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Executive summary
The significant features of this guidance are:

•  Subject to certain considerations, the JWG have stated 
that seven days (excluding bank holidays) will, in most 
cases, meet the criteria of a recent transaction for the 
purpose of providing evidence of fair value. 

 This provides much needed clarity on the definition 
of category (b) investments required for the fair 
value hierarchy. Illustrative examples within the 
guidance reflect that only unquoted pooled funds 
will fall into category (b). 

•  Criteria to enable users to distinguish which category 
within the fair value hierarchy their pooled funds fall 
into.

Whilst certain exchange traded funds will fall 
into category (a), the categorisation of unquoted 
pooled funds within the fair value hierarchy will 
vary between categories (b) and (c). The guidance 
provides useful background on open-ended and 
closed-ended funds.

•  Determination of disclosure requirements in respect of 
analysing investment assets. The guidance comments 
that an analysis of investments that is more closely 
aligned to the Statement of Investment Principles  
(“the SIP”) could be made.

This will really drive pension scheme accounting 
forward and provide a much needed link between 
the investment strategy and the financial reporting 
of pension schemes. The guidance reminds users 
that the”look through’ approach to investments 
controlled and/or managed by a scheme is required 
for such disclosure.

•  Written examples of the depth of disclosure required 
for the new investment risk disclosures.

 The new disclosures are such that it is imperative 
that these are drafted by someone who is familiar 
with the scheme investment arrangements and 
fully understands the credit and market risks 
faced by the scheme.

•  The requirement to disclose an analysis of direct 
transactions costs between the type of cost incurred 
(fees, commission, taxes) and the main asset class to 
which they relate.

The approach to indirect transaction costs has not 
changed and where the presence of these charges is 
known, on for example the bid/offer spread of pooled 
funds, then a scheme is required to state that fact.

Although not covered by this brief, Appendix 4 of the 
guidance is particularly useful for defined contribution or 
hybrid schemes as this sets out the requirements of the 
Occupational Pension Schemes (Charges and Governance) 
Regulations 2015 in relation to the chair’s governance 
statement for year ends on or after 6 April 2015.

Introduction
In June 2015, a joint working group (“the JWG”) of The Pensions Research Accounting Group and The 
Investment Association, published guidance (“the guidance”) to help pension schemes and their advisers 
fulfil their responsibilities in implementing the Statement of Recommended Practice “Financial Reports of 
Pension Schemes” (“the 2015 Pensions S0RP”) investment disclosure requirements.

We welcome the additional guidance which explains and illustrates what is required in respect of 
the investment disclosures set out in the 2015 Pensions SORP. This briefing document builds on the 
practical guidance we published earlier this year which can be found at http://www.iasplus.com/en-gb/
publications/uk/other/practical-guide-pension-sorp-2015



Category (b) to the fair value hierarchy
Where a quoted price is unavailable and the price 
of a recent transaction of an identical asset is used 
to generate the fair value, a financial instrument will 
potentially be classified as category (b).

The lapse of time between the transaction date and the 
measurement date should be considered so that any 
activity between the two dates would not materially 
impact the transaction price if it were to be repeated.

In order for a financial instrument to be regarded as 
category (b) it needs to be observable by parties other 
than those involved in the transaction. If it is not then 
the price is non-observable and will be categorised as 
category (c(ii)). 

Subject to a recent transaction being valid and orderly, 
a transaction within the previous seven days (excluding 
bank holidays) will, in most instances, meet the criteria 
of a recent transaction for the purpose of providing 
evidence of fair value.

IFRS 13, Fair Value Measurement, outlines certain 
circumstances that indicate a transaction is not orderly 
and in the absence of guidance within FRS 102, the 
conditions stated by this standard should be considered.

Categorisation of pooled funds
The guidance comments that:

•  all pooled funds apart from those that are exchange 
traded will fall into category (b) or (c). The rationale 
for this being that such pooled funds typically have 
prices determined by Net Asset Value (“NAV”). As a 
pension scheme cannot enter into a transaction on 
the measurement date at the published price, on an 
exchange, a NAV-based price cannot be equivalent 
to a quoted price.

•  the investor’s ability to exit the fund should be 
considered in determining the appropriate category.

•  where a recent price exists by reference to NAV, and 
the investors are entitled to redeem their holding 
without restriction, the right to redeem is deemed 
sufficient audit evidence of fair value. Further 
evidence of actual trading activity of the pooled fund 
is not required as the price would be unaffected. 
Daily or weekly priced, non-exchange traded, open-
ended funds with unrestricted redemption rights 
therefore fall into category (b).

•  non-exchange traded open-ended funds that trade 
less frequently, such as monthly or quarterly, fall into 
category (c(i)) as the inputs for all open-ended funds 
are observable.

•  non-exchange traded closed-ended funds fall into 
category (c(ii)). Typical funds are hedge funds, private 
equity funds and some property funds.

Investment analysis
Pension schemes currently analyse investments in notes 
to the accounts to comply with The Occupational 
Pension Schemes (Requirement to obtain Audited 
Accounts and a Statement from the Auditor) 
Regulations 1996.

This legislation is expected to be amended to remove 
such requirements but the timing is not certain and 
therefore pension schemes may have the option to 
either leave the disclosures, until the requirements are 
removed, or to include them in a separate note which is 
then removed once the regulations have changed.

FRS 102 requires an analysis by class of financial 
instrument to be disclosed and the 2015 Pensions 
SORP’s recommendation that this done by category 
of investment on the net assets statement is expected 
to meet that. The guidance comments that this 
information could be presented in a way that more 
closely reflects the investment strategy of a pension 
scheme as set out in the SIP. For example, investments 
by asset class could be split between those that are 
return seeking and those that are part of a matching 
portfolio with a clear link to the investment risk 
disclosures.

For pooled funds, the 2015 Pensions SORP requires 
disclosure to be made by the type of fund, such as 
equity, bond, hedge funds, private equity funds, 
property funds and diversified growth funds.

In most cases we expect fund fact sheets to be 
acquired by preparers of a scheme’s financial 
statements in order to ascertain the level of detail 
required.

The”look through’ approach is required only where 
there is a scheme specific unitised fund for which it 
is the sole investor.

For defined contribution schemes, where there may be 
a number of investment options available to members it 
may not be possible to provide an analysis at a pension 
scheme level that is representative of each member’s 
exposure to pooled funds. In such instances, the 
guidance helpfully comments that an analysis of the 
default fund(s) or the main category of investments for 
which most members are invested is a suitable as long 
as a statement to explain this decision is made.

Investment risk disclosures
These disclosures should open with a statement 
outlining the disclosures required by FRS 102, followed 
by definitions of credit and market risk, with the latter 
broken down into its three parts or currency, interest 
rate and other price risk.

There is no requirement to comment on other risks 
that the pension scheme may face such as covenant 
risk, funding risk and longevity risk however some 
trustees may feel that this helps put their strategy 
and disclosures into context. For example, there is no 
requirement to refer to the use of inflation swaps to 
hedge against the impact of inflation on long term 
liabilities, however reference can be made to explain 
why inflation swaps are held.
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For defined contribution schemes, investment risk at 
a pension scheme level may not be directly relevant 
to individual members. Trustees may therefore wish 
to make risk disclosures by reference to member 
investment funds, or the more significant member 
funds, such as lifestyle or default.

From 6 April 2015, members were no longer required 
to purchase an annuity. As a result, the profile of the 
membership may change, if the pension scheme offers 
such flexible arrangements, and therefore the approach 
to investment strategy may change. The trustees should 
ensure that the risk disclosures cover the drawdown 
investment options available, should they differ 
between active and deferred members.

Transaction costs
The requirements to analyse direct transaction costs is 
new. This should be made at the investment level and 
as a minimum clearly distinguish between commissions 
and taxes and more generally:

•  fees and commissions paid to agents, advisers, 
brokers and dealers;

•  transfer taxes such as stamp duty;

•  other levies such as regulatory levies and securities 
exchange levies; and

•  costs linked to investment properties which are 
detailed separately.

If the trustees control the pooled fund, the 2015 
Pensions SORP recommends that the transaction costs 
from the vehicle are disclosed.

Practical considerations for trustees:

•  the Statement of Investment Principles (“SIP”) is 
suggested as a good starting point to many of the 
new disclosure requirements. It may be helpful 
therefore to undertake a SIP review, to assess if any 
changes should be made with a view to this being 
the primary source of information for such disclosure.

•  Trustees should ensure they have considered and 
agreed with relevant parties, who is responsible for 
drafting such disclosures, with due consideration to 
the relative experience required.

•  in the presence of many fund managers providing 
details for a pension schemes fair value hierarchy, the 
trustees should consider who is consolidating this 
information and whether the pricing fair value hierarchy 
has been determined on a consistent basis. This is 
particularly relevant in the absence of a custodian 
providing accounting services. 

•  in the case of pooled funds the provision of 
information from fund managers and custodians to 
support the categorisation of fair value should be 
made available.

•  the information should be readily understood by the 
trustees so that they can offer an appropriate level of 
challenge and ensure they are comfortable with the 
disclosures made in their pension scheme.

•  a significant lead time to implement the 2015 
Pensions SORP is envisaged, given the nature of 
the new disclosure requirements and comparative 
information needed. The trustee should ensure 
adequate provision for this in any timetable.

The disclosures only need to comment on 
significant investments of the pension scheme, so 
legacy insurance policies and additional voluntary 
contributions (“AVCs”) may be omitted with a 
statement explaining the exclusion to that effect.

The approach to indirect transaction costs has not 
changed and where the presence of these charges 
is known, on say the bid/offer spread or costs 
charged within pooled funds then a scheme is 
required to state that fact.
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