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The results of Barnett Waddingham's fourth PPF levy forum survey highlights
that, while there is broad support for the aims and existence of the PPF, some
concerns remain about the equity of the levy and the insolvency risk rating.

There is also concern about the transition from Dunn & Bradstreet (“D&B") to Experian as the PPF
insolvency risk provider and whether the timetable will allow for correction of errors in Experian's data
before the score begins to count for levy purposes.

The survey respondents are divided into two groups, “Trustees and Employers” (37% trustee and 63%
company representatives) and “Independent Trustees and Advisors” (33% independent trustees, 15%
lawyers and 52% other advisors,).

The 2014 survey focused on three key issues which were the introduction of an increased benefit cap
for longer serving members, D&B failure scores and the transition from D&B to Experian. A breakdown
of answers not depicted in the following pages is appended to this note.

“I would be very wary of a wholesale switch from one provider to another. There needs to be a period
of transition so that problems can be sorted out. e.g. three years when the best score of either D&B or
Experian is taken into account.

This is to guard against the risk to the employer of a switch from one basis of logic to another, so that the employer has
a chance to change their priorities, if needed.” - Trustee/Employer representative

2 O @bwllp_corporate @ @ 0 WWW.bamett-Waddingham.Co.uk


https://twitter.com/bwllp_corporate
http://www.facebook.com/barnettwaddingham
http://www.linkedin.com/company/barnett-waddingham-llp
http://www.google.com/+barnettwaddingham

Barnett
Wadd|ngham Barnett Waddingham's PPF Levy Survey

a true partnership approach

Benefits cap for longer serving members

e Respondents were split on support for the increase in benefits cap for longer serving members. About 50% of
respondents support the increase while about 30% do not.

e 55% of respondents disagreed with the concept of an increase in the benefits cap being subsidised by lower benefits for
other members whilst only 25% agreed.

D&B failure scores

e Only 40% of trustees and company representatives agreed that their company’s D&B score accurately reflects the risk of it
becoming insolvent in the next 12 months.

e Over 60% of respondents complained that the trade payment data information held by D&B incorrectly influenced their
company’s failure score. More than 40% of respondents also complained about the finances disclosed in the company’s
accounts being used incorrectly by D&B.

“Payment experiences as reported by D&B’s partners (our suppliers) are continually wrong, and there ‘ ‘ ’ ,
is no practical way for us to correct the data. Our purchase ledger may be completely ‘clean’ (i.e. all

suppliers paid on terms), yet a late payment experience is recorded by an unidentifiable supplier.”

- Trustee/Employer representative

Have any of these factors used by D&B incorrectly influenced the company’s failure score for your Scheme or a Schem
involved with?
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The registration of new charges against
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AND ADVISORS
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D&B switch to Experian

e Despite the trade payment history complaints, almost 50% agreed or strongly agreed with Experian using the company’s
trade payment history as part of the insolvency risk calculation; provided the information held was correct (only about
20% disagreed with this).

e Respondents believed company finances should be the most influential factor in the insolvency risk calculation, whereas
trade payment data should be the least. The graph below depicts the average scores where respondents were asked to
rate the level of importance on a scale of 1-5, where 1 is the least important (more than one factor could be assigned the
same level of importance).

What level of importance should be placed on the following factors in determining the bespoke PPF Experian “failure score”?

Rating average

0.00 1.00 2.00 3.00 4.00

Company finances

(e.g. figures and trends from company accounts)
Company demographics

(e.g. industry sector, age of business, etc.)

Management structure
(e.g. number of directors, insolvency history of directors)

Trade payment data

Other company data available from public sources
(e.g. registration of charges over company assets)

INDEPENDENT TRUSTEES AND ADVISORS TRUSTEES & EMPLOYERS

e Almost 65% of respondents would be happy for Experian
to apply greater levels of judgement in adjusting the
failure score calculated using the standard model,
provided there was a transparent process for agreeing
these bespoke changes.

“There needs to be clarity on

what data is being used and

assessed so schemes have time to review this
and ensure it is correct. Also any changes

in factors and levy calculations can have a
e However, almost 90% of respondents were either worried significant impact on a company/scheme so as

or very concerned with the likelihood of Companies much notice and transparency is essential.” -

successfully correcting any errors or omissions in Experian’s Independent Trustees and Advisors
data by the end of April 2014.

Given Experian scores are expected to be used for PPF levy purposes from the end of April 2014, how concerned are you

about the likelihood of you or your clients successfully correcting any errors or omissions in Experian’s data by this time?

0% 10% 20% 30% 40% 50% 60%

Very concerned

Worried

Not bothered

INDEPENDENT TRUSTEES AND ADVISORS
TRUSTEES & EMPLOYERS

4 @) eowipcopoe @ D @ www.barnett-waddingham.co.uk


https://twitter.com/bwllp_corporate
http://www.facebook.com/barnettwaddingham
http://www.linkedin.com/company/barnett-waddingham-llp
http://www.google.com/+barnettwaddingham

Barnett
Wadd|ngham Barnett Waddingham's PPF Levy Survey

a true partnership approach

This is a selection of the comments made by respondents to the survey:

Trustees and Employer representatives ‘ ‘

“I would be very wary of a wholesale switch from one provider to another. There needs to be a period of transition so
that problems can be sorted out. e.g. three years when the best score of either D&B or Experian is taken into account.
This is to guard against the risk to the employer of a switch from one basis of logic to another, so that the employer has
a chance to change their priorities, if needed.”

“If the PPF are going to use information from Experian as a means of calculating the PPF levy then there must be a
mechanism whereby schemes affected by the scores can obtain the information held without incurring a significant
cost. When | tried to obtain the information held by D&B affecting our schemes | found it difficult and expensive. We
therefore employed consultants to improve our failure scores at the sponsoring employers cost.”

“Payment experiences as reported by D&B’s partners (our suppliers) are continually wrong, and there is no practical way
for us to correct the data. Our purchase ledger may be completely ‘clean’ (i.e. all suppliers paid on terms), yet a late
payment experience is recorded by an unidentifiable supplier.” - Trustee/Employer representative

“Trade payment data is used too broadly. The current system does not seem to allow for varying settlement dates and
it seems almost impossible to get from D&B information as to what transactions make up the data used. There might
be a late settling account say for £100 when monthly settlements exceed £5m! The current system does not seem to
distinguish between late payments and payments in query.”

Independent Trustees and Advisors

“The most critical failure factor (and | am an insolvency practitioner) is the availability of cash flow — and there are no
really accurate indicators of this contained within standard statutory accounts (even the cash flow statement is pointless
in this regard). If Experian (or D&B) want to be serious about trying to provide a really meaningful score, then they
should be requesting additional cash flow and banking facility / headroom information from companies.”

“There needs to be clarity on what data is being used and assessed so schemes have time to review this and ensure it
is correct. Also any changes in factors and levy calculations can have a significant impact on a company/scheme so as
much notice and transparency is essential.”

The views and opinions obtained during our research are not necessarily the view and opinions of Barnett Waddingham LLP.
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Appendix 1 - Survey results Trustee and Employer representatives

DISAGREE NEUTRAL AGREE STRONGLY AGREE

| support the existence of the PPF as a means of providing additional security to members of occupational pension schemes
where the employer fails

I 790 sorc o stongly agee

o The PPF levy should be funded solely by a levy on pension schemes without any additional government funding
o

e The PPF levy could seriously jeopardise the future existence of my company/scheme sponsor

| support the increase in the benefits cap for longer serving members even though it is expected to increase levies by
approximately 4%

I 446 sore or srongy g

o The cost of the increase in the benefits cap for longer serving members should be subsidised by lower benefits for other
members rather than an increase in the levy

I 300 aoreeor sonoly agee

e The D&B failure score for my company/scheme sponsor accurately reflects the risk of it becoming insolvent in the next 12 months

D 38% -

o Provided the information held by Experian was correct, | would support the use of a company’s trade payment history as part
of the calculation of its insolvency risk to the PPF

I 4770 oreeor songly agee

G I would be happy for Experian to apply greater levels of judgement in adjusting the failure score calculated using the standard
model provided there was a transparent process for agreeing these bespoke changes

I 63%0 oreeor sty e
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Appendix 2 - Survey results Independent Trustees and Advisors

DISAGREE NEUTRAL AGREE STRONGLY AGREE

o | support the existence of the PPF as a means of providing additional security to members of occupational pension schemes

D 88% aoree or ooty agee

o The PPF levy should be funded solely by a levy on pension schemes without any additional government funding

I 29% aoreeor songly sgee

e The PPF levy could seriously jeopardise the future existence of my clients

I 4:1% aoreeor stongly agee

| support the increase in the benefits cap for longer serving members even though it is expected to increase levies by
approximately 4%

The cost of the increase in the benefits cap for longer serving members should be subsidised by lower benefits for other
members rather than an increase in the levy

G The D&B failure score for my clients sponsor accurately reflects the risk of them becoming insolvent in the next 12 months

D 4% o

Provided the information held by Experian was correct, | would support the use of a company’s trade payment history as part of
the calculation of its insolvency risk to the PPF

I 43% aoreeor songly sgee

I would be happy for Experian to apply greater levels of judgement in adjusting the failure score calculated using the standard
model provided there was a transparent process for agreeing these bespoke changes

I 6% aorceor sonoly sgee
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Barnett Waddingham LLP is the
UK’s largest independent firm
of actuaries, administrators and
consultants with seven offices
throughout the UK.

We were founded in 1989 and
offer a full range of services to
trustees, employers, insurance
companies and individuals.

www.barnett-waddingham.co.uk

Barnett Waddingham LLP is a body corporate with members to whom we refer as
“partners”. A list of members can be inspected at the registered office.

Barnett Waddingham LLP (OC307678), BW SIPP LLP (0C322417), and Barnett
Waddingham Actuaries and Consultants Limited (0649843 1) are registered in
England and Wales with their registered office at Cheapside House, 138 Cheapside,
London EC2V 6BW. Barnett Waddingham LLP is authorised and regulated by the
Financial Conduct Authority and is licensed by the Institute and Faculty of Actuaries
for a range of investment business activities. BW SIPP LLP is authorised and
regulated by the Financial Conduct Authority.

Barnett Waddingham Actuaries and Consultants Limited is licensed by the Institute
and Faculty of Actuaries in respect of a range of investment business activities.
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