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multinationals with global operations. The report focuses on how life expectancies continue to rise and 
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In this global update we look at the following topics which companies 
should be considering for their retirement plans:

Phil Cuddeford
Partner 
LCP

https://vimeo.com/86117288
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Life expectancy increases in the 10 years since 
2000 have already outstripped the increases 
over the preceding 20 years.

1.1 How much has life expectancy improved?  
There is a trend in life expectancy across the world 
that companies need to be aware of – life expectancy 
increases do not appear to be slowing down, and 
may continue to speed up over time.  What does 
your company need to consider?

The chart below shows the observed life expectancies 
from around the world over the last 30 years.

The chart gives a long term picture of the significant 

increases in life expectancy, especially over the 

last decade (2000 to 2009), where increases in 

life expectancy have exceeded the increases in the 

preceding 20 years.

There may be many reasons for this step up in life 

expectancy.  In addition to medical advances and 

lifestyle changes, the economic turmoil over recent 

years may have contributed.  For instance, where 

recent recessions have pushed people to work longer 

into their retirement years, this may have had a 

positive impact on their life expectancy.

1.2 A three step approach to deal with increasing 

life expectancies

Life expectancy remains key to the cost of providing 

retirement benefits.  Companies need to be proactive 

when considering life expectancy assumptions and 

future improvements in these rates around the world.

For multinational companies with defined  

benefit retirement plans around the world,  

there are a number of mitigating actions that can  

be taken to protect themselves against increasing  

life expectancy:

General Population male life expectancy at age 65 - 1979 to 2009

Source: LCP analysis of data from the Human Mortality Database 
(published by University of California, Berkley, USA and Max Planck Institute for Demographic 
Research, Germany www.mortality.org)
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Wherever a company 
operates in the world, 
life expectancies are 
continuing to increase.  
Companies should  
look at whatever steps 
they can take to help 
manage this risk.

Simon Coomber
Partner 
LCP

http://www.lcp.uk.com/
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Ensure appropriate longevity assumptions are made to value the benefits for such plans (we discuss 
this further below)

Look at the possibilities of sharing the longevity risk with employees through innovative benefit designs 
– companies cannot be expected to solely bear the burden of costs associated with ever increasing  
life expectancies

Remove the longevity risk by changing the benefit design (in countries where this is possible) –  
eg link retirement age to life expectancy, or switch to providing defined contribution (DC) benefits

Remove the longevity risk from the retirement plans through insurance solutions – such insurance 
options are becoming more prevalent across the world.  Common place in the UK and Switzerland, 
now the US, Canada and the Netherlands are developing cost effective solutions too.  These products 
can provide economical opportunities for companies to remove longevity from the risks of running a 
defined benefit (DB) retirement plan.

Recognise the issue
1

Understand the options

Take action

2

3

The case study (overleaf) gives an example of how some companies have approached this issue.

http://www.lcp.uk.com
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1.3 Case study

Innovative solutions to reduce longevity risk, tailored to specific company needs

1.  Recognising the issue: A large UK publishing company operating DB and DC pension plans, whilst still 
wishing to provide competitive pension benefits that were in line with the market, had concerns over:

§§ the level of risk and cost that their DB pension plan posed including mortality risk; 

§§ changes to social security that were expected to increase the costs of the DB plan; and

§§ disparity in pension benefits provided to their workforce – some receiving DB benefits, some receiving 
DC benefits.

2.  Understanding the options: Together with the Company, LCP analysed the risks faced by the DB plan 
and the alternative design solutions taking into account analysis of competitors’ arrangements.   
This analysis identified the level of risk that increasing life expectancy was creating.

3.  Take action – The Company developed a solution which included:
§§ closing the DB plan to new members and reducing some of the benefits – this ensured the ability to fix 
the number of employees with DB benefits, and control the cost of these benefits;

§§ link the retirement age for the DB plan to the state pension age – mirroring the changes to social 
security whilst also reducing mortality risk and the amount of time that benefits would be paid for; and

§§ increased contributions for certain employees so that the cost of benefit provision is shared more fairly 
between employees and the Company.

With a wide range  
of options available 
companies need to 
understand the full 
implications before  
taking action.

Shaun Southern
Partner 
LCP

http://www.lcp.uk.com
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Will French employees live 5 years longer than 
their neighbours in Germany?

1.4 Variations in life expectancy assumptions around 

the world

There continues to be significant variation in life 

expectancy assumptions used in different countries.  

Is it right that the French working for a multinational 

company should be expected to live 5 years  

longer than their neighbours in Germany?   

Our December 2013 survey of mainstream mortality 

assumptions used across the world for corporate 

reporting purposes is summarised in the charts 

below.  The results highlight these variations and 

in particular highlight the possible inconsistencies 

that companies may be adopting in their pensions 

accounting figures.  

Alongside this disparity in current life expectancies, 

the local practice in allowing for future improvements 

in these rates is also varied.
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“Middle of the road” life expectancy assumptions for a male aged 65 today
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http://www.lcp.uk.com
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If all countries were to use rates of assumed mortality 

and future improvements in mortality, more in line 

with France for instance, liabilities shown in company 

accounts in some countries (including Germany, 

the US and Japan) would be over 10% higher than 

currently shown – that could equate to additional 

tens of billions on the balance sheets of the  

FTSE Global 100 companies.

Anticipated life expectancy improvements over the next 20 years (in years)
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Action
Companies should take a global perspective to 
setting their mortality assumptions as a way of 
ensuring their assumptions are consistent.  
In fact the international accounting standard 
IAS19 pushes companies towards ensuring that 
their assumptions are consistent.

Companies should  
set their global life 
expectancy 
assumptions 
consistently. Whilst  
the variance in local 
approaches makes this 
a challenge, the explicit 
IAS19 requirement  
to disclose material 
assumptions such as 
this is helping to focus 
minds on the issue.

Phil Cuddeford
Partner 
LCP

http://www.lcp.uk.com
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Companies not to blame for shortfall in 
retirement benefits.

2.1 Who is going to pay for longer retirements?

In summer 2013 LCP and other members of our 

international network took to the streets in our 

various countries to see what the general public 

think about their retirement planning.  We asked the 

“man on the street” – “if you do not have sufficient 

income in retirement who are you going to blame: 

the government, your company, yourself or your 

children”.  Some of the highlights of the survey are 

shown opposite:

2.2 Who will you blame if you do not have sufficient 

income in retirement?

Across Europe there is a reasonable expectation on 

governments.  Governments appear to be taking 

these responsibilities seriously by making changes 

to social security systems.  These changes include 

raising retirement ages and modifying benefits 

to ensure pension provision doesn’t become an 

unmanageable burden.  

The US has the largest group 

saying employers, but still only 

1 in 7 individuals.

US

9%

50%

27%

14%

Myself

Employer(s)

Government

Children
The UK survey showed a significant 

level of personal responsibility for 

retirement provision.

UK

75%

1%

4%

20%

In continental Europe, the 

government is seen as the largest 

retirement benefit provider.

4%

47%

Continental Europe

42%

7%

These results highlight 
how important 
employee perceptions 
are.  The main action 
for companies is to 
ensure that they 
manage these 
perceptions.

Alex Waite
Partner 
LCP

http://www.lcp.uk.com
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These results also show very little expectation on 

the level of benefit a company provides in way of 

retirement benefits.  This begs the question – why are 

companies so worried about the level of retirement 

provision they provide?  Perhaps companies should 

focus more on “how” they provide retirement 

benefits rather than what benefits they provide – 

ensuring the benefits are understood  

and appreciated?

What can companies do to ensure that the benefits 

they provide are appropriate and appreciated?

Action
§ßEducate staff on the benefits they have available and what they  
can do with them.  This may be especially appreciated by 
individuals who take personal responsibility for their retirement 
provision.  Communication is key here – it needs to be regular, 
understandable and easily accessible to employees.  Simple ideas 
like regular emails to staff and web based tools for members to 
track their benefits can help.

§ßConsider what investment options a company can provide in a  
DC plan.  Default retirement options are particularly important as 
a significant majority of people do not make an active investment 
decision and therefore a default retirement option is the 
predominant investment vehicle used.  Education can also  
help here, to ensure employees make a more 

§ßConsider the level of DC contributions offered, and perhaps 
have a robust estimate of the level of benefits provided.  Where 
possible companies should look to ensure that their DC provision 
is targeting benefits in line with the companies’ expectation rather 
than just focusing on the level of contributions.  Communicating 
these targets to employees can help with the understanding and 
appreciation of the benefit being provided.

http://www.lcp.uk.com
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The changing world of pensions

http://www.lcp.uk.com
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Belgium

A number of insurers have 
lowered the guaranteed 
rate of return in group 
insured corporate pension 
plans to a level below the 
legal guaranteed minimum.  
Employers are considering 
the consequences of this; 
in particular with their 
obligation to fund to this 
legal minimum.  Employers 
that decided not to value 
their defined contribution 
plans under IAS19 should 
reconsider their decision.

Cyprus

The bailout agreement of 
March 2013 had a profound 
impact on occupational 
pension provision in Cyprus. 
The agreement led to a 
significant loss of benefits 
for defined contribution  
fund members as benefits 
were reduced.  In addition, 
capital controls are 
effectively prohibiting 
local pension funds from 
implementing diversified 
investment strategies.  
Consequently, and 
compounded by personal 
financial pressures on 

members, a great number of 
pension funds are currently 
being dissolved and accrued 
rights paid to members. 

With the vast majority of 
pension fund assets being 
held in cash deposits, 
the losses from the 
restructuring of Cyprus’ 
banks on retirement 
savings are potentially 
devastating.  However, the 
government has committed 
to safeguarding all pension 
funds from losses incurred 
due to the restructuring  
and is currently drafting  
the details of this plan.

France

The government has 
continued to increase  
taxes on both medical  
and pension plans.   
The discrimination rules 
under which an employer 
can offer different benefits 
to employees by category 
have now been clarified.  
Mandatory health insurance 
coverage will be introduced 
for all employers, effective 
from 1 January 2016.

http://www.lcp.uk.com
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Germany

The increase in the 
retirement age to 67 is being 
implemented in stages.  As 
a consequence, an increase 
in company retirement age 
should be considered.

Staff pension insurances, 
pension funds and direct 
insurances are especially 
concerned by the ongoing 
low-interest period.  They 
have to apply revised and 
improved test methods to 
prove the adequacy of the 
actuarial interest rate.

Insurers are introducing 
unisex tables and tariffs. 
For occupational pension 
schemes the application of 
unisex tables and tariffs is  
not mandatory.

Greece

The major reforms to the 
social security pension 
system are currently being 
implemented, including 
an increase in the social 
security retirement age 
from 65 to 67.  In addition, 
based on the pension reform 
agreements with the Troika, 
there is an ongoing initiative 
to reshape the auxiliary and 
occupational pension sectors 
increasing the pension 
burden sharing between the 
state and the private sector.

Ireland

Pension schemes will be 
required to hold risk reserves 
from 2016.  Schemes can get 
relief under the statutory 
solvency standard by using 
Euro Sovereign bonds (or 
other qualifying assets) to 
back pensioner liabilities. 
However, practice of closing 
retirement plans with 
members receiving a fraction 
of the benefits they thought 
they had continues.  The state 
pension age is increasing 
gradually to 68 for those 
retiring after 2028.  The 
2014 budget is expected to 
introduce a cap on pension 
benefits of €60,000 pa.  Any 
benefits in excess of this will 
be subject to double taxation.

http://www.lcp.uk.com
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Italy

Austerity measures have 
led to changes in the state 
pensions system, with future 
pension benefits reduced.   
This increases the need for 
private sector pensions  
and savings.

Netherlands

A bill is expected in early 
2014, proposing the state 
retirement age increasing 
to age 67 by 2021 (currently 
2023).  Pension plan retirement 
ages have increased to 67 
in 2014 for future service, in 
combination with a lower 
limit for future pension 
accrual.  The government 
also agreed to further limit 
the accrual rate to 1.875% 
for average pay plans and 
limit pensionable salaries to 
€100,000 from 2015.  For 
pension funds a new financial 
framework is expected in 
2014, coming into force from 
2015, imposing the need for 
pension funds to reconsider 
their pensions strategy.

Russia

The government has 
proposed to increase the 
retirement age and has also 
proposed changes to the 
level of contribution rates. 
From 2014, a rate of 6% will 
apply for private pension 
funds and a reduced rate of 
2% for individuals who have 
never changed the default 
managing entity of their 
pension funds.

Spain

The statutory retirement age 
is increasing from 65 to 67, 
with some exceptions for 
those with long contribution 
histories.  In addition, the 
government plans to speed 
up the implementation of a 
“sustainability factor” from 
2019.  This is likely to lead to 
further benefit adjustments 
in the future that could lead 
to a 5% reduction in benefits 
per decade. 

http://www.lcp.uk.com
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Sweden

While waiting for the new  
EU insurance regulation 
Solvency II to come into 
effect, Sweden has  
decided to implement its 
own rules that are similar  
to Solvency II.  The new 
rules are effective from 
31 December 2013, and 
are likely to affect a large 
proportion of pension 
schemes as these are 
predominantly  
provided through  
insurance companies.

Switzerland

Current topics of discussion 
include increasing life 
expectancy and potentially 
unsustainable pension 
conversion rates.  Companies 
are looking to reduce these 
risks in their pension plans.  
New investment, governance 
and transparency regulations 
have been introduced.  
The additional complexity 
is expected to increase 
administration costs for 
pension plans.

UK

Automatic enrolment is now 
wide spread with smaller 
companies now competing 
for the remaining provider 
capacity.  Pensions tax 
changes are now top of the 
agenda as they will affect 
a much wider group of 
employees from April 2014.  
State pension age is being 
increased to 68, probably  
in the 2030’s. 

http://www.lcp.uk.com
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Australia

The new conservative 
coalition election platform 
contained undertakings 
to create certainty and 
stability by not making 
unexpected detrimental 
changes to superannuation 
policy and taxation; to 
delay compulsory employer 
superannuation contribution 
rate increases by two 
years; to require those 
contributions on Paid 
Parental Leave and to cut 
red tape and to facilitate 
innovation in post retirement 
risk products.

China

Flexible retirement ages 
are under consideration, 
in particular for women 
who currently have a 
normal retirement age 
of 50 or 55 (compared 
to 60 for men).  Some 
local governments have 
introduced tax incentives 
to qualified employer 
sponsored plans. In these, 
matching contributions from 
employers are tax deductible 
up to 4% of pay. 

India

The Pension Fund Regulatory 
& Development Authority 
(PFRDA) is expected to be 
granted statutory powers 
by an act of parliament to 
regulate and develop the 
national pension scheme in 
India. Plans of moving from 
Indian GAAP accounting 
standards to IFRS has not 
gathered momentum as 
adoption of IFRS by Indian 
companies have been 
deferred.  There have been 
changes to “provident fund” 
rules for expatriates.  
A minimum annuity age of 
55 years has been introduced 
for annuity products.

Indonesia

From January 2014 the 
National Social Security 
System (NSSS) will 
implement a mandatory 
health program for all 
Indonesian citizens.  
Employers and employees 
will be required to pay 
contributions as a percentage 
of pay and the government 
will pay contributions for 
individuals on low income.  
From July 2015 the NSSS will 
also implement a pension 
program for all Indonesian 
workers.  The mandatory 
pension program is a defined 
benefit scheme.  Discussions 
on how to harmonize all the 
programs are still in progress.

http://www.lcp.uk.com
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Japan

The Employee Pension 
Funds which have deficits in 
the contracted-out portion 
are due to be phased out 
in 5 years.  The funds that 
hold sufficient assets are 
allowed to continue.  In 
order to encourage a shift 
to a pure occupational DB 
plan, several amendments 
to regulations have been 
proposed, including 
weakening a requirement 
for dissolution, diversifying 
plan design options and 
facilitating simplified DB 
plan implementation.  The 
age limit for contributions to 
corporate DC plans will be 
extended from 60 to 65  
from January 2014.

Singapore

Companies are realising 
that the State Central 
Provident Fund (CPF) is 
inadequate for locals and 
that expatriates are barred 
from the CPF.  They are 
beginning to establish 
tax effective company 
retirement schemes to 
include expatriates.

South Africa

The retirement industry is  
in a consultation process  
on required reforms.   
Key areas of reform 
will include increasing 
preservation, coverage and 
annuitisation.  In addition,  
the regulator is focusing 
on ways to reduce the 
costs of saving for 
retirement.  The industry 
itself is consolidating with 
many free-standing DC 
funds moving to umbrella 
structures, in response 
to increased governance 
requirements as well as to 
reduce costs.

UAE

Some local banks are 
launching new corporate 
pension products tailored  
to the expatriates  
population of the UAE.   
This will help employers 
meet the increasing  
demand of the expatriate 
population for pension 
products.  Additionally, 
an increasing number of 
companies value their 
compulsory end of service 
obligations under IFRS.

http://www.lcp.uk.com
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Brazil

The discount rates used 
in actuarial valuations will 
continue to reduce gradually 
from 5.75% pa in 2013 to  
4.5% pa in 2018. A pension 
fund for the evangelical 
community is being created, 
with the potential to attract 
46 million people.

Canada

Ontario has joined other 
Canadian jurisdictions  
in permitting the use of 
Letters of Credit for funding 
of solvency deficits, as well  
as some other “solvency 
relief” measures. 

De-risking of pension plans 
continues to be a priority 
for plan sponsors, primarily 
through risk mitigation 
strategies.  New Brunswick’s 
recent introduction of its 
Risk-Shared Pension Plan has 
stimulated further discussion 
of the Target Benefit Pension 
Plan concept that has 
elements of both traditional 
defined benefit and defined 
contribution plans.

Latin America

Most countries in Latin 
America have made (or are 
looking to make) significant 
revisions in their benefit 
systems, mainly to increase 
coverage and efficiency. 
These include changes to 
fees, competition, foreign 
investment, financial 
education, additional 
contributions, investment 
choices, life-cycling and 
benefit payouts.

http://www.lcp.uk.com
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USA

Recently the funded status 
of most DB plans has 
improved, taking some 
pressure off of the  
corporate bottom line. 
Employers in the US are 
continuing to address 
de-risking of the pension 
volatility of their DB plans 
– primarily through LDI 
investment strategies. Risk 
transfers, through buy-ins, 
buy-outs and lump sum 
“windows”, remain  
fairly uncommon.

De-risking is a concept 
that applies to healthcare 
benefits as well, with many 
employers looking to use 
“Medicare exchanges” to 

provide retiree medical 
benefits to retirees.  Further, 
with a significant focus 
on the 1 January 2014 
implementation of the 
private medical “exchanges” 
under the Affordable Care 
Act, it remains to be seen 
whether employers will use 
the exchanges to provide 
health benefits to active 
employees as well. 

Mexico

Migration from defined 
benefit plans to defined 
contribution plans has 
become common practice. 
An important fiscal reform  
is being discussed in 
congress.  The outcome  
may have severe implications 
for private and social 
security pensions.

http://www.lcp.uk.com
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The 5 pitfalls of IAS19 revised

4.1 IAS19 revised – what you need to think about

IAS19 revised (IAS19R) is now here and companies 

are getting to grips with their 2013 pension figures 

under the new standard and how they are going to 

present the figures in their disclosures.

The changes to the pensions figures have been well 

publicised, but there are a number of pitfalls you 

need to be aware of under IAS19R.  There is also an 

opportunity with the new disclosure requirements  

that means companies can streamline disclosures  

to focus on the important facts.  

We highlight a few areas of IAS19R to watch  

out for on the next page, and then we provide  

some ideas for how to approach the new  

disclosure requirements.

Before looking at IAS19R – one major pitfall in  

IAS19 (old and new) recently highlighted is the 

treatment of asset limits in retirement plans.   

A large well-known UK company was required to 

revise their pensions accounting figures as their 

interpretation of IAS19 was not accepted by the  

UK regulator.  

Companies need to make informed decisions about 

what goes in their pension disclosures.

Complex rules  
on asset limits in  
IAS19 mean legal 
technicalities can  
have a huge impact  
on balance sheets. 
Companies should 
ensure they take  
care given recent 
developments.

Tim Marklew
Partner 
LCP

http://www.lcp.uk.com
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Requirements Considerations

Removal of the expected 

return on assets and the 

impact of an asset limit

Make sure there are no surprises in the profit and loss figures at the year end – profit and loss figures under new IAS19 can be 

closely estimated before the year end.

The new “Net Interest on Net Defined Benefit Liability” is reduced if you have an asset limit (or an additional minimum liability)  

in place, meaning an asset limit will now directly impact profit and loss.

Disclosure of the location 

of profit  and loss figures  

in your accounts

Decide where the P&L items fit into the accounts – operating or financing income?  Some elements of the pension expense 

will be considerably different to previous figures.  Make sure you understand the changes and whether the changes mean the 

figures should now be shown in operating or financing costs.

Running costs and 

taxes may now be more 

transparent

Treatment of running costs is likely to change, and costs will need to be separated between those associated with managing 

plan assets (which will go through Other Comprehensive Income (OCI)) and other running costs (which will go through P&L).  

For a plan that is broadly in balance (ie assets = obligations) and has no further benefits being earned, running costs can be 

the most material pension expense figure, so care is needed to ensure the figures are appropriate.  Care is also needed with 

taxes paid by retirement plans, as these should go through OCI.

Special events The timing of some special events which affect the balance sheet position (such as closure to future accrual) may change 

under the new standard. 

Internationally changes in 

definitions of some type 

of benefit will result in 

different treatments

DC plans in the Netherlands may no longer need pointless “DB type” calculations for IAS19.

Old-age part-time benefits in Germany may now need a different accounting treatment.

4.2 What could go wrong with the implementation of IAS19R –  

5 common issues when implementing IAS19 Revised
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4.3 The final piece of the jigsaw – the disclosure 

requirements
Companies are now looking at how to present 
the new figures under the revised disclosure 
requirements.  This is a great opportunity to overhaul 
your pension disclosures to ensure they are fit for 
purpose.  So take the opportunity to remove/reduce 
the clutter in your accounts.

4.4 What companies need to consider
The first question is: “What information do investors 
want/need to see on our retirement arrangements?”.  
If the information you are providing is surplus to 
what an investor expects to see, don’t show it!  

A prominent theme throughout the disclosure 
requirements is how much detail to include,  
and should be considered for each of the  
disclosure requirements.

With this overarching question in mind, there are 
then a string of questions that need to be worked 
through to determine what information is to be 
included in the disclosures:

 � How material are pensions to the company?

 � Which benefit arrangements should be shown 
individually and which can be grouped?

 � What special features does the benefit 
arrangement have? And what specific risks does 
the arrangement pose?

 � What details on regulatory and governance 
frameworks are relevant?

 � What details is it appropriate to give about  
funding and investment strategies?

 �  How much detail should be provided on the  
asset breakdown, and how are the assets classified 
between those “quoted in active markets” and 
those that are not?

 � How much detail should be included on  
special events?

 � What are the significant assumptions used in 
valuing the arrangements? And what are suitable 
sensitivities to show on each of these assumptions?

 � What additional disclosure requirements are there 
for multi-employer plans - much more detail is now 
required about the risks they are exposed to?

Less detail More detail

Where do you align your disclosures?

http://www.lcp.uk.com
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What next?
IAS19R is not the end of the accounting changes 
so what other changes are coming up that you 
need to be aware of:

 � the IASB has published an amendment to 
IAS19 regarding the treatment of employee 
contributions – Swiss plans may need to review 
their treatment;

 � more countries adopting IFRS as their 
accounting standard of choice – check to  
see if your local accounting standards are 
being switched;

 � IAS19R may be more drastically reviewed in 
the near future with major changes like moving 
from corporate bonds to government bonds in 
setting the discount rate;

 � IFRS and US GAAP are still being pushed 
towards a common international accounting 
standard so further changes to both standards 
are likely to be phased in over time as 
convergence moves closer; and

 � changes in local accounting standards are 
coming up in the UK and Ireland in 2015.

When asking why 
your disclosures  
are the way they  
are, all too often  
we hear “it is what 
we did last year”  
or “it is what other 
companies do”.   
We are urging 
companies to take 
this opportunity  
to remove/reduce  
the clutter in  
their accounts.

LCP

http://www.lcp.uk.com
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