
Many companies will be facing significant challenges in light of the COVID-19 pandemic and, as a result, managing cash 
outflow is likely to be a key focus. Pension costs are therefore under scrutiny in the same way as other business costs.

Many pension schemes will have a seen a worsening of the funding position as a result of the market instability caused by 
the COVID-19 pandemic. For valuations taking place in 2020, this could create significant funding challenges.

The COVID-19 pandemic comes at a time when the regulatory direction of travel had been pushing companies and 
pension scheme trustees to agree long-term objectives and journey plans to lower risk and deliver better funded schemes.

We consider what this means for corporates - now, next and beyond.

Pension Scheme Funding and the COVID-19 pandemic
What corporates can be doing now, next and beyond

The issue

What now?

Many companies are looking at the option to temporarily suspend Deficit Reduction Contributions (DRCs) to preserve cash. 
The Pensions Regulator (TPR) has issued guidance to assist companies and trustees, with the key principles being:

• There should be a clear business need for suspension of DRCs and treating the pension scheme fairly versus other 
stakeholders is of critical importance. 

• There is up to a three month period where trustees could agree to a DRC suspension without receiving full information 
and/or justification from the employer.

• This is not a long-term solution: TPR is still expecting deficits to be met within current recovery plan timescales and is 
directing trustees to seek plans for when these contributions will be reinstated and “made up”.

Companies can also look to review other pension costs, including:

• Defined Contribution (DC) costs: if companies are utilising the Government’s Job Retention Scheme (JRS), they can 
reduce contributions for furloughed employees to auto-enrolment minimum levels without having to undertake the 
usual 60-day consultation with employees. For non-furloughed employees or companies not using the JRS, it may still 
be possible to temporarily reduce contributions to DC pension arrangements but this would be subject to consultation.

• Other Defined Benefit (DB) costs: if a company is running a DB scheme which remains open to future build-up of 
benefits, there may be a question as to whether these costs should be reviewed given the current crisis. Running 
expenses should also be critically reviewed.
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Beyond …

Cash preservation is likely to remain a key corporate focus well beyond the current pandemic.  The longer-term 
implications of the COVID-19 pandemic for businesses remains very uncertain.

How the pandemic will impact the proposed changes to pension scheme funding legislation is also unclear – whilst we 
would not expect the underlying principles to change (such as agreeing long-term objectives which seek to place less 
reliance on the employer covenant), there is likely to be a need for more flexibility and more time as the UK economy 
seeks to recover from the impacts of COVID-19.

As the situation develops over the coming months, the implications of the COVID-19 pandemic on pension scheme 
funding may become clearer. However, we expect that companies may need to:

• Seek to revisit any long-term objectives agreed with the pension scheme trustees (especially if these are explicitly 
built into the “technical provisions” funding assumptions) and check they remain fit-for-purpose as we enter a ‘new 
normal’.

• Look at available options to provide more covenant support to the pension scheme – for example, using parent 
company guarantees or giving security over assets.

• Consider cash contributions which are more closely linked to the success of the business, such as profit-linked or 
dividend-linked contributions.

• Consider funding options such as Asset Backed Contributions (ABCs) which utilise ring-fenced corporate assets to help 
reduce the short-term cash funding requirements to the pension scheme whilst also giving trustees the assurance 
they need around protecting members’ benefits.

• Consider alternative funding options which help mitigate the risk of overfunding the pension scheme if future 
experience turns out to be better than expected. These options might include ABCs, escrow accounts or reservoir 
trusts.

In summary, the future is uncertain but we expect that greater funding innovation will be required and a key to achieving 
this will be open dialogue and good relationships between corporate sponsors and trustees.

What next?

If DRCs have been temporarily suspended, companies will need to gather supporting information and evidence to justify 
any extension beyond the initial period. This may include details of how the business has been impacted by the crisis, 
cashflow forecasts, what is happening with other stakeholders such as banks, how business continuity plans have been 
enacted and the position of suppliers and creditors. 

Even if an extension can be secured, this remains a short-term solution and companies will likely to need to look ahead 
to consider more innovative ways of funding.

Whether or not DRCs have been suspended, companies should be looking ahead to their next valuation and considering 
the potential range of outcomes as well as whether those outcomes and any proposed deficit repair plans are manageable 
in the current climate. 

If a funding valuation is underway where the valuation date is early/mid 2019, the Pensions Regulator has indicated that 
trustees do not have to take account of post-valuation experience which should be helpful to corporates in any funding 
negotiations. TPR has also indicated that additional time can be taken to complete these valuations if required.

If a company has a triennial valuation date which falls in 2020 (or late 2019), this could create some significant funding 
challenges.  We recommend that companies consider:

• Provision of covenant information – what can be provided and when?

• Mortality impact – seeking assurance from the pension scheme trustees that the experience in the scheme is being 
monitored, in light of COVID-19 

• Overfunding risk – could the date of the valuation and the deficit being crystallised at that date create concerns 
around more money being paid into the pension scheme than is actually needed to meet benefits?

• Funding alternatives – if cash preservation is important, what are the alternatives to simple cash funding?
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