund option should, of course, also be 
assessed against the alternative options, for example de-
risking further towards a self-sufficiency position.

Covenant
Direct

 • Short/medium term uncertainty

 • Concerned about risk & employer ability 
to underwrite risk

Indirect

 • None

Gateway
1.  – Shortfall today against buy-out

2.  – Small probability of reaching buy-out 
over 5 years

3. ? – Detailed stochastic modelling 
required

0

20% probability worse
funded after 5 years

Current buy-out funding level

75% probability
better funded
after 5 years
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PPF
buy-out

price

Superfund
price

(full benefits)

Buyout

Assets

PPF

Case study 3:
PPF+ cases

The pension plan, upon insolvency of its sponsor, enters 
PPF assessment but can secure benefits for members with 
an insurance company in excess of PPF benefits, albeit still 
well below full benefits. In a superfund, it may be possible 
to secure almost the full level of benefits for all members, or 
at least a materially higher level of benefits, with additional 
flexibility to shape indexation. Members benefit from 
additional capital backing this position and still retain PPF 
coverage as a last layer of security.

Covenant
Direct – None

Indirect – None

Gateway
1.  – Shortfall today against full benefit buy-

out

2.  – No sponsor so no realistic chance over 
5 years

3. ? – Detailed stochastic modelling required

Member Outcomes
Under a PPF+ buy-out:

 • Able to secure higher than PPF benefits but 
likely still some distance to full benefits

 • Fixed haircut for all members below normal 
retirement age (bigger haircuts for higher 
earners)

 • Amended indexation (nil increases for 
some)

Under a superfund:

 • Potentially able to secure a higher 
proportion of full benefits with small to no 
haircut?

 • Flexibility to shape benefits/indexation

 • PPF coverage still available as last resort



Should I look 
at superfunds? 
(continued)

To assist people in thinking about the 
superfund option, we have produced 
the scorecard below for making a quick 
assessment of whether or not you should 
be considering a superfund as part of 
your ongoing strategy.

Your superfund scorecard

Distance to buy-out Is the pension plan some way off reaching 
the funding level required to buy out?

Covenant Is the pension plan reliant on a sponsor 
whose covenant has some longer 
term uncertainty?

Superfund premium Can the sponsor (or parent group) meet 
the upfront cost of superfund entry? 
Could the funds become available on 
a one-off basis as part of merger and 
acquisition activities?

Future accrual Is the pension plan closed to the future 
accrual of benefits? (Superfunds won’t 
accept active membership)

Membership Does the pension plan consist of 
significant levels of non-pensioner 
members? (Superfund pricing appears 
less competitive for pensioner members 
against conventional insurance)

Mostly ticks in your superfund 
scorecard suggests that sponsors 
and trustees should be considering 
a superfund as part of its 
ongoing strategy.
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Could it affect 
my journey plan?

Yes. For some pension plans it 
would be most appropriate to aim 
at a superfund as their long-term 
target, particularly if the sponsor has 
limited affordability for contributions. 
This might enable a pension plan 
to reduce investment risk today and 
reach their target quicker – rather 
than gambling on a higher risk 
investment strategy over a long time. 
Following the Pension Regulator’s 
2019 Annual Funding Statement, 
there will be an expectation that all 
plans have a long-term target and so 
trustees could consider superfunds 
at the time of setting this target.

Of course, if a pension plan already has a robust 
strategy to reach buy-out funding and a strong sponsor 
covenant then a superfund is likely to be inappropriate. 
In most cases insurance buy-out will still be preferable if 
the pension plan and sponsor can afford it.

But the reality is that for most pension plans buy-out is 
still some way off – perhaps many years into the future 
(20 years plus), or heavily reliant on investment returns 
and/or future sponsor contributions.

Arguably any pension plan or sponsor that is 
considering its long-term target and financial plan, 
especially following the Pension Regulators 2019 
Annual Funding Statement, should look at the 
superfund option. This would of course be alongside 
the alternatives such as insurance and self-
sufficiency goals.
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Where do I start?
The first step for trustees and sponsors is to 
better understand superfunds and what they 
can offer. Only then can they assess whether 
a superfund could be a valuable part of their 
strategy, and assess it against the alternatives.

For trustees and sponsors there are three  
levels of potential engagement with superfunds:

We use a three step process to assess 
superfunds against alternative strategies:

The outcome from this process is clarity on whether a superfund 
solution would suit the pensionplan, how it compares to the current 
strategy and what the “do-it-yourself” alternatives are.

Assessing the options

You can’t assess a superfund in a vacuum. They have 
to be compared with the status quo and alternative 
strategies. And like other de-risking strategies, 
superfunds don’t have to be all or nothing – they can 
take on tranches of pension liabilities.

To assess the options fully, requires an integrated 
approach looking at funding, investment and covenant 
– and reflecting the uncertainty in all three areas over 
time. It is clear to us that trying to assess these factors 
independently will miss some of the key subjective 
decisions trustees and sponsors will need to take.

A. Understand superfunds and what they can offer

B. Assess superfunds vs alternatives (including the ‘Gateway’ tests)

C. Execution of a superfund deal

1
Understand current covenant 
support and range of outcomes 
for the long-term journey plan

2
Understand the 'step-up' in 
security on day one following 
superfund entry

3
Understand the 
long-term range of 
outcomes from the 
superfund
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Entering a superfund is a 
one-off and irrevocable 
decision. Trustees and 
sponsors cannot afford to 
get it wrong, and will need 
comprehensive, joined-
up, advice.

Superfunds are different to anything else that 
most pension plans have ever considered. 
They need traditional pensions knowledge, 
expertise in transactions and insurance, 
together with specialist covenant advice.

The Pensions Regulator guidance envisages 
detailed covenant, actuarial and investment 
analysis in order to support trustee and 
sponsor decision making. In practice it is how 
these different strands are brought together 
that is key – as well as having specialist input 
around what is realistically achievable in the 
insurance market.

Isio's specialist superfunds team is already 
in the market providing a single, joined-up 
approach to advising trustees and sponsors 
on all aspects of superfund transactions. 
Working together to deliver a comprehensive 
picture of the options available is, in our view, 
the most efficient and economical way for 
pension plans to consider the superfund 
option against the alternatives.

It is worth asking yourself the 
question would you do the reverse 
transaction? Would you give up a 
better funded, lower risk position 
with a known financial covenant 
for a worse funded, higher 
risk position with a potentially 
unlimited but uncertain and 
difficult to measure covenant?

Stewart Hastie, Partner, Isio

Execution

Implementing a superfund transaction will be 
much like an insurance buy-in or buy-out, with 
similar information flows and processes.

But there will be some important differences, 
with each superfund offering a different solution 
and greater due diligence required. To limit this 
complexity, some pension plans may prefer to 
enter exclusive discussions with one superfund, 
whilst others will want to scour the market for 
the best deal. Price will not be the only driver 
given that superfunds will offer quite different 
experiences, with varying levels of security, and 
potentially different levels of member benefits.

We expect the process to take longer than 
a normal insurance transaction, due to the 
additional considerations from the ‘Gateway’ 
tests and, initially at least, Pensions Regulator 
clearance processes.
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Superfunds team 

Please get in touch with your usual Isio 
contact or a member of our specialist 
superfunds team if you would like to 
discuss any of the detail set out in this 
booklet or explore further whether the 
superfund option, and the alternatives, 
are right for your pension plan.

Stewart Hastie

Partner 
Pensions Advisory 
0207 123 6022 
stewart.hastie@isio.com

John Hodgson

Director  
Pensions Advisory  
0207 123 6070 
john.hodgson@isio.com

Dan Sherratt

Senior Manager 
Pensions Advisory 
0207 123 6094 
dan.sherratt@isio.com

Rachel Bradshaw

Assistant Manager 
Pensions Insurance 
0207 123 6009 
rachel.bradshaw@isio.com

Mike Smedley

Partner 
Pensions Advisory 
0207 123 6111 
mike.smedley@isio.com

Sophie Ash

Director 
Pensions Advisory 
0121 227 3588 
sophie.ash@isio.com

Pat Race

Partner 
Pensions Investment Advisory 
0207 123 6040 
patrick.race@isio.comThe information contained herein is of a general nature and is not intended 

to address the circumstances of any particular individual or entity. Although 
we endeavour to provide accurate and timely information, there can be no 
guarantee that such information is accurate as of the date it is received 
or that it will continue to be accurate in the future. No one should act on 
such information without appropriate professional advice after a thorough 
examination of the particular situation.

© Iseran Bidco Limited/Iseran Regco Limited 2020. All rights reserved. 
Iseran Bidco Limited is an Appointed Representative of KPMG LLP which is 
authorised and regulated by the Financial Conduct Authority FRN 210513


