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What i1s covenant?

“The extent of the employer’s
legal obligation, and financial

ability, to support the scheme
now and in the future”

Source: 1. ‘Assessing and monitoring the employer covenant’, TPR, August 2015
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2017 Annual Funding Statement (AFS)

Annual funding statement

for defined benefit pension schemas

The Pensions
May 2017 Regulator

o GrantThornton

An instinct for growth”

The Pensions Regulator’s tougher stance has
implications for schemes, trustees, employers

and... shareholders

The Pensions Regulxtor's anaual funding statement and its Tranche 12 analysis papes, published on 15 May
2017 and 13 Juune 2017 espectively, include important messages foc trustees and employers of all defined
benefit schemes, not just those vadertaking valuations between 22 September 2016 and 21 September 2017
(2017 valuations). The intention is clear: TR is plenaing to fake 2 more proactive znd interventionist
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What TPR have had to say since AFS
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The journey of a workplace saver
. TPR: protecting workplace pensions
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How TPR protects you along the way ‘
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July 2017
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Other publications and press

W g
TATA
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o covenant working grou

Employer Covenant Working Group
Transactions in a distressed environment
Guidance for practitioners

September 2017

September 2017

August 2017
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What trustees have had to say since May 2017

Will this funding statement from TPR make a differenceto your next valuation
negotiation?
50

45%

45

40

35 33%

30

25

20

15 12%

[ -
I
Yes - it will fundamentally Yes - but the impact will be No - unlikely to make a No - definitely not Unsure
change valuation more limited difference
discussions

Source: 1. Grant Thornton suney, July 2017
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What trustees have had to say since May 2017

Do you have an Integrated Risk If so, does your IRM framework have
Management (IRM) framework in place? agreed legally enforceable contingency
plans?

No

No
72%

78%

Source: 1. Grant Thornton suney, July 2017

© 2017 Grant Thornton UK LLP. Allrightsreserved | Draft 7 o GrantThornton | An instinct for growth”



What trustees have had to say since May 2017

What are thetwo biggest risks facing your pension scheme(s) currently?
90 84%
80
70
60 56%
50
40
30

22% 22%

20
9%

Investment risk Employer Interest rate Longevity risk Inflation risk  Cyber security risk Brexit
covenant risk

10

Source: 1. Grant Thornton suney, July 2017
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What trustees have had to say since May 2017

How would you describethelevel of covenant work undertaken on your scheme

25
20
15

30 47%
10
3%

45
35%
15%
L]

40
35
30

Independent covenantIndependent covenant Company provides  Trustees form their Other None undertaken
specialist - detailed specialist - high level information to the own view
assessment assessment Trustees

ol

o

Source: 1. Grant Thornton suney, July 2017
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What trustees have had to say since May 2017

Which of the following best describes your covenant grading at your last valuation

Strong
6%

Tending to Weak
25%

Tendingto Strong
56%

Note: 1. N/A — Did not undertake a covenant assessment at last valuation — 0% of respondents
Source: 1. Grant Thornton suney, July 2017
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What trustees have had to say since May 2017

Which of these messages do you think was theloudestin this year's statement

Maintain employer's

/ sustainable growth
3%

Regulation will be more
targeted
12%

Obtain higher deficit repair
contributions
32%

TPR will use its powers
53%

Source: 1. Grant Thornton suney, July 2017
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What trustees have had to say since May 2017

Does your scheme employer typically pay dividends great than the level of deficit repair
contributions

N/A - sponsor does not pay
dividends
16%

Yes

Unsure 43%

16%

No
25%

Note: 1. N/A — scheme is not in deficit — 0% of respondents
Source: 1. Grant Thornton suney, July 2017
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Actuarial skill set in respect of covenant
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Integrated Risk Management (IRM)

Covenant
risk

The importance of risk management

“over the longer term, the only
alternative to risk management is crisis
management-and crisis management
IS much more expensive, time
consuming, and embarrassing”

Integrated
Risk
Management

Source: 1. Grant Thornton
2. James Lam - Enterprise Risk Management, from Incentives to Controls 2003
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Looking ahead to the future

DWP Green Paper DWP White Paper
(expected late 2017)

White Paper

“This must be one of the ‘greenest’ green papers in living memory”
Steve Webb, Former Pensions Minister 2010-15, 7 February 2017
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Looking ahead to the future

DWP Green Paper consultation

Widen the criteria
for Regulatory
Apportionment

Arrangements

Consolidation to
provide small schemes
with scale (voluntary?
government-run?)

Encourage

schemesto move More

from an RPI-based Information-
to a CPl-based gathering
Inflation measure powers

Proactive compulsory
clearance of certain corporate
activities that could be
materially detrimental to a
scheme’s funding position

More powersto TPR to
inflict punitive fines on
employers not meeting
their obligations
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Any questions?
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Jamie MacKenzie _
Director - Pensions Advisory

Grant Thornton UK LLP

T +44 (0)2078 652 418
M +44(0)7967 475 469
E jamie.mackenzie@uk.gt.com

Article on TPR’s 2017 Annual Funding Statement
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