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Overview 

The Pensions Regulator (tPR) has issued its annual funding statement (the Statement)1, the content of which is particularly 
relevant to schemes with actuarial valuation dates between 22 September 2018 and 21 September 2019 (referred to as 
Tranche 14 reviews). In summary, the Statement: 

 Reminds trustees that all funding and risk reviews should fully incorporate the principles set out in tPR’s DB Code of 
Practice and associated guidance; 

 Provides a brief update on the likely outcome, in aggregate, of Tranche 14 funding reviews (essentially marginally 
better or worse than the previous actuarial valuation); 

 Reminds trustees and employers of the statement tPR published in January 2019 outlining the Brexit-related steps 
they can initiate; 

 Comments on what to expect from tPR, including: 

 A commitment to continue interventions with schemes where tPR does not believe the outcome of the actuarial 
valuation reflects an equitable position relative to other stakeholders; 

 Engagement with a number of schemes ahead of their 2019 actuarial valuations where tPR considers the existing 
recovery plan to be unacceptably long; 

 tPR continuing to develop their approach to allow engagement with schemes where tPR is concerned about 
funding and investment plans in the context of the covenant and scheme profile; 

 The approach to late actuarial valuations; and 

 A reminder of tPR’s powers to intervene if they believe a scheme is not being treated appropriately, which 
includes the power to direct how a scheme’s technical provisions should be calculated and how its deficit should 
be funded. 

 Includes a detailed commentary on what tPR expects of trustees, which we comment upon further below. 

What tPR expects of trustees 

Long-term funding target 

This section forms the bulk of the Statement and sets out tPR’s expectation that trustees will set a Long-term funding 
target (LTFT). It is worth reflecting on the background to the LTFT before considering the comments in the Statement. 

The Department for Work & Pensions (DWP) green paper “Security and Sustainability in Defined Benefit Pension Schemes” 
dated February 2017 noted some commentators had suggested that liability valuation measures “are having a negative 
impact on trustee decision making, resulting in short termism, and in some cases an overly conservative investment 
strategy” 2.  In particular, one of the questions raised in the green paper was: 

“Is regulation (including liability measurement requirements) incentivising overly risk-averse behaviours/decisions that 
result in sub-optimal investment strategies?”3 

                                                                 

1 ‘Annual funding statement 2019 for defined benefit pension schemes’, The Pensions Regulator, March 2019  
2 ‘Security and Sustainability in Defined Benefit Pension Schemes’, Department for Work and Pensions, February 2017 (paragraph 162, page 41) 
3 Ibid. p.50 (Question 3e) 
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There were 87 responses to this question, with most of the respondents answering “yes”4. 

The resulting DWP white paper “Protecting Defined Benefit Pension Schemes”5 picked up on these concerns, noting the 
perception that trustees’ application of the triennial valuation process can result in them adopting a short-term focus, 
rather than thinking strategically about the desired long term outcome for the pension scheme. However, the DWP stated 
they did not consider the valuation process itself an issue as many schemes already have a long-term funding objective in 
place.  They did however note that, based on research undertaken on behalf of tPR6, whilst 73% of trustees (of schemes 
closed to future accrual) had a journey plan or long term target in place, it nevertheless left a significant minority that 
didn’t. 

It is against this background that the DWP white paper committed to strengthening tPR’s ability to enforce defined benefit 
scheme funding standards through a revised Code which, amongst other things, would include ensuring that a long-term 
view is considered when setting the statutory funding objective.  The comments about a LTFT in the Statement anticipate 
the requirements of the new code which tPR will be consulting on in the summer. 

It is interesting to note the concerns raised by respondents to the green paper that regulation was driving short-termism 
even though a large proportion of schemes had a long-term objective.  We would suggest this apparent contradiction 
reflects the fact that the existence of a long-term objective in isolation will not necessarily drive investment behaviours if 
the shorter term requirements of regulation and legislation provide a powerful override. With this in mind we were 
pleased to see a comment in the Statement by tPR that they expect schemes to: 

 “..set a LTFT consistent with how the trustees and employers expect to deliver the scheme’s ultimate objective, and then be 
prepared to evidence that their shorter-term investment and funding strategies are aligned with it”. 

We would hope the practical application of this requirement will bring clarity to the different integrated risk management 
(IRM) dynamics associated with managing a pension scheme against relatively short-term liability valuation measures 
versus those relevant to delivering on the member benefit promises. 

Balancing risks 

In considering the above, tPR expects trustees to focus IRM on three broad areas of risk: the strength of the sponsor 
covenant, investment risks and scheme funding plans. In particular, it is expected that the risks arising as a scheme 
matures will be carefully considered, including, where relevant, the dynamics that arise with high levels of transfer activity. 

Finally, tPR emphasises that they do not assess the appropriateness of schemes’ technical provisions or discount rates 
based on predetermined relationships to gilt yields or other indices. Instead, it judges their suitability on the risks in the 
funding and investment strategies and how trustees appear to manage them. The Statement provides a series of tables 
setting out the key risks trustees and employers should focus on and action to take, breaking down pension schemes into 
ten categories based on the following characteristics: 

 Strength of covenant 

 Funding position 

 Maturity of liabilities 

Whilst we remain concerned over the investment behaviours that could arise from current pensions regulation and 
legislation, we believe tPR’s proposals may be moving matters in the right direction.   

The full Statement can be found here and provides links to a wide range of material relevant to the ongoing management 
of pension schemes. 

                                                                 

4 ‘Security and Sustainability in Defined Benefit Pension Schemes – Summary of consultation responses’, Department for Work and Pensions, March 2018 (paragraphs 68-69) 
5 ‘Protecting Defined Benefit Pension Schemes’, Department of Work and Pensions, March 2018 
6 IFF Research on behalf of tPR, “DB trust-based pension schemes research”, 2017, p6. Click here 

https://www.thepensionsregulator.gov.uk/-/media/thepensionsregulator/files/import/pdf/db-annual-funding-statement-2019.ashx
https://www.thepensionsregulator.gov.uk/-/media/thepensionsregulator/files/import/pdf/db-research-summary-report-2017.ashx
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The information and opinions contained in this article are intended for general discussion and not a recommendation to 
act. Past performance is no guide to future performance and you should seek independent investment advice before 
entering into any financial transaction. For professional investors only.  

This document is our copyright and may not be reproduced without our prior permission. 
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