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volatility within FRS17 represents a significant risk to company balance sheets - even
if the company’s pension scheme happens to be in surplus.

The report backs up earlier concerns expressed by a variety of commentators, that
the snapshot which FRS17 disclosure provides does not provide a true picture of a
pension scheme’s accounts. This is particularly true of those schemes with large
amounts invested in equities, which are most vulnerable to the short-term volatility
of the markets.

Alex Waite, partner of Lane Clark & Peacock, commented: “To date, most attention
has been focused on which company pension funds are in surplus or in deficit, with
large and apparently frightening numbers quoted regularly. Certainly, persistent
large deficits cannot be interpreted as anything but bad news.

“But this misses the fundamental feature of FRS17. The inherent volatility of the new
standard for companies with pension schemes that invest in equities means that
schemes may regularly lurch from large FRS17 surplus to significant deficit. Users of
company accounts must not become overly concerned when they see these very
volatile accounting numbers — they may mean very little in the real world.”

To illustrate this the Report points out that in mid July FTSE 100 company pension
funds would have had a combined FRS17 deficit of around £25bn. This compares
with research done in May for LCP’s Interim ‘Accounting for Pensions’ report, which
disclosed an overall reported surplus of about £5bn. The figure will be different again
in the near future, prompting the report to ask ‘which one is correct?’

The press release concludes that the report throws up a more fundamental question.
If FRS17 numbers are so volatile as to be all but meaningless to users of company
accounts, what is the point of FRS17 in the first place?”

For more information please call Alex Waite on 020-7439 2266 or gotowww.lcp.uk.com

Investment monitoring in practice

A new survey entitled ‘Investment Monitoring in Practice’, and commissioned by
Euraplan, the pension fund monitoring and accounting software provider, looks at
investment and income monitoring in UK pension schemes. Whilst UK schemes
regard investment monitoring as increasingly important, their monitoring of income
accrued is often inadequate, according to the survey.

The report found that as many as one in two pension schemes in the UK failed to
make suitable provision for monitoring the efficiency and accuracy with which their
investment manager and/or custodian relays-investment income into the scheme’s
bank accounts. Katherine Lynas, an associate director at Euraplan, describes this
finding as ‘potentially alarming’.

Other principal findings of the survey were:




» 84 per cent of respondents said that they believe investment monitoring to be
more important today than it has been in the past.

e Almost all pension schemes regard investment monitoring as an important
and integral part of their professional activities.

* More than two thirds of respondents said that they considered the Myners
Report to have had a significant impact on how the pensions industry views
investment monitoring.

» At present there are about as many pension schemes in the UK that handle
their own investment monitoring as there are pension schemes which
delegate the function to third parties.

e Many pension schemes that delegate investment monitoring to a third party,

o 7 per cent of respondents admitted that they knew very little about
investment monitoring and took it for granted that it would be handled by a
third party.

Roger Forder, chief executive of Euraplan commented ‘The survey’s findings show
unequivocally that the commitment to and demand for investment monitoring is
reaching unprecedented levels in the pensions industry. However, there is also clear
evidence that many pension schemes would handle their own investment
monitoring if they felt they had the resources in-house to do it. At present more than
half are saying that they are happy to delegate the responsibility to a third party but
their response to more probing questions reveals that many have reservations about
making this delegation.’

For more information please call Baljit Sangha, Marketing Manager, on 020 7233 1188 or go to

www.euraplan.com/
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