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TAX CREDTY ON UK, EQUITY DIVIDENDS
S,

T refer tof ¢ ey "mimie of 22 Mey 1997 o vou oo ke above tope, which was
copied 1o " rewd 2 bene A% wou EDOW, 5““_’%: of Jetve s week In ber
absetice, [ wm teSponding 10 5 &% request for illusttanons of the pedsible impast on
the funwhng levels of defioed bencfit privion sohemes, 25 measued under the
Minimrn Funding Regquirement (MFR), of a reducdon in {or climinstion of) the
cumtuxmadnnndmdmdspmdhymimmpnmeslmdumndﬂm;ar{;j
-;-‘?'E-J- .18 responding sepamately in respect of the request for 2 range of oversll costs

The entlosed sthedules give an indication for a range of scenarios, as deseribed further
below, ko each case the schedule indicates the MFR Runding level before aod after
such 4 change in the curment wy credit. An overdew of the general approach 13 sel ot
betow, lollowed by details of the specific lisbility and inwestment profiles undst sach
SOLTArG.

fherview of general aporoock
MFE result befora chenge

The tota] lishilites in reopect of accrusd bemefiis before any change are st oul
identifying separaiely nom-pensioners younget than MFR Pension Age (WMFR PA) loss
e yoars, mop-pensigners sged botween MFR PA less ten vears and MFR PA, and
pensioners, These three renches of labilines use different Marker YWalue Adjustments
(VY Ax} recpectively an squery MYAL 2 blend of gill aod equity MY A5 (on avesge
S0:50% and, o =ffect, a gilt MY A. This scparation is necessary sines, Tor eample, (he
‘MFR’ value of the younger non-pemsioter Labelites will be directly affected by amy
decrease in gross dividend wieids, while the value of the pensioner Jiabilides will not be
alfecied, arsurmuing that the equity easement does ool apply and that gilt yizids do not
change Ls 8 cesult of o change in the Jevel of the tax codin om LK #qwne dividends.
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The asset figures denufy separately UK equity assets and other assets. Whiae them is a
fall 1a the market, this fall 15 assumed to impact only on the UK nqml}'mmpmmtuf
the pensinn seheme’'s asgeta,

L

In:nchcmﬂ]usﬁ‘atadth:stm‘nngpnmt:smhﬂﬁmﬂmg]w:lnflﬂ!ﬁ'&ihﬂ
. aqmtjr sasetnent, where relevant),

- —_--;l_i'-'-.- a .l-

For refrrence | have also set out the curpent equity and gilt MY A figunes ' THE amhol
curent levels of the MVAS affort the results of our calculations only in- ki yocharics
where the oquity cascment applies, wivwre an approxdmate adjustment. iu-'hﬂnmﬂdn
for the cffact of this sagement, i

MFR resulr after change ) R

The curtent rate of tax credit which may be reclaimed by pension xh:miu 20%%.
Taking the scenario of the complets climination of this tax credit, e possibie eff=ct on
the TTE equity market smight be a fall in squity pmices und.furafaﬂmg;tuﬁﬂinﬂmd
vields The extrems scenarios which might be envisaged are:

_1-..

»  a 20F% [&ll in cquity prices, with the gross dividend vicld remaining Mﬂﬁ
# 1o chimge in aquily prices, but 8 20% reduction in the gross mwﬂmdynh

{riven the uncertainty a3 1o the aetpal outeome, we have ilhstrated umpafpuaﬂhl:
putcomes, For case of referonce, the impaet oo the asscts and the lisbikitics 18 shown
separately, und then combined to indicate the MER funding lewvel nﬂﬂ"lh!:ﬂ'ﬁllgt:

For the avordance of douht, the sdjustmenis to the MFR lishilities refleet only ooy
change in the «guity MWV A: o adjument kas been made to the long-tenn actuarial
assumptens wnderlying the MFE.

Scrnarior ifgvirated

Scheamey [ to 4 are astumed wot 1o bhe large enough fo lake advartage of the equiny
EcLrerrear

Scheme |

A very mature scheme (8l pensiooers}, wholly invested in UK equuties: Assets fall
directly in line with the fail in the market, while falls io gross dividend vields have no
effect on the liabilites, sinee they are pll valued by reference 1o gilt viclds.
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Scheme 2

A wery matare scheme (all pensioners), mtthanmtymvﬁnnmu:ﬂmmhmus
Hﬁhﬂtﬂﬂtﬂﬂ“ﬂtﬂdbyfalltmlhnpnmﬂfﬂﬁwnﬂﬂwhﬂ: a4 in Scheme 1, falls
in gros dividend yislds have no effect un the. linkitties:The fmdmg kvel of such a
scheme would therefore e unaffocied (1] other things bemg equal).

eheme 3

An immamre scheme {all young mnp:m:m}. wholly invesied in UK cquitics:

- agsete fall digectly in line with the fall in the market, liabilitics risc o line with falls o

oy . gmﬁsdmdmd}nelds Smhas::h;mt:mthﬂﬂﬁ:mmmﬂpumdﬂtmsmmm 1apd 2.

'E.'.‘_--:-

--C""

An immaturs mh:mr: (all young non-pensioners), with po UK cquity ifvestmenls: the
scheme'n Rysets Bre not affiected by falis o 'thﬂpnﬂﬂ of UK equities, linhilities rise in
[ [T51.] w:th ;ﬁﬂh 10 groag dividend ynelds .

Schemes § and 6 are assumed o be large emugf: to take advariage of the equity

raremend

ERCFY

SohemeS . . i

ﬁnmmamhm[nﬂpmsmnm}, wholly mutudm[ﬁ::qmum asgeiy fall direcily
m Line with the fall in the market, the aqmtymd porton of the liebilttics rises in
ling with falls mEI.'DHﬂ dividend yields

Seheme &

A muture scheme (al} pensicaers), with oo UK squily invesiments: the scheme's assets
are: oivt affectsd by Talls in the prices of UK equities, the ‘equity cased” portion of the
liabilities rizes in line with falls in gross dividemd yields.

Whilz the liahility and investmen profiles of Schemes 1 to 6 are atypical, they may be
of ust in indicating the mnge of possible effects. The final exemple, Scheme 7, is
mitended to be repressntative of 4 large, mature scheme with substantisl UK cquity
holdings which iz able to take advantage of the equity eacement.
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Plegsze do nol hesitale to contact me ii]r;g;_wuu]d like tor discuse this L
would be happy to prepare further illugtrative sceparios if this woulkk

will appreciate that the enclosed schedules arc intended only o gigéan

the range of possible outcomes, as 2 _F Tor further discussings on ‘-’
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Yours sinceroly
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EQUITY EASEMENT DOES NOT AFPLY . 7 &
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