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In this issue we focus on the Pensions Regulator’s Annual Funding Statement 2019 and consider the implications 
for both trustees and sponsors of Defined Benefit (DB) pension schemes.  The continuing drive to improve the 
security and governance of DB schemes - particularly smaller schemes – is clear, and some of it may not make 
comfortable reading for scheme sponsors struggling with funding issues!  
Whilst pension issues may be getting more difficult for employers and trustees, a new-look guidance service is 
available for scheme members following the recent announcement of the new name for the “Single Financial 
Guidance Body”, or MAPS (Money and Pensions Service) as it is now known.  This will provide a one-stop-shop for 
individuals looking for help with financial issues, including pensions, having combined the services previously 
available from Pension Wise, The Pensions Advisory Service and The Money Advice Service (see over for details).   

 
TPR ANNUAL FUNDING STATEMENT   
Setting the scene 
Since 2016 the Pensions Regulator (TPR) has 
been focussing on its campaign of 21st 
Century Trusteeship, with the stated aim of 
trying to ensure that all trustees “up their 
game”.  This has gone hand-in-hand with the 
Government’s White Paper issued in March 
2018 “Protecting defined benefit pension 
schemes”, which aimed to improve trustees’ 
focus on long-term strategic thinking.  

As readers may be aware, TPR has been 
criticised over its handling of recent high-
profile insolvencies, and is now setting out 
to improve their future engagement by 
becoming: 

• Clearer in their expectations 

• Quicker to respond 

• Tougher when required 

• More engaged with smaller schemes 

As with all of the publications issued by TPR, 
the guidance or revised approaches are not 
mandatory, as they are not a statutory 
requirement.  However, if you find yourself 
in the unfortunate position of being on TPR’s 
radar, you will need to be able to 
demonstrate good reasons for not following 
the guidance! 

In due course, TPR intends to update the 
Code of Practice No. 3: Funding Defined 
Benefit Pension Schemes. In the meantime, 
the requirements of the Annual Funding 
Statement will apply to all schemes with a 
valuation due date between 22 September 
2018 and 21 September 2019. 

Long Term Funding Target (LTFT) 
Trustees have always been encouraged to 
look at the longer-term funding position and 
many may already have a Journey Plan or 
Flight Plan in place, which will satisfy these 
requirements.  If you haven’t already 
considered a LTFT, then you should now be 
making a start.  The aim of this is to reduce 
reliance on the employer as the scheme 
moves towards being fully funded.   

Trustees will also need to evidence that their 
shorter-term funding and investment 
strategies are aligned with the LTFT. 

Comment 
It has always been best practice for trustees 
to have a LTFT, especially when many 
schemes are now closed to future accrual, so 
have already commenced the (potentially 
long) journey to winding up.  The intention is 
for Government to legislate to introduce a 
mandatory LTFT requirement at some stage, 
so it may be wise to get in ahead of the 
game if you haven’t done so already! 

Segmentation or balancing risks 
This is continuing the need for an Integrated 
Risk Management (IRM) policy and many 
schemes will already have considered or 
introduced such a policy following its initial 
launch in 2017.  A focus on scheme maturity 
will drive trustees to consider liquidity and 
cash-flow, as well as how much risk to take. 

IRM’s emphasis for trustees to focus on the 
interaction of funding, investment and 
covenant risk will mean, for example, having 
contingency plans in place should the 
investment strategy fail to produce the 
expected returns, with an understanding 
that the employer may be required to fund 
any additional deficit.  Alternatively, if the 
employer has a downturn in its fortunes, 
there should be a procedure in place to 
monitor the covenant more closely and for 
the trustees to take action to further protect 
or secure members’ benefits. 

Comment 

Many trustees already take account of the 
maturity profile of their scheme and, for a 
number, the focus has moved to cash-flow 
driven investing, reflecting their changing 
needs.  However, there are still a large 
number of schemes where there is little 
recognition, not only of the maturity profile 
but of matching liabilities.  Increased 
regulatory activity may spur these schemes 
to take action sooner rather than later! 

Contributions, dividends or both? 
This is an area which TPR has been focussing 
on since publication of the 2018 annual 
statement. They have now expanded their 
view to say what they consider to be 
reasonable to provide a balance between 
the requirements of shareholders and deficit 
recovery contributions, as follows: 

• TPR takes the view that, where 
dividends to shareholders are larger 
than deficit recovery contributions, 
there should be strong funding targets 
and short recovery plans. 

• Where the employer is assessed as 
weak, TPR expects deficit recovery 
contributions to be higher than 
dividend payments, unless the recovery 
plan is short, and the funding target is 
strong. 

• Where the employer is weak and 
unable to support the scheme, TPR 
expects no dividends to be paid to 
shareholders! 

TPR has been challenging trustees on this 
issue and is expected to continue to do so. 

Comment 
TPR is not saying that dividends cannot be 
paid where a pension deficit exists but is 
making it very clear that when dividends (or 
other payments) are being made to 
shareholders, the scheme must be treated 
fairly. For many businesses, the scheme is 
and will remain, a major creditor for some 
considerable time. 

Next steps 
TPR has already started taking action and is 
looking at schemes where they have a long 
or weak recovery plan.  They are not only 
concentrating on larger schemes but are 
known to be actively pursuing schemes of 
any size, where they consider that further 
action may be warranted. We also 
understand that in some cases, as a result of 
their intervention, TPR is encouraging the 
appointment of professional independent 
trustees.  
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THE END IS NIGH… FOR SOME! 
Buying-out liabilities with an annuity 
provider is no longer an impossible dream 
for some sponsors and trustees of DB 
pension schemes. Many have seen much 
improved funding levels in recent years, 
making a reality of the once remote 
possibility of being able to secure members’ 
benefits in full. This has been demonstrated 
by the increasing levels of buy-in and buy-
out activity in 2018, reaching £24.2 billion 
and expected to reach £30 billion in 2019. 

There are many actions that trustees and 

employers can consider in order to reduce 

costs and introduce greater certainty in the 

journey towards wind-up, including: 

• Closure to new members  

• Ceasing future accrual 

• Moving to career average or DC 

• Offering enhanced Transfer Values 

• Introducing Pension Increase Exchange 

• Flexible Retirement Options 

• Improved Member Communications 

• Simplification of benefits (e.g. 

conversion of GMPs)  

• Liability Driven Investments 

• Annuity buy-out or buy-In 

• Using Commercial Consolidators (new!) 

Trustees or employers are often facing these 
issues for the first time and are having to 
learn the pros and cons for themselves, but 
an independent expert or professional 
trustee such as MHM, can help focus on the 
key factors and spend time addressing the 
real issues, saving time and resources.  

With increasing pressure from TPR for 
trustees to plan ahead for the “end game” 
by setting a LTFT, it is making lay-trustees 
consider what to prioritise, and what may be 
the best outcome for their scheme. 

Reduction of risk has been the aim of many 
schemes and employers for a number of 
years, but there are still many schemes who 
need to take steps to help them achieve 
their objectives and put them on the path 
towards the end game.  

Winding up a scheme is rarely 
straightforward and can throw up several 
different complexities but, with the right 
planning, many of the issues can be 
anticipated and dealt with beforehand, 
ensuring that the available budget of time 
and money is invested where it will deliver 
the greatest benefit. 

With experience of taking a number of 
schemes on the journey towards buy-out 
and winding up, MHM can help get you 
there quicker and more cost effectively. 

NEW ACCREDITATION STANDARDS FOR 
PROFESSIONAL TRUSTEES 
February saw the launch of the new 
Professional Trustee Working Standards and, 
for those who wish to achieve the 
accreditation, they will need to: 

• To be considered a fit and proper person 

• To have completed TPR’s Trustee Toolkit 

• To have passed the Pensions 
Management Institute (PMI) Award in 
Pensions Trusteeship 

• To complete a minimum of 25 hours of 
relevant Continuing Professional 
Development (CPD) each year 

• Complete a “soft skills” test 

Also, where sole trusteeships are to be 
undertaken, to obtain an Audit and 
Assurance Faculty (AAF) report. 

Our independent trustee company, MHM 
Trustee Services Ltd, will be applying for 
accreditation and the directors have all 
signed up to take the PMI’s examination 
before 1 July. 

Like other TPR initiatives, individuals or firms 
may be able to continue to provide 
professional trustee services without being 
accredited, but it was interesting to hear the 
view of TPR during the launch event that, 
where they come across a firm or person 
acting as a professional pension trustee who 
is not accredited, they would look to 
challenge the employer as to why this was 
deemed appropriate and look very closely at 
any documents submitted to TPR! 

AND IN OTHER NEWS ……. 
The Pensions Ombudsman has ordered the 
Trustees of the Henry Davison Ltd Pension 
Scheme to repay almost £2.5 million of 
funds back to the Scheme.  The Pensions 
Ombudsman found that the Trustees had 
committed multiple breaches of trust and 
made decisions on the investments without 
taking advice that amounted to 
maladministration. 

And, at the time of writing, Sir Philip Green is 
again in talks with the Pensions Regulator 
(TPR), this time in relation to Arcadia 
Group’s pension schemes and a proposed 
Company Voluntary Arrangement (CVA) that 
would see the stores’ landlords take a hit if 
the retail group is to survive. Despite a 
provisional agreement on pensions with TPR, 
the deal did not gain sufficient support from 
landlords and the creditors’ meeting was 
postponed until 12 June, to allow time for 
further talks. Perhaps understandably, the 
landlords may be thinking “if he can find a 
few million pounds for the pension schemes, 
why should we suffer?”. No doubt more 
details will emerge over the next few days!

 

MARKET DATA  

 
Returns to 31.03.2019 3m% 1y% 3y% pa  Returns to 31.03.2019 3m% 1y% 3y% pa 

FTSE All Share 9.41 6.36 9.51  FTSE A UK Gilts >15y 5.95 4.71 6.32 

FTSE 100 9.49 7.69 10.00  iBoxx 6A Non-Gilt >15y 7.39 5.10 7.08 Contact us: 
For information about our 
services or to discuss any of  
the issues covered in this issue  
of Pension Connections, please 
contact us at: 
 
MHM Pension Services Ltd 
Windsor House 
Cornwall Road 
Harrogate HG1 2PW 
T: 01423 229029 
E: info@mhmpensions.co.uk  
W: www.mhmpensions.co.uk 
 

North America* 13.00 7.23 11.77  FTSE A Index-linked >5y 6.26 5.68 9.09 

Europe (ex UK)* 12.55 4.56 9.16  As at 31 March 2019 2018 2017 

Japan* 7.88 -4.32 7.47  BoE 20y Gilt Yield 1.60 1.76 2.32 

Asia Pacific (ex Japan)* 9.87 1.20 9.69  BoE 15y Gilt Yield 1.39 1.67 2.00 

Emerging Markets 7.91 1.65 14.26  BoE 20y implied inflation 3.59 3.46 3.28 

* hedged back to Sterling    

Figures kindly supplied by  
Barker Tatham Investment Consultants 
BIG THINKING for small schemes  

 

 

In preparation for launch towards the 
end of 2019, the new financial guidance 
body will be undertaking a ‘listening 
phase’ over the next few weeks, to hear 
views from stakeholders in the financial 
services industry regarding their ‘hopes, 
aspirations and ambitions’ to feed into 
the strategy for the next 3 years. See 
further details at: 
www.moneyandpensionsservice.org.uk 

mailto:info@mhmpensions.co.uk
http://www.mhmpensions.co.uk/
http://www.moneyandpensionsservice.org.uk/

