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HPA’s Evaluation of the Proposed HPS2 

 
The essential elements of HPS2 (#5 of the Transcript of Judgment) are as follows:  
 

Essential elements HPA comment 
i) HPS would be wound up and all of its 
assets and liabilities transferred to HPS2;  

The assets of HPS stood at £M431 at 31 December 
2015. The deficit is stated to be £M600 on an on-
going basis, so the liabilities on this basis can be 
assessed as £M1031. The deficit on a PPF basis is 
£M226, so the PPF liabilities are £M657. 
Thus the HPS liabilities are being greatly reduced. 
They are not all being transferred to HPS2.  

ii) HGL would be the sponsoring employer 
for the purposes of HPS2 which would 
have a new corporate trustee;  

HGL is the sponsoring employer of HPS, thus no 
increased security is being provided on this basis. 
The change of trustee could happen to HPS anyway. 

iii) the benefits under HPS2 would be the 
same as under HPS but for the fact that 
future increases to pensions in payment 
and in deferment would be at the statutory 
minimum rather than the higher level 
prescribed in the present rules of HPS 
although the Principal Employer would 
have an absolute discretion to consider 
non-statutory increases to pensions in 
payment on an annual basis;  

Under current legislation, the statutory minimum is 
the Consumer Price Index (CPI). On a monthly basis, 
it has been below zero 3 times in 2015, and now 
stands at 0.5%. On an annual basis, it was 0% in 
2015, and is predicted to rise to 2% by 2020. Long 
term forecasts to 2050 for the GDP deflator (roughly 
comparable, but notoriously inaccurate) are 2%. 
Note that HGL can increase or reduce pensions at 
any rate it choses, so it could reduce them to zero if 
they so choose.  

iv) except for a minimum period of accrual 
for two members to ensure that HGL 
would be a statutory employer under HPS2 
and to meet contracting out requirements, 
HPS2 would be closed to future accrual. 
HPS2 would be subject to a 'PPF underpin' 
to ensure no member of HPS2 would 
receive less than the PPF compensation 
which he or she would have received had 
HPS entered an assessment period as at 
the date of the transfer; and for those 
members whose HPS2 benefits would be at 
or only just above the level of PPF 
compensation, an additional £3 million 
would be paid into HPS2 to augment their 
benefits above that level; [Punctuation in 
red added for clarity] 

The c. 1,300 pensioner members appear to be the 
ones whose benefits would be at or only just above 
PPF levels and augmented by £M3. Based on 
previous Valuation Reports, Technical Provisions for 
this group would be c. 50% of the £M657, or c. 
£M330. The £M3 is therefore an increase of less 
than 1% of the PPF compensation. 

v) CH2M would guarantee HGL’s payment 
obligations capped at a maximum of £120 
million;  

See below. If CPI is as forecast, this cap would expire 
in 2036.  

vi) contributions would be £5.5 million per 
annum increasing in line with CPI capped 
at 3% plus expenses and PPF Levy. 
However, they would be reduced initially 
to reflect the payment of a section 75 debt 
owed to the HPS by Halcrow Water 

Under the current (2008) recovery plan, 
contributions are £M14.5 pa in 2016, rising to 
£M20.2 pa by 2026, the last year of the plan, for a 
total of £M204.  
The contributions under HPS2, with CPI rising as 
forecast above, would be $M67 by 2026. They would 
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Services Ltd, a participating employer in 
HPS;  

reach the cap of £M120 in around 2034, depending 
on the (unstated) Section 75 debt. 

vii) contributions are to be based on a 
recovery period of around 18 years and an 
initial split of 50:50 return seeking assets 
and liability matched assets with de-risking 
to occur by 2043; and  

According to PPF’s Purple Book, the average 
recovery period for DB schemes is 9 years. In 
principle, the HPS2 deficit would be eliminated by 
2034. Without a recent Valuation Report, we cannot 
say if the proposed split of investment corresponds 
to the split required by tPR. In 2014, 54% of all 
Halcrow Pensions Scheme assets were in liability 
matched assets (bonds).  

viii) following the transfer to HPS2 the 
Trustees will calculate a section 75 debt in 
respect of HGL in HPS at nil and release 
Halcrow Holdings Limited, an intermediate 
parent company, from a guarantee it had 
provided to the HPS and the Halcrow 
participating employers from further 
liabilities in respect of the HPS.  

If the Section 75 debt in HGL is set at nil, any 
recourse to law by the Corporate Trustees of HPS2 
would have to be through the courts of Delaware, 
and difficult and expensive procedure. It is extremely 
unlikely such an action would be pursued. 

Additional points  
ix) it is not in dispute that the security of 
the benefits is higher in HPS2 

The comparison is made HPS, not with PPF. The 
security of benefits in comparison with PPF is lower, 
as the PPF has a £ multi-billion fund.  

x) despite having the same Principal 
Employer, the Trustees consider HPS2 to 
be a sustainable scheme 

The Trustees make this judgment based on long 
term forecasts of the future of HGL, although little is 
known about the plans CH2M have for the company. 
Over the periods 2011 to 2014 (the last years in 
which accounts have been published) turnover has 
decreased by 11% and staff numbers by 20%. The 
experience on the preparation of Valuation Reports 
for 2011 and 2014 shows that the Trustees and 
CH2M are unable to agree even on basic 
assumptions for the assessment of liabilities. 

xi) Having taken a large amount of 
professional advice the Trustees are 
satisfied that the Transaction is in the best 
interests of the members of HPS and they 
have agreed to carry it out subject to the 
Court determining the legal issues  

HPS2 was proposed by the Trustees, and it is 
therefore to be expected that they have agreed to it.  
The reasons the Trustees consider it in the best 
interest of the members of HPS are reviewed below, 
and found wanting.  

xii) Issue 2 (not considered in court) raised 
certain legal issues about the impact of the 
Transaction on whether the PPF could later 
assume responsibility for HPS2 

The law has not yet determined if, in the event that 
HGL went bankrupt, members of HSP2 would be 
entitled to compensation from the PPF. 

 
In the HGL accounts for 2014, the expected return on assets of all the pension schemes was 4.86%. 
In previous valuation reports, it was assumed that Halcrow pensioners had a life expectancy 2 years 
above the UK average, that 80% were married, and that wives were 3 years younger than their 
husbands. 

  



HPA’s Evaluation of the Proposed HPS2 3 15 May 2016 
 

Observations on Trustees’ justification for adopting HPS2  
 
The reasons the Trustees concluded that HPS2 was in the best interests of the members of the HPS 
(#132), and the weaknesses in their arguments, are:  

1) it was likely that CH2M would withdraw its support from HGL unless the Transaction was 
completed and as a result HGL would become insolvent;  
In 2011 (#48) Mr Justice Vos noted that “The Guarantee will remain in place, the new 
parent company [CH2M] will have a commercial imperative to enable the Company to 
comply with its obligations.” This argument was strong enough to sway his judgment then 
and approve the scheme of arrangement, and was supported by the Trustees. Why are they 
now dissenting from this view? 

2) the covenant strength of HGL and its ability to pay contributions are insufficient to support 
the HPS.  
The covenant at the time of the takeover was issued by CH2M and assessed by Ernst & Young 
LLP at their request (#14), not by HGL. The judge noted (#43) that “Whilst it is not in doubt 
that [CH2M] would be more financially able to support the HPS and indeed to reduce its 
deficit more quickly than the Company could do if the deal did not go ahead, Dr 
Colombi’s point was that it may not wish to do so.” CH2M’s ability to pay was not in 
question, and its share price was lower in 2011 than it is now. What was, and still is, in 
question, is its willingness to pay. 

3) HGL would be unable to pay contributions at all if CH2M withdrew its support; 
There is no reason to suppose that the threats made by CH2M to withdraw its support are 
anything but theatrics. As a company undertaking major high value contracts in the UK 
funded by the British tax-payers in areas such as HS2 and defence procurement, CH2M has a 
reputation to consider and should appreciate the consequences of behaving like the owners 
of BHS and end up facing a Parliamentary Committee. The company’s claimed high ethical 
standards might also be called into question. 

4) there were no viable alternatives to the Transaction; 
There are no indications that the Trustees have considered alternatives, let alone assess their 
viability.  

5) HPS2 would be financially viable   
HPS was itself once considered financially viable. The only reason that HPS2 could be 
considered viable is that HGL would have the power to reduce pensions below the current 
levels (by imposing a negative increase). However, this would make it less attractive than PPF 
compensation, and cannot be considered a reason to recommend HPS2. 

6) the necessary deficit repair contributions could be paid by HGL  
The contributions of £5.5 million annually appear sustainable now, in much the same way as 
the recovery plans of 2002, 2005 and 2008 were considered sustainable by Halcrow and the 
Trustees. None of them were. There are no grounds for asserting that they could or would be 
paid. 

7) as a £120m guarantee would be in place, it was likely that CH2M would continue to provide 
support in the future;  
The inclusion of the term “likely” makes this consideration meaningless. CH2M took care to 
advise shareholders in the “Notice to Shareholders” that all statements relating to the future 
could not be guaranteed. 

8) HPS2 would provide benefits in excess of PPF benefits which would be received if the HPS 
went into the PPF, the Scheme Actuary having advised that benefits in HPS2 are estimated 
to be £65m more on a buy-out basis than PPF compensation 
As discussed above, this represents an increase of just 10% above PPF compensation, mostly, 
we believe, payable to deferred members with high pensions. 

 

http://www.ch2m.com/newsroom/news/ch2m-led-jv-announced-as-HS2-phase-one-engineering-delivery-partner
https://www.ch2m.com/newsroom/event/ch2m-attends-defence-and-security-equipment-international-conference-2015
http://www.ch2m.com/newsroom/news/doing-business-the-ch2m-way
http://www.ch2m.com/newsroom/news/doing-business-the-ch2m-way

