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Work and Pensions Committee 
via online submission 
 

Dear Sir / Madam 

Defined benefit pensions: the future 

I am writing on behalf of the Association of Consulting Actuaries in response to the above named 

inquiry. 

Our comments on the specific questions raised in the consultation are set out in the Appendix, 

but in summary, our views are as follows: 

• Regulator effectiveness – we do not believe that substantial new powers are needed for the 

Pensions Regulator as it already has significant powers, some of which it has used only 

sparingly; increased resources may allow it to intervene in more schemes, potentially at an 

earlier stage, but will lead to an increased levy payable by pension schemes; and whilst 

cultural change is clearly underway within the Pensions Regulator, it will take time to achieve.  

There is also the risk of powers (and fines) being exercised disproportionately in order to 

prove that the Pensions Regulator is taking a tougher stance, when a more nuanced and 

supportive approach might achieve better outcomes. 

• Corporate transactions – overall, we think that the package of measures proposed in the 

White Paper taken together should provide some improvement where corporate transactions 

have implications for the security of pensions. 

• ‘Wilful and grossly reckless behaviour’ – we do not think that the proposed criminal offence 

under this heading in relation to a pension scheme is likely to have a significant impact on 

directors of companies sponsoring pension schemes.   

• Scheme funding – reducing the complexity and variety exhibited within the DB scheme 

universe to single metrics is a noble aim, but the unintended consequences will do more 

harm than good.  The Government’s stance in the Green Paper was that DB funding was 

broadly functioning well, with some exceptions.  Therefore, any measures should be focussed 

on these exceptions, without de-stabilising a system which is by-and-large working well. 

• DB consolidation – we believe that consolidation is most likely to happen if schemes simplify 

their accrued benefits.  Increased requirements for minimum standards of scheme 

governance could also help to drive consolidation.  It will be important for an appropriate 

regulatory regime to be put in place for all types of aggregator vehicle. 
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• Legislative timetable – we do not believe that it would be appropriate to push for a faster 

legislative timetable. 

We hope that you find the contents of this letter of assistance.  We would be happy to discuss 

them further if that is helpful. 

Yours faithfully 

 

David Everett 

Chairman, Pension Schemes Committee 

On behalf of the Association of Consulting Actuaries Limited 

 

  



APPENDIX 

 

Defined benefit pensions: the future 

Consultation questions 

1.  To what extent is improving the Pensions Regulator’s effectiveness a matter of 

greater powers, better use of resources or cultural change in the organisation? 

The Pensions Regulator’s powers, resources and culture are all highly relevant to its effectiveness 
as a regulator, and are interrelated.  In all three areas, we would note that it is already starting to 
take a markedly different approach from that which characterised its early years of operation 
following the Pensions Act 2004. 

We note that, from its very inception, the Pensions Regulator has had to operate under potentially 
conflicting objectives (protecting scheme benefits versus reducing the risk of compensation being 
paid from the PPF), to which in 2014 the Government added a further potentially conflicting 
objective (minimising any adverse impact on the sustainable growth of an employer).  These 
objectives taken together necessitate balance and overall acceptability to stakeholders, rather 
than raising the bar to a point at which no single scheme could fail.  Government policy, which 
swings between protection (DWP) and growth (Treasury), has been a strong director of the 
Pensions Regulator’s culture and focus. 

Powers 

We do not believe that substantial new powers are needed for the Pensions Regulator, as it already 
has significant powers, some of which it has used only sparingly (the moral hazard powers) and one 
of which it has only used three times and then only to issue a warning notice (the scheme funding 
section 231 powers).  This would suggest that the focus should be on whether the Pensions 
Regulator is using its existing powers as effectively as it could and on whether there are barriers 
that prevent it using those powers as often as it would like.  To a large extent, the Pensions 
Regulator controls its own decision-making processes, and therefore the onus lies with it to 
determine whether and how to change the way in which it exercises its powers, whilst still ensuring 
that there are checks and balances in place to prevent completely unfettered use of its powers.  

The Pensions Regulator has in fact moved to a much greater use of its existing powers over the last 
year, especially some of its less ‘nuclear’ powers, such as fines for non-completion of scheme 
returns and other governance failures which might be symptomatic of more serious underlying 
problems in a scheme1. 

We think that the approach taken in the White Paper strikes a proportionate balance in introducing 
new powers for the Pensions Regulator. We agree with the proposal to give the Pensions Regulator 
the ability to impose fines for failure to provide information to it; the current position where its 
only recourse is to bring a criminal prosecution is plainly disproportionate and must act as a barrier 

                                                           
1 http://www.thepensionsregulator.gov.uk/press/tpr-names-pension-schemes-whose-trustees-failed-to-
complete-their-basic-duties.aspx 
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to the use of this power (although it has in fact brought a number of criminal prosecutions for this 
offence in recent months). 

We would also note that some recent cases are failures of corporate governance rather than 
failures of pension regulation.  We think it would be helpful for the Government to consider how 
all regulators can use their existing powers to influence good corporate governance in relation to 
decisions and advice affecting workplace pension provision, and to encourage closer working 
practices between different regulators.  We welcome the fact that, alongside the DWP’s White 
Paper, the Department for Business, Energy and Industrial Strategy is consulting2 on wider issues 
of insolvency and corporate governance. 

We also note in passing that recent cases highlight that the pension system has worked in that PPF 
protection has been available following the collapse of the employer, with a substantial payment 
from a former employer in one case.  It is far from clear, with the benefit of hindsight, whether the 
pension position for members following the collapse of the employer would have been materially 
different had the Pensions Regulator been more interventionist and through this had achieved 
greater contributions into the failed schemes than the trustees were able to achieve.     

Resources 

The question of the Pensions Regulator’s resources is once again a balancing act.  Increased 
resources may allow it to intervene in more schemes, potentially at an earlier stage, but will lead 
to an increased levy payable by pension schemes.  All regulators are of necessity resource-
constrained and it needs to be clear from a cost-benefit analysis that any such additional cost 
payable by pension schemes is outweighed by the benefits arising from the additional regulatory 
resources. 

The Pensions Regulator’s recent Corporate Plan3 shows that it is already proposing to have a 
significant increase in its resources, with an increase in spending of 5.2% and an increase in 
headcount of 12%.  There are projected to be significant increases in the General Levy payable by 
pension schemes as a result, and we would suggest that the DWP and the Pensions Regulator wait 
to see whether these additional resources have yielded value for money before any further 
resource increases are proposed.  Given that a third of its proposed increased resources are to be 
allocated to frontline regulation, it may be that this level of resourcing is adequate for a DB pension 
market that is shrinking over time. 

Culture 

There has clearly been a change in the Pensions Regulator’s culture under its current Chief 
Executive, Lesley Titcomb. The previous mantra of ‘educate, enable, enforce’ (where the emphasis 
fell largely on the first two elements) has been replaced by the new slogan, ‘clearer, quicker, 
tougher’, and reflects a much more proactive, interventionist regulator.  Whilst cultural change is 
clearly underway, it will take time to achieve. 

There is also the risk of powers (and fines) being exercised disproportionately in order to prove 
that the Pensions Regulator is taking a tougher stance, when a more nuanced and supportive 

                                                           
2 https://www.gov.uk/government/consultations/insolvency-and-corporate-governance 
3 http://www.thepensionsregulator.gov.uk/press/plan-for-clearer-quicker-tougher-approach.aspx 
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approach might achieve a better outcome for the pension scheme, especially where a stressed 
employer is struggling to support an underfunded pension scheme.  

2.  What can be done to strengthen the regime for clearing corporate transactions (like 

dividend payouts, selloffs, takeovers) that might weaken a pension scheme? 

Overall, we think that the package of measures proposed in the White Paper taken together should 
provide some improvement where corporate transactions have implications for the security of 
pensions.  We agree with the DWP’s decision not to introduce compulsory proactive clearance, 
which we think would have been both undesirable and impractical.  It is likely that the Pensions 
Regulator would have found itself buried under unnecessary clearance applications, which could 
have acted as a barrier to legitimate corporate activity.  Alternatively, the existence of a mandatory 
clearance regime could have meant that employers would simply have sought to avoid any kind of 
transaction at all where a DB scheme was involved, which could potentially have led to employers 
failing because they were no longer able to restructure their businesses appropriately. 

It is often noted that very few sponsoring employers actively seek clearance.  However, this does 
not mean that the clearance regime is having no effect.  Even where clearance is not actively 
sought, the guidance provided by the Pensions Regulator on the appropriate mitigations needed 
when a Type A event occurs (and therefore where the employer might want to consider seeking 
clearance) does provide assistance to employers and their advisers on the appropriate structuring 
of transactions to minimise the risk of material impact on the pension scheme.  Just because 
clearance is not sought does not mean that the DB scheme is not being considered in transactions 
or that any detriment is not being addressed. 

The White Paper does contain a proposal for employers to have to consult trustees on a ‘Statement 
of Intent’ before certain transactions take place.  Whilst the details are not yet clear, this seems, 
on the face of it, a proportionate approach to ensuring that the trustees have early sight of any 
proposal (and potentially to flag it with the Pensions Regulator if they are not happy with the 
employer’s approach). (The Takeover Code already includes a similar requirement for listed entities 
and their acquirers.) It is generally seen as good practice for sponsoring employers to enter into 
such discussions with key stakeholders at an early stage of the transaction process and the 
Statement of Intent proposed will strengthen the obligation on companies to consider the pension 
scheme at an early stage. 

As noted, the Statement of Intent may provide a route by which the trustees can be pre-warned 
and can involve the Pensions Regulator at an earlier stage of a transaction if necessary.  Changes 
are also proposed to add new events to the list of notifiable events which employers are required 
to notify to the Pensions Regulator and to the list of Type A events in the existing clearance process.  
Both may help to improve the availability of information to the Pensions Regulator on events which 
could materially weaken the employer covenant. 

Amongst the new events that could be added to notifiable or Type A events is the payment of 
excessive dividends.  It is important to recognise that businesses do make profits and distribute 
them to shareholders, and that this is a legitimate business activity.  It should not be the case that 
companies with DB pension schemes should be prevented from paying dividends entirely (to do so 
would simply make these companies unattractive to investors and weaken the support that those 
companies provide to employers).  There might, however, be circumstances in which dividends 
could be viewed as excessive relative to the deficit contributions being paid to the pension scheme, 
and where it may be appropriate to take some action. 



It is worth noting, however, that there is an element of comparing apples and pears in weighing up 
dividends against deficit reduction contributions.  The timeframes of investors and pension 
schemes may be different, especially where there is a strong covenant backing the pension 
scheme.  Also dividends may be payable from a multi-national organisation, whilst the deficit 
reduction contributions only relate to a UK pension scheme. It may not therefore be 
straightforward to construct a simple definition of the acceptable ratio between dividends and 
contributions. 

This seems to be accepted (implicitly) in the Pensions Regulator’s recent Annual Funding Statement 
which introduces the rather nebulous concept of ‘disproportionate’ dividends, saying that, even 
where the employer covenant is strong, the Pensions Regulator would expect any deficit to be paid 
off over a short recovery period where dividends are disproportionate.  One way in which the 
Pensions Regulator could become aware of large dividend payments could be by adding a new 
event to the list of events which employers are required to notify or the list of Type A events 
(although, as noted above, it may be difficult to define the level of dividends that will trigger the 
statutory reporting requirement). 

In passing, we note that covenant strength can diminish through means other than simply 
‘disproportionate’ dividends, for example director’s pay, particularly in smaller entities, and so the 
focus needs to be broader than just dividends. 

3.  Will a criminal offence provide a meaningful deterrent? 

We do not think that the proposed criminal offence for ‘wilful and grossly reckless behaviour’ in 
relation to a pension scheme is likely to have a significant impact on directors of companies 
sponsoring pension schemes.  Company directors are already potentially liable to a large number 
of criminal sanctions under the Companies Act 2006 (for example for fraudulent trading) and yet 
there have still been gross failures of corporate governance.  Adding a specific offence in relation 
to a pension scheme is unlikely to be a significant deterrent for a company director who is already 
ignoring his or her existing obligations under the Companies Act. 

Although we are not lawyers, we think that the ‘wilful and grossly reckless’ test is potentially a very 
high hurdle and one on which it may be difficult to achieve a conviction.  We would therefore view 
this proposal as more of a political gesture to suggest that this is an issue that the Government 
takes seriously rather than a sanction that is likely to be much used, if at all. 

If the measure acts as a deterrent at all, it is more likely that the message sent by the risk of criminal 
sanctions will provide a further impetus for prudent company directors to close their DB schemes 
in favour of lower cost DC arrangements, with inferior pension outcomes. 

4.  What should ‘prudent’ and ‘appropriate’ scheme funding mean?  

Reducing the complexity and variety exhibited within the DB scheme universe to single metrics is 

a noble aim, but the unintended consequences will do more harm than good.  The Government’s 

stance in the Green Paper was that DB funding was broadly functioning well, with some 

exceptions.  Therefore, any measures should be focussed on these exceptions, without de-

stabilising a system which is by-and-large working well.  Greater proactivity by the Pensions 

Regulator’s case teams for those few cases where the Pensions Regulator is of the view that the 

proposed funding plan is insufficiently prudent or inappropriate would be an effective route to 

achieve this and would avoiding a short-sighted reframing of regulation. 



The purpose of a pension scheme is to pay members their benefits in full and on time.  Any 

regulation should be framed in this context, considering the full spectrum of support from 

scheme investments and current/future payments from the sponsoring employers.  We believe 

that this is currently the case.  Replacing this with metrics for ’prudence’ and ‘affordability’ risks 

introducing minimum standards, which we expect will prove to be detrimental for the vast 

majority of DB members.  In our experience, as advisers to pension schemes and sponsors, the 

scheme funding regime is generally well understood by trustees and employers, which has led 

over time to UK pension schemes adopting more prudent funding plans with higher deficit repair 

contributions and greater covenant enhancements (such as security and other contingent assets).  

The fact that UK pension schemes still remain in deficit is more to do with the significant changes 

in economic and demographic factors that have led to the unprecedented rise in the value of 

defined benefit pension liabilities.  

As per the Code of Practice no.3 Funding defined benefits: 

• ‘prudent’ Technical Provisions should be calculated using assumptions that take into 

account the degree to which the employer covenant can support a range of likely adverse 

outcomes based on expert professional advice; and  

• an ’appropriate’ deficit Recovery Plan should take account of its structure (including 

recovery plan length but not exclusively) and the level of risk being run over the recovery 

period in the context of the overall funding and security arrangements and affordability 

assessment of the employer. 

As a result, we would agree with the Government’s assessment that the scheme specific funding 

regime works as intended in the majority of cases.  Whilst there will be a small minority of 

funding plans which may be considered insufficiently prudent or inappropriate, these would 

typically be picked up through the Pensions Regulator’s review process and subject to further 

scrutiny and challenge leading to improvements in the funding and security arrangements over 

time.  In addition, the Pensions Regulator publishes guidance and case studies designed to 

encourage best practice outcomes in a range of different situations rather than to impose one-

size-fits-all outcomes.  We support the Pensions Regulator in producing further good practice 

case studies in future.  In particular, the Pensions Regulator should focus on the practical steps to 

take on assessing and managing investment, covenant and other major risks which actually 

impact the security of members’ benefits, rather than overly focus on the measurement of 

liabilities – i.e. focus on the behaviours rather than the technical measurement. 

In relation to those funding plans the Pensions Regulator deems insufficiently prudent or 

inappropriate, the case teams could provide more specific viewpoints on individual cases and 

provide them more quickly to further help improve understanding of what is prudent and 

appropriate in different circumstances, particularly when it comes to the level of investment and 

other risks being run.  There may also be some merit in creating more standardised disclosure to 

the Pensions Regulator (and possibly members) to help with explaining where the scheme sits in 

terms of some generic ranges for key parts of the funding and investment plan together with 

brief commentary explaining the scheme specific factors that have led to the agreed outcome.  

However, we do not support the introduction of minimum standards or metrics for determining 

‘prudence’ or ‘appropriateness’ as this would be a retrograde step away from the scheme specific 

nature of the UK funding regime.  There are also a number of practical issues with trying to allow 

for the wide range of different scheme characteristics.  In practice, a prescribed approach is likely 



to lead to a number of adverse unintended consequences potentially impacting a much greater 

number of schemes than the small minority that this change is trying to address.  We set out 

some of these below. 

In terms of practical issues, the Technical Provisions are based on a wide range of actuarial 

assumptions (including discount rate, price and wage inflation, mortality, family statistics, future 

member behaviour, etc) which are each determined after taking into account the specific profile 

of the scheme’s benefits and membership as well as major factors such as investment strategy 

(both current and in the future) and employer covenant strength.  What might be considered 

prudent for one scheme can quite easily be considered insufficiently prudent for another with 

different circumstances.   

Similarly, the appropriateness of deficit Recovery Plans needs to take account of employer 

affordability, which in itself is not straightforward to assess, as well as any security and 

contingency arrangements provided by the employer or other related entities in the employer 

group.  The level of prudence in determining the funding deficit and expected return and risks 

inherent in the investment strategy will also be key factors in determining what is appropriate.  

For example a relatively long recovery period (e.g. over 10 years) for a very prudent lower risk 

funding target (e.g. insurance buy-out) could provide a better outcome for the scheme than a 

relatively short recovery period (e.g. less than 5 years) for a less prudent higher risk funding 

target.  In addition, trustees will often take into account recent history of contributions (including 

their view on employer willingness to pay contributions) which will be difficult in practice to 

include in a specific measure or set of metrics for determining the appropriateness of deficit 

Recovery Plans. 

The adverse consequences and further considerations of introducing minimum standards or 

metrics for determining ‘prudent’ and ‘appropriate’ funding plans include: 

1. Defaulting to the minimum – trustees and employers will likely move to the minimum in 

order to ensure compliance but no more.  Unless the minimum is set at a relatively high or 

prudent level, this race to the bottom would lead to less security and protection for defined 

benefit pension schemes.  The existence of a minimum can also create additional barriers 

for those trustees seeking to maintain or negotiate a higher funding target and /or better 

recovery plan with the employer.  Previous attempts by the Pensions Regulator to set 

triggers around acceptable levels of Technical Provisions (accounting or PPF basis) and 

Recovery Plans (10 years) led to many schemes defaulting to these trigger levels without 

them being considered appropriate for the specific circumstances of the scheme.  As a result 

the triggers were subsequently abandoned.  

2. Setting the minimum too high – this would put significant and in many cases unnecessary 

pressure on UK employers with defined benefit pension liabilities, impacting on business 

investment, jobs, availability of credit and in extreme cases increasing the potential risk of 

employer insolvency.  It would also exacerbate intergenerational inequity as the transfer of 

capital to provide very high levels of security to sizeable pension benefits of older 

generations will typically result in less funds being available to employ and pay for younger 

generations not lucky enough to have material defined benefit pensions. 

3. Impact on investment strategy – by defining specific measures, schemes will likely seek to 

reduce the volatility of their funding position relative to these measures which is likely to 

impact investment strategy decisions for the c£1.6 trillion of pension scheme assets covered 



by the regulatory regime in a way that is unlikely to be aligned to intended macro-economic 

policy.  For example, significantly increasing the allocation to a particular asset class (e.g. UK 

Government bonds or gilts) may lead to significant capital allocation inefficiencies, 

concentration risk and significant demand-side inflation on asset prices.  For a bond-based 

measure (such as gilts), this demand would be unlikely to be met from increased supply of 

appropriate duration, leading to lower yields, higher liabilities and therefore deficits, putting 

further stress on pension scheme funding positions.  

4. Impact of scheme maturity – in the White Paper there appears to be a drive to apply higher 

levels of prudence to mature schemes compared to immature schemes due to the concern 

around the former schemes becoming cashflow negative and being in the position of a 

‘forced’ seller of assets when they may have fallen in value.  But as even schemes 

considered relatively mature have 40+ years of future benefit cashflows, we think that the 

impact of negative cashflow is overstated relative to less mature schemes.  For example, 

cashflow positive schemes are a ‘forced’ buyer of assets when they may be overvalued.  

Moreover, mature schemes will typically be shrinking in value over time and so be less 

reliant on the employer covenant in absolute terms.  By comparison, immature schemes, 

particularly those open to future accrual will be growing in size over time and therefore 

likely to be more reliant on the employer covenant underwriting the defined benefit 

pension risks.  The White Paper also suggests that a Long-Term Objective for open schemes 

could be set as ‘running on with employer support’ which would be expected to be 

significantly lower than self-sufficiency or insurance buy-out.  This is despite the fact that 

many open schemes still have a high proportion (50+%) of pensioner liabilities and active 

accrual is typically small relative to the accrued liabilities given the continuing decline of 

active members in private sector defined benefit schemes, and would lead to materially 

inconsistent treatment between different schemes. 

5. Lack of robustness over time – any specific measures will need to be considered in the 

context of changes in market conditions and other major economic and demographic 

factors.  For example, the Pensions Regulator initially adopted the FRS17/IAS19 accounting 

measure of liabilities as one of its trigger points for assessing Technical Provisions.  A 

number of schemes moved to a discount rate approach that was consistent with the AA 

corporate bond yield underpinning this measure.  However, this trigger was deemed 

unsuitable when credit spreads spiked during the credit crunch.  This meant a number of 

schemes had to significantly revise their funding approaches and long-term plans. 

Many pension schemes already adopt a best practice approach and have a long-term objective or 

aspiration, even though this is not currently required under the scheme funding legislation.  

However, similar considerations to those above apply if the Pensions Regulator is going to set 

more specific parameters for determining a long-term objective.  In particular, embedding a very 

prudent objective (e.g. insurance buy-out or self-sufficiency) within the Statutory Funding 

Objective in a fixed timeframe could lead to further unintended adverse consequences on the 

behaviour of key stakeholders relevant to the health of the scheme and the employer.  For 

example, in the absence of any material additional funding from the employer, a more rigid 

approach is likely to add pressure on trustees to maintain higher levels of investment risk in the 

short term in order to generate returns to achieve a very prudent low risk target at a specific 

point in the future.  This increases the level of risk in the overall pensions system in the short to 

medium term which instead could be managed by encouraging more schemes to take less risk 

today with a more gradual and flexible approach to further de-risking over the longer term.  



Hardening of long-term objectives within funding plans is likely to lead to concerns over the 

employer’s viability and sustainability impacting the views and behaviour of investors and other 

key stakeholders such as customers, industry regulators, employees, etc.  Ultimately reducing 

flexibility in the funding of UK pension schemes in the short and longer term will be value 

destructive to the employers sponsoring them, potentially damaging the covenants on which the 

defined benefit pension schemes rely.  Care will also need to be taken to avoid triggering 

negative technical impacts such as for capital reserving for employers in financial services and 

balance sheet impairment under IFRIC14 for employers more generally. 

5.  How can consolidation of the fragmented DB landscape be best achieved? 

We believe that consolidation is most likely to happen if schemes simplify their accrued benefits. 

The Government would provide significant support by defining a simplified model with some 

limited optionality in it that schemes are encouraged to convert to.  Employers and trustees can 

then decide on a scheme-by-scheme basis whether to move to the simplified basis.  

Benefit simplification is key for encouraging consolidation – a simple structure would be easier 

for members to understand than their present complex benefit structure, it would be simpler to 

administer, easier to hedge benefits and ultimately less expensive to consolidate or buy out. And, 

whilst for some schemes benefit simplification will act as an encouragement to consolidate, for 

others it will likely remove a deterrent to consolidation. 

Even an officially endorsed 'blueprint' benefit structure would help schemes decide how to 

simplify their benefit and avoid a 'VHS or Betamax' scenario, where more than one approach is 

common and trustees fail to act until it is clear which will prevail in the longer term.  

The process for moving to a simplified consolidated approach should also be streamlined.  The 

following areas should be considered: 

• Revisiting Section 67 of the Pensions Act 1995 as it was not designed with wholesale 

conversion in mind.  In a re-designed process, an actuary might be asked to certify that the 

benefits after simplification are of no less value than immediately before simplification on a 

prescribed basis.  

• Removing anomalies in the tax regime.  This currently creates inappropriate tax outcomes 

for sensible reshapes or transfers; or else leads to the need to explore and use artificial 

structures to overcome the anomalies if possible.  In either case, this results in extra cost of 

advice and administration.  The process should be transparent for annual allowance and 

lifetime allowance purposes. 

• GMP conversion legislation should be revisited as part of the GMP inequalities resolution 

project, on which we understand that work is continuing.  

Increased requirements for minimum standards of scheme governance could also help to drive 

consolidation.  The requirements for the new DB Chair's Statement might be helpful in ensuring 

appropriate consideration takes place.  For example, trustees could be compelled to consider 

consolidation and demonstrate they can deliver to an equivalent standard as a stand-alone 

scheme if they decide not to consolidate.  The Pensions Regulator has already acted to increase 

standards in the UK and this could be developed further. 

The suggestions above should provide adequate encouragement to consider consolidation. 

Trustees would ultimately need to decide if consolidation is in their members' best interests.  



Where a transfer is to a consolidating arrangement and the employer support is maintained, 

consideration of member interests is likely to be relatively straightforward.  This would be done 

on a segregated employer basis and so involve just harmonisation of trustee, administration and 

investment.  If you consolidate, but keep employer segregation, then different funding levels and 

objectives become a non-issue.  If benefit simplification is achieved then administration is 

massively more straightforward.  That then changes completely the cost/benefit analysis of 

consolidation. 

However, such arrangements, whether on their own or combined with the sort of consolidator 

vehicles we are seeing ahead of the legislation, do not appear to deliver on DWP’s policy intent, 

which is to provide cost-efficiency, security and scale for the 2,000 or so sub-optimal schemes. 

Where the employer link is to be broken, trustees will need to consider different factors in order 

to assess whether a transfer is in the members' best interests.  These will include: the level of 

downside protection provided under the consolidator vehicle; and whether the combination of 

the capital buffer and any cash injection provided by their employer on entry to the consolidator 

will give them a significantly better chance of delivering benefits in full than if they simply 

continued to rely on their employer’s covenant in the medium to long term.   

The decision may, in theory, be relatively straightforward if the existing employer covenant is 

weak (assuming the regulatory regime is adequate – see below).  However, the number of 

schemes with weak employers that have the resources to be able to secure benefits in an 

arrangement of this type is likely to be very limited.   

In practice such arrangements are likely to be of most realistic interest to reasonably well-funded 

schemes with employers who can afford to pay a premium to settle their obligations, but who are 

not able or willing to pay the cost of securing benefits with an insurance company.   

Ensuring members are adequately protected where the employer link is broken will be a difficult 

task for the regulatory regime.   Accepting that a consolidator vehicle will offer less security than 

the 99.5% provided under Solvency II, it will be important for the members to remain protected 

by the PPF, with some appropriate trigger for entry to be defined; for the regulatory regime to 

define an appropriate level of capital for a consolidator to be allowed to write business; and for 

capital levels to be monitored regularly.   The suggestion that an arrangement would need to stop 

accepting further transfers if the capital buffer falls below a certain level is sensible but will be of 

no help if the funding position deteriorates further once the arrangement is closed to new 

business.   It may also be necessary to make clear that consolidators’ capital is at risk if they wish 

to walk away and members’ benefits cannot be secured in full with an insurer.   

It will be important for an appropriate regulatory regime to be put in place for all types of 

consolidator vehicle.  A key part of implementing any new regime to govern consolidation will be 

ensuring appropriate regulatory bandwidth, particularly if there is rapid early growth in what will 

be a new segment of the market.  There are particular issues to be addressed where the link to 

the existing employer covenant is broken as a result of a transfer to such a vehicle.  This regime 

will need to ensure that members are adequately protected from both a financial and conduct 

perspective, particularly given it is likely to be used as an alternative to securing benefits with an 

insurance company, where there is regulatory oversight from both the PRA and FCA. 



6.  Given the difficulties facing DB schemes, is a faster legislative timetable warranted? 

We do not believe that it would be appropriate to push for a faster legislative timetable.  This is 

because the White Paper contains a number of decisions that are in outline only, requiring 

further consultation and reflection before they can be worked up into legislation.  Rushed 

legislation is bad for everyone as these things take time to be properly considered and for 

businesses and trustees to adapt.  Rushing will simply cause instability (and rushing to create 

longer-term focus seems inherently odd).  We are not starting from a blank sheet, nor a 

catastrophe, and any extreme cases should be on the Pensions Regulator’s radar already. 

The timescale that has become known following the Pensions Regulator setting out its own plans 

for the DB funding code states that the Bill will be introduced to Parliament in summer 2019.  We 

cannot see how it can be any earlier. 

We are also pleased that the Pensions Regulator is taking its time to work up the proposed 

clearer DB funding code.   There is a danger that if rushed it will have perverse effects. 

In the period before we have a new Pensions Act and associated regulations, it seems clear that 

the Pensions Regulator will be changing its regulatory stance, aided by more money from levy 

payers that has been sanctioned by the Department for Work and Pensions.  We would hope that 

the ‘clearer, quicker and tougher’ Regulator will be able to address some of the difficulties being 

faced by DB schemes ahead of it gaining its new powers. 

 

 

 

 

 

 

 

About the Association of Consulting Actuaries (ACA) 

Members of the ACA provide advice to thousands of pension schemes, including most of the 

country’s largest schemes.  Members of the Association are all qualified actuaries and all actuarial 

advice given is subject to the Actuaries’ Code.  Advice given to clients is independent and impartial.  

ACA members include the scheme actuaries to schemes covering the majority of members of private 

sector defined benefit pension schemes. 

The ACA is the representative body for UK consulting actuaries, whilst the Institute and Faculty of 

Actuaries is the professional body. 

Disclaimer 

This document is intended to provide general information and guidance only.  It does not constitute 

legal or business advice and should not be relied upon as such.  Responding to or acting upon 

information or guidance in this document does not constitute or imply any client /advisor 

relationship between the Association of Consulting Actuaries and/or the Association of Consulting 

Actuaries Limited and any party, nor does the Association accept any liability to any person or 

organisation relating to the use of such information or guidance.  


