
Defined benefit pension schemes
What lenders need to know 
Negotiating the complexities of pensions legislation and regulatory guidance has long been a 
challenge for company management and private equity financers. Following the introduction 
of the Pension Schemes Act 2021, there are now further implications for banks and lenders 
when entering into a borrowing arrangement with a sponsor of a UK Defined Benefit (DB) 
pension scheme. 

Security or guarantees

Debt costs

Mitigation

Reasonable excuse defence

A DB pension scheme ranks as an unsecured creditor of its sponsoring employer in the 
event of an insolvency. If a sponsoring employer takes on more debt, the pension 
scheme’s position may be worsened, particularly where the lender takes higher ranking 
security. If the sponsor’s borrowing activity is materially detrimental to the pension 
scheme, the lender and sponsor should consider if alternative financing structures could 
reduce the impact on the pension scheme. 

Additional debt costs, including interest, fees and set up charges, could impact an 
employer’s cash flow and therefore its affordability to meet pension contributions. 
Trustees have to consider any additional costs in the context of the sponsors’ business 
plans and that the scheme is treated equitably alongside other creditors, for example by 
challenging circumstances where a loan is prioritised for repayment ahead of the 
pension scheme deficit. 

Where a material detriment occurs, the Pensions Regulator will take into account the 
adequacy of mitigation provided to the pension scheme to offset the detriment. 
Mitigation can typically include cash contributions, security (e.g. second ranking charges) 
or negative pledges (e.g. around additional secured debt). Lenders should discuss the 
form of any potential mitigation with borrowers, considering the implications for current 
and future lending. 

We understand the Pensions Regulator does not intend to prosecute behaviour where 
the needs of the pension scheme have been fully considered and where appropriate 
mitigation has been provided if necessary. A person is only considered to commit an 
offence if they didn’t have a “reasonable excuse”, which is assessed on a fact- and 
circumstance-specific basis, so banks and lenders will need to ensure that they 
effectively document their decision-making processes.

Key issues to consider

What has changed? Recent legislation has extended the reach of The Pensions 
Regulator’s moral hazard regime to include banks and lenders.

What is the risk?

Lending to a company that sponsors a DB pension scheme 
where the lending has a detrimental effect on the scheme may 
trigger regulatory intervention, particularly where the pension 
scheme is not provided with suitable mitigation.

The Pensions Regulator’s criminal offences policy makes it clear 
that there is no intention to target or limit ordinary commercial 
activity and a risk-based, proportionate approach will be taken. 

What are the 
potential penalties?

The Pensions Regulator can impose sanctions including an 
unlimited fine and / or up to seven years imprisonment for the 
most egregious conduct.

How can banks and 
lenders manage     
this risk?

It is crucial that banks and lenders seek appropriate advice when 
lending to a sponsor of a UK DB pension scheme, to ensure 
compliance with pensions regulation.

Our team of Employer Covenant specialists can support lenders 
to identify and manage risks when lending to sponsors of DB 
pension schemes. Working alongside Deloitte’s Corporate 
Turnaround advisors, the team can help lenders to consider the 
practical issues and support discussions with sponsors and 
trustees.



Get in touch
If you would like to discuss these issues further, feel free to get in touch
with our specialists or your usual Deloitte contact.
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Deloitte’s employer covenant specialists take a commercial and proportionate approach to help 
clients deal with complex pensions issues. We focus on providing a cost-efficient approach to 
covenant assessment, affordability, monitoring and corporate activity.

Our team benefits from the support of Deloitte industry specialists and a global network of 
restructuring professionals, financial advisors and business analysts. This helps us to consider risks in 
the wider business context and offer broader solutions to employer covenant issues. 

We provide employer covenant services from within our pension advisory services business. This 
team comprises of pensions, investment and covenant professionals, who provide clients with the full 
complement of integrated risk management framework advisory services with the support of Deloitte 
specialists from across the wider firm. 

This publication has been written in general terms and we recommend that you obtain professional advice before acting or refraining from action on any of the contents of this publication. Deloitte Total Reward and Benefits Limited accepts no 
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Deloitte Corporate Turnaround is a rapidly growing advisory team primarily focused on helping 
stressed and distressed businesses and their lenders, sponsors, and shareholders with turnaround 
and restructuring advice. 

Our key services range from providing sustainable solutions to challenging capital structures and 
aligning stakeholders around strategic, operational and financial options, through to providing 
visibility and control over cash in difficult circumstances. 

We support management teams in a variety of ways including the production of robust business plans 
to underpin stakeholder discussions and we leverage off the significant breadth and depth of Deloitte 
advisory services to provide our clients with a truly unique restructuring advisory offering.

Steve Routledge

+44 20 7303 3066
sroutledge@deloitte.co.uk

Glen Fietta

+44 207 303 3112 
gfietta@deloitte.co.uk

Andrew Grimstone

+44 20 7007 2998
agrimstone@deloitte.co.uk

Get in touch
If you would like to discuss these issues further, feel free to get in touch
with our specialists or your usual Deloitte contact.


	Defined benefit pension schemes
	Slide Number 2

