
The journey for defined benefit (DB) schemes is nearing 
its conclusion – funding positions moved on quickly this 
year amidst rising gilt yields, following a decade of strong 
growth asset performance. The endgame really is now in 
sight.

The recent gilt market volatility has given trustees pause 
for thought, both in terms of their scheme’s investment 
strategy for the next phase of the journey, and who is 
responsible and accountable for which activities.

Discussing the role that outsourcing can play, the 
importance of selecting the right partner and what the 
future is for the UK DB landscape, Simon Partridge, Head 
of Fiduciary Management Solutions was joined by Sarah 
Leslie, a professional trustee and Partner of ndapt, Chris 
Hogg, CEO at TEL which is the Trustee Executive for 
National Grid UK Pension Scheme, and Dan Wooder, an 
investment consultant and Principal at Barnett 
Waddingham.

THE DEVIL IS IN THE DETAIL WHEN PREPARING 
FOR FUTURE CHALLENGES

Among the challenges experienced by schemes over the 
last few years, two of the most notable have been 
increased regulation across Environmental, Social, 
Governance (ESG) and long-term funding. Understanding 
and managing these new concepts takes time, and this is 
happening against a backdrop of increasing sponsor 
covenant headwinds. This highlights the importance for 
trustee boards of having a well-defined governance 
structure and regular communication with the sponsor 
(as well as with members and the regulator) to ensure 
schemes are well managed. What works for one scheme 
may not be appropriate for another, so it’s critical to 
spend time clearly documenting roles, responsibilities 
and processes.

OUTSOURCING LIKELY TO INCREASE, IN ONE 
FORM OR ANOTHER 

2021 represented something of an inflection point for the 
large DB market with increasing interest in outsourcing. 
Hogg commented on this being primarily linked to 
increased resourcing requirements, freeing up trustee 
boards to focus more on strategy and enabling internal 
teams to have more time to guide investment strategy. 

While each scheme has its own reasons for 
implementing outsourcing, he commented that many of 
the largest UK DB schemes are still heavily ‘insourced’ 
with often the first step to outsourcing being a difficult 
one to take and hybrid options a popular starting point.

Wooder added that while outsourcing will potentially 
increase, it is hard to pinpoint trends in the market 
because each pension scheme is unique. There are often 
idiosyncratic themes and drivers around resourcing, 
costs and efficiencies, with a huge amount of 
subjectivity and personal preference around the level of 
control and delegation. While difficult to predict the 
scale and rate of growth, he does believe outsourcing in 
some form, whether it be full or partial, will increase.

Leslie highlighted the likelihood of more schemes 
looking to refresh their governance arrangements 
following the LDI crisis. Even in the new virtual meeting 
world, many trustee boards will have struggled to 
convene, agree actions and move money for collateral 
calls at such short notice. If governance was not in 
order, this made things a lot harder. While sole trustee 
arrangements made this process more streamlined, it’s 
not the only or best approach for every scheme.

Governance support on ESG issues is also likely to 
receive more attention with schemes needing assistance 
on Task Force on Climate-Related Financial Disclosures 
(TCFD) reporting. Smaller schemes can find it difficult 
to integrate ESG considerations in their portfolios and 
may need expertise and scale to do this appropriately. 

TACKLING TCFD REPORTING AND 
INTEGRATING ESG IN PORTFOLIOS

Hogg advised that in-scope larger schemes should start 
the TCFD reporting process and their preparation for 
it sooner rather than later. Coordination between his 
scheme, their OCIO partner, the actuary, administrator 
and sponsor as well as other parties took up a lot of 
resource along with the digestion of large amounts of 
data. Leslie added that for smaller schemes, outsourcing 
and fiduciary management becomes particularly 
beneficial in this situation, to not only help alleviate the 
governance burden but to also give them more leverage 
when negotiating with managers and gaining greater 
access to data. 
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HOW MUCH DOES YOUR ENDGAME STRATEGY 
INFLUENCE THE DECISION TO OUTSOURCE?

Wooder added that the two main reasons a DB scheme 
would choose to outsource historically are firstly, 
for a growth engine – creating a more sophisticated 
growth portfolio to drive returns – and secondly, for 
strategic de-risking. As schemes near their endgames, 
those two goals are largely achieved, so what is the 
benefit of outsourcing?  The answer is the expertise and 
efficiencies in investment strategy design and 
management, in particular in operational aspects – 
aligning the portfolio for endgame, meeting cashflows, 
disinvesting best practices. Above all, it’s critical to have 
a governance structure that can adapt in preparation for 
the endgame. Here, there is a real opportunity for 
fiduciary managers who have the experience of getting 
the end portfolio right and ready for buyout.

CONCLUSION

Increased regulatory scrutiny, ESG requirements (net-
zero obligations, climate alignment, TCFD reporting) 
and endgame discussions (journey planning, de-risking, 
risk transfers) are just some of the big issues trustees 
are having to deal with. This is leading more and more 
boards to think about their governance arrangements 
and considering outsourcing which can improve 
accountability, increase resources, and enable the board 
to focus their time on investment strategy. This can 
work at any stage of the journey, whether early on or 
when nearing endgame. However, each scheme is 
unique and finding the right governance framework and 
alignment of interests, particularly on ESG integration, 
is key when selecting a fiduciary manager.

Schemes are considering ESG integration in different 
ways. For some it is through exclusions such as 
screening out “bad” stocks, while others include ESG as 
part of a manager selection process. By contrast some 
schemes seek to embed ESG at the asset allocation level, 
for example through opportunities in renewables, 
infrastructure and agriculture. A fiduciary manager or 
outsourced partner can help schemes to define their 
beliefs and objectives, and then design and implement a 
strategy to achieve these goals.

ESG IS BECOMING A KEY CONSIDERATION 
WHEN SELECTING AN INSURANCE BUYOUT 
PROVIDER

The panel felt that increasingly Trustees are likely to 
seek alignment on ESG aspirations when considering 
buyout providers, with insurance companies recognising 
this and making huge progress in the area.

A decade ago, a key focus was on whether good 
governance would enhance returns, and as different 
scenarios have played out, this has proven to be true. 
ESG is now in a similar position, it is a material risk, 
which trustees must take it into account for the benefit of 
their members and actively manage now, regardless of 
whether the scheme is going to go to buyout in a few 
years.  Again, this shows the importance of alignment 
when selecting a buyout provider.  
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