Pension’s shortfall puts Reader’s Digest in UK at risk

The British arm of Reader’s Digest, the stubby magazine that has featured in dentists’ waiting rooms for 70 years, was on the brink of financial collapse last night after a deal to prop up its sagging pension fund fell apart. 

The jobs of 135 employees and the full pensions of 1,600 past and present employees in the UK hung in the balance after negotiations between the American parent, Reader’s Digest Association (RDA), and Britain’s Pensions Regulator reached deadlock. 

The American company, which filed for bankruptcy protection last August, had proposed to inject £10.9 million and one third of the equity of the UK business into the pension fund, which has a shortfall of £125 million. The scheme would then have been transferred to the Pension Protection Fund (PPF), the industry lifeboat. 

This recovery plan had the agreement of the fund trustees as well as the PPF, but the Pensions Regulator ruled against it, according to the American company. Its spokesman said: “If a deal cannot be agreed between RDA Inc and the Pensions Regulator, RDA Inc will not be able to continue its support for the UK company. If that is the case, the directors of the UK business will have no choice but to file for administration.” 
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Amid speculation that jobs in the Canary Wharf office and in Swindon had already been lost, the spokesman added: “They’re still on the payroll. The company is still operating. Nobody has been sacked.” 

RDA sought Chapter 11 bankruptcy protection in the US last August and had hoped to emerge from it yesterday, but instead announced a temporary delay. The publisher, founded in 1922 and boasting 48 million readers in 71 countries, got into trouble after embarking on a highly leveraged $2.8 billion buyout deal backed by Ripplewood, the private equity group. 

The Pensions Regulator declined to comment on the specific case of Reader’s Digest but two possibilities are that it reckons either that a more generous contribution can be squeezed from RDA or that a better deal can be achieved for pension fund members if the UK business is allowed to go into administration. It is very rare for the PPF to disagree with the regulator, whose role it is to protect the PPF. 

A British edition of the wholesome monthly magazine has been published since 1938, drawing on articles from the US version, as well as locally produced stories. 

RDA said: “In light of this unexpected ruling [by the regulator], the UK entity is now reviewing its options in an attempt to find a solution.” 

The American corporation now expects to emerge from bankruptcy “within the next few weeks”. 

Adapted from an article first appearing in The Times, February 2nd, 2010 

