
Guidance from the Pensions Regulator on DB scheme funding and investment

Overview

What does the latest Annual Funding Statement 

mean for DB pension trustees and sponsors?

The release of the 2020 AFS comes as sponsors and 
trustees face significant challenges regarding their 
pension schemes. It follows the other very recent 
guidance from TPR, and attempts to cover the 
immediate issues faced by corporates and trustees 
under the current regime while keeping an eye on 
the consultation on the funding code and what 
changes may be coming in the medium term.

TPR recognises the current difficulties. While 
stopping short of promoting delay, it recognises that 
there may be a need for more clarity to emerge on 
issues such as covenant, affordability, investment 
returns and demographic assumptions before any 
decisions on funding can be made.

Recognising that we are still in a scheme specific 
regime, the grouping of schemes introduced in last 
year's statement continues to apply this year.  This 
classification helps trustees and companies consider 
the key risks on which they should focus given the 
financial position of scheme and sponsor.

The primary objective of the AFS remains of paying 
the promised benefits when due.  With equity 
between different stakeholders a key theme, there 
should be a particular focus on discussions around 
deferring contributions or altering recovery plans.

The Pensions Regulator (TPR) has published its 2020 Annual 
Funding Statement (AFS) which outlines how defined benefit 
schemes should approach both forthcoming valuations and 
those currently in progress.   

Much of the guidance in the AFS has been covered by recent 
TPR announcements, however there is still much useful 
information which trustees and sponsors should consider.

Inevitably, the AFS focuses heavily on the impact of COVID-
19 on measuring funding levels and setting recovery plans. 
TPR says that, while schemes were in a good position at the 
end of December 2019 compared with three years previously, 
the situation will now be very different for many schemes.  
The full impact of the pandemic on pension schemes is 
unknown. TPR remains clear that “the best support for a 
pension scheme is a strong employer” and urges trustees and 
sponsors to work together collaboratively.

The AFS is particularly relevant to those conducting funding 
valuations between 22 September 2019 and 21 September 
2020, i.e. Tranche 15 (T15).  Around 25% of Tranche 15 
schemes have a 31 December 2019 valuation date while a 
further 50% have a 31 March 2020 valuation date.

For Tranche 15 valuations, the current funding code of 
practice still applies.  The new code is currently out for 
consultation with responses to the first stage due by 2 
September 2020, but the revised code is not expected to 
come into force until late 2021 at the earliest.

Annual Funding Statement 2020

Calculating Technical Provisions: TPR recognises that valuations with effective dates in March and April 
2020 will be challenging and expects that trustees and sponsors will want to take time with their advisers 
to consider and to set appropriate levels of Technical Provisions and Recovery Plans.  It is reasonable to 
delay setting assumptions until there is greater clarity on long-term returns on scheme assets.

Post Valuation Experience: for schemes with valuation dates at or before 31 December 2019, 
assumptions for Technical Provisions may not need to be re-visited.  However, post valuation experience 
should be considered when setting recovery plans.  This should include the effect on liability values and 
asset values and, most importantly, the impact on employer covenant and affordability.

Changing the Valuation Date: it might be that sponsors ask trustees to change the valuation date to a 
time when conditions were more “normal”, for example from 31 March 2020 to 31 December 2019.  If 
trustees do receive such a request, they should consider whether this is likely to be in the best interests of 
members, and whether it could reduce security of members’ benefits.  Trustees should take legal and 
actuarial advice before agreeing to a change, and should expect to have to justify their decision to TPR.

Long-Term Funding Targets (LTFTs): The proposed new code of practice on funding requires all 
schemes to set a LTFT, which could be buy-out or self-sufficiency. TPR encourages schemes to continue 
with their existing LTFTs (which may require short term modification) and encourages other schemes to 
introduce a LTFT.  Trustees should be able to demonstrate that their short-term investment and funding 
strategies are aligned with their LTFT.

Managing risks: TPR continues to expect trustees to manage risks by developing and maintaining an 
Integrated Risk Management (IRM) framework which considers covenant, investment and funding plans.  
As in last year’s statement, TPR highlights what it considers the key risks for different “groups” of pension 
schemes, depending on factors such as strength of covenant, strength of current funding position and 
scheme maturity. These groups are the same as in last year’s AFS but trustees do need to consider if the 
trustees’ assessment of the group in which they lie has changed from 2019.  In particular, this year it may 
be much more difficult to assess the strength of covenant due to the uncertainty caused by COVID-19.

Key areas 

considered

https://www.thepensionsregulator.gov.uk/en/document-library/statements/annual-funding-statement-2020
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Deloitte perspective

TPR walks the line between the current situation and the 

longer term de-risked position that it would like schemes to 

achieve.

Trustees should be prepared to work closely with the scheme 

sponsor to come up with flexible ways of addressing deficits in 

pension schemes, taking legal and actuarial advice to ensure 

their conclusions are robust and defensible.  If short term 

deferral of contributions and easements are needed, trustees 

and sponsors should work together to ensure that all 

stakeholders are treated equitably.  This could include 

recovery plans linked to business performance, alternative 

security measures and de-risking plans which will help to 

protect the scheme in the future.

There is a particular focus on covenant, both understanding 

the current covenant strength and ensuring there is a plan for 

ongoing monitoring.  Trustees should also ensure they 

consider other guidance on COVID-19 recently published by 

TPR.

Get in touch

Deloitte’s experienced pension professionals, employer 
covenant adviser and restructuring specialists combine into a 
powerful team to help trustees and employers navigate 
through the complex pension steps and stakeholder 
discussions required. If you would like to discuss these issues 
further, please get in touch with our specialists or your usual 
Deloitte contact.

Tom Whiteley

Tel: +44 131 535 7724

Email: towhiteley@deloitte.co.uk 

Sankar Mahalingham
Tel: +44 20 7007 8877 
Email: samahalingham@deloitte.co.uk 

Mark McClintock

Tel: +44 2890 531429 
Email: mamcclintock@deloitte.co.uk 
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Greg Morris

Tel: +44 121 695 5507
Email: grmorris@deloitte.co.uk 

Focus on 

covenant

There is the inevitable focus on covenant given the significant challenges many scheme sponsors are 
facing. The Pensions Regulator considers the following areas:

Covenant assessments: Trustees need to assess the extent to which the sponsor is legally obliged to, 
and indeed financially able to, support the scheme now and in the future.  Trustees should consider 
obtaining independent specialist advice to support their covenant assessment, particularly where the 
covenant is complex, deteriorating, or where there is a high reliance on covenant (i.e. a large deficit).  If 
Trustees do not use independent advice, they should be confident that they have the appropriate expertise 
and objectivity, and document this decision.

Covenant monitoring and contingency plans: during the COVID-19 crisis, TPR requires trustees to 
increase the frequency and intensity with which they monitor covenant strength, and have a plan for how 
to react to any material changes in covenant. These contingency plans should include key risks and 
potential options, and preferably be agreed with the sponsor.  As with other points, TPR expects trustees 
to evidence the process and their conclusions.

Covenant leakage: TPR is clear that “the best support for a pension scheme is a strong employer” so 
trustees should be supportive of the sponsor, but trustees need to be vigilant in respect of covenant 
leakage.  Covenant leakage reduces the ability of the sponsor to support the scheme.  The usual example 
of covenant leakage is payment of dividends to shareholders, but TPR highlights other examples as well 
such as inter-company lending arrangements and transfers of business or assets under market value.  
Solutions to covenant leakage could include increased use of asset-backed contributions and contingent 
financing. TPR is keen to see equitable treatment of pension schemes with other stakeholders.


