The Consultation on the Future Development of the Pension Protection Levy
AMIPP takes this opportunity to congratulate the Board of the Pension Protection Fund for achieving the purposeful and effective introduction of the levy.  The proposals now being consulted on will introduce more stability in the levy amounts, and trust boards want that, but it is hard to see why such stability is considered so important.  Most funds have a high volatility because of exposure to the market.  Any effect of reduced levy volatility will be swamped by that - the levy might be one-twentieth of the fluctuation of the value of the fund on a typical day.  [image: image1.png]



Two aspects of the levy are more fundamental:  How good is the fit between levy and the risk of the PPF needing to take over the scheme? (e.g. 2.7.1 in the consultation).  How much risk is there of the levy itself making schemes no longer viable? (e.g. 1.7.1 in the consultation.)
In respect of the latter question, we are in favour of waiving levies for schemes in assessment and in favour of capping levies for weaker schemes.  This involves some cross-subsidy but that does not represent significant unfairness.  The PPF is for the benefit of all members in relevant schemes and they all would be less secure if the PPF had to reduce the level of benefits it paid. (They would be secure about some benefit being paid, but a low benefit defeats the aim of insuring against the risk of poverty through "living too long".)  It is inevitable that there should be some difference in the cost/benefit analysis as applied to individual scheme members.  There is an element of "moral hazard" in capped levies - a foriegn parent company might feel the that the stigma of a reduced credit rating for a subsidiary was an acceptable exchange for cap-reduced levy - but the Board could be aware of that.
In respect of the former question, we have doubts about the role of company guarantees in reducing levies.  Large companies with complex structures can pick and choose, according to the D&B ratings, which of various subsidiaries should "guarantee" the contributions.  This cannot be sound in predicting risk, since the behaviour of the parent company is the real risk.  The Regulator has not demonstrated it has powers to make a contribution order meaningful when the parent company is based in the United States.  It is hard to see how a trustee could be sure of a guarantee.  (In this respect we note that scheme members can be kept from seeing any guarantee on the grounds of "commercial confidentiality", so they cannot assess its enforceability.)  The Regulator's advice [image: image2.png]


"Where a group company guarantee is being provided, this should only be taken into account if the company providing the guarantee is located in an OECD country" is not sufficient - the subsidiary may be OECD located but the solvent foreign parent can decide whether it should fail.
We note that the consultation says "The views of scheme trustees, sponsoring employers and their advisers on the proposals in this consultation document are extremely important to the Board", with the implication that views of scheme members are less important.  AMIPP finds this unsatisfactory - scheme members provide, through their work and contributions, all the funds involved in pension delivery and levies.  They are the ultimate customers of the PPF activities.
2.8.2 Should the PPF seek to stabilise the levy estimate over the next three years?
Yes, but this objective should not dominate. 

2.8.3 Do you agree that the Board should move to a levy distribution formula based on long term (5 year) rather than short term (1 year) risk?
Yes
2.8.4 Do you agree with the approach used to determine the theoretical levy and allocation between average and catastrophe risk?
Yes, but without faith in any science being able to closely quantify catastrophe risk.
2.8.5 Do you believe the Board should use a simple formula to allocate the levy rather than the theoretical formula?
No.  The Board should use it's best estimate of the relation between risk and levy.  Simplifying just introduces more gaps where detractors can claim the Board's estimate is inapplicable to them.[image: image3.png]



2.8.6 We would welcome your views on the proposal to create multiple scaling factors to redistribute the levy so that those schemes that pose the greatest catastrophe or tail risk pay a fairer share
A small number of scaling factors may be justified but the other side of the coin - implying a precision in the science that simply cannot be there - should be noted.
2.8.7 We would welcome your views on whether the PPF should increase the levy estimate to include the cost of hedging market risk and insolvency risk or whether this premium should be paid out of existing funds, including assets transferred from failed schemes?
The PPF is in a unique position.  It's sponsor covenant is immensely strong - it sets the contributions (the levy) and it may reduce benefits paid without concern for Section 67 issues.  The logical consequence is that the PPF should be taking on risk with the aim of reducing cost to its customers, rather than spending on off-loading risk.   
2.8.8 Should the Board target a specific funding level for those liabilities and provisions it inherits? Should the PPF target an implied credit rating in a similar way to insurance companies? What time horizon should it adopt when considering these issues?
As with 2.8.7, the PPF should avoid such complications and concentrate on the overall, long term, efficient use of the levies. 
3.6.2 - 3.6.5  These decisions are unlikely to impact on scheme members.
4.5.2 What is your view on the possibility of appointing different providers to provide a measure of insolvency risk for different populations? If you support this view, which populations do you think would be best served by which methods?[image: image4.png]



Unless there is evidence that this would produced significantly different measures than a simpler approach, it appears unnecessary.
4.5.3 What are your views on the proposed selection criteria for the appointment of a provider for the measurement of insolvency risk in 2010/11?
Annex D has requirements about process. Should Annex D contain some requirement about the probabilities provided being a good approximation to reality?  Certainly that should be a factor in appointment.
4.5.4 We would welcome your views on whether the Board should move towards measuring the long term probability of insolvency.
"Measuring" may be the wrong term to use in this context.  OPA certainly thinks that the Board needs to do more in "assessing" the probabilities.   In particular, the increasing ability for private equity to take over larger firms, extract from them, load them with debt, and abandon their ethical obligations, should be assessed. 
5.6.2 to 5.6.5 OPA does not have the knowledge & experience to comment.
5.6.6 How do you think the Board should calculate a long term measure of underfunding?
We do not offer an answer to this specific question, but we note the Board's equating of "surplus" with "section 179 surplus".  While this is natural and correct in context, it creates a dangerous illusion when over-simplified by the media.  The public may well be getting the message that schemes are in surplus when they are not.  A scheme which does not have enough assets to provide pensions in full (by buy-out) is not in "surplus" as far as the implications for members is concerned.[image: image5.png]



6.4.2 We would welcome your views on whether the levy should be waived for schemes in assessment.
It should be.
6.4.3 We would welcome your views on whether schemes that have bought out all benefits in the name of the trustees should remain eligible for the PPF.
This should be a choice made by the trust in question.
