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NOTICE TO ALL STAFF 
Ila/crow 

HALCROW PENSION SCHEME ("HPS") 
1. Background 

The Government has increased the taxation of pension schemes substantially, which has 
reduced the level of surpluses in defined benefit schemes and the value of funds in personal 
pension plans. The financial effect on employers and personal plan holders has been 
substantial. 

In response to this in 1998 the Group increased its contribution to the scheme by an 
additional 2% to 10% of salaries and has also agreed to a further 2% increase from 

1January1999. A 1 % increase costs the company about £350k. The employee contribution 
remains unchanged at 5% of pensionable salary. 

The Government has also changed the legal requirements for the funding of pension 
schemes ("after Maxwell") and introduced a requirement to meet a Minimum Funding 
Requirement �). The calculation of MFR has to be done using a formula linked to 
stock market equity values and gilt/bond yields on a specific date. No discretion is allowed. 

2. Valuation 

3. 

A triennial actuarial review of the Halcrow Pension Scheme has been carried out as at 
5 April 1998. 

Following the abolition of tax credits actuaries have revised the assumptions used for 
valuations. They are still prudent but take account of changed circumstances. This 
valuation shows that the long term funding position of the Scheme is sound. 

Minimum Funding Rate 
The scheme valuation under MFR rules, at 5 April 1998, gave an asset value of 104% of 
liabilities. This is very tight. The problem for HPS is that although the actuarial valuation is 
at 5 April 1998, the MFR valuation has to be current at the time it is certified. The actuary 
has to certify it within one year of the actuarial valuation, so the position for Halcrow at any 
given time is uncertain. It has to be repeated on an annual basis. 

A significant driver in the MFR calculation is the future increase in pensions in payment. 
Our scheme is unusual in that it gives guaranteed 5% increases for pre-1997 members. 

4. Actuarial Recommendations 
The actuary has strongly recommended two things. Firstly, that regular contributions 
immediately go up by 2%, which has been done. Secondly, Halcrow remove the 5% 
guaranteed increase in pensions in payment for all future service. This would not affect 
pensioners and deferred pensioners in any way. It would not affect existing staff for past 
service pension entitlement up to the point of the change, so someone retiring just after the 
change would see only a negligible change. 
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5. Comment and Actions 
The current position is that the 1\.1FR calculation shows that the Scheme is below 100% 
asset cover, requiring the Group to raise contributions immediately. On this basis a further 
significant increase in contributions would be needed, on top of the 4% already agreed. 
However, if the 5% guaranteed increase for future service is removed the company need 
only make a smaller temporary increase for the next five years. 

The company cannot afford a further significant increase in the level of contribution, 
particularly at current company profitability levels. Under these circumstances the Group 
could be forced to wind up the scheme. Even the temporary increase will place a great 
strain on the Group. 

As a matter of policy the Group wishes to have a sound high quality pension scheme. 
However it must be affordable or it undermines the strength of the Group. It has therefore 
been decided that with effect from 1 March 1999 future service will not attract the 5% 
guaranteed increase in pensions. Instead increases will be based on the increase in the Retail 
Price Index (RPI), to a maximum of 5%. As is presently the case, if RPI is higher than 5% 
then the Trustees will have the discretion to award increases at a higher level, as they have 
done in the past. In addition if RPI is lower than 5% then the company will grant them the 
discretion to pay higher increases, up to 5%, if the financial position of the Scheme allows 
It. 

This change does not affect the position of those who joined after April 1997, as the 5% 
guaranteed increase did not apply. Neither does it affect those staff who transferred from 
the Halcrow Gilbert pension scheme, who also did not have the 5% guarantee and have 
slightly different arrangements. 

It is with regret that the change has had to be made but we have been forced into this 
position by a combination of government action - taxation of pension schemes and Jv1FR 
regulations, and changes in the financial climate - falling interest rates and low bond yields. 
Despite the current difficulties the actuary has described the long term funding position of 
the Scheme as sound and it is hoped that further changes to existing members benefits will 
not be necessary. Unfortunately we cannot insulate ourselves from circumstances which are 
outside our control. 

This change has been discussed with Staff Council and should you have any queries please 
contact the Group Pensions Manager, Alan Gill, at Burderop Park. 
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