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Source: Schroders.

Agenda for today

How do you achieve success?

Delegation and 

accountability

Know where your 

risks lie 

Use the right 

tools for the job



Where are we today?
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Average funding level1

A funding gap persists

Source: The Purple Book 2017 published by the Pension Regulator, Schroders’ calculations. As at 30 March 2018. For illustration purposes only. 1Funding level based on liabilities valued on a gilts basis.

Liability growth outpaces assets
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1. Delegation and accountability
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Trustees can choose which activities to delegate

Funding

objectives
Risk budget

Strategic asset 

allocation

Tactical asset 

allocation

Manager 

selection/

implementation

Stay in control of the 

key decisions

Delegate day-to-day 

implementation



1. Delegation and accountability
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How can delegation help?

Higher expertise in investment decision-making

Increased focus on the decisions that matter most

Greater speed of implementation 

Better risk management and planning for the future 



1. Delegation and accountability
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Who is accountable for what decision?

Decision/activity Trustee Implementer Overseer

Funding objective Owner Advisor

Time horizon Owner Advisor

Risk tolerance (over time) Owner Advisor

'Flight path' framework Owner Advisor

Liability coverage Owner Advisor

Decision/activity Trustee Implementer Overseer

Manage total portfolio risk Overseer Owner

Manage growth portfolio Overseer Owner

Manage matching portfolio Overseer Owner

Implementation methodology Overseer Owner

Manager selection/deselection Overseer Owner

Decision/activity Trustee Implementer Overseer

Funding level reporting Overseer Owner Overseer

Review of suitability of flight path Overseer Owner Overseer

Discover and 
translate

Review and 
adapt

Implement
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1Source: The Pensions Regulator Code of Practice July 2014.

2. Know where your risks lie

Covenant, funding 

and investment 

decisions interact… 

a material change to 

one affects the 

other two1

Integrated Risk Management

Covenant risk

Funding risk
Investment

risk

Integrated 

risk 

management







Liabilities
(Technical
Provisions)

Liabilities (gilts flat) Assets Contributions Excess returns or
contributions

required

Value at Risk
(1-in-20)

Minimum required
Level of covenant

support

2. Know where your risks lie
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The IRM equation

Source: Schroders. Example pension scheme for illustration only.

Liabilities Financing Gap Risk Covenant– = + =



3. Use the right tools for the job 
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Three key components

Source: Schroders. For illustration.

Diversified portfolio 

which evolves with 

markets

Growth portfolio returns to 

close the funding gap

Manage your 

liability risks

Matching portfolio 

tailored to your 

liabilities

Flight path 

with pre-agreed 

de-risking triggers

Plan ahead with a 

well-defined long-term 

objective



3. Use the right tools for the job 
Start with the end in mind
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Source: Schroders. Example pension scheme for illustration only.

Time

Funding level

Technical 

Provisions

Self sufficiency'

'Buyout-ready'

Current



3. Use the right tools for the job
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Capture opportunities along the way – 'Flight Path' de-risking

Source: Schroders. Example pension scheme for illustration only.

Phase 1

Phase 2

Phase 3

Phase 4

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

0% 1% 2% 3% 4% 5% 6% 7%
Risk (deficit volatility) p.a.

Expected return above liabilities1 p.a. (net of fees)

EquitiesLiability 
coverage 

De-risking 
trigger

Cash and matching portfolioAlternatives Credit and government bonds

85%

95%

100%



11

Source: Schroders.

Pension scheme investment governance 

Key takeaways

Delegation and 

accountability

Know where your 

risks lie 

Use the right 

tools for the job



Important information
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For professional investors only.

The material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Schroders has expressed its own views and opinions in this document and these may change. 

The material is not intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed to be reliable but Schroder 

Investment Management Ltd (Schroders) does not warrant its completeness or accuracy. The data has been sourced by Schroders and should be independently verified before further publication or use. 

No responsibility can be accepted for error of fact or opinion. Reliance should not be placed on the views and information in the document when taking individual investment and/or strategic decisions.

Past Performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well as up and investors may not 

get back the amounts originally invested. 

Risk Considerations:
– The capital is not guaranteed

– Exchange rate changes may cause the value of any overseas investments to rise or fall

– Non-investment grade securities will generally pay higher yields than more highly rated securities but will be subject to greater market, credit and default risk

– A security issuer may not be able to meet its obligations to make timely payments of interest and principal. This will affect the credit rating of those securities

– Currency derivative instruments are subject to the default risk of the counterparty. The unrealised gain and some of the desired market exposure may be lost

– Investment in bonds and other debt instruments including related derivatives is subject to interest rate risk

– The issuer of Mortgage or Asset backed securities may have a limited ability to recover amounts due if the underlying borrowers become insolvent or their collateral drops in value

The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own assumptions which may change. Forecasts and 

assumptions may be affected by external economic or other factors.

Issued by Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA. Registration No. 1893220 England. Authorised and regulated by the Financial Conduct Authority. For your 

security, communications may be taped or monitored.
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