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Executive Summary

. The general chamcteristics of propeny investmen! together with the expected retums

ftom property relative to other asset classes, are more important in determining future

trends in propeny investrnent than the proposals set out in the pensions Act 1995.

Furthermorq the effects of the Pensions Act 1995 itself must be seen in the context of the

characteristics of property as an investment iuiset.

. Funds may be attracted to asset portfolios which exhibit less volatility 8s a result of the

Minimum Funding Requirement (MFR). Properry will have a useful role in diversifying a

pension fund portfolio and this fac0or, laken along will have a positive impact on

property invesfinenl

. Property is regarded as an unmarketable, illiquid asset and these features are likely to

make property investment less attractive as a result of the legislation.

. The MFR is likely o lead some pension funds moving closer !o the benchmark porrfolio

consisting of a mixnre of.equities and gilrs (or mainly gilts formature funds).

. Most schemes are relatively fully funded and are not likely to be significantly affecred by

the MFR in the short term.

. As pension funds become more mature they are more likely to be affected by the MFR.

Mature schemes are also likely to invest less in propeny. The combination of pension

schemes maturing and the effecB of the MFR may lead to reduced investnent in property

in the long term.

. Overall, 35 per cenr of quesrionnaire respondenB felt thar the legislation would have a

negative impact on property invesunent whilst only 3 per cent of respondenB felt ihat it
would have a positive impact on property investnenl 62 per cent of respondenB felt that

it would have a neutral impact on propeny investment.



Key Issues forAction

. Identify appropriate channels which will facilitate truste€s having a better

understanding of the role of property in an investment portfolio.

. Promote a better understanding of the asset/liability matching characteristics of

property in a pension fund.

. Encourage the development of vehicles which can reduce illiquidity.

. Research the role of property in a mature pension scheme.

. More generally, encourage research on the quality of property data and on the

reliability of property's risk and retum attributes.



1. Introduction and Methodolog5r

This report provides a detailed review of the implications for commercial property

investment arising from the Pensions Act 1995. It reports on the implications of the

legislation with particular reference to the minimum funding requirement (MFR)

gained from an extensive questionnaire survey of pension funds, fund managers of

extemal funds, actuaries and consultants. The funds questioned managed a total of

f282 bt of assets, around 60 per cent of the universe of 1455.4bn at 31st December

1993r. Detailed intewiews with a smaller number of major fund managers, actuaries

and pension funds were also undertaken to further investigate the issues raised.

Baclground

The proportion of direct commercial property assels held by UK pension funds over the

last six years has fallen. The decrease was, in part, due to the poor returns delivered by

property. However, perc€ived problems inherent in prop€rty investrnent (such as the

difficulties of achieving diversification, questions conceming the accuracy of valuations,

high management and transactions costs and perceived illiquidity) have also contributed

to this decline. The Pensions Act 1995 may further affect confidence and change

attitudes owards the holding of commercial property assets. This report attempts to

assess the imptications of the pensions legislation.

The Pensions Act 1995, includes a numb€r of proposals which will have far-reaching

effects on occupatioml pension schemes. Although the legislation is wide-ranging in its

potentia.l impact on pension schemes, this report is primarily concemed with the issues

surrounding the MFR and the broad implications for the role of propeny in pension

funds.

There has been much comment on the implications of the MFR ranging from:

| 'lnsurance Companies and Pension Funds Ilvestment Business Monitor MQ5", Quarter One 1995.



a pessimistic view that investment strategy will have to change significuttly' and

that the costs of maintaining benefit structures will increase, with the attendant

possibitity ofa reduaion in benefiB or a switch to money purchase type schemes, to

. a view that no material change in investment behaviour will result as most schemes

are fully funded

This report identifies the central questions and issues sunounding the potential impact of

the MFR on property and its role in pension funds. In particular, in undertaking this

study, we attempt to establish more precisely than in any other work undertaken io date

the likely effect of the Pensions Act 1995 on commercial proPerty investment.

1.2 Survey Methodologr and Objectives

In order to investigate the issues arising from the legislation, the resealch team has

undertaken an industry-wide postal survey. The survey methodology sought to combine

a targeted questionnaire with in-depth intewiews of major market players. A copy of the

questionnaire is inctuded in an Appendix to this report. The sampling frame identified

pension funds, institutional investors, organisations advising on pension fund investrnent

and consulting actuaries. To augnent the postal survey' a number of in' depth

interviews were sought with a representative goup of investment strategists across the

sample frame, To preserve the anonymity of the organisations Participating in the

interviews and the survey, no individual results will be released.
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The main objective of the survey was to elicit views of rhe likely impact of the MFR on

commercial property investment. The questionnaire was structured in three pafls,

specifi cally to ascertain:

Fund details

Attitude towards direct commercial property investment in general

Attitudes towards the likely impact of the legislation for property investment

The questionnaire was sent to 129 organisations. Given the targeted sampling framg a

high response rate was anticipated The total number of successful responses was 60,

representing an overall response rate of 47 per cent, which is high for this type of survey.

An analysis of the breakdown of responses between the different goups is provided in

Table 1.2.2, as well as the size of the pension funds responding to lhe survey in Table

1.2.1. The final sample figures represent some f282 billion of total funds under

management, of which f 15.5 billion is invested in commercial property.

Table 1.2.1 Dlstribution of responding
funds bv size

Fund Size

(Billions)

No of Responses

0-4 bn

4- 10bn

10-20bn

20+bn

27

6

2

1

Note: Therc may be instances where figures
betwe€n tables do not tally. This is often due to
rcspondents trot answering all questions in the
questionnaire.



Table 1.2,2 Questionnaire Response

CATEGORY QUESTIONNAIRES

SENT

ANSWERS

RECEIVEI)

REFIJSALS

ACTUARIES

INSURANCE

COMPANIES

CONSI.'LTANTS

MONEY

MANAGERS

PENSION

FUNDS

lmr,ll

72

76

72

23

66

129

7 58%

7 44Vo

3 25Vo

13 5'77o

30 45%

60 47%

0

0

O7o

0Vo

O7o

9lo

0

2

$Vo

5io
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Given the favourable response rate and the size of funds advised/under management,

the suwey findings are believed to provide a solidly-based account of the perceived

potential impact of the legislation on the outlook for commercial property.

Fund Maturity

Table 1.3.1 provides a summary of how the funds suweyed classified their maturity.

Table 1.3.1 Maturity of Fund

Maturity of Fund

No of

resPondents

Average Mature

19 10



Maturity was classified in the questionnaire as:

Immature:

Average maturity:

Mature:

more than 70Vo active liabilities

30 - TOVo active liabilities

less than 30% active liabilities

No fund classified itself as being "immature", with two-thirds of the funds being of

average maturity and one third mature. Several funds did not provide details on this

question.

Report Layout

The survey seeks to determine the effects of the Pensions Act 1995 on property

investment, which also requires that we identiff the investment characteristics of

commercial property and their potential contribution towards the role of property in

pension fund investment. Accordingly, the remainder of the report is organised as

follows. Section 2 provides the background to the tegislation. Section 3 reviews the

investment characteristics of commercial property. section 4 considers the effects of

the Pensions Act 1995 on pension fund investment.

In Section 5 the impact of the MFR on property investment is considered in detail and

Section 6 provides conclusions. Detailed results and tables from the Survey are

presented in the Appendix to the report. Where.appropriate, selected tables form part

of the main text.



I-egislative Proposals

2-l Background to the Pensions Act 1995

The Pensions Act L995 (passed 19 July 1995) was result of concem about the security of

pension scheme assets. One singularly important case that brought this matter !o a head

was the collapse of the Maxwell group of companies. Many members of the Maxwell

group schemes lost financially tkough fraud mnducted on a massive scale and

discovered only on the collapse of the company.

The Maxwell case, highlighted the shortcomings of the legislation covering pension

funds and prompted the Govemment to commission the Goode Commitlee Report. The

Govemment then published the White Paper, "Security, Equalry, Choice: The Future

for Pensions it 1994'. Deuiled regulations relating to the Act will now follow.

2.2 Minimum Fhndlng Requirement

One of the most important aspects of the Pensions Act 1995 is the introduction of a

MFR for pension funds. This requirement is designed to protect members in the event

that a pension scheme runs ino difficulty. The ftrnding requirement does not go so far as

to ensure tha! in the event of a wind-up of a scheme, there will be suffrcient assets to

find out members' accrued benefits. However, it is desigred to provide a measure of

security for mernbers of an ongoing scheme with some limited protection against a

sigrificant degree of underfunding.

The ability of pension funds to meet their mmmitments will be assessed annually by an

actuary. Under the proposals, liabilities and assets have to be valued using a prescribed

valuation basis.



If the ratio of asses to liabilities calculated on the basis of the MFR is less than 100 per

cent, additional company contributions or othel action will be required to bring the

funding level up to 1ff) per cent within five years. For funds with funding level below

90 per cent, additional company contributions will be required within one year to bring

the funding lwel up to 90 per cent.

The regulations which will detail the method of calculation of the funding level have yet

to be finally determined (see Section 4). However, current proposals are that the rate of

interest at which the liabilities of the scheme are assessed and which determines the

relative present value of assets and liabilities, and thus the funding level, will be

determined with reference to the expected retums from a benchmark portfolio of assets.

The proposed benchnark will be composed only of UK gilts and uK equities with the

proportiDns determined by the maturity of the ltnd

2i Commerrial Pmperty and the Benchmark

Property and overseas equities have been excluded from the "benchmark". In respect of

property, two . arguments could be put forward for this, although neither is wholly

convincing.

Firstly, it could be argued that property is a relatively small proportion of UK pension

fund assets. Therefore property's inclusion in the benchmark would make the legislation

more complex but would have little effect on the MFR valuation of most pension funds.

Against this, it could be said that individual schemes may have, or desire to have in the

future, larger property holdings.

Secondly, it could be argued that, in the case of company failure and consequent wind-

up of a pension fun4 the value of the assets of the fund should be immediately known

so that action can be taken 0o protect members' rights.
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This is problematic in the case of property due to valuation subjectivity and

unmarketability. Against thig it should be said that the MFR is not intended to be a

wind-up standard

Pension funds will not be explicitly discouraged ftom holding property assets in this

new regulatory environment and their value will be included in the asset valuation.

However, the funding levels of funds holding property may exhibit greater volatility

than those which do not hold property (see section 4 for further explanation). This adses

because of the exclusion of property from the benchmark portfolio which determines the

rate of interest for valuing the liabilities. This will be discussed in greater detail in

Section 4, where a numerical example is given.

2.4 Broad Perceptions ofthe Implications of the Pensions Act 1995

All except tkee respondents indicated that they were aware of the MFR requirements

in the Pensions Act 1995. Only three of the respondents considered that the proposals

will have no effect; twenty-five considered them to be of minor significance; and

thirty considered them of major significance (see Table 2.4.1).

Table 2.4.1 Importance of leglslation

Importance of legislation

No of
respondents

Major
significance

Minor
significance

No effect

30 25 -t

From the interviews, it was established that the main sources of information which

had been consulted were information bulletins and lectures from consulting actuaries,

as well as continuing debate in the trade press, and newspaper coverage.



Given that little of the published material has focused on the implications of the MFR

for direct property investment, it would therefore seem that many fund managers have

not considered the possible implications for property. Little original research has been

undertaken on the potential implications of the MFR for property investment to date.

This finding re-inforces the importance of this study.

lnterviewees expressed limited concern about the implications of the MFR for

property investment. The concern was limited because it was felt that most pension

funds would easily pass the funding requirement. Furthermore, as property

represented such a small part of many of the pension funds, its exclusion from the

benchmark model would have little effect on the overall funding level of the fund.

Around two thirds of interviewees indicated that the effects of the Act would be

somewhat, but not significantly, negative for property investment. No interviewees

suggested that the Act would have a positive effect.

When explicitly asked in the questionnaire survey whether the MFR would make

property investment more or less attractive (see Table 2.4.2), 35 per cent of

respondents stated that property would be less attractive and 62 per cent indicated it

would have no effect. Only 3 per cent responded that prop€rty investment would be

more attractive in the new regulatory environment.

Table 2.4.2 MFR and view of property

MFR and view of Property

No of
respondents

More
attractive

Neutral lrss attractive

36 20
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Although most respondents were neutral, many more were negative than positive. fftis

brmd assessment of the questiannaire and interview responses indicates that the

implemenutian of rhe MFR could inhibit lutwe proryrty investment, but the effect in

the short term is unlikely m be subsmntial.

The survey results reported in this study sought to identiry those components of

commercial property's investment characteristics which influenced the views

summarised in Table 2.4.2.



3. Commercial Property Investment

Key Points

The low volatility of property returns and low correlation with other asset classes

leads property to have a useful diversifying role in a pension fund asset portfolio.

Property is regarded as an illiqui( unmarketable asset and these features are

likely to make property less attractive in the MFR climate.

The maturing of pension schemes is likely to be a factor in reducing the

attractiveness of property investment.

The general characteristics of property investment, together with the expected

retums from property relative to other asset classes, are more important in

determining future trends in property invesunent than the proposals set out in the

Pensions Act 1995.

Introduction

ln order to gain a full appreciation of the nature of the responses to the questionnaire, it

is necessary to have an understanding of the investment characteristics of commercial

property. This section summarises the key facts. (For further reference see Investrnent

Property Forum consultation document " Property Invesunent for UK Pension Fuads"

utdntcd.)

ll

3.1



Property has uaditionally formed part of a well-diversified investment portfolio. The

reasons given for its inclusion are that returns ftom commercial property are real (move

in line with inflation), it has low volatility compared with other asset classes and retums

are poorly conelated with those obtained from other investment categories such as

equities, conventional bonds and indexlinked bonds. Propeny, therefore, appears to

possess favourable investment characteristics which can produce an improved

risk/retum profile within a multi-asset portfolio. The percrption of these characteristics

was confirmed by our survey: 87 per cent of questionnaire respondents indicated that the

portfolio diversification characteristics of propeny were important or very important; 67

per cent regarded its long term liability matching characteristics as important or very

important.

The significant holding of pension fund property assets over recent years has, however,

declined The proportion of pension fund property holdings has fallen from 9 per cent of

total assets held in 1988 to 5 per cent in 19942. The reasons for this decline can be

attributed to a number of factors, but in recent years (1990 to 1992) property's relatively

poor performance and the attractive returns achieved on other asset classes, such as UK

equities have been important considerations in the declining exposure of pension funds

to commercial property.

Investors' perceptions of property as an investment asset within a pension fund were

sought in the questionnaire survey. Pension fund managers were asked what their

current exposure to the main asset classes was, and also what were their target asset

allocations. For funds with total assets valued in excess of flbn average exposure to all

asset classes is shown in Table 3.1.1 and more fully in Table 5 of the Appendix. Both

the target and aoual exposure to property is around 8 per c€nt.

2 CSO communication dated 22 June 1995: [(UK land, property
assets of institutions)l* 100.
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The figwes anfirm that comtnercial property has, and will contirue to have, an

important role a play ia pensbn funds. However, exposure to property is significantly

less than exposure to both UK and overseas equities.

Note: Toul figures do not add a 100 per cent, as in a nunber of cases ,current, and

'target' wete as a range of values. In these instances the mi.d-point of tlrc

range has been used.

Diversilication Attributes

The main arguments which have been advanced for the inclusion of property in a well-

diversified portfolio are that it offers long term retums superior to gilts and other asset

class€s (excluding equities), has low correlation with other assets and a lower volatility

of returns compared with equities (see IPF undated). Property has also been viewed as a

long term hedge ageinst inflation, although this is by no means well established

empirically. These features of property tend to be absorbed into actuarial stochastic

investment models (see Wilkie 1995).

Table 3.1.1 Cument and target allocations

Analysis of current and target asset allocations for
funds sreater than €1bn.

Current Target

aas Bonds 5.8Vo 5.8Vo

ly 8.4Vo 7.9Vo

Unked Bonds l2.8%o 7.6Vo

Bonds 5.6Vo 6.7Vo

5l.3Vo 55.97o

Equities 2O.7Vo 22.2Vo



Conceptually, property is a real asset but empirical work does not confirm a simple

direct relationship betwe€n inflation and property retums3. As noted abovg property is

viewed as being different ftom other asset classes so that its retums are not well

conelated with those obtained &om other assets.

The argument often advanced is that the commercial property market lags movements in

the economy, the demand for space being a derived demand arising from actual

economic growth. Consequently, rental growth and total retums lag achieved retums in

the equity market. The RICS funded IPD/Aberdeen Property Cycles and the Economic

Cycles report, (RICS 1994) implicitly questions this assertion by failing to find any

evidence of the commercial property market lagging the general economy.

Notwithstanding the limited empirical evidence, property @ntinues to be viewed as

being a good diversifier within multi-asset portfolios.

From a portfolio perspective, the volatility of property retums and their correlation with

retums from other assets are each imponant considerations. Fi6tly, volatility is often

viewed as a measure ofthe risk that the expected retums may not be realised. Depending

on the chosen investment period, the IPD Annual Index figures show that property

retums may be either more or less volatile than other major asset classes, such as UK

equities or conventional bonds. Secondly, the conelation of property retums with other

asset classes can exhibit considerable variation, again depending on the period of

analysis. Historical conelations may not be useful for predictive work if they are

unstable. Consequently, many of the analyses reporting fuvourable diversification

benefits resulting from holding property should be treated with caution or should qualify

the figures, as the results may be highly period-specific. An additional qualification

arises from the use of commercial property performance indices as a result of which the

resultant figures may tend to significantly understate the underlying risk and retum

attributes of property as an asset classa .

3 
See, for example, Limmack & Ward (1988), Brown (1991) and Barber White (i995).{ Recent literature which addrcss€s underlying performance measurement issues includes Marysiak &

Wang (1995) and Brown & Matysiak (1995).
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These commen6 do not weaken the arguments for property's portfolio rolg as there will

be market environments, as h the past, when property's performance will not be

congruent with that in other markets. In addition there are certain inherent

characteristics of property which tend to create a stable income profile.

These characteristics include the following:

. Rents on institutional prop€rty are often fixed for a period of five years. This leads to

income streams which are inherently more stable than dividends which are tied to

company performance.

. Institutional leases are generally reviewed on an "upward-only" basis. Therefore,

rental income from property investment is less likely to fall than dividends.

. Direct property investment is not geared. Therefore, changes in interest rates will not

directly affect the amount of the income stream from property and this will lead to

less volatility in retums. However it should be noted that changes in long term

interest rates will affect the present value of the income stream, impacting on values.

. Rents on property leases are a prior call on company funds before dividends are paid

to shareholders.

These features provide a priari reasots why the retums from commercial property do

not move in close correspondence with equity market movements nor with movements

in conventional bond markets.



33 Retums

Direct property retums over the period 1971 to 1994 have averaged 11.6 per cent per

annum (a real retum of 2.7 per c€nt per annum) as recorded by the Investment koperty

Darabank (1PD,1995). Although the performance figures for 1990-1992 were poor,

showing negative nominal retums in each of these years, an average annual retum of

15.2 per cent over the period 1993/94 was reported by IPD.

Real returns on UK equities over the period 7971 lo 1994 have been on average 3.9 per

cent per annum higher than those achieved by commercial property (IPD, 1995). The

average annual retum figure for conventional gilts over the period 1971 to 1994 was

11.7 per cent, almost identical to the average annual retum ftom property. Although UK

equities have outperformed property in 11 years out of Z over the period 1971 n 1994,

property has outperformed equities in 10 years out of 24. Property also outperformed

conventional bonds in 10 years out of 24 oPD, 1995). If short term performance

considerations are tro assume a more prominent role in s€tting pension fund investment

strategy due to the effects of the Pensions Act 1995 (see Sections 4 and 5) then, on the

basis of these annual performance figures, it is not clear whether property is any more or

less 'risky' than UK conventional bonds or UK equities.

3.4 Property Related Investment Issues

When considering property investment the issue of illiquidity arises: 75 per cent of

respondents felt that illiquidity of property investment was an important or very

important investment chamcteristic. In interviews, alI interviewees cited illiquidity as the

factor which may inhibit property investment on the introduction of the MFR. The

difficulties were twofold Firstly, it may be difficult to sell properties in a weak market

at a price close to the open market value assessed at the last valuation. Secondly, the

time taken to complete transactions can be considerable.

The illiquidity of direct property means that property assets often cannot be quickly

realised or purchased, thereby inhibiting the abitity m implement tactical asset
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allocatior/re-allocation decisions. This constraint may impose longer investrnent

holding periods than desired For the long term investor, such as a pension fund, this

may Dot be too problematic. However, when pension funds are encouraged to take a

more short term view, as they currently are by short tenn performance measurement and

may in future be by the MFR, illiquidity may still be a problem for the long term

investor.

Re.ognition of this has raised awareness of the potential benefits from streamlining and

accelerating the transaction process (lnvestment Property Forum, 1995).

Another distinguishing feature which characterises commercial proprty investment is

the high cost per unit of investsnenr This has detracted from its attractiveness to the

smaller pension funds, as they do not have the capital required to construct a sufficiently

diversified property portfolio. This has also been the motivation behind the porential

development of more marketable and liquid property investment instruments. The most

successful of these has been with Property Unit Trusts which have grown since the

196Os to number around 30 with, as at June 1994, a capital value of l2.43bn (Gough,

1995 pending).

Over the last few years many attempts have been made o introduce other forms of

indirect investment to the market. Most notably these include Property lncome

Certificates (PINCs), Single Property Ownership Trusts (SPOTs), Singte Asset Property

Companies (SArcOs) and Barclay's Property Index Certificates (PICs). Unfortunately,

not many of these have been successful, except (PICs), and a widely held and transacted

instrument has still to emerge.

Anbther perceived disadvantage of property investment is that there is no established

derivatives market which pension funds can use to reduce/hedge risk or, altematively,

effect a rapid change of portfolio strategy. There were mixed views from the survey as to



whether a developed property derivatives market would help mitigate some of the

perceived problems of property investment. Most interviewees felt that anyhing causing

the market to be more liquid would make property investment more attractive. However,

problems were recogrised with developing a derivatives market. One of these problems

is the illiquidity of the underlying asset. Also the inftequent and smoothed nature of

property indices makes the development of a derivatives market more diffrcult. Only 25

per cent of survey respondents believed that a developed derivatives market was

important or very important in framing their views on property investment.

One third of interviewees felt that Property company share investment would help

mitigate some of the difficulties of direct property investment. However, property

company shares were widely regarded as an altemative to company equity rather than a

substitute prop€rty investment.

Asset Allocation Methods and Property

Table 3.5.1 shows the relative importance of different asset allocation methods. It is

seen that asset liability modelling and qualitative methods are extensively used in long

term investment decisions. Clearly, an understanding of commercial property's long

term investment characteristics is vitally important in aiding investment decisions.
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Table 3.5.1 Methods of asset allocation

Asset Allocation Determination

Asset Liability Model

Qualitative Analysis

Peer Group Benchmark

Quantitative Analysis

No of respondents

long Term

Strategic

Short Term

Tactical

36

L6

t6

5

4

27

22

18

With the tendency towards the use of more quantitative methods in the determination of

asset allocation and investrnent decisions, the problem of the lack of detailed and

reliable information of property's past perfonnances limits the extent of property's

potentid inclusion in pension fund portfolios. The Wilkie stochastic investment model

uses around 70 years of data for the analysis of UK equities, for example.

Although there are some inconsistencies in the equity market data over this period, it is

regarded as represeDtative, reliable and objective. No equivalent long term objeciive

data series exists for both property values and yields.6 These data issues make it difficult

to fit property into a single holding period efficient-frontier type analysis, which is often

suggested as an appropriate analyical framework for portfolio allocation decisions. Data

problems cause even more difficulties for long term stochastic asset liability modelling,

which is appropriate for setting pension fund strategic policy. However, stochastic

investment models incorporating property do exist, such as those developed by Wilkie

(1ee5).

5 This includes measures ofvolatility and correlation referred to in Section 3.2 and the rcliability of
valuation based indices as measures of market performance.
6 For a discussion ofdata issues see Baum (1989).



3.6 The Changing Role of Pmperty Investment

The exposure to commercial property in pension funds may change as a result of
demographic and economic rends. As schemes become more maturg the tendency to

invest in bond-type investments will increase. Their matching characteristics, both real

and nominal, over the period of the liabilities may make bonds less risky than property.

The investment characteristics of property, therefore, may become less appropriate for
maturing I mature pe ns ion funds.

However, the case for bond+ype investments may hold less sway in the future, as more

benefits in payment are tending to have limited pric€ indexation (Lpf7. The lease

structure of let property ensures that the income stream from propeny is guaranteeds and

the likelihood, therefore, of rents increasing in nominal terms in line with inflation,

together with the security of income, may make property an appropriate matching asset

in such circumstances. In a low inflation environment, these matching qualities are

enhanced because indexation ofbenefits in full is likely o rake place.

The income stream from propeny being a real one with a nominal floor thus provides a

reasonable match. However, the overwhelming view of interviewees was that, as

pension funds matured, there would be a tendency to invest less in property because

property was regarded as a long term investment with an unc€rtain income stream. This

contrasts with bond investment which provides a loown certain income stream over a

fixed, limited term. Ross Gmbey (199a), for example, suggests that the growing

maturity of pension funds witl be one of the major factors affecting invesrnent

strategies, independent of any of the effects of the Pensions Act 1995.

The specific effects of the Pensions Act 1995 on property investment in a mature

scheme will be discussed in Section 5.

? Limited Price Indexation (LPI) refers to the characteristic whereby pensions are increased in line wirh
RPI up to preJefined limits, For pensions in payment th€ rcvaluation is the lower of lhe increase in
RIP and 57o in each individual year. For defened pension the increase is the lower of 5zo per annum or
the increase in the RPI over the whole deferral period.
E NotwitbstaDding the recent passage of the Landlords and renants (covenants) Acr, abolishing the
privity of contract for new leases frcm 1st January 1996.
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3.7 Pmperty Investment Characteristics: Survey Results

ln this section we report the survey findings of investom' perceptions of the broad

investment characteristics of commercial property. summary tables of hgures are

provided in the Appendix, in Table 9.

Fund managers were asked to rank the importance of investment characteristics of
property in determining ils investment role within pension funds. The results are

summarised in Figure 3.7.1. The investment attributes often associated with commercial

property were delineated on a ranking scale of 1 to 4, where 1 was .very important, and

4 'not considered'; for all completed questionnaires the average of the relative

imponance of each factor is shown.

In absolute terms, some two-thirds of the respondents did not view shon turm capital

volatility as an issue. However, portfolio diversification characteristics were identified

as being importantfuery important for the majority of the sample. Two-thirds of

respondents viewed liquidity considerations as important&ery important. Income

security (ie the fact that property rents are a first charge) which has already been

identified as an importalt attribute from a valuation perspective, is considered to be a

significant feature of property investment. This is consistent with the high proportion of

respondents r*,ording long term matching features as being an important/very important

characteristic.

The rankings highlight the advanrages of portfolio diversification and security of
incomg along with the disadvantage of the illiquidity of property, as being foremost in

the minds of pension fund advisers.

In interviews, these aspects were explored in more detail. It became clear that what

really matters to fund managers is the expected retums from investments.

one investment manager indicated that although diversification or security of income

arguments may be made on behalf of property, these are of little imponance; if property



is not expected to produce the target retum required by trustees, there is, it was

suggesteq no justification for holding it. Furthermore, it was added that the availability

of derivatives will not enhance performance if it is inherently absent in the underlying

asset; the presence of a derivatives market will not transform the property market into

producing better performance. These sentiments largely eched the investment

community view that each asset had a sund on its own feet and produce the required

target retwns.

Fig 3.7.f Relative importance of main characteristics
of property in determining its role in pension funds.

Interviewees felt that the liquidity issue was the property problern_ D*pite
developments in the property market, a universally acceptable liquid vehicle has still to

emerge.

As a long term investmenl, the long term matching characteristics of property are

viewed as important, with the implication that there may be a role for property in asset

allocation models.
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However, the overwhelming vicw of inurviewees was that the role of property may be

problcmatic in tlv MFR @ntext dw o its illiquidity as the MFR moy an ae nwy cau.se

investors to hwe shorter investment harimns.

ln order to obtain a broad impression of commercial property's relative risUretum
profile, a number of questions explored this area. We asked which of a selection of
assets exhibited characteristics 'closest' to property. Figure 3.7.2 summarises the results,
shown by percentage of total responses.

Fig 3.7,2 Percentage r€sponse to "which other asset class
has the closest long run investment characteristics to property?"

35.N%

30.w

25.@%

m.@%

E.mqa

r0.00%

s.@%

0.00%

Index-
litrkcd
boEds

The summary shows that there is no one class of investment which is seen as having a

broad investment profile similar to that of commercial property. Index linked bonds,

equities and 'none' all rank approximately equally. Bonds, however, have the lowest

score, with about 10 per cent of the respondents viewing them as having similar

investment characteristics to property. One interpretation of the above figures is that

property may not have an obvious direct substitute as a component within an investrnent

portfolio.

Arcordingly, the distinguishing investment characteristics of property, and their

potential payoff, need to be identified in order to provide a rationalisation for investing

in property.



The low figure for bonds in Fig3.7.2 reinforces the view that Property is viewed as an

intrinsically real investment (as are equities and index-linked bonds). At the interview

stage, it was, howwer, recogrised that the upward only rent review clausg together

with, cunently, the existence of over-rented Properties, led to certain "bond type

characteristicse ". Property was, however, overwhelmingly seen as a real rather than a

conventional bond type investment.

Respondents were also asked to assess the relative volatility of commercial ProPerty.

Short term volatility is not only important in a portfolio mntext, but will also become

important in MFR considerations. Table 3.7.3 sumrnarises the results.

There are few surprises in the results. For example, the majority of respondents ranked

UK equities, overseas equities and overseas bonds as more volatile than property and

cash as less volatile.

However, half of the respondens indicated that conventional UK bonds were either

more volatile or as volatile as property. Also, one-third of the sample indicated that

index linked bonds were either more volatile than or as volatile as property.

e The study by Crosby et al (1993) provides a comprehensive discussion ofthe issues sunounding

upwards only rent reviews and their impact on ProPeny values
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Table 3.73 Asset volatility rankings relative to PmPerty

Percentage
of

Respondents
UK

EQUTTIES
OVERSEAS
EQUMIES

INDEX
LINKED
BONDS

CONVENTIONAL
BONDS

OVERSEAS
BONDS

CASE

Don't Know

More volatile than
property
As volatile as

proPerty

lrss volatile than
DroDertv

l.7Vo

8O.0Vo

13.3Vo

5.0Vo

t.7Vo

88.3Vo

l0.0Vo

0.OVo

l.7Vo

78.6Vo

15.3Vo

64.4Vo

t.7Vo

32.ZVo

L7.OVo

49.2Vo

l.7Vo

56.9Vo

19.OVo

22.47o

l.7Vo

3.5Vo

7.7Vo

93.t%
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For the purposes of the asset/liability valuatiorl commercial property and overseas

equities are excluded ftom the benchmark pnfolio. Acordingly, exposure lo either of

these assets nuy present a risk it terms of satisfying thc MFR. It is an interesting

question how the relative balance between these two assets will evolve over time given

their exclusion ftom the benchmark

Given a choice of how the distribution between these assets will be determined, the

cross-tabulation of their relative risk and long term expected retums, as shown in Table

3.7.4, provides an indication ofthe perceived relative attraction of these two assets.

Table 3.7.4 Overseas Equlties vs Property

Overseas Equity vs Property
Will Overseas Equities returns

exceedProperty returns
(5 vears out)?

Is property a

better diversifier
than overseas

equities?

Yes No

Yes 1 19

No 37

Alntost two thirds of the respondents nok the view that overseas equities were a futter

portfolio diversificr. However, as regards anticipated performance, all but one

respondent indicated that overseas equities will not outperform prop€rty over the next

five years. Overseas equities were perceived to be more volatile than property (3.7.3).

Which asset is likely to be most favoured will depend on investors perceptions about the

importanc€ of the combination of higher expected retums and lower volatility, relative

to the characteristic of portfolio diversification which appears to be offered by overseas

equities.



3.8 C-onclusion

The major short term influence on investment holdings of commercial property \vill be

the impact of any perceived latent upside retum potential. That is to say, the

identification of investment opportunities based on an assessment of whether or not

property values are now at such levels that expected retums are considered sufficient to

justify pension fund investment taking inlo account the advantages and disadvantages

we have discussed. Issues such as diversification characteristics, asset volatility, the

matching characteristics of the income stream and illiquidity are also of importance.

These characteristics should, however, be seen in the context of the maturing of

pensions schemes, as well as in the context of the Pensions Act 1995. These issues are

considered in section 4.
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4. Effects of the Pensions Act 1995 on Pension Fund Investment

Key Points

This section considers the effects on investment intentions of the relevant clauses of the

Pensions Bill 1995, as dralted at the tine tle survey was uadcrml<en. Subsequently

there was no material change to the proposed legislation.

There are three main sections of the Pensions Bill 1995 which may affect propeny

investment.

. Clauses 49 to 54 relate to the minimum funding requirement (MFR).

. Reducing volatility against the MFR valuation of the liabilities may become

more important than an appropriate long term matching portfolio or a well

diversified portfolio.

. The MFR may lead pension funds to want more diversified asset ponfolios in

order to reduce the volatility of asset values and reduce the risk of falling below

the minimum funding level.

. Clause 30 of the -Pensions Bill 1995 allows delegation of the investment powers

of trustees but only to investment managers authorised under the Financial

Services Act (FSA). The Govemment has now promised to act to ensure that

property investment managers are not treated differently from those registered

under the FSA.

. Clauses 44 to 48 will lead to greater LPI linking of pensions in paymenr. This is

unlikely to have any significant effect on property investment.

21



The Basis of the [rgislation

The main effect of the legislation on pension fund investment strategy, is likely to be as

a result of the MFR. The motivation of the MFR is to ensure that schemes are

adequately funded

The MFR neither imposes the requirement of ensuring that accrued liabilities could be

met in the event of a discontinuance nor ensures that the scheme is properly funded on

an ongoing basis. The purpose of the MFR is to provide some protection to scheme

members without imposing an unnecessary cost or regulation burden on schemes. The

MFR and the associated regulations are intended to:

provide a measure of the extent to which benefits are covered by a scheme's assets

speci$ a level of mver below which corrective action should be taken, and

set out arrangements for taking corrective action

The MFR proposals are contained in clauses 49 to 54 of the Pensions Bill 1995. The

precise mechanism for determining whether the funding level of the scheme is adequate

is not laid down in the Bill. The likely mechanism is as follows: The cash equivalent of

the benefits is likely to be calculated on the basis of expected equity retums for members

up to 10 years from retirement. Discretionary benefits are likely to be ignored. This

basis will phase in to the use of gilt returns upon retirement. However, larger funds will

effectively be able to use expected equity retums for 25 per cent of the post retirement

liabilities. The benchmark basis will be determined after consultation with the industry

and will go in to regulations.in 1996.

The cash equivalent of the accrued benefits (which will be refened to as the value of the

liabilities, although, strictly speaking they are only the value of the liabilities for the

purpose of the MFR) is compared with the market value of the assets.
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The value of the assets is likely to be the average market value of the assets over the last

3 to 6 months, so that too much account is not taken of temporary fluctuations in

stockmarkets.

If a scheme has assets below 90 per cent of the assessed liabilities, immediate action will
have to be taken to rectify the position. If the scheme has assets of between 90 per cent

and 100 per cent of its liabilities, action needs to be taken but over a longer time scale

(see Section 2).

T\yo other sections of the Bill are relevant. Clause 30 allows trustees to delegate

discretion to fund managers to take any decisions about inveshnent. These fund

managers must be authorised under the Financial Sewices Act 19g6. This may

encourage trustees to delegate power tro investment managers who have had no interest

or experience in direct property investmen! given that direct propeny investment

managers do not have to be authorised under the Financial Sewices Act. Thb was tnt
raised as a dfficulty in the literatu'e or in the interviews.

Clauses 44 to rl8 relate to the limited price indexation (see footnote in Section 3.6) of
pensions in paymenl As has been mentioned in Section 3.3, property investment may

be appropriate to match LPI liabilities. This issue is covered., together with the issue of
the maturing of pension funds, in Section 5.7; this has also been discussed in Section

3.4.

4.2 The Effects of the Minimum Funding Requirement

There are two broad implications of the MFR. Firstly, the 90 per cent funding level will
mean that there will be greater concentration on short term issues. The actuary will have

less discretion to certiir a scheme which seems to be funded on an ongoing basis if it
does not pass the MFR funding standard on a particular day.

This is essentially an implication of having any funding standard which takes a short

term view of a long term problem.



The ffict of this may be that pension Ilutds may be attracted to investment portlolios

which have less short term volatility, relative to the MFR benchmark regardless of their

kng term liabiliry matching characteristics.

The second and more important implication is the prescribed way in which the value of

the tiabilities is to be calculated. The exclusion of property and overseas equities ftom

the mechanism for determining the valuation rate of interest for the liabilities produces a

potential short term mismatching problem for schemes which include assets other than

conventional gilts, index-linked gilts and UK equities. This mismatching is apparent in

the sense that it is related only to the MFR and not to the long term matching properties

of a scheme's investments. The problem, as it relates to property, is best illustrated by a

numerical example (see Box). The example does not attempt to mirror the practicalities

of a pension fund but attempts to illustrate the point. Readers who do not wish to follow

the numerical example can continue after the Box \vithout loss of continuity.
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This particular characteristic of the MFR rules may discourage diversification and

appropriate long term matching and encourage greater MFR benchmark matching The

highly simplified example in the Box demonstrates some of the difficulties.

In broad terms, the problem can be described as follows. Assume a pension scheme has

a portfolio of assets which is well matched to the liabiliiies of the scheme, where the

portfolio includes property. Assume also that the value of the assets is exactly equal to

the value of the liabilities, where the values are calculated using the rate of interest

which it is expected will be earned from the assets.

If there is any change in the long term rate of interest at which assets and liabilities are

valued, it should have no material affect on the solvency position of the fund, as viewed

from this ongoing, long term perspective. If there is a fall in property values caused by

market inefficiency or a change in the long term underlying rate of interest at which

assets are valued in the market, there is no effect on the long term cash flows. The

actuary should be able to adjust upwards the valuation rate of interest of the liabilities so

that the solvency position of the fund would not be affected.

Under the MFR proposals, unless the equity and gilts markets were affected in exacrly

the same way as the property market, in other words property, equity and gilt values

were perfectly conelated, it would not be possible to take into account the change in the

rate of interest underlying property values when valuing the liabilities. The scheme's



solvency position may thus appear to be worsened. Hence the diversiffing attributes of

property create a case for holding less of the asset class as a result of the MFR.

Further details of the actuarial valuation of a pension fund for determining its long term

funding position can be found in Crosby et a[ (1993) or Booth et al (1996 pending).

4.3 Summary of the Effects of the Minimum Funding Requirement

Pension fund trustees will not wish to fall below the MFR. If they do, they will require a

cash injection, bank guarantee or some other way of dealing with the shortfall. In

general, companies wish to avoid the volatility of contribution rates which such a course

of action implies. The first action that trustees could take would be to adjust their asset

portfolios so that they were more suited to meeting the new twin objectives of matching

long term liabilities and meeting the MFR. This may have adverse implications for

property investment.

We have already emphasised that other, longer term, trends relating to property

investment (see Section 3) may dwarf any effect of the minimum funding requirement.

It should also be remembered that the MFR will have little effect, if very few schemes

are in danger of breaching it. These issues will be addressed in Section 5.
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5. The Minimum Funding Requirement and Pmperty Investment

Key Points

. Pension funds may be attracted to investment portfolio mixes which exhibit less

volatility. This effect may be beneficial fo-property because overall 83Vo of

questionnaire respondents suggested that property was important or very important

as a portfolio diversifier.

. However, other assets are regarded as being as useful in providing diversification

but do not have the illiquidity difficulties of property.

. The MFR is likely to lead !o funds moving closer to the benchmark portfolio which

comprises equities and gilts (or mainly gilts for more mature funds).

. Only a small number of funds will breach the MFR and this will limit the

immediate effect of the above movements.

. As pension funds become more mature they are less likely to be attracted to

property investment: consequently, the combination of maturing funds and the

Pensions Act 1995 may have more negative long run implications for property

investment.

. It would be beneficial for property investment if actuaries were allowed to take

into account expected returns from property when determining the tiability

valuation rate of interest for the purposes of the MFR.

. Overall, 35 per cent of respondents felt that the MFR would make Eoperty

investment less attractive and only 3 per cent felt that it would make prop€rty

investment more attractive. 62 per cent felt that the effect of the legislation on

property investment would be neutral.
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a,

Introductlon

In this Section, we consider the implications for property investment of the Pensions

Act 1995. We concentrate on the issues related to rhe MFR which have been

identified in Section 4 and draw on the analysis of the characteristics of property

investment discussed in Section 3.

Importance of Diversifi cation

The MFR will concentrate the minds of trustees on features of an investment portfolio

other than its long term matching characteristics. In particular, il will be important not

to breach the MFR. It will not be possible to completely adapt the valuation bases for

assets and liabilities to reflect changing long term financial conditions. Trustees may,

therefore, seek portfolio asset mixes which are less volatile in the short term. This

may involve including not only less volatile assets but also combinations of assets

which have a lower correlation structure. Finlay (1994) confirms the importance of

reducing short term volatility of assets. Bamn and Woodrow (1993) demonstrate the

low short term conelation between property and equity returns. Richard Butler (1995)

in a survey of pension funds found that 79 per cent of respondents suggested that the

Pensions Act 1995 would encourage diversification. Interviewees confirmed these

results, but with some qualification:

. Funds may move to less volatile assets as a result of the Pensions Act 1995

(approximately two thirds of interviewees).

. Funds may move into asset classes which will provide diversification benefits

(approximately two thirds of intewiewees).

. Property has useful characteristics in these regards, although other assets such as

index-linked gilts and overseas equities may achieve the objective of lower

portfolio volatility more efficiently (90 per cent of interviewees).
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. Other factors related to the MFR, discussed in Section 5.3 onwards, were felt to

dominate these issues.

In our survey, 76 per cent of respondents to the questionnaire thought that overseas

bonds were not less volatile than property and 93 per cent felt that UK equities were

not less volatile than property (see Table 7, appendix). Property is clearly regarded as

useful in reducing asset volatility. 83 per cent of respondents felt that the

diversification characteristics of property were either important or very important in

formulating views on the role of property in pension funds. However, two thirds of

respondents felt that overseas equities were a better portfolio diversifier than property

(see Table 3.7.4).

Given the importance of fluctuations in capital values and the MFR, Table 20 (see

Appendix) presents a detailed breakdown on asset volatility and associated net

investment intentions. There appears to be a tendency for fuds which regard

property as being of rehtively law volatility to be less inclined to dis-inwst from

proryrty as a result of the MFR, Overall, the relationship of the portfolio

characteristics of property and the effects of the MFR are positive for property

investment, but not significantly so.

The volatility of an asset portfolio against the MFR liability valuation can also be

controlled by using put options. More sophisticated investors may consider the use of

put options as a means of mitigating the effects of the MFR. Bacon and Woodrow

(1993) point out that the purchase of put options may be quite feasible, if they were

only necessary to protect a portfolio from falling below 90 per cent of current market

value.

The use of put options would allow investors to invest in assets which they believe

have a higher expected retum without diversifying as much. The cost of controlling

portfolio volatility relative to the MFR liability valuation using options can be

quantified explicitly. A small, but significant number, of interviewees were aware of



the possibilities of this approach. Greater use of options may temper any movement

towards greater portfolio diversification.

5.3 The Minlmum Funding Requirement and the Scheme Valuation

Although reducing asset volatility may have some advantages when the MFR comes

into operation, the most important issue is not the volatility of the value of the asset

portfotio but the volatility of the funding level, as determined by the application of the

MFR. A more volatile asset portfolio will not be a disadvantage, if the asset and

liabilities of the scheme move up and down together. This is more likely to be the

case if the asset mix is close to the benchmark used to determine the valuation rate of

interest for the tiabilities. Crosby et al (1993) suggest that property investment may

become more attractive in the new regulatory environment because of its lack of

volatility, poor correlatiotr with the equity ma*et and lagged relationship with the

economy. This conclusion needs to be qualified (although it may have been more

valid based on the original Goode proposals), as it does not allow for the volatility of

the asset portfolio relative to the benchmark portfolio.

Currently, actuaries have the fteedom !o determine the valuation basis for assets and

liabilities of a pension scheme. Short term considerations can often be over'ridden by

long term considerations. Assets can be valued on a discounted cash flow basis or a

market value basis [see Crosby et al (1993) and Booth et al (1996 pending)].

Liabilities should be valued on a basis compatible with the valuation basis for assets.

If asset market values fall, due to a rise in the general level of market interest rates,

this can be taken into account either in the asset valuation (which can be carried out

on a discounted cash flow basis) or in the liability valuation basis (the valuation being

canied out at a higher rate of interest).
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The Pensions Act 1995 does not allow this freedom in the MFR valuation. As already

discussed in Section 4 when determining the rate of interest which can be used to

value the liabilities, for the pulpose of the MFR, the actuary will only be able to take

into account expected retums ftom gilts and equities. A given asset portfolio may be

quite appropriate for the long term liabilities of the scheme. If it does nor correspond

with the benchmark portfolio which can be used to detemine the rate of interest for

valuing the liabilities, any short term movement in asset values cannot be taken into

account by the actuary when valuing the liabilities. The long term matching qualities

of assets may, therefore, be regarded as less important for pension schemes than

whether the asset portfolio is compatible with the benchmark portfolio used in

determining the valuation rate of interest for the Iiabilities.

Assets other than property will also be affected by this aspect of the MFR: funds may

also invest less in overseas equities (which also do not form part of the benchmark).

Mature funds in particular may invest more in gilts rather than equities. There are

disagreements as to the likely effect of the benchmark portfolio on investment

strategy. In our suwey (see Table 2.4.2) 35 per cent of respondents suggested that the

MFR would make property investment less attractive, 62 per cent felt that the effects

would be neutral and 3 per cent suggested that property investment would be more

attractive.

In the survey and interviews it was generally felt that the MFR would discourage

property and equity investment and encourage UK bond investment. 74 per cent of the

questionnaire respondents expected the MFR to lead to net disinvestment from UK

equities; 79 per cent expected net disinvestment from overseas equities; 41 per cent

expected net disinvestment from property (wilh only 4 per cent expecting a net

investment in property);78 per cent exp€cted net investment in index linked bonds;

88 per cent expected net investment in conventional bonds (Table 20 in the

Appendix). Schemes which are futly funded are likely to be less affected by the

legislation (see Section 5.4). It was also felt that mature funds would be affected more,

moving into index linked or conventional bonds (see Section 5.7).



There are two ways in which the effects of the MFR on property investment could be

limited :

. if action is taken to convince the Government that it should be allowed, for the

purpose of the MFR valuation, to value property on a DCF basis at the discretion

of the actuary (so that the actuary would be able to value property at a rate of

interest compatible with the liabilities) or

. if action is taken to persuade the government to allow property to be taken into

consideration in determining the valuation rate of interest for the liabilities.

If neither of the above steps are taken it is possible that funds will move away from a

diversified asset allocation to one which is less diversifred, less suinble to the long

term needs of the schernc but will fulfil the short term requirements of the MFR better.

This is likely a lead a less property investnpnt.

Table 5.3.1 shows which valuation method would be the prefened for property and

which would lead to greater investment in property. The DCF valuation of property as

an asset, it was generally felt, would lead to greater property investment.

However, most respondents felt that property should be valued at open market value

for the purposes of MFR.
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methods

MFR and Property Valuation Methods
No of respondents

Preferred Choice
Forced Sale

Open Market Value

DCF

7

38

I

I-ead to greater investment in
Forced Sale

Open Market Value

DCF

property
2

t7
))

Table 53.1 MFR and

Table 5.3.2 Pottfolio determination rateof valuation

Portfolio based determination of liability
valuation rate

No of
respondents

Favourably Make no
difference

Very
unfavourably

t4 39 1

Table 5.3.2 shows how, if a portfolio valuation rate of interest based on actual asset

holdings were permitted for the valuation of the liabilities, this would affect attitudes

towards commercial property investment. Only 14 respondents indicated that this

action would lead them to.view property more favourably. More extensive probing of

this point at interview revealed that it would be a help for property investment if
property were included in the benchmark.

A consensus amongst actuarial interviewees was that the legislation would focus more

attention on fund-specific benchmarks for specific schemes with different liabilities.



In other words, an investment policy will be developed that is specifically tailored to

the liabilities of the scheme. It was felt that, currently, independent of all

considerations relating to the MFR, property was possibly under-represented in funds

from an asset liability matching point of view. It was felt, therefore, that greater use

of fund-specific benchnarks auW kad to more property invesfi?Ent.

5.4 Will Pension Schemes be Affected by the Minimum Funding Requirement?

We have already noted that the MFR is not intended to be the recommended level of

funding for the scheme. The appropriate level of contribution rate and the investment

strategy can still be recommended by the actuary, taking into account long term

considerations. AIso, if thete is no possibility of the MFR being breached for most

schemes, because their current level of funding is much higher than that required by

the MFR, then the MFR will have little effect on investment strategy. There are a

number of reasons which would lead schemes to be funded more fully than the MFR

would require. These are as follows:

the conservative nature of the actuarial basis used when recommending

contribution levels

the extent to which schemes are funded for discretionary benefits, which are

ignored for the MFR

the general weakness of the MFR (in terms of it's treatment of discretionary

liabilities, prospective salary increases and the use of equity retums)

Robarts (1994) suggests that the large majority of schemes will be above the required

level of solvency, 10 to 15 per cent of funds may be close to the margin and only a

small number of schemes are likely to breach the MFR. Webster (1995) confirms this

view.

However, Webster points out that, the use of asset market values and the benchmark

portfolios could lead to schemes that are reasonably comfortably funded to sometimes
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fall below the MFR. The use of smoothed market values may limit the number who

do fall below, however.

Bacon and Woodrow (1994) suggest that most of the schemes which were likely to

fall below the solvency test (as tested by the DSS in 1993, on a previously propos€d

standarQ covered restricted groups of members.

Table 5.4.1 level at last valuation

Ongoing Funding l-evel at Last Valuation

No of
respondents

< NVo %) - lMVo l@ - LLOVo > ll0%o

2 6 20 10

Table 5.4.1 shows that, of the funds we suweyed, the majority categorised themselves

as well funded. These schemes are likely to be even more fully funded relative to the

MFR. In Table 19 (see Appendix) the figures for funding level and investment in

different asset classes are shown. Contrary to our 4 priori view and the interview

findings, the sample figures appear to suggest there is a greater inclinatiotr towards

dis-investment in properly if schemes are well funded.

Overall, our view is that the likelihood of most schemes being considerably above the

required level of funding is likely to lead schemes to continue to take into account

long terrr factors when determining investment strategy. The potential effects on

property investment, discussed in Section 5.3, are therefore likely to be somewhat

limited. It was generally felt that schemes with a high level of solvency, relative to

the standard, may still concentrate more on maximising returns, after considering long

term asset liability matching issues.

4t



Liquidity of PmpertY Investment

In Section 3 we discussed the effecs of liquidity on pension fund property investment.

It may be the case that the introduction of the MFR may exacerbate the difficulties

caused by illiquidity. Ir is also relevant that there is no developed property derivatives

market, which could allow schemes to change their effective exposue to Property

investments more quickly. The concentration of trustees' minds on passing a short

term test of funding adequacy may lead them to reject investments to which they

cannot easily and quickly change their exposure. In particular, it was felt by many

interviewees that any advantage of including ProPerty in a portfolio for diversification

was negated by the inability to chatrge property exPosure quickly. Other assets, such

as overseas equities (see Table 2.6.4) and index-linked gilts, were felt to be at least as

useful as property in diversifying a portfolio, and had considerable liquidity

advantages over property. Any investment vehicle which improved the liquidity of

property would therefore seem to be an advantage. However, most itrterviewees were

sceptical of the value of a derivatives market in Property and felt that this facility

would not lead to greater ProPerty investment (see Section 3.4).

5.5 Property Share Investment

Given the liquidity of property company shares, it is possible that investment in this

category of asset may mitigate some of the disadvantages of direct property

investment. By virtue of their inclusion in the equity market indices, they are also part

of the benchmark fund for determining the valuation rate of interest for the liabilities,

in the same proportion as the proPortion of their market caPitalisation in the Ff

Actuaries All Share Index. However, a number of reasons have been put forward

which seem to negate these advantages. Bacon and Woodrow (1993a) point out the

tax disadvantages of property comPany shares. Also, property company shares seem

to be more correlated with the equity market than with real property.
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The diversifying advantages of property company shares are therefore less than those

of direct investment in commercial property. Furthermore, property company shares

tend to be more volatile than real property investment for a number of reasons, not

least of which is the effect of gearing. A further constraining short term facor is the

small size of the sector, currently being some f14 billion by capitalisation (Source,

Datastream January 1995). For these reasons, the majority of interviewees said that

property company shares were no substitute for direct property investment.

s.7 Property and Pension Fund Maturity

One of the main issues for pension funds at the moment is the growing maturity of

schemes that is, the tendency for schemes to have smaller net positive or larger net

negative cash flows, as pensions in payment form a greater proportion of liabilities. It

is felt that this will probably lead to less direct property investment. Although direct

prop€rty investment may provide a good matching income stream for mature

liabilities, most interviewees felt that the illiquidity of property becomes a grcater

problem as funds become more mature (see Section 3.6).

The Pensions Act 1995 may compound any tendency for less direct property

investment as a scheme becomes more mature. Firstly, the MFR is more likely to

affect a mature scheme, as a greater proportion of the benefits are fixed rather than

discretionary: mature schemes are therefore more likely to be close to the MFR level.

Secondly, as liabilities become more mature, conventional gilt yields will determine

the valuation rate of interest for the liabilities for the purposes of the MFR. Thus, even

if the income stream from property is a good match for the liabilities, movements in

property values may not be well correlated with movements in the gilt market. It is the

latter which will drive the valuation basis for liabilities. Hence, even if property has

good matching qualities, there will be a stronger case against property investment

because of the valuation rules.



The Investment Property Forum may wish to consider lobbying for the actuary to be

able to use gleater discretion in determining the liability valuation rate of interest for

mature scheme liabilities, as well as for immature scheme liabilities.

Clauses 44 to 48 ofthe Pensions Act 1995 will lead to more pensions having LPI. In

Section 3.6 it was suggested that property may be a good match for such liabilities: we

find no evidence in the literature or in interviews that pension schemes are likely to

invest more in property, as they become more mature, in order to match LPI liabilities.

It would appear, therefore, that the MFR will also work against the inclusion of

property in a mature scheme, even given LPI.

It should be bome in mind that LPI liabilities will build up relatively slowly in a

scheme. Investment policy for LPI liabilities may not, therefore, have been given a

great deal of consideration. It should be noted that Deither index-linked nor

conventioaal gilts provide a perfect match.

Table 18 (see Appendix) provides an analysis of fund maturity and investment in

different asset classes. From a small sample, mature funds were more inclined to

increase investment in index-linked bonds and dis-invest in UK and overseas equities.

There is no conclusive evidence regarding property investment from a sample of this

size.

An overwhelming number of interviewees felt that pension schemes would seek to

move out of property as they became more mature. A/t/, ough the immediate effect of

the MFR on property investment may be quite small, the long term effects of the

comb wtion of MFR and the nnturin7 of pension schemes may be much more

significant.
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It was commented in the interviews, however, that higher expected retums may lead

p€nsion funds to invest more in property, despite growing maturity. This confirms the

view that long term expected retums remain the major factor in explairiing asset

allocation.

5.8 The Movement to Delined Contribution Sclremes

The increase in regulation of defined benefit pension schemes has led to a general

movement towards money purchase arrangements in recent years. It is possible that

the Pensions Act 1995 may accelerate this trend. However, the relatively liberal

nature of the MFR has reduced fears of this.

Interviewees felt that there would be some increased interest in defined contribution

schemes as a result of the Pensions Act 1995. However, the effect will be less than

was envisaged when the original Goode Committee recommendations were disclosed.

Currently, defined contribution anangements tend to invest less in direct property, as

they norrrally require a unitised vehicle. Greater valuation accuracy and the

consequent development of unitised vehicles may lead defined contribution schemes

to invest more in property. Where individuals take investment decisioas, they often

tend to be more risk averse than companies. Individuals are more likely to take their

own investment decisions in defined contribution schemes. This may lead defined

contribution schemes to invest more in bonds. If the long term risk characteristics of

property in the context of a portfolio were more widely understood, this may

encourage greater property investment by defined contribution pension schemes.



Perceptions of Property Characteristics and the Effect of the MFR

In this section we summarise how the perceptions of the investment characteristics of

property will affect investment intentions, as a result of the legislation. Table 21 (see

Appendix) reports the questionnaire responses. The results show the following:

. Respondents who regard property's diversification role as being important/very

important appear to be less inclined to dis-investment as a result of the MFR.

. Respondents who consider security of income as being important/very important

appear to be less inclined to dis-investment as a result of the MFR.

. Respondents who consider liquidity as being important/very important appear to be

more inclined towards dis-investment as a result of the MFR.
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. Respondents who consider long term

important seem to be more inclined

iovestment.

asset/liability matching as important/very

to be neutral and less inclined to dis-

These are important findings insofar as the Investment Property Forum can influence

investors' perceptions of the qualities of property as an asset class. They also confirm

our general conclusions that one of the main effects of the MFR is to focus more

attention on the existing perceived characteristics of property investment.

It would, therefore, appear particularly important for the Investment property Forum

to:

. Focus more attention on and encourage more research into the role of property in a

multi-asset portfol io.

l6



. Focus more attention and eDcourage research on the role of property as a long term

matching asset in a pension fund.

. Quanti$ the effects of illiquidity and work to correct misperceptions-perceptions

in the market.

In this regard" research based studies on property investment aspects are to be

encouraged, as they will contribute towards an improved understanding of the

inwstment attributes of amnercial properry.

5.10 Conclusion

The conclusions in SectioD 5.9, coupled with commercial property's investment

characteristics, provide the context for assessing its investment outlook in the context

of the implementation of the Pensions Act. On the basis of the survey results and

intervicws, the invesfinent charactcristics which have been discussed, taken together,

are lilrely to be more imporunt than any affects of the legislatian. Insofar as the

legislation will be imporunt for property investment, it is likely to be because it

exacerbates the effects of existing property characteristics, discussed in Sections 4

and 5. Property's fundamentals will continue to drive the asset al location decision

and the specific influence of MFR will be limited.
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6. Conclusion

ln many ways, the MFR will have linle direct effect on property invesrnent. Although

many more suwey respondents felt that the Act would have negative implications for

property investrnent than thought it would have positive implications, most respondents

felt that the effect would be neutral. It is exPected that relatively few schemes,

particularly immature schemes, are likely to breach the MFR.

The general characteristics of property remain particularly important for future trends in

pension fund property investmenl The long term risk and retum characteristics of

property will continue to be important. A better understanding of the role of property in

a pension fund portfolio will be important if property is to play a greater role in pension

fund investment. This includes a better understanding of the asseVliability matching

characteristics. Accordingly, the investment characteristics of property ne€d to be fully

appraised on an on goiog basis within an asseVliability framework

The illiquidity of property is regarded as a major obstacle to property investrnent. This

problem is exacerbated by a general unease about valuations. Any vehicles which can

be developed or any institutional changes to the market which reduce transactions length

can only be a positive influence on property invesunent.

The MFR is more likely to affect mature than immature schemes. It would be helpful if

more research were !o be undertaken on the role of property investment in a mature

pension fund. Pension funds regard the income security aspects of property as important.

However, this is tempered about @ncems ovet liquidity. In general, there is likely to be

some reduction in property investment due to the exclusion of property from the

benchmark portfolio. Overall, the views about proPerty in a mature pension scheme

tended to be negative. This arose from a combination of the MFR setting a stricter

standard for immature schemes and the feeling that bonds were a better matching asset.

48



The exclusion of both property and overseas equities from the benchmark portfolio may

make pension ftmds take less account of long term diversification benefits and matching

characteristics of iDvestment po(folios. Pension funds, particularly if they are close to

or below a 100 per c€nt funding level, may be more inclined to try to match the

benchmark portfolio. It could be regarded as in the general interest of pension funds, as

well as in the interests of the property industry, if the benchmark portfolio could

encompass a wider range of assets, if the scheme's actuary felt it to be prudent and

appropriate.

Although property is regarded as possessing a number of desirable investment

characteristics, the expected performance is regarded as being of paramount

importance. The attraction of holding property for pension funds will, therefore,

continue to depend on prospective performance and property's investment

characteristics. Taken together, these factors will outweigh the impact of the MFR, at

least for immature schemes and schemes with average maturity.
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YO?a
BUSINESS SCHOOL

INVESTMENT PROPERTY FORUM QUESTIONNAIRE ON
PENSION FUND SOLVENCY AND PROPERTY INVESTMENT

FUND DETAILS

1. Which of the following best describes your business?

(a) ConsultingActuary/PmsionCorsultants
(b) lnvestsrmt Manag€r (o<ternal funds)

(c) Investmmt Marater (internal fund)

(d) Pmsion fund a dministrator / secretariat

2. What is the total value of Pmsion Fund asseb under your management/advice?

Ifyou have ticked in question (a), go to Question t (b) or (c) pleas€ move to question 4.

3. In respect of the liabilities of your fund, would you consider your fund to be:

Immature EI Average E Mature E
(> 70% active liabilities) (30-70%% active liabilities) (< 30% active liabilities)

4. At your last valuation was your ongoing fundhg level:

<90% EI ecloo% EI rm-110% E >1lo% E

5. What is your percmtage expqsure to:
Current Target

UK Equities

Overseas Equities

Index-linked bonds

Conventional bonds

Overseas bonds

Property

Cash

tr
tr
tr
tr

This conEdentiat questioruuire will be analysed on bchalf of the hvestsnent PrcPerty Forum
by the D€partEEnt of ftopelty Valuation and Maragement, Gty University Business Sch@t

and tlte DepartrEnt of Actuadal Scienoe and statistics, City University. AII replies will be

heated in stdct confidence. Please als,wer as many questions as you caD even if your finds,
or the funds you advise, hold no property.

Please r€turn ttE questiouEire to GeorSe lvlatysiat Departrnent of Property Valuation and
MarEgernent, Gty University Business School, Frobisher Crcscent, Barbican CJntse,

FREET€sT, lrndon EC2B 2NU or send by far< |ln 4n 8573 by Monday loth APdl l99t iI
h the



6. Who determhes the asset allocation of the fund(s)?

[rnt term
strategic

Trustees

Consulting actuary

Parent Company

InvesErent Manager
Other (please specify)

7. Which is the most important method in the determination of asset allocation?

e
C

C

C
C

C
C
C

C

C
C

C

C
C
C
C
s
C
s
s
C
C
5
C
C
C
C
t
C
C
C
C
C
c

tr
tr
tr
u

tr
tr
tr
tr

tr
tr
tr
tr
tr
tr
tr

tr

Short term
tactica I

Asset liability model

Qualitative analysis

Peer group comparison benchmark

Quartita tive analysis
Other (please sprily below)

Long term
shategic

tr
tr
tr
tr

Short term
tactical

tr
tr
tr
tr

If the method by which you determine asset allcation differs from any of the abovg please o<plain

ATITruDE TO DIRECT PROPERTY INVESTMENT

8. How would you rank the o<plicit volatility of the following ass€ts compared with property?

More volatile Equally volatile
than property

Less volatile
than property

tr
tr
tr
tr
tr
tr
u

UK Equities tr
Overseas Equities tr
Index-tinked bond. E
Conventional bonds tr
Overseas bonds tr
Property tr
Cash tr

9. Do you think property is a b€tter diversifier than overseas equities?

YestrNotr
10. Do you expect returns from property to be higher than overseas equities over the ne(t 5 years?

Yes tr



tr

tr
tr

tr
tr
tr
tr
tr
tr
tr

tr
tr
tr
tr
tr

tr
tr

tr
tr
tr
tr
tr

tr
tr

tr
tr
tr
tr
tr
tr
tr

tr
tr
tr
tr
tr

tr
tr

tr
tr
tr
tr
tr
tr
tr

tf
TtIt
Ltt
5
TtIt
5ttt
Lt
T
T
5
5t
Ttttttt!
t

11. With regard to its long run investsnent characteristics, which of the following asset classes is closest in
its characteristics to property?

Equities tr
Bonds tr
Indexlinked bond. E
None of these tr

12. What characteristics of property do you reg-ard as important in formulating your view of property's
role in pension funds?

V"ry Important Not
important important

Not
considered

tr
tr
tr
tr
tr

Short-term capital value volatility

Portf olio diversifi cation characteristics

Security of income

Liquidity

Long term asset/liability Elatching features

The availability of derivative products/

property hdging products for risk control

Other (please specify)

PROPOSED LEGISLATION

13. Are you aware of the minimum solvency shndard proposals? Yes tr No tr

14. Do you consider them to be of:

lvlalor significance tr Minor significance tr No effect

15. How will the minimum solvenry standard proposals affect your view of property ?

More attractive tr Neutral tr Less attractive tr
76. Do you expect the minimum solvenry requkement to affect pension rheme investmmt in
following assets:

Net
Investrnent

Neuhal Net
Disinvestment

UK Equities

Overseas Equities

Index-linked bonds

Conventional bonds

Overseas bonds

Property

Cash
77. If you are an advisor,/manager of atenal funds (a or b in question 1 above) please answer the
following question for all types of fund. Otherwise, please answer from the point of view of your rheme.



Do you think that adopting the recommendations would cause pension rhemes of different maturity
to:

inctax etposure to Vropoty fu:
dis-investing frorn other asset categories

allocating new money towards property

leaue yopeny exposure brudly undtangd

dectue aryswe to yopeny by:

allcatint money to other asset categoriesE

d.is-investhg from property tr

18. Would you expect a well-funded scheme to be affected in the same way as a scheme which was not as well
funded?

More significant effect E Less significani effect tr No effect tr

19. For the purposes of the minimum solvency standar4 property valuation methods may well be one of the
following. Vr'hich method would

(r) be your preferred choice?

(ii) lead to treater investment in property?

Forced Sale Open Market Value DCF

trtrtr

20. The legislation is expected to recommend that the valuation rate of interest for the liabilities is based on
expected bond and equity returns in proportions which depmd on the fund's liabilities. If you were permitted
to use the actual porfolio of assets to determine your liability valuation rate of interest, how would this affect
your attitude towards property investnent?

Very favourably E Favourably E Make no diffe.*." E Uof"rorrably E Very unhvourably E

Please expand if necessary

21. WiI it alter the way in which your scheme derives shategic and/or tactical asset allocation decisions?

YES / NO

Thank you for your co-operation in completing the questionnaire. It is stressed that all individual replies will
be ueated in the strictest conlidence and will not be athibuted to any organisations.

Name of orga nisation

Respondent's name

Position in organisa tion

tr

(D

Matur€ Fund
(< 30% aclive liabilities)

tr
tr

tr

Immafure Fund
(>m% adive liabilities)

tr
tr

tr

Average
Fund

tr
tr

tr

e
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C
C

(ii)

(iiD

tr
tr

tr
tr

trtrtr

C
C
C
C
C
C
I

Please tick box if you would like a copy of the results to be sent to you.
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TABLE 1 (Question 13)

TABLE 2 (Question 2)

Distribution of Responding pension fund size

TABLE 3

Fund Maturity (Question 3)

TABLE 4

Funding Level (Question 4)

tue you awrtE oI rhe niEiEum solvescy

$randrr4s

56 3

Fud si?r (Billions) No of nspoDdcDls

r - 4bD
5 - 10 tr
ll- mbr
2r+ hh

27

6
2
I

MaNrityofFuDd

l9 l0

Ongoing Fuldirs lrvcl

<90% 9Gr00% 100-110% >tto%

2 6 20 10
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TABLE 6

Asset Allocation Determinatlon (Question 7)

All R.spod€[ts

Lrng TrrE Sllrrcgk Shod TlrE Ta.rical

All RcspoDd.rb

Ass.l libilily Mod.l
Ourlitariv. ADrl),sis
P..r Gloup CoEperisor BGEhn.*
Our irliv. Alalvsis

36
l6
16
5

4

l8



TABLE 7

Asset Volatility Rankings Relatlve to Property (Question 8)

UK Equld.s

DoD'l Knoe
Mole Vohril. tbrD Prop.ny
As Volztile as Prop.ny
Itss VoletiL ibar PED.nv

I
48

8
3

Ov.Is€ls Equiries

Donl Ifuow
Mor! voLtile lha! Ftop.ny
As Voblib rs PD.nv

I
53
6

hiLr LhLd Bords

DoD't Krc*
MorE Voliiilc thar hoFny
As Volaiilc .s Ptopcny
t ^( V.l,ril. rhr. Plrlmnv

I
ll
9
38

C.DvcrtioBl Bdds

Dort KDow
MoI! Vol.rilc rbo hopcny
As VohtiL a! PrDpGny
las Vohril. lhrn Ptu.nv

I
t9
l0
29

Ov.r!.rr Bords

DoD l XDow
Mort Volrrile th.! Prop.fly
As Vol2lilc .s Prop.ny
llss VohriL rhl PM.nv

1

33

1l
l3

Cah

Dont X.Eow
Morc Vol.tilc th.r Propny
As VohdL as Prcpcny
I!r(V.l.riLrh,n Pm.nv

I
2
I
54

TABLE 8

Similarity of long run investment characteristics (Question 11)

Equni.s BoDdg ldex-lilt d Bods

16 1 18 l5



TABLE 9

Property's Investment Characteristics (Question 12)

ALL

ShIl{.rE c.pikl \alue volatility

N/A
Vcry IEpoi.Dr
IEponaDr
Nol lDponrtrt
Not Cor6idcrcd

I
I
18
3l
1

Portfolo dlv.rdlcrfloo cllrt Slc.

N/A
V€ry lDponlni
IEpona
Nor lEponad
Nol CoDsid.red

I
t1

7
2

S.c[Iiy olIDcoEc

N/A
V!ry LEponad
IEpotunt
Nor lEponad
Nol Cocid.Ed

I
t2
38
6

L4uidity

V.ry LEport d
lEponrd
Nol lEponrnr
NoI CoEid.red

I
l8
26
l3
I

Irlf T.rD M.rchhg

N/A
V.ry lfFonaDr
lEponrll
Nor lEponrol
Nor CoEsi&Ed

I
6

32
t2
6

Pmpcny D.dv.trv./HGd gbg ltlductj

N/A
V.ry lEporr.Dl
lEponaDt
NoI lDponror
Nol CoEid.nd

I
6

ll
l8
l8

Orhcr

N/A
V.ry IEporr,
I6portrnl
Not CoEid€red

I
1
2
3



TABLE 10

Importance of proposed legislation (Question 14)

TABLE 11

Minimum Fundlng Requirement and view of property (Question 15)

TABLE 12

Impact on well-funded schemes vemus not well-funded (Question 18)

TABLE 13

Portfollo based determination of liability valuation rate (Question 20)

All E poDd.Drs

tuntiry

Mrjor Sipifi..Dc. Mioor sigri6crrcc No edcd

30 1

R€pli.s

NcrEl lrss At!_idiivc

A.ll Espotrd.Dls 2 36 20

X"rLiog

MoIl sigrific.lr ctIcc, l-ass siSrilic.d cffGc! No.fr.d

A.ll E3pood.& 4 41 4

RrDti!g

F.!urrlbb M:t !o difi.rlE V.ry udhvarrrbly

14 39 I



A]l llspoodenls

Dls-hyaslhg tlD olbar assat calagolts

MaturE turd
Awn8. fuad
llrErtu! turd

4

2

l-r.v. ktPcnJ Eryosrlr! brordry utcl[t d

Mrtur! fuad
All fuds

Av.r.B. .Dd lDEatulE hlEd
Inmrturt tutrd

6
3
l4
1

9

A[ocalrt Doiay troD oflar rsaat caLgod6

MrturD tuDd
Maturc &.v.nge 6Dds
A.ll fuDde
Mrlur! ild laEAiult fu[ds
Av..rB. fuld
AveraSe .rd IEEatuIt furds

8
3
I
I
9

I

Db-bv.slht ton prop.ny

Mrlurc tuod
M.NrD.d rvcraS. fuDds
All tuDds

Av.ra8. Fud
IEEatuIr tund

l8
4
I
4

2

TABLE 14

Impact of adopting MFR recommendations

No ltspodrnl3 aEw.r.d'Alle.tirg Ew EoE y rouads prq.ry'

TABLE 15

Overseas Equity v Property

(Question 17)

(Cross-tabulation of Questions 9 & 10)

Ov.r..!s E4uirics RdurDs > Prop.ny (J
y..rs our All Esp@d.nrs)

YES I.lO

Is plt pcrry . bcitkr div.Eifi. r tber ov.E :s
cquiries

YES
NO

I l9
37



TABLE 16

MFR and property valuation Methods (Question 19)

TABLE 17

Category: Pension Fund Administrators and Investment Managers Analysis
of Fund Maturity/Asset Exposure
(Cross-tabulation of Questions 3 & 5)

AIJ R.sDoEdclts

htlcrrd Cld..

&NE d S.l.
Or.n rrrn.t Vdrc
TfF

7
3E
8

L..d rc lttaLr Lv.rrD.rr lr ptoFrty

hrr.d S.lc
OPGD lrrrt l Vrb.
ITF

z
11
z2

},Luriry of tud

Mrlur!

C]lrtlol % EDcurc T.rE.t % ErpGuI! Cllftr! 96 Etpoo.uE Trra.t * ErFsun

Tdrl H!!d A&t VJu. oolta

BusiEs TyF / PcEioD Frrd AdEiDi3uzron / i[\rerr6. Mrnrgcn

C.ll CqlDt
UK Equiric.
Occrs..s E4uiii.s
I*! linld B..ds
Cowc.rioDrl Bods
Ov.rs€:s Bon&
Prcpcny

3.00
54.00
?2-r3
3.00
1.61
6.50
?.00
261

3.00
53.00
2250
3.00
1.50
10.00
7.00
3.50

NoE
NoE
Noa
NoD
NoE
NoE
Nor

NoE
Nor
NoE
NoE
NoE
NoE
NoD

Tdrl tund A!8ct Vrlu. >llbn

BllriEar Typ. / PcEiotr Futrd AdDitristnloE/ i ..stE Dl MrE g.r!

C.ll Coud
IrXE4uili..
OVGI! r. Equiii.6
lo&r liotcd Bods
CovcDtioMl B6d.
OecEars Boo&
Ptwny

13.00
53.69
22.51
6.09
6.lt
4.{0
8.1?
1.O9

13.00
51-45
tt.lE
7.00
5.90
4-15
5.90
1.62

9.00
{/r.u
36.89
t5.11
4.15
1.33
10.57
1.11

9.00
54.t1
2r50
9.m
6.40
3.61
1.83
1.00
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APPENDIX II

INVESTMENT PROPERTY FORUM WORKING PARTY

The lnvestment Property Forum Working Palty set up to direct this research comprised the

following members:

Dr. Karen Sieracki BA, MA, PhD, ARICS
Divisional Director - Research, Property Division, ESN Pension Management Ltd

Andrew Smith BA(Hons), Dip.Surv., ACIL, AMSI
Propert), Research Manager, AMP Asset Management plc

Fiona Sweeney BSc(Hons), DipEEcon, Mlitt, ARICS
Director (Research) Hermes Property Asset Management Ltd

Chris Ford BA(Hons), MA
Investment Consultant, Watson Wyatt

Andrew Baum MSc, MPhil, PhD, FRICS, AIIMR
Managing Director of Real Estate Strategy Ltd
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