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1. News from the Chairman

Welcome to the Summer 2011 edition of the IPS Newsletter

We are sending the newsletter later than usual because the Trustee, the 
Executive Office and the Administration Office have been working on:

i.  Assessing the potential consequences of the Company’s statements 
related to a possible pension scheme buy-out made during their  
year-end results presentation; 

ii.  Reaching a provisional agreement with the Company on the Scheme’s 
31 March 2011 triennial actuarial valuation; and 

iii. Finalising the Scheme’s March 2011 financial accounts.

An important topic I am addressing in this newsletter is the Company’s 
statements made in relation to a potential buy-out of the Scheme. The 
statements were made during the Company’s results presentation on 19 May. 
Some of you have called us requesting further information on the matter and 
we posted the following note on the Scheme’s website on 14 June:

“We have received enquiries from members in relation to comments made 
by Invensys plc concerning its pension scheme and a subsequent article from 
the Sunday Times dated 12 June 2011. In order to clarify for members what 
has been said, we summarise below the key points.

As part of the presentation of the 2011 results of Invensys plc (the 
“Company”) on 19 May, an update on the position of the Company’s pension 
schemes was presented. The following was stated with regard to the Invensys 
Pension Scheme (IPS):

The Company’s strategy in relation to the IPS is to:

•	“Continue to manage the pension schemes to reduce volatility and risk”; and

•	“Exploring other options with the ultimate goal of buy-out with a  
reputable insurer”.
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As a listed company with substantial pension liabilities, it is inevitable that 
Invensys plc would be exploring strategic options regarding the Scheme. 

The term “buy-out” is used to describe the process by which the 
responsibility for paying benefits to a scheme beneficiary is transferred from 
the Scheme (which is ultimately backed by the Company) to an insurance 
company (which is required by law to hold more than enough assets to pay 
all of its liabilities). A scheme “buy-out” transfers part or all of its assets to an 
insurer who takes on some or all of the scheme’s liability to pay benefits. As 
insurance companies value typical pension liabilities on a conservative basis, 
the assets held by pension schemes (including IPS) are often not sufficient to 
cover these liabilities. There is consequently an extra payment (contribution) 
required by the corporate sponsor before such a buy-out can take place.

The Trustee will give due consideration to any proposal that the Company 
may put forward while continuing to act in the best interests of the members.”

A pension scheme buy-out would be a major event for the Trustee of 
the Scheme and its members; I therefore strongly recommend that you 
spend some time reading the section in this newsletter that covers the 
following points:

1. Why do companies consider pension scheme buy-outs?

2. What is a pension scheme buy-out / buy-in?

3. What happens to members’ pension benefits in a scheme buy-out?

4. How much do pension scheme buy-outs / buy-ins cost?

5. IPS-specific: the powers of the Trustee and the Company.

Whilst I realise how concerned members may be regarding this development, 
we cannot answer specific enquiries regarding this potential transaction. 
Invensys plc is a listed company and as such is governed by the disclosure 
rules of the Stock Exchange and therefore neither the Trustee nor its 
employees can publicly speculate about such a price sensitive event.
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Insofar as the triennial actuarial valuation is concerned, we have been 
working since January with the Scheme’s Actuary and the Company 
in formalising the Scheme’s triennial actuarial valuation (as at 31 March 
2011), which requires us to value the Scheme’s assets and its liabilities 
(the future benefits to be paid to our members). This process usually takes 
a minimum of 6 months from the March date. The value of the benefits 
we have to pay in the future (the Scheme’s liabilities) is dependent on 
three main factors: 

i. The interest rate used by the Actuary to value your future benefits; 

ii.  The inflation rate: even though your benefit amount is set on the 
day you retire, certain movements in inflation will increase the 
amount payable; and 

iii.  Life expectancy: as people are, on the whole, living longer, then the 
liability will increase.

The discussions we have with the Company during a triennial valuation 
are necessary as we are required to agree the valuation assumptions 
with the Company. These assumptions will determine the deficit of the 
Scheme and the deficit funding plan the Company will need to follow 
to make good any deficit.

The March 2011 triennial valuation has not yet been formally completed, 
however current indications are that we will be able to reinforce the 
valuation’s main assumptions. We should also be able to maintain 
the deficit funding contribution schedule agreed in 2008, whereby the 
Company will pay the Scheme circa £40m a year (linked to inflation) until 
2017 in order to make good the deficit currently calculated as £235m. 

Based on the provisional March 2011 valuation assumptions, the Scheme’s 
funding position is 94%. This funding position should be compared to 
March 2008: 93%, March 2009: 86% and March 2010: 93%. This is a very 
good result given the headwinds the Scheme has been experiencing since 
2008 and I would like to thank the Executive Office and the Scheme’s 

News from the Chairman continued
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advisers for their continued focus on not only safeguarding the Scheme’s 
assets but improving its funding position. We provide you with more 
details on the Scheme’s performance in section 3 of the newsletter.

Moving on to the Scheme’s accounts, we have been working with our 
auditor, Ernst & Young, since early April in order to finalise IPS’s accounts. 
Once the accounts are finalised, they will be available on IPS’s website. We 
will also be sending a summarised version of the accounts to your home.

Please also make sure you note the information and messages in sections 
5 and 6 of the newsletter. These sections deal with external tax-related 
advice that could be useful to you, important communication processes 
for deferred members and various important administrative requirements 
from the Administration Office.

Following comments we received from some of you, I have decided 
that, going forward, we will endeavour to send the newsletter at the 
following times:

a.  Summer newsletter, to be sent end of July / beginning of August 
– this will allow us to include the Scheme’s March year-end 
performance results and potentially a summary of its accounts;

b.  Winter newsletter, to be sent end of January / beginning of February 
– this will allow for the notification of your pension increases.

Kathleen O’Donovan 
Chairman of the Trustee 
of the Invensys Pension Scheme
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2. The buy-out market

The UK pension buy-out market currently comprises:

•	Life insurance companies competing to take investment, life expectancy 
and pension administration risks from pension schemes in return for  
a premium. The most common types of arrangement are classed as  
“buy-outs” or “buy-ins”, with varying legal structures and effects.

•	Financial institutions competing to take on life expectancy risk from 
pension schemes, with the trustees remaining in control of the 
investment of the scheme assets. These arrangements are often 
implemented through Longevity Bonds or Swaps.

This section focuses mainly on scheme buy-outs with a life insurance 
company, with a short explanation of buy-ins.

This section is for general background information only and is not attempting 
to predict the structure of any proposal from the Company.

Why do Companies consider pension scheme buy-outs?

In the past, buy-outs typically occurred after an employer associated with 
a pension scheme became insolvent. However, in more recent years, some 
trustees and employers have made use of insurance buy-outs where the 
employer was still ongoing but wanted to remove the burden and uncertainty 
of funding their scheme. It may in the process have also provided better 
security to the members.

Pension schemes can pose significant risks for many companies. If the 
value of the scheme assets fall (or other assumptions, like members’ life 
expectancy, differ from expectations), the company may have to pay 
additional contributions to redress the balance.

Companies therefore are often looking for ways in which to reduce the level 
of risk associated with their pension scheme; buy-outs and buy-ins are two 
such approaches.

A buy-out is the ultimate de-risking solution for a company; it allows the 
employer to remove the risks and costs associated with the assets and 
liabilities of the scheme that have been transferred to the insurance company. 
These would no longer have to be recorded on the employer’s balance sheet.
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What is a pension scheme buy-out / buy-in?

On-going pension scheme

Pension scheme buy-out

Employer

Employer

Pension Scheme

Pension Scheme

Insurance Company

Assets Liabilities

Assets and  
insurance 

policy
Liabilities

Assets Liabilities

Scheme Members

Scheme Members

Scheme Members

Pension scheme buy-in

•		The	responsibility	for	paying	all	or	part	of	the	members’	
benefits is transferred from the Trustee of the scheme 
(and the sponsorship, or backing, of the employer) to a life 
insurance company. The employer no longer has to back the 
scheme and is “taken out of the picture”.

•		The	insurance	company	tells	the	scheme	(and	the	employer)	
how much money they would need to meet the pension 
promises made by the scheme.

•		A	premium	is	paid	to	the	insurance	company	by	the	employer	
if the scheme has insufficient assets to meet the amount 
required by the insurance company to pay benefits.

•		A	scheme	buy-out	results	in	the	transfer	of	its	assets	and	
liabilities to the insurer (in addition to the payment of the 
premium).

•		In	a	partial	buy-out,	part	of	the	scheme	benefits	are	bought	
out and hence part of the assets and liabilities are transferred 
(for example those in respect of current pensioners only).

•		The	employer	ultimately	sponsors	(or	backs)	the	Trustee	
of the pension scheme in its responsibility for paying the 
members’ benefits. 
 
 

•		Members’	benefits	(future	or	in	payment)	represent	the	
liabilities of the pension scheme.

•		These	benefits	are	backed	by	assets	and	any	assessed	shortfall	
requires additional employer contributions. 
 
 

•		The	scheme	uses	part	of	these	assets	every	month	to	pay	for	
the members’ benefits.

•		The	employer	remains	as	the	sponsor	(or	backer)	for	the	
trustee of the pension scheme in its responsibility for paying 
the members’ benefits.

•		The	Trustee	buys	an	annuity	(an	insurance	policy	that	provides	
an annual income to the policy beneficiary) designed to cover 
some or all of the accrued benefits; this annuity is held in the 
trustee’s name and is therefore an asset of the scheme.

•		The	scheme	will	receive	income	from	the	policy	and	members	
continue to receive their benefits directly from the scheme in 
the normal way. The trustee remains liable to pay members’ 
benefits as they fall due and the sponsoring employer remains 
“on the hook” for making up any shortfall.

•		Insurance	policies	are	not	assigned	to	individual	members	and	
hence the income generated from these can be used to meet 
any benefit payable by the scheme.
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What happens to members’ pension benefits in a scheme buy-out?

Individual insurance policies or annuities are assigned to each member that 
has been bought out; an annuity is a contract to pay an annual income for life. 
The members for whom policies have been bought will therefore no longer 
receive their benefits from the scheme but from the insurance company.

If a (full) buy-out is done (that is an insurance policy is bought for every 
member of the scheme), the scheme will no longer appear on the company’s 
balance sheet and indeed the scheme will ultimately be wound-up and cease 
to exist. The benefits will no longer be backed by the company and instead 
they will be backed by the insurance company.

Members whose benefits are being bought out could generally expect 
to benefit from an increased level of security provided by the insurer: UK 
insurance companies are subject to stringent and conservative capital 
solvency requirements, regulated by the Financial Services Authority (FSA) 
and usually covered by the Financial Services Compensation Scheme (FSCS), 
a compensation fund of last resort for customers of authorised financial 
services firms.

How much do pension scheme buy-outs and buy-ins cost?

A buy-out typically requires the sponsoring company to pay a premium, 
or extra contributions, in addition to the scheme’s assets being transferred 
to the insurer.

The buy-out market continued

On-going pension scheme

Scheme deficit Insurance 
premium

Total 
insurance 
liabilities

Scheme 
assets

Total 
scheme 
liabilities

Pension scheme buy-out

Scheme 
assets
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It is common for an on-going scheme to hold less assets than the assets 
required for a full buy-out. One reason is that an on-going scheme has the 
company standing behind it and so can follow a long-term investment strategy.

Another reason is that, by law, the insurer is required to hold a minimum 
amount of assets to pay the pension benefits; this minimum is higher than 
the average funding of an UK pension scheme. In addition, life insurance 
companies value future pension benefits on a more conservative basis than 
trustees or employers; this is to minimise the risk of there being insufficient 
money available to the insurance company to pay pensions.

Further, many employers have offered members options to exchange their 
scheme benefits for benefits of an alternative form. These options can 
often lead to a reduction in the level of risk associated with schemes and, 
depending on the terms, can reduce scheme liabilities and hence the overall 
cost to employers.

IPS-specific: the powers of the Trustee and the Company

Built into legislation and the governing documents of the IPS are several 
protections for members’ benefits (in respect of past or future service). 
In particular, under the IPS rules, no changes can be made which directly 
affect the benefits of existing members without the consent of the Trustee. 

Legislation also contains additional protections in respect of current 
entitlements to pensions already in payment and in respect of rights to 
future benefits already accrued by Scheme members. No change to the 
IPS’s provisions can be made which adversely affects these rights or benefits 
without the consent of the members, unless the actuary certifies that the 
value of the benefits immediately after the change is no less than it was 
before the change.

The Company has the power to appoint the Trustee to the IPS but there 
is a requirement for a minimum level of member representation on the 
Trustee body.
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The buy-out market continued

The Company also has the power to amend the governing documents 
(the Trust Deed and Rules and any other document that is derived from these) 
subject to the provisions referred to above regarding changes which affect 
members’ benefits. 

Finally, the Trustee may transfer members’ benefits to another scheme or 
vehicle without their consent if the actuary certifies that the value of benefits 
to be granted under the receiving scheme is broadly equivalent to the value  
of the benefits being transferred from the IPS.

The key messages to members are therefore:

•	All Members: no change can be made to the IPS which directly affects 
benefits without the agreement of the Trustee; 

•	Pensioner Members (c.54,000), Deferred Members (c.30,000): 
no change can be made to the IPS which would or might alter pension 
benefits without the member’s permission if the alteration would reduce 
the value of the pension benefit. If a change to the IPS would alter a 
pension benefit so that it is considered to be of the same value or higher, 
then it can be made with the approval of the Trustee acting under advice;

•	Active Members (c.850): same points as set out in respect of Pensioner/
Deferred Members are true in respect of changes to the IPS which would 
or might affect benefits already accrued by active members. The future 
benefits of active members can only be altered with the approval of 
the Trustee.

Summary

The Company commented in its formal results presentation that it 
would continue to manage the Scheme to reduce volatility and risk and 
would be exploring other options with the ultimate goal of buy-out with 
a reputable insurer. 

This article is intended to provide some background information on these 
matters and the Trustee is required to give due consideration to any proposal 
that the Company may put forward while continuing to act in the best 
interests of the members.
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3.  Update on IPS’s triennial actuarial 
valuation at 31 March 2011

The Trustee is carrying out a full valuation of the Scheme as at 31 March 
2011 in line with the usual three year cycle. The purpose of the valuation is 
to assess the funding position of the Scheme both in terms of liabilities and 
future contribution requirements.

The assumptions used for the actuarial calculations are the responsibility 
of the Trustee after taking actuarial advice and agreeing them with 
the Company. Once the valuation is complete, these assumptions are 
documented in a Statement of Funding Principles.

The principal assumptions for the Trustee to review are interest rates and 
mortality rates. An assumption of lower future interest rates will result in 
higher liabilities, as more money would have to be put aside now to provide 
the same benefit at a date in the future. Lower mortality rates mean longer 
life expectancies for Scheme members, resulting in pensions being payable 
for longer and therefore higher liabilities for the Scheme.

The Trustee will also review other assumptions such as inflation, early 
retirement rates, lump sum payments and administration expenses of 
the Scheme to determine whether the existing assumptions remain valid.

Work began in January this year on reviewing the valuation’s assumptions 
and following preliminary discussions with the Company we have reached 
a provisional  agreement on the 2011 triennial valuation and its assumptions 
as well as the deficit funding contribution schedule. The Trustee will continue 
to work with the Company to finalise the valuation and when completed will 
advise members of the agreed position.

The graph that follows shows the results of recent full valuations, along with 
the provisional position in 2011. This shows an indicative deficit of £235m at 
31 March 2011.



12 Invensys Pension News Summer 2011

2003200520082011

5,000

4,000

3,000

2,000

1,000

0

3,
96

7

41
532

5

28
5

23
5

4,
20

2

3,
88

3

4,
16

8

3,
78

2

4,
10

7

3,
24

1

3,
65

6

Triennial Valuations – Funding Results (£m) ASSETS
LIABILITIES
DEFICIT

The graph that follows shows the deficit funding contributions paid by 
the Company to the Scheme since 31 March 2008 and those due over 
the remaining term of the current Recovery Plan, which was put in place 
following the 2008 valuation. Based on the draft agreement on the 2011 
valuation, this funding plan should remain unchanged and is designed to 
restore the Scheme to full funding by the end of the existing recovery period, 
i.e. March 2017.
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 Update on IPS’s triennial actuarial valuation at 31 March 2011 continued
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4. Financial highlights

Below are the key financial highlights of the Scheme at the year end  
31 March 2011. You will notice that despite the world going through  
one of the most severe downturns in history, the funding level of the  
scheme has improved since the 31 March 2008 valuation.
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 Update on IPS’s triennial actuarial valuation at 31 March 2011 continued
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Company contributions to the Scheme (£m) EMPLOYER’S SPECIAL 
CONTRIBUTIONS 
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contributions)

TOTAL

95
.8

11
.9

83
.9

49
.4

38
.0

2008200920102011

11
.4

48
.5

11
.5

37
.048

.8

10
.8

38
.0

53
,7

44

30
,5

36

33
,7

23

54
,6

59

91
,5

64

93
,8

37

36
,4

76

56
,0

68

35
,1

80

55
,2

57

92
9

1,
01

5

1,
12

7

1,
29

3

85
,2

09

89
,3

97

Number of members ACTIVES 
DEFERREDS
PENSIONERS
TOTAL

2011 2010 2009 2008

Investment returns – Year End 31 March (%)

2011 2010 2009 2008 2007 2006 2005 2004 2003 2002

Actual return

7.7 14.3 (3.9) 4.7 0.4 14.0 7.8 13.1 (9.2) 0.0

Target return

4.5 8.0 4.9 10.3 1.0 10.4 7.4 12.4 (9.0) (0.5)
Target return is based on a simplified liability profile, which over the long term is expected to be equivalent to the return  
implied by the assumptions used in the Scheme’s valuation.

Financial highlights continued
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5. Administration related topics

TaxHelp for older people (TOP)

Do you worry about your tax affairs? Do you know if you are paying the right 
amount? Are you nervous of approaching HMRC for help?

There is now an independent free tax advice service for older people on low 
incomes who cannot afford to pay for professional advice. Feedback from our 
members who have been in touch with TOP is positive so if you think they 
might be able to help you, please contact:

TOP (helpline) 0845 601 3321

or

TaxHelp for Older People 
Pineapple Business Park 
Salway Ash 
Bridport 
Dorset 
DT6 5DB

Please note that this doesn’t constitute a recommendation or advice for you 
to seek the help of TOP.

Communication with and from deferred members

Invensys Pensions will normally only contact a deferred member about 
eight weeks in advance of their normal retirement date, with details of the 
pension options available, and an annual statement is not issued unless 
specifically requested.

If a deferred member notifies Invensys Pensions of their need for an annual 
statement, this will normally be sent out within four weeks of the initial 
request, with future updates being issued in June of each year.

Any deferred member wishing to be added to the mailing list should write 
to Invensys Pensions.

Financial highlights continued
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6. Please don’t forget

Please write to us with any changes of address or bank account details as we 
cannot do this over the phone. If you don’t let us know, in writing, it could 
interrupt payments and mail may not reach you.

It must be you who signs any letter to IPS, as only family members with 
Power of Attorney can sign letters on behalf of members. Every letter that is 
not signed by the pensioner is automatically sent back asking for a signature. 
We need your signature to verify that members are who they say they are. 

IPS moved to a new office in March so make sure all correspondence  
is sent to our new address: 
Invensys Pensions
Citygate 2
St James’ Boulevard
Newcastle upon Tyne
NE1 4JE
Phone 0191 206 1035 
email enquiries@invensyspensions.co.uk

This newsletter is also available on CD for members who are blind  
or partially sighted.
If you would like a copy please phone Amy McKnight on 0191 206 1062.
Please have your National Insurance number available when phoning us.

Retired members in receipt of a pension ONLY may call us on 
0845 300 0549.

Members who require further information about the Scheme or their own 
pension position can write to Invensys Pensions quoting their National 
Insurance number. You can also visit our website www.invensyspensions.co.uk

IMPORTANT

PLEASE NOTE

RETIRED 
MEMBERS


