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The Pensions Regulator’s tougher stance has 
implications for schemes, trustees, employers 
and… shareholders
The Pensions Regulator’s annual funding statement and its Tranche 12 analysis paper, published on 15 May 
2017 and 13 June 2017 respectively, include important messages for trustees and employers of  all defined 
benefit schemes, not just those undertaking valuations between 22 September 2016 and 21 September 2017 
(2017 valuations). The intention is clear: TPR is planning to take a more proactive and interventionist 
approach to raise scheme management and governance standards.

Where scheme are considered to have affordable deficits but 
insufficient funding (37%), they are encouraged to seek higher 
contributions to mitigate against the potential future weakening 
of the employer covenant.

Schemes with weaker employers are advised to “seek every 
opportunity to reduce risk to an appropriate level, or secure 
additional funding or legally enforceable support”, especially the 
8% of schemes believed to be taking on too much risk relative 
to the strength of the employer. TPR, however, has stated that 
the covenant of the wider group should not be relied upon in 
the absence of legal enforceable support.

Throughout its funding statement, the Regulator reiterates the 
need for schemes and employers to communicate effectively 
with TPR, especially in respect to notifiable events, i.e. 
employer-related events or decisions affecting the long-term 
security of the scheme.

Risk Management
The statement outlines a number of broader risk management 
policies and measures that all trustees should consider:
• Set out an action plan in case of unexpected cash flow 

requirements.
• Factor in the impact of wider market conditions when 

agreeing valuation assumptions so they are reflected in 
expected risks and returns over the long-term.

• Have a sound rationale behind the decision to change or 
retain the method used to set the discount rate. This is 
particularly relevant in light of the recent debate over the 
relationship between gilt yields and returns on other 
asset classes.

Future economic outlook remains uncertain and good 
performance in most major asset classes has not compensated 
for increased liabilities, leaving many schemes with 2017 
valuations with a larger funding deficit than at their previous 
valuation. On average, the Regulator estimates that deficits for 
2017 valuations could be double what they were at the previous 
valuation.

Affordability
Segmentation of Tranche 12 schemes by affordability assessment

According to TPR’s risk profile assessment, 85-90% of 
schemes with 2017 valuations have employers with the ability 
to sustainably manage deficits, while 1 in 20 schemes have 
employers unable, or at risk of becoming unable, to support the 
scheme. In a strengthening of its previous position, irrespective 
of a scheme’s funding position, the Regulator advises that 
“all schemes need to put contingency plans in place in the event 
a downside risk materialises”, reiterating the importance of 
Integrated Risk Management (IRM).

The Regulator sets out clear expectations for schemes based on 
the strength of the employer covenant. TPR’s analysis of 
employers indicates that the majority have enjoyed increased 
profits and a stronger balance sheet since the last triennial 
valuations in 2014. 

Schemes with strong or tending to strong employers are 
expected to maintain their current pace of funding, avoid 
extending their recovery plans and secure increased 
contributions if necessary. As shown in the chart above, the 
Regulator’s analysis indicates that 50% of schemes are 
considered to have affordable deficits and sufficient funding.

The Employer Covenant
“Trustees should focus on the ability of the employer
to contribute cash to the scheme while there remains
good visibility of covenant. Trustees should consider
with their advisers the extent to which a lack of
visibility of the covenant beyond the short to medium
term presents additional risks to the scheme”

Source: Tranche 12 analysis, The Pensions Regulator, 13 June 2017

http://tpr.gov.uk/docs/guidance-integrated-risk-management.pdf
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Stressed schemes
Additional measures are expected from trustees and employers 
of stressed schemes to show that they are dealing effectively 
with the scheme’s specific circumstances. TPR notes that the 
majority of stressed schemes will not necessarily become 
insolvent in the next 12 months and a regulated apportionment 
arrangement will therefore not be appropriate. It also notes 
that the least detrimental impact for members’ benefits may be 
achieved through the continuation of these schemes, “even if 
doing so represents a potential cost to the employers and the 
Pension Protection Fund”.

These measures include, but are not restricted to: 
• Closure to future accrual
• Reducing dividend payments
• Maximising non-cash support and security 
• Improving risk management
• Considering winding up the scheme

A more proactive stance
The regulator emphasises increased focus on “proactive 
casework” and early intervention (i.e. before a recovery plan is 
submitted). In doing so, TPR intends to provide clearer 
guidance regarding its expectations of trustees and employers 
and to escalate actions more quickly to ensure compliance with 
regulations. In 2016, approximately 10% of schemes failed to 
complete their valuations within the regulatory 15 months. 

To avoid future breaches, the statement insists on the 
importance of continuous and effective communication 
between trustees and employers during the negotiations, a key 
component of good governance, which the Regulator has been 
promoting increasingly in recent years.

Smaller schemes
TPR is also looking to develop its interactions with smaller 
schemes, especially regarding IRM. This builds on previous 
publications aimed at making risk management more accessible 
and beneficial to smaller schemes.

Dividends versus deficit repair contributions (DRCs)
The biggest departure from past practice concerns action when 
schemes are deemed to be treated unfairly; a likely result of 
increased public interest and scrutiny of defined benefit pension 
schemes following the BHS affair. TPR reminds employers that 
their  “legal obligations to the  scheme as a creditor are 
recognised ahead of shareholders with no legal entitlement to 
dividends” and expects schemes whose employer pays higher 
levels of dividends than DRCs to have short recovery plans. 

To illustrate this point, TPR provides an analysis of schemes 
sponsored by dividend-paying FTSE350 companies. It revealed 
that in 3 out of 4 cases, DRCs represented less than 23% of 
dividend (27% in 2012). In other cases, DRCs represented less 
than 2% of dividends (4% in 2012). Overall, the DRCs to 
dividends ratio has fallen from an average of 10% in 2012 to 
7% as per latest available employer accounts, mainly as a result 
of a significant increase in dividends without a similar increase 
in contributions. 

If the Regulator believes the balance between the two is 
detrimental to the scheme, it will step in. As Andrew Warwick-
Thompson, executive director for regulatory policy at TPR, 
stated: “Having made our expectations so clear in this year’s 
AFS, if we see a situation where we believe a scheme is not 
being treated fairly, we are likely to intervene”.

Two key points stand out. Firstly, further clarification on which 
criteria lead to an investigation (e.g. what level of dividends 
compared to scheme contributions constitutes ground to 
intervene) would be welcome by employers and trustees alike. 
Secondly, it is a notable change from the ‘sustainable growth’ 
objective TPR was set by the government a few years ago, i.e. 
striking a balance between protecting the interests of pension 
schemes and that of shareholders’.

Key takeaway
TPR warns that prioritising distributions to shareholders over 
scheme contributions and unnecessarily extending recovery 
plans and/or relying excessively on investment 
outperformance could trigger an investigation into the level 
of contributions being paid to a scheme.

Final thought
The 2017 funding statement has a notable change in tone 
and emphasis from the previous statements. However it 
remains to be seen whether TPR will start to use its 
existing powers more often or be given additional powers 
by the government to allow it to maintain its recent 
commitment to be “focused, faster and more frequent” in 
its intervention where schemes are underfunded or it 
suspects avoidance.
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If  you have any queries on the Regulator’s annual 
statement or any other scheme issues, do not 
hesitate to speak to your usual Grant Thornton 
adviser or contact
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For further information on our Pensions Advisory team visit 
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