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    News Alert 2012/02 
27 April 2012 

Pensions Regulator remains firm on scheme 
funding but with some flexibility 

 At a glance 

In a statement published today, the Pensions Regulator has rejected calls for 
concessions to reflect the current unprecedented low yield on UK government 
gilts and instead has re-iterated the fitness for purpose of the scheme funding 
regulatory regime, whilst making clear that certain flexibilities are possible subject 
to adequate safeguards.  

Key Actions 

Employers 

Explore any available flexibilities in the recovery plan where appropriate 

Ensure the pension scheme is treated in an equitable manner with other demands on 
available cash 

Trustees 

Undertake the employer covenant evaluation early in the process to ensure that the 
trustees are fully informed on covenant strength and affordability prior to negotiations on 
technical provisions and recovery plan.  

Consider whether deficit reduction assumptions should rely on any strongly held views 
about future financial conditions and, if so, what contingency plans should be in place in 
case these expectations are not borne out in practice 

Ensure scheme funding processes are completed on time and correctly 

Pensions manager 

Ensure all scheme data and documentation is in good order to facilitate the timely 
completion of valuation processes 

The Detail 

The Pensions Regulator has issued its long-awaited statement on acceptable 
approaches to the scheme funding valuation process in the current economic 

http://www.thepensionsregulator.gov.uk/press/pn12-12.aspx
http://www.thepensionsregulator.gov.uk/docs/pension-scheme-funding-in-the-current-environment-statement-april-2012.pdf
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environment.  In the main, it is a confirmation that there are to be no changes to the now 
seven-year old scheme-specific regime delivered through the Pensions Act 2004.  
However, there are some interesting developments which may be of assistance to some 
schemes. 

This first of what is intended to be an annual statement is aimed at scheme valuations 
with effective dates between September 2011 and September 2012.  Many of these 
schemes will have had challenging actuarial valuations three years ago.  

Whilst acknowledging that current economic conditions will put pressure on pension 
scheme funding, the Regulator remains of the view that a substantial proportion of 
schemes will remain broadly on track to achieve previously agreed plans and that only 
modest contribution increases and/or modest extensions to recovery plans may be 
needed for this group of scheme valuations. 

However, the Regulator is alive to the pressures.  It wants all trustees to undertake 
contingency planning should future positions not reflect the assumptions being made – it 
will no longer be good enough just to expect to revisit the situation in three years’ time.  
And it does not want to see any advancement of valuation dates which along with the 
ability to ignore post-valuation date deterioration can result in lower contributions being 
set. 

The suggestion by some that the approach to setting technical provisions should be 
weakened (eg through smoothing the discount rate, or anticipating a reversion to higher 
gilts yields) is rejected.  Technical provisions should continue to be based on prudent 
assumptions in relation to the trustees’ assessment of the strength of the employer’s 
covenant. 

The recovery plan must continue to be based on what is reasonably affordable – ie 
without compromising the employer’s long-term ability to support the scheme.  
Unsurprisingly given that many companies are sitting on cash, it wishes to see the 
current level of deficit repair contributions maintained in real terms with documented 
justification where deficit contributions are reduced.  As before, the Regulator wants the 
pension scheme to be treated in an equitable manner with other demands on the 
employer’s cash (ie for investment and dividends).  Dividends should be re-assessed if 
the scheme is at risk. 

There are two areas in relation to the recovery plan where the Regulator is willing to give 
ground.  The first is that “by exception” it can now reflect any strongly held views about 
future financial market conditions, so long as there is appropriate mitigation through 
contingency planning should those assumptions not turn out to be realised.  This, for the 
first time, enables schemes to plan their contributions on the basis of a future return to 
higher gilt yields.  The precise nature of the mitigation required is not spelt out but the 
Regulator is expecting to see it documented. 
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The second is that there is recognition that a material extension to the recovery plan is 
permissible where the employer has become exceptionally weak.  A number of schemes 
will be in this position and the Regulator is acknowledging that, so long as there is sound 
justification, it is willing to keep them going and out of the Pension Protection Fund for 
the time being. 

Comment 

Although the statement may disappoint those who were looking for an explicit 
relaxation in response to Quantitative Easing, it is an appropriate regulatory 
response to the current economic climate.  Liability (and hence deficit) 
measurement is not to be weakened, but more creative methods of paying off that 
deficit can be explored and there is acceptance that special measures are in order 
for the weakest of employers.   Missing from the statement is any mention of trigger 
points on either technical provisions or recovery plans.  Scheme funding may, as a 
result, become even more specific to a scheme’s circumstances, which is no bad 
thing.    

 

This News Alert should not be relied upon for detailed advice or taken as an authoritative statement 
of the law.  If you would like any assistance or further information on the contents of this News Alert, 
please contact David Everett or the partner who normally advises you at LCP on 
+44 (0)20 7439 2266 or by email enquiries@lcp.uk.com 
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