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Turning your attention 
to cashflows
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As DB schemes become increasingly 
mature, and the amount being paid out 
in pensions and other benefits steadily 
increases, it’s becoming ever more important 
that schemes turn their attention to 
cashflow management. The risk from being 
cashflow negative (benefits out exceeding 
contributions in) is that you could be forced 
to sell your assets to make payments at a 
time when they have fallen in value due 
to a market downturn. This locks in a loss 
and makes it harder for the fund to recover; 
something you want to avoid at all times.

Cash outflows are increasing year on year as a result of more 
members retiring, scheme closures, and freedom and choice giving 
members the option to transfer from DB to DC arrangements.  
Managing these cashflows well may make the difference between 
eliminating your scheme deficit and facing additional shortfalls.



Cashflow context 
in numbers
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UK DB pension schemes face £4tn in pension payments, but there’s 
only circa £1tn in the pot to meet these payments. The shortfall of 
contributions in, verses benefits out, has already reached £20bn p.a., and 
is expected to increase to £100bn by 2030. 

These numbers show that cashflows pose a serious risk to UK pension 
schemes. Yet, the results of our 2015 Trustee Barometer show that only 
4% of Trustees recognise this as an issue affecting their scheme. 

This suggests to us that cashflow risk is largely unrecognised, and 
therefore unmanaged. 
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There are three main reasons why schemes will benefit from an 
increased focus on their cashflows3:

 Avoid being a forced seller: impact for UK DB equates to 
£250bn shortfall
It’s important to avoid ever being a forced seller of an asset 
at a time when it’s fallen in value; doing so can have a very 
serious impact on overall returns, resulting in funding levels 
not improving, or getting worse, and sponsors being faced with 
more cash demands at future valuations.

To illustrate the risk, we’ve modelled a typical scheme portfolio, 
with a mix of equities and other traditional assets, against an 
alternative portfolio which is designed to manage cashflow risk. 
The return expected on the two portfolios is the same over the 
longer term.

We’ve assumed that these portfolios are faced with a scenario 
where equities and other risky assets fall by 33% over a 4 
year period, followed by a recovery over the next 4 years to 
give returns as expected overall. The resulting funding level 
progressions are shown in the charts over.

Why is managing  
cashflow important?

1
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Typical scheme (50% equities, 50% gilts) 

Alternative structure (10% equities / 70% bonds, 20% LDI)

Source: The View, Hymans Robertson
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For the typical scheme, there is still a significant deficit at the end 
of the period. The alternative strategy performs much better, and 
in fact ends up fully funded. Scaling this up for UK DB, this is a 
difference in outcomes of some £250bn – clearly not a risk to be 
ignored.

In the alternative structure, the scheme benefits by not having 
to sell assets when they have fallen in value; it’s more resilient. 
This resilience can be achieved by either generating sufficient 
investment income to meet liability cashflows, or investing in 
assets and / or funds with more stable capital values.

 Harvest illiquidity premiums: c£100bn for UK DB3

Although they are maturing, pension schemes still have a longer 
time horizon than the typical investor. By ensuring that there is a 
robust plan in place for meeting short to medium term cashflow, 
they can benefit from the return premium for illiquidity.

For example, compared with the traditional approach of holding 
gilts or investment grade corporate bonds, a portfolio combining 
a range of Liability Driven Investment funds (LDI) with less liquid, 
higher yielding income assets could increase returns by around 
1% p.a. on that part of the portfolio. 

Over a scheme’s life, that’s equivalent to some 5% more returns 
(based on 25% of the portfolio being restructured). Scaled up for 
UK DB that’s c£100bn more cash to pay pensions with.
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1. Cost saving through good treasury management:  
£2bn for UK DB3

There is a cost associated with investing and divesting, which 
can be avoided, at least in part, by good cashflow management.

For UK DB, our analysis shows that there is around £2bn 
of leakage each year from this cycle of investment and 
disinvestment.

So, whether you are making benefit payments or looking to 
rebalance asset allocations, it makes good sense to manage your 
cashflows and to plan for the future.

3
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We have a philosophy of ensuring that the assets you hold back 
your expected cashflows, both today and into the future; we call it 
Assets Backing Cashflows:

Cashflow management 
strategies: 
it’s as easy as ABC

assets backing cashflows

Putting this philosophy into practice delivers resilient investment 
strategies based on your scheme’s needs.

Growth
Taking the right 

growth risks

Protection
Transferring risks

Income
Managing capital risks

Building a resilient 
plan to deliver a 
smoother ride
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As set out earlier, many schemes are already facing, or soon will 
be, the risk of being a forced seller of assets to meet cashflows. By 
focusing on income and other cashflow management strategies, 
we can deliver a more resilient portfolio that reduces overall risk 
for your scheme.

Is your scheme at risk of facing cashflow negativity 
challenges now or in the future? Use our mapping tool 
to find out where your scheme sits on the Road to 
Resilience.

Visit hymans.co/RtR for more information.
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Are you facing a  
cashflow challenge?

Outgoing cashflows are only going to increase as a result of:

When thinking about cashflow management, your starting point 
needs to be an assessment of how much cash you might need, versus 
what’s coming in. So, for example, in a typical scheme, incomings and 
outgoings might look a bit like this:

Scheme 
closure

Cessation of 
contracting-

out

Freedom & 
choice

Deficit 
contributions 

stopping

Ongoing contributions

Deficit contributions

OutgoingIncome:

Pensions

Lump sums

Transfer values

Collateral requirements e.g. for LDI

Expenses including PPF levies
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If you’ve got more going out than you have coming in, or this will be 
the case soon, then it’s time to really focus your attention on managing 
your cashflows.

Is your scheme in need of a cashflow 
health check?
As we’ve explained, cashflow planning is now vital for a large 
number of schemes. 

Our cashflow health check will help you assess how much of 
an issue this is for your scheme and help you answer some 
key questions:

� What are your scheme’s current, and potential short term, 
cashflow needs?

� How will your future cashflow needs change?
� How and when should you start planning to avoid being a 

forced seller of your assets?

The results will help you consider possible solutions and take 
appropriate actions for your scheme, with cashflow planning 
forming an integral part of your integrated risk management 
strategy.

If you’d be interested in this for your scheme, please get in 
touch - our contact details are on page 16.
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As we’ve shown, it’s crucial to ensure that all cashflows can be met 
without being forced to sell an asset at an unsatisfactory price. Cash 
needs should be monitored closely, and regular communication 
between your administrators, actuary and investment consultant is 
important so that everyone understands the situation and how it is 
being managed.

Here are six practical things you might consider to effectively manage 
your cashflows:

 Ensure you can disinvest from whichever assets have  
performed best
Put in place a process so that you always disinvest from outperforming 
assets (to maximise the chance that you achieve the long term returns 
that you need).

Important considerations here are the liquidity of your assets and trading 
costs. 

You may want to hold a modest cash buffer so that you have the 
flexibility to disinvest from mandates with worse than monthly liquidity 
at a time which minimises costs.

 Draw income from your assets
Consider taking regular distributions from assets which produce 
income, rather than letting it accumulate within the mandate. This 
includes from growth assets e.g. equities and property. 

6 Practical tips for  
cashflow risk management

1

2
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You might consider switching all mandates to distribute income 
(default is usually to accumulate income in the mandate) – at the 
margin this also reduces transaction costs as income is usually paid 
out with no spread.

1. Invest in lower volatility assets 
Consider investing in assets with less volatile capital values. While 
these may offer lower headline expected returns than more 
volatile assets, they are a more reliable source of funding when 
disinvestments are required and, if they avoid you being a forced 
seller, can improve the overall return realised on the portfolio.

1. Hold a larger cash buffer
In terms of delivering certainty, having cash in the bank can’t 
be beaten, and cashflow negative schemes shouldn’t be averse 
to holding a proportion of assets in cash to cover, say, 12 to 18 
months of expected net outflow. Yes, the yield will be low on this, 
but in volatile times, better a poor yield than a big loss when a 
disinvestment is required.

1. Structure your income portfolio 
Short, medium and long-term income requirements can be met 
by structuring credit portfolios so that contractual cashflows 
(including redemptions) back the expected net cash outflow.

You might consider investing in higher yielding but less liquid credit 
as a way of targeting higher expected returns. A ‘buy and maintain’ 
approach is often the most appropriate.

4

5

3
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1. Explore buy-in or longevity swaps
We urge schemes to consider buy-ins, and other insurance based 
solutions, in the same way that they would any other asset class.

As well as helping reduce longevity risk within your scheme, buy-ins 
have the added benefit of being an income generating asset. The 
regular, monthly income generated by a buy-in policy can play a 
key part in helping schemes manage their cashflow requirements. 
For many schemes, this is a useful step on their long-term journey.

Alternatively, for schemes which plan to run-on for the foreseeable 
future, longevity swaps, once the preserve of only large DB 
schemes, are a useful way to bring more certainty to the magnitude 
and timing of future cash outflows, allowing you to structure assets 
to deliver them with more confidence and efficiency.

6
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In summary…

Hymans Robertson helped us to restructure our portfolio to address the significant 
deficit in our Fund, which was putting us at risk of having to sell assets to meet our 
liabilities. This was a worst case scenario that we were anxious to avoid, both from 
a trustee and sponsor perspective. The revised portfolio has reduced our reliance 
on equities as well as ensuring that we have the income needed to match our 
outgoings, increasing our chance of paying all our members’ benefits. Additionally 
we have increased protection in place to ensure we are less susceptible to future 
adverse market conditions. A great result for the Fund, sponsor and members.

Nigel Cobby, Chairman of Trustees, Molins UK Pension Fund

We recommend that you understand, and if appropriate focus on, your scheme’s 
cashflow needs to make sure you can always meet payments when they are due, 
without being a forced seller of assets at a bad time.

All schemes are different and, as we’ve explored, there are various routes for 
addressing cashflow risk. The starting point needs to be setting clear, long-
term objectives and an improved understanding of your current cashflows. The 
appropriate solution(s) will form part of your integrated risk management plan. 
We’ve helped many of our clients address their cashflow needs, including Molins 
UK Pension Fund.

If you’d like us to help you carry out an initial health check for your scheme, 
and to help you understand how much of a threat cashflow risk poses to your 
scheme, please get in touch.



For more information or to have a chat about how we can help you 
tackle these issues, please feel free to give us a call.

Calum Cooper
Partner and Head of Trustee Consulting

T   0141 566 7837

E   Calum.Cooper@hymans.co.uk

      @Calum_Cooper

John Walbaum 
Head of Investment Consultancy

T   0131 656 5112

E   John.Walbaum@hymans.co.uk

      @John_Walbaum

Get in touch

16
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Partnering clients of every shape and size
Trustees choose Hymans Robertson for our tailored advice and 
personal service.   We’ve seen most things, having been in business 
for nearly 100 years and advising over £180bn of assets. Our client 
list is representative of the UK pensions market as a whole. This 
means we have experience of looking after schemes of all shapes 
and sizes.

Experts in every sector
We don’t limit ourselves to a single sector. We work with the 
pension schemes of over 40% of the FTSE350, privately owned 
businesses, not-for-profit and close-to-government bodies, plus 
the subsidiaries of overseas parents.  Whatever your industry or 
the nature of your business, our experts will bring you insights born 
from experience.

Thinking long-term
It’s not the size of our client relationships that matters to us; it’s 
their longevity. We work most effectively with clients who think 
like us: long-term. Whether you’re a £50m+ fund looking for cost-
effective full-service support or a £5bn+ fund searching for niche 
expertise, we’ll put together the right team so you get what you 
need for your scheme.

About  
Hymans Robertson



Sponsors of:

Award winning consultancy

Actuarial/
Employee Benefits 
Consultancy of the 
Year 2015

Actuarial 
Consultant of 
the Year 2015

Fiduciary 
Evaluator of 
the Year 2015

DC 
Consultancy of 
the Year 2015

Best Companies 
One Star 
Accreditation 
2016

Sunday Times 
Top 100 Best 
Companies 2015
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Please note the value of investments, and income from them, may fall as well as rise. This includes 
but is not limited equities, government or corporate bonds, derivatives and property, whether 
held directly or in a pooled or collective investment vehicle.  Further, investments in developing or 
emerging markets may be more volatile and less marketable than in mature markets.

Exchange rates may also affect the value of investments.  As a result, an investor may not get back 
the full amount of the original investment.  Past performance is not necessarily a guide to future 
performance

Derivatives 
The specific risks presented by a particular derivative transaction depend upon the terms of that 
transaction and your circumstances. It is important you understand the nature of these risks 
before entering into a derivative contract.                                                                                                                                       

In general, however, all derivatives involve risk including (amongst others) the risk of adverse or 
unanticipated developments of a market, financial or political nature, or risk of counter-party 
default. 

They may also be subject to operational risks. 
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