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Executive summary

The PPF has proposed a 
number of  changes to the 
levy which it charges to all 
eligible DB schemes. The key 
changes under the PPF's 
proposal have already taken 
effect and may have a material 
impact on the amount which 
schemes (and ultimately its 
employers) may be liable to 
pay under the PPF levy going 
forward.

Background
The Pension Protection Fund (PPF) was established by the Government to pay 
compensation to members of eligible defined benefit (DB) pension schemes, 
when the employer becomes insolvent and there are insufficient assets in the 
pension scheme to cover Pension Protection Fund levels of compensation to 
members. This lifeboat fund is funded through a levy, payable by every eligible 
DB Scheme in the country, which is billed to the scheme but ultimately paid by 
the employer. 

Proposed changes 
Following a consultation exercise in May 2014, the PPF has advised that it will 
make significant changes to the way it calculates the levy it charges DB 
schemes. Key changes can be summarised as follows:   

It is important to note that the above changes have already been initiated. The 
PPF's new insolvency risk provider,  Experian. have already calculated part of 
the employers insolvency score under the new system, so trustees and 
employers should act as quickly as possible to understand the impact of these 
changes on their scheme and take appropriate actions.

Managing your levy
Every scheme's levy is different and is made up of a very complex individual 
calculation, which places each scheme into one of ten insolvency risk bands (with 
the lowest band paying the least and the highest the most).  

Based on our understanding of this calculation, there are a number of steps which 
could be taken in order to ensure that a scheme is allocated to the most relevant 
insolvency band for its associated risk, potentially resulting in cost savings for the 
employer. Alternatively other forms of levy-mitigation options involving changes to 
the actuarial calculations may help to reduce levies.

Insolvency score 
A new PPF Specific Model will be used by 
Experian to calculate an employer's 
insolvency score (formerly D&B score) 

Parent guarantees
Trustees will have to certify a fixed amount 
which they are reasonably confident that a 
guarantor to the scheme could meet 
following an insolvency of all relevant 
employers 

Asset-backed Contributions 

(ABCs)
Trustees will be asked to submit a 
voluntary form certifying the value of an 
ABC at the lower of the insolvency value 
of underlying assets and net book value 
(NBV) of future cash flows 

LMS Discount
The current flat 10% levy discount 
afforded to Last Man Standing (LMS) 
schemes will be reduced in line with the 
dispersal of members across employers 
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Insolvency score
The PPF's levy calculation can be divided into two separate elements: the scheme-
based levy, which is based on a scheme's section 179 liability; and the risk-based 
levy, which represents insolvency and underfunding risk. 

Historically the insolvency risk of an employer has been determined by its Dun & 
Bradstreet (D&B) score. However, the PPF have confirmed that D&B scores will 
now be replaced with a PPF-specific model developed by Experian (the PPF 
Specific Model).

On a simplified basis, the step-by-step process underlying the PPF Specific Model 
can be illustrated as follows:  

This new process represents a material change in the way in which the PPF 
consider an employer's insolvency risk. Under this new model, many schemes are 
expected to see a significant change to the levy they are charged, with the PPF itself 
estimating that 40% of schemes will see an average increase in their levy of 150%. 

Obtaining the understanding you need 
Experian has already begun calculating monthly scores under the new model. It is 
essential that trustees and employers take action as soon as possible to understand 
the potential impact of these changes on their scheme. 

Schemes can find out their estimated insolvency score to date on the scheme portal 
set up by the PPF. However this portal does not provide the trustees with a 
corresponding estimate of the scheme's actual levy charge for the year. 

Our detailed knowledge of the PPF Specific Model allows us to estimate the 
ultimate value of the scheme's entire levy charge. This information would allow a 
scheme and its employers to identify any change in their levy in advance and take 
necessary action, whether this is budgeting appropriately or seeking ways to actively 
improve an employer's insolvency score, an area on which we can advise. 

The PPF-specific insolvency model 

The Pension Protection Fund 

(PPF) has confirmed a 

number of  changes to its levy 

policy statement and 

proposed levy rules for 

2015/16. Many schemes’ 

levies will change significantly, 

with 40% of  schemes 

expected to see an average 

increase of  150%.
Experian collates monthly 

financial information on the 
employer

Employer allocated to one 
of eight 'scorecards' based 

on size of business and 
type of accounts filed  

The employer is graded 
against the financial 

components of its scorecard 
on a monthly basis

Employer invoiced for 
total levy cost  

Risk-based levy (driven by 
insolvency score) and 
scheme-based levy 
combined to provide

total levy cost

The employer's monthly 
insolvency score is  

averaged to provide an 
annual score
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Parent company guarantees
• The PPF allows a levy discount if a scheme has received a guarantee for an 

employer's liabilities. Typically these guarantees are provided by a parent 
company in the employer's group 

• Recovery under these guarantees has historically been low in relation to the 
guaranteed sum. Accordingly, the PPF has questioned whether such 
guarantees provide sufficient additional benefit to warrant the related 
discount which the schemes receive 

• In order to address their concerns, the PPF propose to require trustees to 
certify a fixed amount which they are confident the guarantor could pay if 
called upon (i.e. the Realisable Recovery) 

• The trustee certification document will be updated to state that, having 
made "reasonable enquiry", the trustees certify that they are "reasonably 
satisfied that each certified guarantor… could meet in full the Realisable 
Recovery certified, having taken account of the likely impact of the 
immediate insolvency of all of the relevant employers".

Other changes 

In addition to 
fundamental changes in 
the methodology used to 
calculate an employers 
insolvency score, the PPF 
has proposed changes to 
three key areas relating to 
the levy calculation.

The Trustees should build an understanding of the guarantor's 

business and the potentially complex impact of an insolvency of the 

employers in order to provide the certification required for the 

guarantee process. 

Asset-backed Contributions
• In recent years, ABCs have become more prevalent and accordingly the 

PPF have sought to address some specific concerns they have regarding 
their structure

• Historically ABCs have been included in scheme assets, with a value based 
on the net present value (NPV) of future cash flows under the arrangement 

• The PPF note that this historic valuation method does not require the ABC 
to have a reported value which reflects the value which may be recoverable 
following an insolvency of the employer(s)

• The PPF are concerned that schemes with ABCs in place are benefiting 
from a levy reduction which is not mirrored in a risk reduction 

• In order to address these concerns, the PPF have proposed that schemes 
will submit a voluntary form certifying the value of the ABC at the lower of 
the insolvency values of the underlying asset and the NPV of future cash 
flows.

The Trustees should understand the value of any ABC for PPF levy 

purposes, being the lower of realisable value on insolvency of the 

employers to the Scheme and the NPV of future cash flows.
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Other changes (continued) 

Last Man Standing discount 
• Last Man Standing (LMS) schemes currently obtain a flat 10% levy 

reduction on the basis that such schemes are considered to pose a lower 
risk to the PPF, compared to schemes with the ability to segregate

• However, the PPF is concerned that historic misreporting of scheme 
structures may have resulted in the misapplication of the LMS discount. 
Accordingly in future the trustees will have to certify that legal advice has 
been obtained which confirms the scheme's LMS structure

• Furthermore, analysis undertaken by the PPF has shown that typically 
employees are highly concentrated in one employer and as such there 
exists the potential for abuse (i.e. by creating an additional employer to 
generate levy savings without any marked reduction in risk)

• The PPF has proposed that this risk of abuse is addressed by reducing 
the 10% discount in line with the dispersal of employees, i.e. if the 
employees are widely dispersed, the discount would be c.10%, but where 
the membership is highly concentrated very little discount would be 
applied.

The PPF has identified 
that there is scope for 
abuse of  the 10% flat rate 
LMS discount. In order to 
address this concern. the 
PPF has proposed two 
key changes to the way 
which the discount will 
be allocated in future.

The trustees should obtain legal advice that the scheme is LMS in 

nature and that the concentration of employees across the employers 

may reduce the available LMS discount.
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Managing your levy – key steps and dates 

Changes to the PPF levy rules 
are already in place and will 
impact the PPF levy score in 
the coming year. We 
encourage both trustees and 
employers to consider these 
changes and take the 
necessary steps to manage the 
levy process efficiently.

The key steps which may help both trustees and employers to understand the 
potential impact of the PPF's changes can be summarised as follows:

1. Obtain a high-level understanding of the scheme insolvency score through 
the PPF online portal (NB: you will not be able to obtain an estimate of 
the total scheme levy value through the portal)

2. Build an understanding of the Realisable Recovery from any guarantee 
prior to certification. If a guarantee is not in place the trustees and the 
corporate should consider the benefits of such an agreement 

3. Understand the value of any ABCs on an insolvency and net present value 
(NPV) basis

4. Obtain legal advice that the scheme is LMS in nature and understand how 
the concentration of employees may reduce the scheme's LMS discount.

If you have any questions regarding your levy and how you can manage it 
better and potentially reduce it, please contact one of the contacts in Grant 
Thornton's Pensions Advisory team listed at the back of this document. Our 
professionals have worked closely with the PPF since it was created in 2005 
and have a unique combination of expertise and insight to help.

The PPF has estimated that 25% of  schemes may see levies, on average, more than double, 
while approximately 400 schemes’ bills could possibly rise by more than £100,000 
compared with 2014/15. Taking a few key steps now to discover your scheme's expected levy 
and improve your insolvency risk could save you significant amounts annually. 
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Darren Mason
Partner

Key contacts

Jamie Mackenzie
Associate Director

Darren heads the Pensions Advisory team and 
is a chartered accountant and an insolvency 
practitioner with over 20 years experience in 
corporate transactions, restructuring and risk 
mitigation. He has led over 100  assignments 
which delivered  stronger funding and lower 
risk for defined benefit pension schemes on 
behalf of their trustees, employers and lenders.

Jamie is a Chartered Accountant and a CEDR 
Accredited Mediator.  His experience covers 
SSF valuations, assessment of changes in 
employer covenant following corporate 
transactions and clearance applications. He has 
developed particular expertise on PPF levy 
issues, helping clients to reduce their levy costs 
through improvements in their assessed 
insolvency rating and other options available. 

T +44 (0)207 728 2433
M +44 (0)7971 434 964
E darren.m.mason@uk.gt.com

T +44 (0)20 7865 2418
M +44 (0)79 6747 5469
E jamie.mackenzie@uk.gt.com

T +44 (0)20 7184 4430
M +44 (0)7971 885 821
E kevin.m.hollister@uk.gt.com

Kevin is an actuary with 15 years experience on 
advising employers and trustees on de-risking 
DB schemes. He has undertaken many asset 
liability modelling exercises to identify and 
quantify individual risks in schemes and advised 
on the most cost effective solutions to mitigate 
them, including investment strategy changes, 
annuity purchases and liability management. He 
has also led around 25 bulk annuity projects.

Kevin Hollister
Associate Director

Keith Hinds
Partner

Keith has specialised in providing covenant 
and affordability advice and negotiation 
assistance to employers and the trustees of 
pension scheme since 2005 and has over 25 
years' experience in recovery work. He has also 
advised on the impact on the covenant of 
transactions such as share and asset sales, re-
financings, private equity transactions and 
Clearance applications with tPR and PPF.

T +44 (0)207 865 2716
M +44 (0)7802 306 831
E keith.hinds@uk.gt.com




