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Ministerial foreword 

People today are living longer and working more flexibly. Millions of people look forward to a more 
secure retirement because of their workplace pension as a result of diligent saving through their working 
lives.  

We have already taken a number of important steps to strengthen the private pensions landscape: over 
nine million people are now automatically enrolled into an occupational pension scheme, we’ve given 
those aged over 55 greater choice in how to access their private pension pots and have taken forward a 
legislative framework for a new single financial guidance body, which will provide savers with more 
information and guidance on their retirement options. 

And to achieve greater security, choice and dignity we have also introduced the new State Pension and 
we continue to provide benefits such as the Winter Fuel Payment. 

Although most private sector Defined Benefit pension schemes are closed to new members and/or new 
accruals, the sector remains an integral part of the UK pensions system with around 10.5 million 
members relying on them. In addition, with roughly 14,000 employers currently supporting Defined 
Benefit pension schemes and around £1.5 trillion in assets held by these schemes, the Defined Benefit 
sector is of crucial importance to the UK economy. The Government is committed to ensuring that we do 
everything we can to protect pensions for those who have saved for their retirement, and to help 
employers to meet their promises to pension scheme members.  

The UK already has a robust system in place to protect Defined Benefit pensions. We expect most 
people will get their pension paid in full. The Pensions Regulator offers support and guidance to trustees 
and can take action against employers who are not delivering on their legal obligations. In the event of 
an employer becoming insolvent, the Pension Protection Fund provides people with compensation so 
they do not see a substantial fall in their retirement income.  

However, the pensions’ landscape is evolving, as Defined Benefit schemes continue to close and be 
replaced by other forms of provision. This alters the relationship between the sponsoring employer and 
the scheme, bringing new challenges for trustees and employers. We are managing this change so that 
the Defined Benefit system continues to work in the best interests of those involved – for members and 
pensioners, for today’s workforce and for employers. 

This White Paper sets out our approach for the future of the Defined Benefit system, and supports the 
Regulator’s ambition to be clearer, quicker and tougher. For all schemes and businesses we are 
clarifying the rules and expectations, for example through a clearer, enforceable Defined Benefit Funding 
Code, but otherwise not making fundamental changes to the existing system. For the small number of 
employers evading their obligations, we will put in place tougher, more proactive powers so that the 
Pensions Regulator can intervene more effectively to protect individuals. Finally, we will be consulting 
over the coming months on a framework for consolidation, offering industry the opportunity to innovate 
but ensuring there are robust safeguards in place so members’ benefits are well protected. 
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Executive summary 

Introduction 
The government believes the system is working well for the majority of Defined Benefit schemes, 
trustees and sponsoring employers but accepts that we need a tougher approach for those few whose 
irresponsible decisions impact on their pension scheme. 

The vast majority of UK employers run their business responsibly, displaying high standards in corporate 
governance and fulfilling their responsibilities to their employees and their pension funds. But the 
Government is determined to ensure we have a corporate governance framework that works for both 
employers and employees and wants to reduce further the risk of major company failures occurring 
through shortcomings of governance or stewardship.  

The Defined Benefit system 
A Defined Benefit pension is a promise made by the sponsoring employer to a scheme member that they 
will pay a predetermined level of pension, regardless of socio-economic factors.  

There have been significant changes in the structure of the overall pension landscape recently, with the 
introduction of automatic enrolment and the growth of Defined Contribution schemes. This has meant 
that the Defined Benefit pension sector has changed over recent years. The majority of Defined Benefit 
schemes are now closed to new members;1 however, with around £1.5 trillion assets held under 
management by Defined Benefit schemes and around 10.5 million scheme members2 relying on Defined 
Benefit pensions for a substantial portion of their expected retirement income, they remain of critical 
importance. Furthermore, Defined Benefit pension schemes are also an important part of the UK 
economy as they can provide the investment needed to fund new businesses and finance public debt. 

 

  

 

 

 

Despite a few recent high-profile cases, our findings, and most consultation responses,3 suggest that 
there is no systemic problem in the regulatory and legislative framework that governs them. This 
framework is designed to respond flexibly to ever-changing conditions, and to provide employers and 
trustees with a wide range of options in how they manage their pension liability. However, there are 
examples of sponsoring employers misusing this flexibility and sometimes benefitting at the expense of 

1 According to the Pension Protection Fund’s Purple Book 2017, only 12% of private sector Defined Benefit schemes were still open to new 
members. 

2 The number of memberships does not represent a precise number of people. In some cases, one person may be a member of two (or more) 
pension schemes.  

3 In February 2017, we published a consultation: Security and Sustainability in Defined Benefit Pension Schemes. Our summary of responses 
has been published separately to this White Paper.  
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pension scheme members. When wrongdoing against the pension scheme takes place, the impact on 
individual members can be significant.  

The system is designed to withstand the various economic and social events that may play out over the 
typical 80 year life of the average pension scheme. Some of these factors, including increasing longevity, 
a prolonged period of low interest rates, and expected low future investment returns mean that currently 
schemes are more expensive to maintain than was anticipated when they were set up. Defined Benefit 
schemes are now maturing, with pension payment obligations increasing and predicted to peak around 
2020–2030.4 It is important that we continue to improve and safeguard the system to ensure it is fit for 
the future for members, sponsoring employers and schemes.  

Protecting the system and improving the way it works 
Regulating the Defined Benefit sector is a challenging job but the Pensions Regulator works with 
companies and trustees to get the right balance of interests as set out in the Pensions Act 2004. The 
Pensions Regulator is independent from government. Its role is to regulate the legislative framework 
which requires all Defined Benefit schemes to provide a valuation of their funding position at least every 
three years and, if a scheme is underfunded, to put in place an appropriate plan to rectify the deficit over 
an agreed length of time. In most cases, this flexibility within the framework works well to balance the 
needs of sponsoring employers with essential protections for members. Where abuse of the pension 
scheme has taken place, the Regulator can use its current powers to help protect members’ benefits.5 
But we want to go further and ensure that, where necessary, the Regulator has the ability to get tougher.  

In the natural course of business some employers will become insolvent. While we are putting in place 
measures to increase the protection of members’ benefits, the proposals in this White Paper cannot 
prevent insolvency. Nor is it always in the interest of members of a pension scheme for the Regulator to 
force a company which is already struggling, to pay substantial pension contributions that risk worsening 
the situation. In the long-term, the best protection for a Defined Benefit pension scheme is a strong and 
solvent employer which works with trustees to put the needs of the pension scheme on an equal footing 
to other business considerations.  

In the event of employer insolvency, there is a proven system in place to reduce potential losses to 
members. The Pension Protection Fund was established in 2005 to pay compensation to members of 
eligible Defined Benefit pension schemes where the sponsoring employer becomes insolvent. In such 
circumstances, when schemes do not have sufficient assets to secure pension benefits at the 
compensation level or above, the Pension Protection Fund, which is funded by a levy on all Defined 
Benefit pension schemes, steps in.  

The level of protection afforded to members is high, regardless of 
the level of underfunding in the scheme. Compensation is broadly 
paid at 100% of accrued benefits to those over the scheme’s 
normal pension age and 90%, subject to a cap, to everyone else. 
As at March 2017, around 130,000 members were in receipt of 
compensation. Another 110,000 deferred members6 were in the 
Pension Protection Fund but with compensation not yet in 
payment. This is equivalent to only just over 2% of all Defined 
Benefit scheme members. The Government notes with concern 
that even those attempting to highlight the impact of business 
failure on pension scheme members do not always recognise the 
high level of protection the Pension Protection Fund provides.  

4 The Pensions Regulator (TPR), ‘Corporate Plan 2014-2017’ 2014: page 19, figure 2. Available at: 
http://webarchive.nationalarchives.gov.uk/20160105125821/http:/www.thepensionsregulator.gov.uk/docs/corporateplan-2014-2017.pdf  

5 TPR, ‘Regulatory Intervention Reports’. Available at: http://www.thepensionsregulator.gov.uk/doc-library/regulatory-intervention-reports.aspx  
6 The Pension Protection Fund (PPF), ‘The Purple Book’, 2017.  
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W hil st t h e s af et y n et pr o vi d e d b y t h e Pe n si o n P r ot e cti o n F u n d  i s a k e y f e at ur e of t h e s y st e m, t hi s 
G o v er n m e nt will n ot st a n d f or e m pl o y er s e v a di n g t h eir r e s p o n si biliti e s a n d r el yi n g o n t h i s pr ot e cti o n, 
w hi c h c o ul d l e a d t o ot h er s p o n s ori n g e m pl o y er s , pl a yi n g b y t h e r ul e s, t o f o ot t h e bill.  

P r o p o s e d c h a n g e s  
O ur a m biti o n  i s t o m ai nt ai n c o nfi d e n c e i n D efi n e d B e n efit p e n si o n s b y i n cr e a si n g t h e pr ot e cti o n 
of m e m b er s’ b e n efit s.  

W e k n o w t h at  t h e m aj orit y of s c h e m e s ar e m a n a g e d w ell a n d will b e a bl e t o m e et t h eir p e n si o n s c h e m e 
li a biliti e s. T h e G o v er n m e nt’ s p o siti o n o n  t hi s i s cl e ar. Wh er e e m pl o y er s c a n  aff or d t o  p a y , t h e y s h o ul d 
m e et t h eir li a biliti e s  wit h o ut u n d u e d el a y  or e v a si o n  a n d  p ut s af e g u ar d s i n pl a c e t o pr ot e ct m e m b er s’ 
b e n efit s wit h o ut r el yi n g o n t h e P e n si o n Pr ot e cti o n  Fu n d . F or a n e m pl o y er  w h o s e b e h a vi o ur p ut s t h eir 
p e n si o n s c h e m e at ri s k a n d t hr e at e n s t h e li k eli h o o d of m e m b er s r e c ei vi n g t h eir p e n si o n b e n efit s i n f ull, 
w e ar e i m pr o vi n g e xi sti n g p o w er s a s w ell a s i ntr o d u ci n g n e w p o w er s  f or t h e R e g ul at or t o g et t o u g h er.  

B e y o n d t hi s s m all gr o u p , w e ar e i m pr o vi n g t h e s y st e m  f or all e m pl o y er s a n d s c h e m e s b y cl arif yi n g 
s c h e m e f u n di n g pri n ci pl e s s o tr u st e e s c a n m a k e m or e i nf or m e d  d e ci si o n s, m a ki n g it e a si er f or t h e 
R e g ul at or  t o i nt er v e n e e arli er, a n d cr e ati n g t h e ri g ht c o n diti o n s f or s c h e m e s t o c o n s oli d at e s o b e n efit s of 
s c al e c a n b e r e ali s e d s e c ur el y. W e r e c o g ni s e t h at D efi n e d B e n efit li a biliti e s c a n b e e x p e n si v e f or s o m e 
e m pl o y e r s – our pr o p o s al s b al a n c e t h e pr ot e cti o n of m e m b er s’ b e n efit s wit h t h e s u st ai n a bilit y of t h e 
s p o n s ori n g e m pl o y er’ s b u si n e s s . 

P r ot e cti n g pri v at e p e n si o n s – a str o n g er P e n si o n s R e g ul at or  

Alt h o u g h m o st  e m pl o y er s w a nt t o d o t h e ri g ht t hi n g b y t h eir p e n si o n s c h e m e , we n e e d t o g u ar d a g ai n st 
t h e s m all mi n orit y of e m pl o y er s w h o m a y b e c o nt e nt t o p ut it at ri s k. R e c kl e s s  b e h a vi o ur c a n  n ot o nl y  
aff e c t t h e v al u e of m e m b er s’ b e n efit s b ut a s t h e P e n si o n Pr ot e cti o n F u n d  i s f u n d e d b y a l e v y, t h o s e 
b u si n e s s e s w hi c h a bi d e  b y t h e r ul e s b e ar t h e c o st of t h o s e w hi c h a v oi d t h eir p e n si o n li a biliti e s.  

T o pr e v e nt e m pl o y er s  s e e ki n g t o a v oi d, r e d u c e or li mit t h eir p e n si o n s li a biliti e s, t h e R e g ul at or  w a s gi v e n 
a r a n g e of ‘ a nti -a v oi d a n c e p o w er s’ w h e n t h e fr a m e w or k w a s s et u p. I n g e n er al, t h e s e w or k w ell. 
H o w e v er, t h er e h a v e b e e n r e c e nt c all s f or G o v er n m e nt t o str e n gt h e n t h e s e p o w er s s o t h e y c a n 
pr o a cti v e l y pr e v e nt h ar m t o p e n si o n s c h e m e s  a n d p u ni s h r e c kl e s s b e h a v io ur . 

T h e G o v er n m e nt’ s m a nif e st o m a d e a c o m mit m e nt t o  t a k e a cti o n t o pr e v e nt a n d p u ni s h t h o s e w h o s e 
d eli b er at e a cti o n s p ut p e n si o n s c h e m e s at ri s k . We will:  

(i) Str e n gt h e n t h e  r e g ul at or y fr a m e w or k a n d t h e R e g ul at or’ s p o w er s, a s s et o ut i n t h e G o v er n m e nt’ s 
2 0 1 7 m a nif e st o, t o:  

•   gi v e t h e R e g ul at or p o w er s t o p u ni s h t h o s e w h o d eli b er at el y p ut t h eir p e n si o n s c h e m e at ri s k b y 
i ntr o d u ci n g p u niti v e fi n e s; 

•   le gi sl at e t o i ntr o d u c e a cri mi n al off e n c e t o p u ni s h t h o s e f o u n d t o h a v e c o m mitt e d wilf ul or 
gr o s sl y r e c kl e s s b e h a vi o ur i n r el ati o n t o a p e n si o n s c h e m e a n d buil d o n t h e e xi sti n g pr o c e s s  t o 
s u p p ort t h e di s q u alifi c ati o n  of c o m p a n y dir e ct or s ; a n d  

•   wor k wit h t h e R e g ul at or t o s tr e n gt h e n t h e e xi sti n g n otifi a bl e e v e nt s fr a m e w or k a n d v ol u nt ar y 
cl e ar a n c e r e gi m e s o t h at  e m pl o y er s h a v e a p pr o pri at e r e g ar d t o p e n si o n c o n si d er ati o n s i n a n y 
r el e v a nt c or p or at e tr a n s a c ti o n s. T hi s i n cl u d e s i m pr o vi n g t h e eff e cti v e n e s s a n d effi ci e n c y of t h e 
R e g ul at or’ s e xi sti n g a nti -a v oi d a n c e p o w er s. W e will w or k wit h t h e r el e v a nt p arti e s t o e n s ur e 
t h at th e s e m e a s ur e s d o n ot h a v e a n a d v er s e eff e ct o n l e giti m at e b u si n e s s  a cti vit y a n d t h e 
wi d er e c o n o m y.   
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(ii) Pr o vi d e t h e R e g ul at or wit h t h e ri g ht t o ol s t o  d o t h eir j o b, b y : 

•   en s ur i n g t h at t h e y r e c ei v e t h e i nf or m ati o n r e q uir e d t o c o n d u ct i n v e sti g ati o n s eff e cti v el y a n d 
effi ci e ntl y. T h e s e p o w er s will b e s u p p ort e d b y p e n alti e s t o dri v e c o -o p er ati o n . 

T a k e n t o g et h er, t h e s e n e w p o w er s will str e n gt h e n t h e d et err e nt a g ai n st a n d p u ni s h m e nt f or r e c kl e s s  
b e h a vi o ur  a n d gi v e t h e Re g ul at or  t h e a bilit y t o r e s p o n d m or e q ui c kl y a n d d e ci si v el y w h er e t h e y b el i e v e 
wr o n g d oi n g h a s t a k e n pl a c e . Gi v e n t h e c o m pl e xit y of s o m e of t h e s e m e a s ur e s, w e will u n d ert a k e f urt h er 
w or k wit h t h e R e g ul at or a n d k e y p arti e s a n d  c o n d u ct  f urt h er c o n s ult ati o n w h er e n e c e s s ar y t o e n s ur e t h at 
t h e s e m e as ur e s ar e eff e cti v e, w or k a bl e a n d pr o p orti o n at e a n d t h at a n y ri s k s of u ni nt e n d e d 
c o n s e q u e n c e s ar e a p pr o pri at el y miti g at e d.  

I m pr o vi n g t h e w a y t h e s y st e m w or k s – s c h e m e f u n di n g  

O ur Gr e e n P a p er  c o n cl u d e d t h at m o st m e m b er s ar e li k el y t o g et t h eir p e n si o n b e n efit s p ai d i n f ull, a n d 
t h at, d e s pit e m a n y s c h e m e s h a vi n g f u n di n g d efi cit s t h e y ar e br o a dl y aff or d a bl e f or s p o n s ori n g 
e m pl o y er s. W e t hi n k t h e fl e xi bl e n at ur e of t h e  c urr e nt s t at ut or y fu n di n g o bj e cti v e  w or k s w ell t o b al a n c e 
t h e s e c urit y of m e m b er s’ b e n efit s a n d t h e n e e d s of t h e s p o n s ori n g e m pl o y er, t a ki n g i n di vi d u al s c h e m e 
cir c u m st a n c e s i nt o a c c o u nt. T hi s  w or k s b e st w h e n tr u st e e s a n d t h eir s p o n s ori n g e m pl o y er s c oll a b or at e t o 
f oll o w t h e pri n ci pl e s s et o ut b y th e R e g ul at or  i n it s F u n di n g C o d e of Pr a cti c e, b ut n ot all d o s o . To g et h er 
wit h  a n u m b er of ot h er f a ct or s, t hi s c a n l e a d t o i n cr e a s e d ri s k t o m e m b er s’ b e n efit s w h er e t h er e ar e  
i n s uffi ci e nt c o ntri b uti o n s fr o m s p o n s ori n g e m pl o y er s or ri s k t o e m pl o y er s’ su st ai n a bilit y w h er e 
c o ntri b uti o n s ar e hi g h er t h a n n e c e s s ar y .  

S o m e s c h e m e s ar e alr e a d y e x e m pl ar s i n m a n a gi n g t h eir f u n di n g p o siti o n . For m o st s c h e m e s t h e 
pr o p o s al s b el o w will ali g n t o e xi sti n g pr a cti c e s. B ut, t o i m pr o v e d e ci si o n -m a ki n g a n d g o v er n a n c e a cr o s s 
t h e s e ct or, w e will i m pl e m e nt a n e w p a c k a g e of m e a s ur e s t o o pti mi s e s c h e m e f u n di n g. A s p art of t h at, 
w e will e n s ur e t h at tr u st e e s a n d e m pl o y er s h a v e t h e ri g ht s u p p ort a v ail a bl e t o t h e m, i n or d er t o d eli v er 
b ett er o ut c o m e s f or s c h e m e m e m b er s. O ur m e a s ur e s  will al s o e n s ur e t h e R e g ul at or h a s t h e ri g ht t o ol s 
t o r e s p o n d t o p o or  d e ci si o n s a n d e n h a n c e p u bli c c o nfi d e n c e i n t h e p e n si o n s s y st e m. W e will:  

(i) Str e n gt h e n t h e R e g ul at or’ s a bilit y t o e nf or c e  D efi n e d B e n efit s c h e m e f u n di n g  st a n d ar d s, t hr o u g h a 
r e vi s e d C o d e, f o c u s si n g o n:  

•  h o w p r u d e n c e i s d e m o n str at e d w h e n a s s e s si n g s c h e m e li a biliti e s;  

•  w h at f a ct or s ar e a p pr o pri at e w h e n c o n si d eri n g  r e c o v er y pl a ns ; a n d  

•  e n s uri n g a l o n g-t er m vi e w i s c o n si d er e d w h e n s etti n g t h e st at ut or y f u n di n g o bj e cti v e .  

(ii) R e q uir e t h e tr u st e e s of Defi n e d B e n efit  p e n si o n s c h e m e s t o a p p oi nt a C h air a n d f or t h at C h air t o 
r e p ort t o t h e R e g ul at or i n t h e f or m of a C h air’ s St at e m e nt, s u b mitt e d wit h t h e s c h e m e’ s tri e n ni al 
v al u ati o n.  

T h e s e m e a s ur e s will s u p p ort tr u st e e s  a n d t h eir s p o n s ori n g e m p l o y ers t o m a k e t h e b e st p o s si bl e 
l o n g-t er m d e ci si o n s f or s c h e m e s, b y pr o vi di n g gr e at er cl arit y o n w h at c o n stit ut e s g o o d pr a cti c e a n d  
e n c o u r a gi n g gr e at er a c c o u nt a bilit y. T h e pr o p o s al s will al s o e n s ur e t h e R e g ul at or c a n t a k e eff e cti v e a n d 
m or e effi ci e nt a cti o n w h er e tr u st e e or e m pl o y er d e ci si o n s d o n ot l e a d t o a p pr o pri at e  s c h e m e f u n di n g 
o ut c o m e s . 

I m pr o vi n g t h e w a y t h e s y st e m w or k s – c o n s oli d ati o n  

C o n s oli d ati o n alr e a d y t a k e s pl a c e i n v ari o u s f or m s a cr o s s t h e p e n si o n s m ar k et. I n t h e D efi n e d B e n efit 
s e ct or, c o n s oli d ati o n c a n h el p s c h e m e s b e n efit fr o m r e d u c e d s c h e m e  r u n ni n g c o st s p er m e m b er, m or e 
eff e cti v e a n d effi ci e nt i n v e st m e nt str at e gi e s a n d i m pr o v e d g o v er n a n c e.  

E vi d e n c e s u g g e st s t h at, o n a v er a g e,  s m all a n d m e di u m -si z e d s c h e m e s ar e m or e li k el y t o f ail t o m e et t h e 
g o v er n a n c e st a n d ar d s e x p e ct e d b y t h e P e n si o n s R e g ul at or  a n d h a v e hi g h er a d mi ni str ati v e c o st s t h a n 

 



8 Protecting Defined Benefit Pension Schemes 

larger schemes.7 Partly, this is a result of being unable to benefit from economies of scale. Raising 
awareness of existing forms of consolidation, as well as facilitating new vehicles to enter the market by 
putting appropriate safeguards in place could provide new opportunities for employers and schemes to 
overcome those issues.  

There will always be a risk of employer insolvency and even when schemes are well-funded, the cost of 
insurance provision means it is unlikely that many schemes are able to buy-out in full. New consolidation 
vehicles, such as the Pension and Lifetime Savings Association’s (PLSA) proposed Superfund model, 
could therefore offer a more affordable option than insured buy-out.  

To encourage efficiencies and facilitate consolidation for the improvement of outcomes for members and 
employers, while ensuring sufficient safeguards are in place, we will: 

(i) Consult this year on proposals for a legislative framework and authorisation regime within which 
new forms of consolidation vehicles could operate; 

(ii) Consult this year on a new accreditation regime which could help build confidence and encourage 
existing forms of consolidation;  

(iii) Work with the Regulator to raise awareness of the benefits of consolidation with trustees and 
sponsoring employers, though, for example, the Regulator’s Trustees Toolkit and updating 
guidance; and  

(iv) Consider some minor changes to guaranteed minimum pensions (GMP) conversion legislation to 
support benefit simplification, which will help reduce complexities in existing benefit structures.  

Next steps 
This White Paper sets out how we will implement those changes. We are proposing a phased approach 
which will enable us to take earlier decisive action in some areas and undertake further, considered work 
with the Pensions Regulator, the Pension Protection Fund, the pensions industry, business and other 
stakeholders on the development of other proposals before delivering changes. 

There are some proposals which can be implemented now to strengthen existing systems. These are 
generally areas where we have a significant level of consensus about what needs doing and which do 
not need new primary legislation. In addition to the proposals explored here, the Regulator is already 
taking action in other areas which will complement the ambition of this White Paper, through their two 
programmes of work: TPR Future8 and 21st Century Trusteeship.9 These recognise the significant shifts 
in the political, economic and social landscapes since the Regulator’s creation in 2005 and support both 
this paper’s ambition, and the Regulator’s ambition to be more efficient, effective and adaptable.  

There are a number of measures where, although we have agreement about what needs doing, more 
work is required to build a consensus about the best way to deliver our aims and to design the detail of 
our proposals. We will be consulting further on these areas. 

In addition, many of these areas are also likely to require primary legislation to deliver them once the 
next phase of engagement and design has concluded. Where this is the case we intend to legislate at 
the earliest opportunity. Further detail of our implementation plan is included at chapter five. 

7 TPR, ‘Defined Benefit (DB) scheme running cost research’, 2014, page 21, table 4.2. Available at: 
http://www.thepensionsregulator.gov.uk/docs/db-scheme-costs-research-2014.pdf  

8 TPR, ‘TPR Future’. Available at: http://www.thepensionsregulator.gov.uk/about-us/protecting-workplace-pensions.aspx  
9 TPR, ‘21st Century Trusteeship’. Available at: http://www.thepensionsregulator.gov.uk/21st-century-trusteeship.aspx  
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The wider pensions context 

In 2016, the Work and Pensions Select Committee outlined a number of recommendations for the 
Government, the Pension Regulator and the Pension Protection Fund. Some of these were followed up 
in our Green Paper, Security and Sustainability in Defined Benefit Pension Schemes10 (February 2017). 
Our Green Paper was the first stage in the Government’s approach to managing the challenges of the 
Defined Benefit system.  
The Government has taken action to improve the wider occupational pensions’ landscape. The 
automatic enrolment programme has helped more than nine million more people save for their 
retirement, and the introduction of a Master Trust authorisation framework and the single financial 
guidance body will ensure that schemes are sufficiently well governed and members will more easily be 
able to access information and guidance to help them make effective financial decisions. And increased 
action against pension scams will better protect private pension savings.  
While not directly related to Defined Benefit pensions, there have been calls for Government to bring into 
force provisions which would provide an appropriate legislative framework for Collective Defined 
Contribution provision. Proponents of Collective Defined Contribution schemes see it as a better way of 
providing a regular income in retirement than is otherwise available through Defined Contribution 
pensions, but without the expensive guarantees of Defined Benefit pensions.  
The Work and Pensions Select Committee has also commenced an inquiry into the potential benefits of 
Collective Defined Contribution schemes and we are expecting further recommendations later this year. 
It is important to remember that Collective Defined Contribution does nothing to reduce the costs of 
providing Defined Benefit pensions that have already been accrued, but could provide members with fresh 
options to provide for themselves in later life. Provision was made for schemes run on a collective basis 
as part of a complete reframing of pensions legislation in the Pension Schemes Act 2015. Those reforms 
were far wider in scope than just Collective Defined Contribution and we have not seen a great deal of 
appetite amongst employers and pension providers for the major disruption that would follow the 
implementation of the 2015 legislation. 
However, following the emergence of parties who are committed to developing Collective Defined 
Contribution pensions, we are exploring with them how this might be possible through a more modest 
change to legislation. This work is in its early days and the extent of changes necessary and the time it 
will take is unclear – but we are committed to working with those seeking to develop cost effective ways 
of providing members with security in retirement. 
Finally, more widely than pensions, the Government is committed to reviewing the UK’s corporate 
governance framework and has already made a number of improvements in some specific areas, 
including the voice of employees and stakeholders in the boardroom. We will continue building on the 
work that has already taken place on the wider corporate governance reforms in 2017 by strengthening 
corporate governance in companies that are in, or are approaching insolvency.  

10 Department for Work and Pensions (DWP), ‘Security and Sustainability in Defined Benefit Pension Schemes’, February 2017. Available at: 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/595103/security-and-sustainability-in-defined-benefit-pension-
schemes.pdf 
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1 0  Pr ot e cti n g D efi n e d B e n efit P e n si o n S c h e m e s  

C h a pt e r o n e: pr ot e cti n g pri v at e 
p e n si o n s – a str o n g er P e n si o n s 
R e g ul at o r  

W e wil l: 

•  Str e n gt h e n t h e r e g ul at or y fr a m e w or k a n d t h e R e g ul at or’ s p o w er s, a s s et o ut i n t h e 
G o v er n m e nt’ s m a nif e st o, i n or d er t o:  

•   gi v e t h e R e g ul at or p o w er s t o p u ni s h t h o s e w h o d eli b er at el y p ut t h eir p e n si o n 
s c h e m e at ri s k b y i ntr o d u ci n g p u niti v e fi n e s,  

•   le gi sl at e t o i ntr o d u c e a cri mi n al off e n c e t o p u ni s h t h o s e f o u n d t o h a v e 
c o m mitt e d wilf ul or gr o s sl y r e c kl e s s b e h a vi o ur i n r el ati o n t o a p e n si o n s c h e m e 
a n d, b uil d o n t h e e xi sti n g pr o c e s s  t o s u p p ort t h e di s q u alifi c ati o n of c o m p a n y 
dir e ct or s; a n d  

•   wor k wit h t h e R e g ul at or t o str e n gt h e n t h e e xi sti n g n otifi a bl e e v e nt s fr a m e w or k 
a n d v ol u nt ar y cl e ar a n c e r e gi m e s o t h at e m pl o y er s h a v e a p pr o pri at e r e g ar d t o 
p e n si o n c o n si d er ati o n s i n a n y r el e v a nt c or p or at e tr a n s a cti o n s. T hi s i n cl u d e s 
i m pr o vi n g t h e eff e cti v e n e s s a n d effi ci e n c y of t h e R e g ul at or’ s e xi sti n g 
a nti -a v oi d a n c e p o w er s. W e will w or k wit h t h e r el e v a nt p arti e s t o e n s ur e t h at 
t h e s e m e a s ur e s d o n ot h a v e a n a d v er s e eff e ct o n l e giti m at e b u si n e s s a cti vit y 
a n d t h e wi d er e c o n o m y.  

•  L e gi sl at e t o gi v e t h e R e g ul at or s o m e of t h e i n f or m ati o n-g at h eri n g p o w er s alr e a d y 
i n pl a c e f or a ut o m ati c  enr ol m e nt a n d M a st er Tr u st s t o it s D efi n e d B e n efit  a n d 
D efi n e d C o ntri b uti o n f u n cti o n s, i n cl u di n g t h e p o w er t o c o m p el a n y p er s o n t o s u b mit 
t o a n i nt er vi e w, t h e p o w er t o i s s u e ci vil s a n cti o n s f or n o n-c o m pli a n c e a n d a n 
i n s p e cti o n p o w er.  

S u m m ar y of i s s u e  

 W e d o n ot b eli e v e t h at t h er e i s  wi d e -s c al e d eli b er at e a cti vit y b y e m pl o y er s t o a v oi d p e n si o n s c h e m e 
li a biliti e s. H o w e v er, t h e s y st e m m u st g u ar d a g ai n st t h e ri s k t h at a s m all n u m b er of p e o pl e m a y  t a k e 
a cti o n d etri m e nt al t o a s c h e m e’ s pr o s p e ct s of p a yi n g f ull b e n efit s. T h e G o v er n m e nt i s cl e ar t h at 
w h er e s p o n s ori n g e m pl o y er s ar e a bl e t o m e et t h eir p e n si o n pr o mi s e s, t h e y s h o ul d a n d m u st 
c o nti n u e t o d o s o  wit h o ut u n d u e d el a y  or e v a si o n .  

 W h e n t h e P e n si o n Pr ot e cti o n F u n d ( P P F ) w a s e st a bli s h e d, it w a s a c c e pt e d t h at t h er e c o ul d b e a 
t e m pt ati o n f or s p o n s or s t o d eli b er at el y m a ni p ul at e t h eir aff air s i n or d er t o tr a n sf er r e s p o n si bilit y f or 
t h eir p e n si o n s c h e m e’ s d efi cit s t o t h e P P F. T h e a nti-a v oi d a n c e pr o vi si o n s i n t h e P e n si o n s A ct 2 0 0 4 
w er e  i ntr o d u c e d f or a r a n g e of r e a s o n s, i n cl u di n g t o d e al wit h s u c h a cti o n s.  

 T h e R e g ul at or’ s m ai n a nti -a v oi d a n c e p o w er  i s t h e i s s u a n c e of a c o ntri b uti o n n oti c e . T hi s r e q uir es 
t h o s e w h o, f or i n st a n c e, h a v e b e e n  i n v ol v e d i n a m at eri all y  d etri m e nt al a ct , t o p a y m o n e y t o t h e 
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pension scheme. This payment is up to the maximum amount of the scheme’s section 75 deficit11 at 
the time of act was undertaken. A contribution notice can target individuals as well as corporate 
entities but cannot be issued until the Determinations Panel has deemed it reasonable.12 

 The existence, and the Regulator’s publicised use, of the anti-avoidance powers has, we believe, 
generally acted as a deterrent against deliberate avoidance behaviour. The measures set out in this 
chapter build on the Regulator’s existing powers to enable them to be a stronger and more proactive 
Regulator.  

The Government’s manifesto commitments 
 Following a number of high-profile cases, the Government’s manifesto proposed strengthening the 

regulatory framework and the Regulator’s powers (including its anti-avoidance powers) in order to 
protect pension scheme members. The measures included: issuing punitive fines, disqualification of 
company directors, the introduction of a targeted mandatory clearance process for specific 
corporate transactions, and consideration of a new criminal offence for company directors whose 
actions put the pension scheme at risk.  

 There is a strong argument for making these changes so that the regulatory framework is tough 
enough to deal with abuses and ensure that pension scheme members are protected. In our Green 
Paper, we consulted on the introduction of punitive fines and a mandatory clearance regime. Many 
respondents to the Green Paper, including the Regulator, supported this aspiration as long as the 
changes are proportionate to the problems they seek to address. 

 Respondents were open to the idea of the Regulator being able to impose punitive fines on the back 
of proven misconduct, although views were mixed on this. Some thought contribution notices, which 
aim to restore funding to the scheme, were sufficient on their own; others argued that there is a 
case for fines to punish individuals where corporate activity has detrimentally affected a scheme, but 
that they would have to be proportionate.  

 Effective regulation is dependent on the prompt exchange of information and on compliance with 
rules and processes. Our consultation also sought views on whether the Regulator’s existing 
powers for gathering information enables them to conclude enquiries and investigations in the 
timeliest manner. The Regulator’s main legislative power for gathering information gives them the 
authority to issue a written notice requiring a person to produce information and/or documents which 
are relevant to the exercise of the Regulator’s functions.  

 The Regulator reports its current tools can be cumbersome and inefficient when seeking 
information. There can be circumstances in which they would like to engage with a scheme because 
they have reasonable grounds for concern, but where their suspicions do not meet the criteria set 
out in legislation. The Regulator would be able to operate more efficiently with enhanced and 
consolidated information-gathering powers across its functions.  

 Some of these powers already exist within the Regulator’s automatic enrolment and Defined 
Contribution Master Trusts functions. Although separate to the Government’s manifesto 
commitments, we believe that aligning the Regulator’s information gathering powers, to the Defined 
Benefit and Defined Contribution system where appropriate makes sense. Having a simplified set of 
rules across the private pensions’ landscape would make it easier for schemes and employers to 
understand and comply with the Regulator’s requirements. This would enable the Regulator to 
administer the regulatory framework more efficiently and effectively, and to choose the most 
appropriate and proportionate information-gathering tool – with an expectation that this would 
increase levels of co-operation and encourage a compliance culture.  

11 Section 75 debt is the difference between the value of the assets and the liabilities of the scheme. This difference is treated as a debt due 
from the employer to the trustees of the scheme. 

12 The Regulator’s Determinations Panel, as part of a legal process, makes the decisions on certain regulatory functions such as issuing a 
contribution notice or a financial support direction.  
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 H o w e v er, t h e m aj orit y of r e s p o n d e nt s, p arti c ul arl y e m pl o y er s a n d b u si n e s s or g a ni s ati o n s, w er e 
c o n c er n e d t h at g oi n g e v e n f urt h er wit h pr o p o s al s f or t ar g et e d m a n d at or y c l e ar a n c e c o ul d stifl e 
l e giti m at e b u si n e s s a cti vit y s u c h a s c or p or at e r e str u ct uri n g a n d c o ul d a d v er s el y i m p a ct o n 
e m pl o y m e nt pr o s p e ct s. It w a s al s o s u g g e st e d t h at t h e r e g ul at or y s y st e m of D efi n e d B e n efit  
p e n si o n s alr e a d y m a k e s t h e U K l e s s attr a cti v e t o i n v e st or s. T h er e w a s c o n c er n t h at a n y a d diti o n al 
r e q uir e m e nt s w o ul d e x a c er b at e t h e s e p er c ei v e d pr o bl e m s. 

O ur a p pr o a c h  

 W e will t h er ef or e d eli v er t h e G o v er n m e nt’ s m a nif e st o c o m mit m e nt s, a n d ot h er i m pr o v e m e nt s t o t h e 
R e g ul at or’ s p o w er s, b y t a ki n g a cti o n i n t h e f o ll o wi n g ar e a s: 

•   We  will l egi sl at e t o str e n gt h e n t h e d et err e nt a g ai n st d etri m e nt al a cti vit y b y i ntr o d u ci n g p e n alti e s 
a g ai n st wr o n g d oi n g a n d gi vi n g t h e R e g ul at or i n cr e a s e d i nf or m ati o n -g at h eri n g p o w er s. T hi s will 
gi v e a cl e ar m e s s a g e t h at w e will n ot t ol er at e r e c kl e s s b e h a vi o ur.  

•  W e  will  al s o  str e n gt h e n t h e  cl e ar a n c e  r e gi m e s o t h at s p o n s ori n g e m pl o y er s gi v e s uffi ci e nt 
r e g ar d t o t h eir p e n si o n s c h e m e d uri n g c or p or at e tr a n s a cti o n s, b y b uil di n g o n e xi sti n g pr o c e s s e s 
a n d  c o n si d eri n g w h at n e w m e a s ur e s  mi g ht b e n e c e s s ar y . W e will c o nti n u e t o w or k wit h t h e 
R e g ul at or , i n d u str y a n d ot h er r el e v a nt p arti e s t o u n d er st a n d h o w a n y n e w pr o p o s al s  mi g ht b e 
i ntr o d u c e d wit h o ut i n hi biti n g l e giti m at e b u si n e s s a cti viti e s. 

•  A n d w e will l e gi sl at e t o bri n g i n a cri mi n al off e n c e t o p u ni s h t h o s e f o u n d t o h a v e c o m mitt e d 
wilf ul or gr o s sl y r e c kl e s s b e h a vi o ur i n r el ati o n t o t h eir p e n si o n s c h e m e. 

 S o m e of t h e s e m e a s ur e s ar e c o m pl e x. W e will u n d ert a k e f urt h er w or k wit h t h e R e g ul at or  a n d ot h er 
k e y p arti e s a n d c o n d u ct f urt h er c o n s ult ati o n, w h er e n e c e s s ar y, t o e n s ur e t h at t h e s e m e a s ur e s ar e 
eff e cti v e, w or k a bl e a n d pr o p orti o n at e.  

O ur pr o p o s al s  

S tr o n g e r d et e rr e nt a g ai n st w r o n gd oi n g t hr o u g h p u niti v e fi n e s  

 W e will l e gi sl at e t o i ntr o d u c e a pr o p orti o n at e a n d r o b u st p e n alt y r e gi m e t o t a c kl e irr e s p o n si bl e 
a cti viti e s  t h at m a y c a u s e  a m at eri al d etri m e nt t o a p e n si o n s c h e m e a n d m a y c o m pr o mi s e t h e 
s c h e m e’ s  f u n di n g p o siti o n. 

 T hi s will  str e n gt h e n t h e R e g ul at or’ s e xi sti n g a nti-a v oi d a n c e fr a m e w or k , a n d  will gi v e t h e R e g ul at or 
a n e x pr e s s p o w er  t o p e n ali s e t h e t ar g et s of a c o ntri b uti o n n oti c e. T hi s p o w e r will e xt e n d t o i n di vi d u al 
c o m p a n y Dir e ct or s.  

 T h e p ar a m et er s of t hi s n e w a p pr o a c h will b e e n a ct e d  i n pri m ar y l e gi sl ati o n.  

 T o e n s ur e m e m b er s of D efi n e d B e n efit s c h e m e s ar e pr ot e ct e d a s f ar a s p o s si bl e a n d t o d et er 
a cti vit y t h at p ut s t h e s e c urit y of m e m b er s’ b e n efit s at ri s k, w e will e x a mi n e t h e f e a si bilit y of t h e 
p e n alt y r e gi m e a p pl yi n g i n r e s p e ct of a ct s or o mi s si o n s pri or t o e n a ct m e nt, i n p arti c ul ar, aft er t h e 
d at e t hi s d o c u m e nt i s p u bli s h e d.  

 W e will c o nti n u e t o w or k o n t h e d e si g n of t h e n e w r e gi m e i n cl u di n g t h e p e n alt y l e v el s, t o e n s ur e it 
r e m ai n s pr o p orti o n at e a n d t h er e ar e n o u ni nt e n d e d c o n s e q u e n c e s. Alt h o u g h t h e d et ail s ar e still 
b ei n g d e v el o p e d, it i s e x p e ct e d t h at t h e p e n alt y will b e li n k e d t o t h e c o ntri b uti o n n oti c e, eff e cti v el y 
cr e ati n g t h e p o s si bilit y of a hi g hl y p u niti v e fi n e b ei n g i s s u e d b y t h e R e g ul at or . 

 T hr o u g h it s o p er ati o n of t h e r e gi m e o v er t h e l a st t e n y e ar s, t h e R e g ul at or  h a s i d e ntifi e d ot h er w a y s 
i n w hi c h it s c urr e nt a nti-a v oi d a n c e p o w er s c o ul d b e e n h a n c e d. W e will t a k e t hi s o p p ort u nit y t o 
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review these powers more generally and, if needed, legislate to improve the Regulator’s contribution 
notice and financial support directions13 powers, further strengthening the regime.  

Criminal sanctions for proven wrongdoing by directors of sponsoring employers 
 The Government’s manifesto committed us to explore whether a new criminal offence against 

directors is required to protect Defined Benefit pension schemes. It is the Government’s wider policy 
to use civil sanctions where it would help more proportionate and effective regulation and only move 
to criminal sanctions in the most serious cases.  

 Therefore, we will ensure that the Regulator has a comprehensive range of sanctions where 
wrongdoing has taken place, such as non-compliance with a contribution notice. These will include 
both civil sanctions, such as fines and, as a final back-stop, criminal sanctions also.  

 Currently, in cases where the Regulator has evidence of any criminal offence taking place, they 
are able to use existing powers to pass that information onto the appropriate law enforcement 
(or another suitable) agency to take action. This regime has worked well but following recent 
high-profile cases, we believe that enhancing the Regulator’s existing powers, would enable 
the Regulator to be clearer, quicker and tougher in these situations. 

 We will therefore legislate to bring in a criminal offence to punish wilful or grossly reckless behaviour 
of directors (and any connected persons) in relation to a Defined Benefit pension scheme. To 
ensure this power is proportionate, we will work with the relevant parties and carry out a 
consultation over the coming months so that all associated impacts are considered. 

Director disqualification  
 The current system includes a provision for the disqualification by the Insolvency Service of 

company directors whose behaviours do not meet the expectations of the role.14  

 In the course of its investigations into potential cases of mismanagement or systemic avoidance of 
pension obligations by sponsoring employers, the Regulator may come across information 
potentially relevant to the conduct of directors15 which might be of interest to the Insolvency Service. 
Evidence can then be passed to Insolvency Service through the existing gateway for information 
sharing. 

 The Insolvency Service is able to investigate insolvent companies, and where it receives evidence 
suggesting serious corporate abuse, solvent companies too. Where sufficient evidence exists, and it 
is in the public interest to do so, they can take action. For example, the Insolvency Service can take 
action to close down a live company or seek the disqualification of the relevant directors. An 
individual can be banned from being a director or in any way being involved in the formation, 
promotion or management of a company for a period of between two and 15 years. 

 Information sharing and joint work between the Regulator and the Insolvency Service is one part of 
a wider strategy involving a large number of enforcement agencies and regulators.16 The Regulator 
will continue to gather evidence (relevant to the exercise of its functions) using existing powers. 
Where evidence of more serious wrongdoing is found and where this appears to be of relevance to 
the Insolvency Service, the Regulator will continue to pass evidence to them to take appropriate 
action to disqualify a director if necessary.  

 We are not complacent about the efficacy of the current process of director disqualification and we 
will continue to work with the Regulator and the Insolvency Service to strengthen the existing 

13 Financial Support Directions are a provision within TPR’s anti-avoidance framework. It requires the target to put financial support in place for 
a scheme. Available at: http://www.thepensionsregulator.gov.uk/regulate-and-enforce/anti-avoidance-powers.aspx#s24848  

14 Company Director Disqualification Act 1986 
15 Or ‘persons with similar executive authority’ 
16 HMRC, Insolvency Service, Financial Conduct Authority, Serious Fraud Office and Law Enforcement agencies 
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pr o c e s s t o e n s ur e t h at m e m b er s  c o nti n u e t o b e pr ot e ct e d a n d t h eir i nt er e st s ar e a p pr o pri at el y 
r efl e ct e d i n b u si n e s s d e ci si o n s.  

B uil di n g o n t h e R e g ul at or ’ s e xi st i n g v ol u nt a r y cl e a r a n c e pr o c e s s  

 T h e G o v er n m e nt’ s m a nif e st o al s o c o m mitt e d u s t o “ … b uil d o n e xi sti n g p o w er s t o gi v e p e n si o n 
s c h e m e s a n d t h e R e g ul at or t h e ri g ht t o s cr uti ni s e, cl e ar wit h c o n diti o n s or, i n e xtr e m e c a s e s, st o p 
m er g er s, t a k e o v er s or l ar g e fi n a n ci al c o m mit m e nt s t h at t hr e at e n t h e s ol v e n c y of t h e s c h e m e”.  

 It will b e i m p ort a nt t o b al a n c e t h e n e e d t o pr ot e ct p e n si o n s c h e m e m e m b er s a n d j o b s wit h a v oi di n g 
u n n e c e s s ar y b ur d e n s o n b u si n e s s a n d l e v y p a y er s, a n d h ar m t o t h e e c o n o m y.  

 T h e Gr e e n P a p er  s o u g ht vi e w s o n w h et h er g o v er n m e nt s h o ul d gi v e t h e R e g ul at or t h e p o w er 
t o i nt er v e n e pr o a cti v el y i n c ert ai n c or p or at e a cti viti e s r at h er t h a n d e pl o yi n g r etr os p e cti v e 
a nti -a v oi d a n c e p o w er s. R e s p o n s e s w er e mi x e d, wit h m a n y e m pl o y er s a n d t h eir r e pr e s e nt ati v e 
or g a ni s ati o n s str o n gl y a g ai n st gi vi n g t h e R e g ul at or t hi s p o w er, a n d ot h er  c o m m e nt at or s a n d 
p e n si o n s c h e m e m e m b er s i n f a v o ur of it.  T hi s w a s a r e c o m m e n d ati o n of t h e W or k a n d P e n si o n s 
S el e ct C o m mitt e e.  

 T h e R e g ul at or’ s c urr e nt a nti -a v oi d a n c e p o w er s ar e r e a cti v e a n d r etr o s p e cti v e. A w ell -r u n c o m p a n y, 
w hi c h t a k e s it s p e n si o n s r e s p o n si biliti e s s eri o u sl y, will c o n si d er t h e i m p a ct t h at m aj or b u si n e s s 
d e ci si o n s h a v e o n  t h eir o bli g ati o n t o f u n d t h eir Defi n e d B e n efit  p e n si o n. H o w e v er, w h e n a s m all 
mi n orit y of e m pl o y er s  or t h eir p ar e nt c o m p a ni e s d o n ot t hi n k t hi s w a y, gi vi n g t h e R e g ul at or t h e 
a bilit y t o i nt er v e n e b ef or e s o m e m aj or c or p or at e tr a n s a cti o n s ar e fi n ali s e d c o ul d  h el p g et t h e ri g ht 
o ut c o m e f or p e n si o n s c h e m e m e m b er s i n m or e c a s e s.  

 T hi s i s n’t a b o ut st o p pi n g l e giti m at e b u si n e s s a cti vit y. T h e  Go v er n m e nt i s cl e ar t h at b u si n e s s e s m u st 
b e all o w e d t o m a k e t h e ri g ht d e ci si o n s t o  all o w t h e m t o d e v el o p a n d gr o w . H o w e v er, t he 
G o v er n m e nt i s al s o cl e ar t h at e m pl o y er s , w h er e t h e y c a n aff or d t o, m u st al s o m e et t h eir p e n si o n 
r e s p o n si biliti e s wit h o ut u n d u e d el a y or e v a si o n.  

 It i s al s o ri g ht t h at t h e R e g ul at or, a s a ri s k-b a s e d r e g ul at or, s h o ul d c o nti n u e t o f o c u s it s r e s o ur c e s b y 
l o oki n g at t h o s e tr a n s a cti o n s t h at p o s e t h e gr e at e st p ot e nti al ri s k t o D efi n e d B e n efit  p e n si o n s.  

 T h e e xi sti n g pr o c e s s e s – t h e ‘ n otifi a bl e e v e nt s fr a m e w or k’ a n d ‘ v ol u nt ar y cl e ar a n c e’ – w or k w ell t o 
b al a n c e t h e s e diff er e nt n e e d s i n m o st c a s e s. W e  ar e t h er ef or e  pr o p o si n g t o b uil d o n t h e m  t o 
str e n gt h e n t h e e xi sti n g cl e ar a n c e r e gi m e.  

 T h e n otifi a bl e e v e nt s fr a m e w or k  i s d e si g n e d t o i nf or m t h e R e g ul at or of c ert ai n e v e nt s i n ar e a s 
i n cl u di n g s c h e m e f u n di n g, e m pl o y er s ol v e n c y a n d t h e e m pl o y er c o v e n a nt a n d ulti m at el y  gi v e s t h e 
R e g ul at or e arl y w ar ni n g of a p o s si bl e c all o n t h e P e n si o n P r ot e cti o n F u n d . N otifi a bl e e v e nt s f all i nt o 
t w o gr o u p s: s c h e m e-r el at e d (t o b e n otifi e d b y tr u st e e s) a n d e m pl o y er-r el at e d (t o b e n otifi e d b y 
e m pl o y er s). O nl y s c h e m e s w hi c h ar e eli gi bl e f or e ntr y t o t h e P P F, a n d t h eir e m pl o y er s, ar e s u bj e ct 
t o t h e n otifi a bl e e v e nt s d ut y. 

  Em pl o y er s m u st i nf or m t h e R e g ul at or w h e n t h e y ar e g oi n g a h e a d wit h tr a n s a cti o n s w hi c h , f or 
i n st a n c e, c o ul d h a v e a d etri m e nt al i m p a ct o n t h e p e n si o n s c h e m e  a n d l e a d t o a gr e at er ri s k of a c all 
b ei n g m a d e o n t h e P e n si o n Pr ot e cti o n F u n d f or c o m p e n s ati o n . T h e R e g ul at or  will u s e t h e 
i nf or m ati o n t o a s s e s s t h e p o siti o n of t h e s c h e m e a n d m a y i nt er v e n e t o h el p t h e p arti e s a gr e e 
a p pr o pri at e a cti o n t o r e d u c e t h e ri s k t o s c h e m e m e m b er s’ b e n efit s a n d t h e P P F. W e b eli e v e t hi s 
s y st e m i s f u n d a m e nt all y s o u n d. H o w e v er t h er e ar e a n u m b er of ar e a s w h er e w e b eli e v e 
i m pr o v e m e nt s c o ul d b e m a d e, i n p arti c ul ar:  

•   co v er a g e of t h e n otifi a bl e e v e nt s fr a m e w or k  –  we will r e vi e w w h et h er it c o v er s all r el e v a nt 
tr a n s a cti o n s a n d wi d e n t h e s e t o i n cl u d e a n yt hi n g t h at i s c urr e ntl y mi s si n g; a n d 

•   timi n g of t h e n otifi a bl e e v e nt s fr a m e w or k  – th e fr a m e w or k c urr e ntl y r e q uir e s b u si n e s s e s t o 
i nf or m t h e R e g ul at or a s s o o n a s r e a s o n a bl y pr a cti c al b ut wit h o ut f urt h er d efi niti o n. I n pr a cti c e, 
i n s o m e c a s e s, t hi s h a s m e a nt n ot u ntil ( or aft er) t h e e v e nt s a ct u all y o c c ur. W e t hi n k t h at t hi s 
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timing needs clarifying so that the Regulator is made aware at an earlier stage in consideration 
and can engage in discussions sooner. 

 The current voluntary clearance system is designed to give employers and/or potential purchasers 
comfort that when they are considering a particular transaction the Regulator will not use its 
anti-avoidance powers, including proposals set out in this paper, should they go ahead.  

 The Regulator has an interest in events which are materially detrimental to the ability of a scheme to 
meet its liabilities, for example a business restructure or the sale of an employer that reduces the 
strength of the covenant supporting the scheme. Other events that could be considered include, for 
example, a change in creditor priority to rank ahead of the pension scheme upon insolvency, a 
return of capital and other mechanisms which have resulted in value being removed from the 
employer. 

 Again, we will consider whether the whole framework can be made more effective, for example by 
reviewing the role of trustees and whistleblowing activity and asking the Regulator to review their 
clearance guidance to ensure it is clear and captures all appropriate transactions. 

Further measures to support clearance 
 The following measures will act alongside other proposals set out in this chapter, such as fines and 

information gathering, which should act as a further deterrent for the small minority of employers 
who may put their pension scheme at risk.  

 Declaration of impacts on the pension scheme: we will put in place a requirement for sponsoring 
employers or parent companies to make a statement of intent, in consultation with trustees, prior to 
relevant business transactions taking place that they have appropriately considered the impacts to 
any Defined Benefit pension scheme affected. This statement will clearly set out how a sponsoring 
employer proposes to mitigate any detrimental impact caused by the proposed transaction on the 
scheme. It will then enable trustees to better engage with the Regulator if the pension scheme is 
subsequently put at risk as a result of the transaction. ‘Relevant’ business transactions will only 
include those which pose the highest potential risk to the Defined Benefit pension scheme, such as 
the sale or takeover of a sponsoring employer. We will work with the Regulator, business groups 
and other interested parties to determine our approach. 

 We will also build on existing processes to scrutinise transactions. We will consider how we 
can further strengthen existing processes from elsewhere in government to increase information 
sharing and co-operation between the Regulator and other relevant regulators, and increase the 
focus on the pension scheme.  

 Most increases in Regulator activity are likely to require a corresponding increase in operational 
costs, which is funded by a levy on business. However, we will explore how any new burdens and 
costs could be minimised, for example by using information and processes which already exist and 
working with other regulators.  

 Where difficult decisions need to be made, these new measures will ensure that trustees will be 
supported by a stronger Regulator to get the best possible outcome for pension members: it does 
not mean that pensions will always trump other interests.  

 Reforms to corporate governance: this Government has already taken steps to reform corporate 
governance and brought forward measures to address excessive executive pay, improve employee 
and stakeholder voice in the board room and improve governance in large privately held 
businesses. These measures aim to reassure the public that companies are being run with proper 
regard for the interest of all parties rather than just shareholders. The Companies Act 2006 already 
requires directors of a company to have regard to these interests in pursuing the success of the 
company and the Government will continue to ensure that the corporate governance framework is 
kept up to date.  
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 I n s u m m ar y, t hi s n e w p a c k a g e of pr o p o s al s will e n s ur e t h at p e n si o n c o n si d er ati o n s ar e b ett er 
r efl e ct e d i n b o ar d r o o m d e ci si o n s a s p art of a n y c or p or at e tr a n s a cti o n a n d r e pr e s e nt s a 
str e n gt h e ni n g of t h e c urr e nt r ul e s a n d pr ot e cti o n f or p e n si o n m e m b er s. O ur m or e d et ail e d  
pr o p o s al s will b e  c ar ef ul l y t ar g et e d t o e n s ur e t h at: 

•  t h e y d o n ot  d a m a g e l e giti m at e b u si n e s s i nt er e st s;  

•  t h e y d o n ot  h ar m t h e e c o n o m y;  

•   th o s e w h o ar e alr e a d y f ulfilli n g t h eir p e n si o n s’ o bli g ati o n s d o n ot f a c e u n n e c e s s ar y b ur d e n s a n d 
c o st s;  

•  t h e y will g e n ui n el y h el p tr u st e e s t o g et t h e b e st d e al p o s si bl e f or t h eir p e n si o n m e m b er s; a n d  

•  t h e r e gi m e c a n b e o p er at e d eff e cti v el y a n d effi ci e ntl y. 

 W e will e n g a g e wit h i nt er e st e d st a k e h ol d er s o v er t h e c o mi n g m o nt h s a s w e d e si g n t h e s y st e m i n 
m or e d et ail.  

I nf or m ati o n-g at h e ri n g p o w e r s  

 A n eff e cti v e r e gi m e r e q uir e s a cl e ar a n d e a s y fl o w of i nf or m ati o n fr o m tr u st e e s, e m pl o y er s a n d  
ot h er s i n v ol v e d wit h p e n si o n s c h e m e s t o t h e R e g ul at or. W hil st t h e R e g ul at or’ s c urr e nt i nf or m ati o n-
g at h eri n g p o w er s c a n b e e xtr e m el y eff e cti v e i n c ert ai n sit u ati o n s, t h e s e p o w er s ar e s o m eti m e s 
diffi c ult t o e x er ci s e effi ci e ntl y a n d al s o v ar y a cr o s s t h e diff er e nt p e n si o n s e ct or s. 

 T h e R e g ul at or  i s at ti m e s hi n d er e d  fr o m s e e ki n g i nf or m ati o n i n cir c u m st a n c e s w h er e t h e y w o ul d li k e 
t o e n g a g e wit h a s c h e m e b e c a u s e t h e y h a v e r e a s o n a bl e gr o u n d s f or c o n c er n b ut c a n b e c h all e n g e d 
w h et h er  t ho s e s u s pi ci o n s d o n ot m e et t h e crit eri a s et o ut i n  c urr e nt l e gi sl ati o n .1 7  

 W e b eli e v e t h at i n cr e a s e d h ar m o ni s ati o n of p o w er s a cr o s s a ut o m ati c  e nr ol m e nt , D efi n e d 
C o ntri b uti o n M a st er Tr u st s , D efi n e d C o ntri b uti o n  a n d D efi n e d B e n efit s c h e m e s w o ul d e n a bl e t h e 
R e g ul at or  t o b e m or e pr o a cti v e a n d dri v e i n cr e a s e d c o m pli a nt b e h a vi o ur s b y r el e v a nt p arti e s. 

 H ar m o ni si n g t h e s e p o w er s will r e q uir e n e w pri m ar y l e gi sl ati o n a n d will n e e d t o b e pr o p orti o n at e a n d 
r el e v a nt t o t h e Defi n e d B e n efit  l a n d s c a p e. I n t h e s h ort t o m e di u m t er m, t h e R e g ul at or will c o nti n u e 
t o m a k e t h e b e st p o s si bl e u s e of e xi sti n g p o w er s a n d will c o nti n u e t o m e a s ur e it s p erf or m a n c e a n d 
eff e cti v e n e s s. I n J ul y 2 0 1 7, t h e R e g ul at or  p u bl i s h e d it s T P R F ut ur e  r e p ort w hi c h s et o ut a n u m b er of 
w a y s i n w hi c h it i s r e s p o n di n g t o t o d a y’ s c h all e n g e s  m or e eff e cti v el y a n d effi ci e ntl y . 

A p o w e r t o r e q uir e att e n d a n c e f or i nt e r vi e w  

  Thi s st a n d al o n e p o w er w o ul d gi v e t h e R e g ul at or t h e a bilit y t o c o m p el a r el e v a nt p er s o n t o att e n d a n 
i nt er vi e w a n d e x pl ai n a n y f a ct s, e v e nt s or cir c u m st a n c e s t h at ar e r el e v a nt t o t h e P e n si o n s 
R e g ul at or ’ s i n v e sti g ati o n or f u n cti o n, or t o a n s w er q u e sti o n s a b o ut i nf or m ati o n, r e c or d s, or 
d o c u m e nt s  h el d.   

 T hi s w o ul d b e a n e xt e n si o n ( a n d e n h a n c e m e nt) of a n e xi sti n g p o w er u n d er s e cti o n 7 2( 1 A) of t h e 
P e n si o n s A ct 2 0 0 4, w hi c h i s c urr e ntl y a v ail a bl e o nl y i n r e s p e ct of a ut o m ati c  e nr ol m e nt  a n d  D efi n e d 
C o ntri b uti o n  M a st er Tr u st s. T hi s all o w s q u e sti o ni n g of p arti e s at a n i nt er vi e w t o f ur ni s h a n 
e x pl a n ati o n a b o ut a n y i nf or m ati o n or d o c u m e nt s r e q u e st e d u n d er s e cti o n 7 2. A s s u c h, t h e p o w er 
h a s a n arr o w a p pli c ati o n, t o pr o vi d e a n e x pl a n ati o n of a n y d o c u m e nt or i nf or m ati o n r e q uir e d u n d er a 
s e cti o n 7 2 n oti c e.   

 E xt e n di n g a n d br o a d e ni n g t h e i nt er vi e w p o w er b e y o n d si m pl y pr o vi di n g a n e x pl a n ati o n t o a 
pr o d u c e d d o c u m e nt w o ul d e n a bl e t h e R e g ul at or  t o r e q uir e e m pl o y er s, tr u st e e s  a n d ot h er r el e v a nt 
p arti e s  t o att e n d a n i nt er vi e w w h er e t h e y ar e n ot pr e p ar e d t o d o s o v ol u nt aril y. It w o ul d al s o pr o vi d e 

1 7  S e cti o n 7 2  of t h e P e n si o n s A ct 2 0 0 4 
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protection to others (for example professional advisers) who are willing to co-operate and attend an 
interview but are unable to do so unless compelled by statute, due to client confidentiality issues.  

Civil sanctions (fixed and escalating penalty notices) 
 We will legislate to give the Regulator the power, at their discretion, to impose fixed and escalating 

civil sanctions as an alternative to the pursuit of criminal sanctions for non-compliance with a section 
72 notice without a reasonable excuse. In respect of section 72 notices, legislation currently only 
provides the option of bringing a criminal prosecution in the event of non-compliance. The 
requirement for a successful criminal prosecution is an expensive and time-consuming process. It 
may also be a disproportionate reaction, in particular in cases of a lower level breach, which may 
not be sufficiently serious to justify imposing a criminal sanction. 

 Fixed and escalating penalty notices are currently available to the Regulator in respect of automatic 
enrolment and have proven to be an effective way of driving co-operation between schemes and the 
Regulator. They also provide the Regulator with more flexibility to ensure that potential action for 
non-compliance is commensurate with the breach. The Regulator will also have these powers in 
respect of Defined Contribution Master Trusts.  

An inspection power 
 We intend to give the Regulator the power to inspect records, documents and electronic devices of 

parties at premises for purposes relevant to the Regulator’s functions. The intention is that the 
Regulator would issue advance notice of an inspection, unless notice would work against the 
purpose of the inspection. Inspection powers for the purpose of ‘compliance checks’ already exist 
under section 73(2), (with regard to certain specified ‘occupational scheme provisions’ in respect of 
Defined Benefit and Defined Contribution schemes, including scheme funding and other specified 
duties) and under section 74 (with regard to ‘employers’ automatic enrolment duties).  

 The application of the current Defined Benefit power is restricted to the area of scheme funding 
compliance rather than providing a broader provision which would apply across all Regulator 
functions. We believe there is a clear justification for these powers to be widened in scope; 
inspections remain a well-established, important and proportionate compliance and investigative 
tool. We will, however, undertake further work and engagement to ensure that any changes 
implemented are proportionate.  

The Pensions Regulator’s inspection power in automatic enrolment  
 Across UK government departments, each Secretary of State is required to review the relevant 

powers of entry and relevant associated powers, for which they are responsible.18 The purpose of 
the review is to consider whether or not to make an order to repeal any powers considered to be 
unnecessary or inappropriate, or to consider if any other amendments are required.  

 As part of the 2014 review,19 we looked at the Regulator’s inspection power within automatic 
enrolment.20 The review recommended the need for this power ‘should be reviewed in 2017’ when 
the Regulator will have had practical experience of enforcing these duties. The review also 
specifically recommended that the Regulator’s powers are amended to require the giving of notice 
to the employer ‘unless such notice would defeat the purposes of the visit’.  

 The Regulator carries out inspections on a risk-based approach. In practice, the Regulator will 
usually issue a notice of inspection prior to carrying it out. The main purpose of the visit is to assure 

18 Established by Section 42 of the Protection of Freedoms Act 2012 
19 DWP, ‘A review of powers of entry by the Department for Work and Pensions’, 2014. Available at: 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/380221/dwp-powers-entry-review.pdf 
20 As part of the 2014review, in relation to automatic enrolment the Department looked at S74 (A1) of the Pensions Act 2004, which provides 

that the Pensions Regulator (TPR), may enter premises liable to inspection, for the purpose of investigating whether an employer is 
complying with their duties to auto-enrol their employees. 

 

 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/380221/dwp-powers-entry-review.pdf
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employers are compliant, and to help them comply with the legislation if they are not doing so, 
through educating and enabling them to meet their duties. 

 As the roll out of automatic enrolment progresses, the Regulator will continue to need the flexibility 
to adopt a proportionate approach to ensure all relevant parties comply with their automatic 
enrolment duties. This includes the ability to undertake inspections of premises used for business 
purposes without obtaining a warrant. We propose to maintain the Regulator’s inspection gathering 
powers for automatic enrolment without amendments.  

An obligation to co-operate 
 The current information gathering process is reactive and can, as a result of criminal sanctions, be 

combative, whereas a duty to co-operate could help to shift the relationship dynamic, in particular 
with trustees and professional advisers.  

 As part of its drive to be more proactive, the Regulator may see a need to act early and sometimes 
in anticipation of potential difficulties in schemes, and address them before they arise. This could 
provide significant savings in time, cost and resource to both the Regulator and the relevant parties, 
by focussing and narrowing information requests at an earlier stage. 

 However, while this is a narrow and focussed duty to co-operate, we have established that giving 
the Regulator an additional power of civil sanctions (as set out above) would go a long way to 
diffuse the combative approach that often results from use of section 72 powers, and may achieve 
the desired goal of driving parties to increasingly co-operate. Having considered the issues 
carefully, we have decided against legislating for a “duty to co-operate” at this stage, but will give 
this matter further consideration as part of the wider discussions on a more proactive Regulator. 

Conclusion  
 The Government’s manifesto set out our ambition to protect the private occupational pensions of 

people who have diligently saved through their working lives and guard against the small minority of 
employers who may conduct detrimental activity and put their pensions’ scheme at risk. 

 Taken together, the new powers discussed in this chapter significantly improve the Regulator’s 
ability to act quickly and decisively and strengthens the deterrent against irresponsible employers 
putting their pension scheme at risk. Strengthening the Regulator’s powers in relation to wrongdoing 
will complement the Regulator’s ambition to be a clearer, quicker and tougher organisation by 
reinforcing the requirement to comply with the rules aimed at safeguarding pension benefits. 
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C h a pt e r t w o : i m p r o vi n g t h e w a y t h e 
s y st e m w or k s – s c h e m e f u n di n g  

W e will:  

•  Str e n gt h e n t h e R e g ul at or’ s a bilit y t o e nf or c e D efi n e d B e n efit s c h e m e f u n di n g 
st a n d ar d s, t hr o u g h a r e vi s e d C o d e, f o c u s si n g o n:   

•  h o w pr u d e n c e i s d e m o n str at e d w h e n a s s e s si n g s c h e m e li a biliti e s; 

•  w h at f a ct or s ar e a p pr o pri at e w h e n c o n si d eri n g r e c o v er y pl a n s; a n d  

•  e n s uri n g a l o n g-t er m vi e w i s c o n si d er e d w h e n s etti n g t h e st at ut or y f u n di n g 
o bj e cti v e . 

•  R e q uir e t h e tr u st e e s of D efi n e d B e n efit p e n si o n s c h e m e s t o a p p oi nt a C h air a n d 
f or t h at C h air t o r e p ort t o t h e R e g ul at or i n t h e f or m of a C h air’ s St at e m e nt, 
s u b mitt e d wit h t h e s c h e m e’ s tri e n ni al v al u ati o n.  

 

B a c k gr o u n d  

 T h e s t at ut or y f u n di n g o bj e cti v e ( S F O), i ntr o d u c e d b y t h e P e n si o n s A ct 2 0 0 4, r e q uir e s a s c h e m e t o 
b e 1 0 0 % f u n d e d o n t h e b a si s of it s t e c h ni c al pr o vi si o n s .2 1  T hi s i s a s c h e m e -s p e cifi c arr a n g e m e nt , 
w h er e k e y a s s u m pti o n s a n d m et h o d ol o g y u n d er pi n ni n g t h e t e c h ni c al pr o vi si o n s s u c h a s t h e 
di s c o u nt r at e 2 2  ar e a gr e e d b et w e e n tr u st e e s a n d s p o n s ori n g e m pl o y er s  aft er t a ki n g pr of e s si o n al 
a d vi c e. W h er e a s c h e m e i s l e s s t h a n 1 0 0 % f u n d e d (i. e. t h er e i s a f u n di n g d efi cit  b e c a u s e t h e 
s c h e m e’ s a s s et s 2 3  ar e l e s s t h a n t h e s c h e m e s li a biliti e s), it i s r e q uir e d t o h a v e a r e c o v er y pl a n i n 
pl a c e u n d er w hi c h d efi cit r e p air c o ntri b uti o n s  a gr e e d wit h t h e s p o n s or i n g e m pl o y er ar e m a d e t o t h e 
s c h e m e. T h e S F O  v al u ati o n a n d t h e r e c o v er y pl a n ar e s u b mitt e d t o t h e R e g ul at or at l e a st e v er y 
t hr e e ye ar s , a pr o c e s s k n o w n a s t h e tri e n ni al v al u ati o n.  

 T h e v al u ati o n of D efi n e d B e n efit  d efi cit s i s v ol atil e b ut t h e m aj orit y of  Defi n e d B e n efit  s c h e m e s h a v e 
a n e sti m at e d f u n di n g d efi cit , a n d t h er ef or e r e c o v er y pl a n s i n pl a c e t o g et b a c k t o t h e S F O. T h e 
a v er a g e d ur ati o n i s ar o u n d ei g ht y e ar s .  

 T h e s c h e m e f u n di n g fr a m e w or k pr o vi d e s fl e xi bilit y i n s etti n g r e c o v er y pl a n s, a n d r e c o g ni s e s t h e 
i m p ort a n c e of e n s uri n g c o ntri b uti o n s ar e n ot o v erl y b ur d e n s o m e o n t h e s p o n s ori n g e m pl o y er gi v e n 
t h eir i n di vi d u al cir c u m st a n c e s. T h e fl e xi bilit y of a s c h e m e s p e cifi c f u n di n g r e gi m e w or k s w ell o n t h e 
w h ol e a n d e n a bl e s tr u st e e s a n d s p o n s ori n g e m pl o y er s t o b al a n c e aff or d a bilit y a n d c o n si d er ati o n s of 
e m pl o y er gr o wt h wit h  t h e n e e d t o m e et t h e e m pl o y er’ s p e n si o n pr o mi s e  t o m e m b ers .  

 S c h e m e d efi cit s a n d l o n g r e c o v er y pl a n s m a y i n di c at e s c h e m e f u n di n g ri s k a cr o s s  t h e D efi n e d 
B e n efit l a n d s c a p e.  Wit hi n t h e s et of s c h e m e s w hi c h h a v e v er y l o w f u n di n g l e v el s, a n d/ or l o n g er 
r e c o v er y pl a n s, t h er e will b e v ari o u s r e a s o n s w h y i n di vi d u al s c h e m e s ar e  n ot  a c hi e vi n g r e q uir e d  

2 1  R ef er e n c e t o “t e c h ni c al pr o vi si o n s” m e a n s t h e a m o u nt r e q uir e d, o n a n a ct u ari al c al c ul ati o n, t o m a k e pr o vi si o n f or t h e s c h e m e' s li a biliti e s  
2 2   An i nt er e st r at e u s e d t o a s s e s s t h e v al u e of t h e s c h e m e li a biliti e s d u e at a f ut ur e d at e i n t o d a y’ s pri c e s  
2 3  A s c h e m e’ s a s s et s i n cl u d e p e n si o n c o ntri b uti o n s a n d i n v e st m e nt r et ur n s  
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funding levels but various other factors, including the strength of the employer, would need to be 
considered by all parties when considering the scheme funding risk. 

 Severely underfunded schemes present a risk to members, the Pension Protection Fund (PPF), and 
ultimately other PPF levy payers. Left unmanaged, a very financially weak scheme can also become 
an increasing risk for the employer itself. It is therefore important that we take firm action to work 
with underfunded schemes and their sponsoring employers in order to improve their funding 
position.  

 Where a scheme’s triennial valuation shows that the scheme is in a particularly weak position, the 
Regulator may work more intensively with the trustees and the sponsoring employer to improve the 
funding position and reduce the level of risk to the scheme. For example, the trustees and the 
employer may be encouraged to look more closely at the employer’s deficit repair contributions in 
relation to other business activities and explore whether a change in this balance could be effective, 
without undue negative impacts on the business.  

 In its TPR Future report, the Regulator has emphasised the importance of tailored support to 
schemes where necessary. As a result, the Regulator will undertake more targeted work with 
schemes identified as being at higher risk, and has begun to make increasing, and more innovative, 
use of its powers to intervene where funding problems have emerged. The increased powers set out 
in this chapter and in chapter one will further help the Regulator to manage these schemes quickly 
and more effectively, giving them the improved regulatory oversight necessary to support the most 
underfunded schemes.  

 In some cases, the sponsoring employer may have funds available which could be used to manage 
the scheme deficit, but which it is choosing to use for other purposes. This decision may be justified 
by business needs. However, the Regulator can and does look at these kinds of decisions and will 
consider them with reference to its scheme funding statutory objectives. For example, the Regulator 
can encourage or require an employer to reduce dividend payments and increase deficit repair 
contributions if the scheme is not being treated fairly compared to other stakeholders. 

 Most schemes are well-managed and funding shortfalls are being addressed. We do not believe 
that the evidence supports a general affordability problem across Defined Benefit schemes as a 
whole24 – and responses to the Green Paper largely agreed with this. However, we do believe that 
all schemes and employers will benefit from clearer scheme funding standards. Where schemes are 
well-managed and well-funded, we want trustees and employers to be able to make the best 
possible decisions now and in the long-term. Where schemes are less well-funded, and/or trustees 
or employers are less focussed, we want to drive improvements and increase members’ security. 
We believe that for all schemes, the system can be made stronger to deal with future commitments 
and with external social and economic shocks. 

Scheme funding issues 

Decision-making and risk-management  
 As we set out in the Green Paper, trustee decision-making and risk-management does not always 

reflect good practice and the principles-based approach set out by the Regulator in its Funding 
Code of Practice.25 

 Through its assessment of Defined Benefit scheme risk, the Regulator has concluded that in a 
number of cases, the technical provisions for a scheme have not been set “prudently”,26 or the 
recovery plan for reducing the funding deficit has not been set “appropriately”.27 However, there is 

24 As set out in DWP’s Security and Sustainability in Defined Benefit Pensions Schemes paper, February 2017 
25 TPR, Codes of Practice. Available at: http://www.thepensionsregulator.gov.uk/doc-library/codes.aspx  
26 The Occupational Pension Schemes (Scheme Funding) Regulations 2005 Regs. 3–6, SI 2005/3377  
27 Pension Schemes Act 2004,s226(3) 
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no clear definition for terms such as prudent and appropriate. This lack of definition means proving 
trustees have failed to comply with the legislation is costly, resource intensive and time consuming. 

 One of the important assumptions when setting technical provisions is discount rates. There have 
been concerns raised that many trustees are setting these either too high or too low. According to 
recent Defined Benefit research,28 nearly a third of trustees (31%) and almost half of employers 
(46%) reported that ‘the current funding regime makes it hard to set discount rates and take account 
of their scheme and employer circumstances’. This suggests a lack of clarity about setting the 
schemes technical provisions prudently. 

 The Regulator has identified other cases where schemes have a funding deficit and a long recovery 
plan in place, even though it appeared that the sponsoring employer could increase its contributions 
to reduce the length of its recovery plan without compromising their sustainable growth. The 
Regulator’s analysis shows that for the group of FTSE350 companies who paid both deficit repair 
contributions and dividends in each of the previous six years, at the median level, the ratio of deficit 
repair contributions to dividend payments has declined from around 10% in 2011 to around 7% in 
the latest available employer accounts (from 2017). This is mainly driven by the significant increase 
in dividends over the period (2011–2017), without a similar increase in contributions.29 

 Although these concerns are not prevalent across all schemes, clearer funding standards and more 
effective regulatory enforcement tools will help achieve better decision-making across the Defined 
Benefit pensions’ landscape. 

Short-term focus  
 Both the Green Paper and some responses identified a perception that trustees’ application of the 

triennial valuation process can result in them adopting a short-term focus on the three years to the 
next valuation, rather than thinking strategically about the desired outcomes for the pension scheme 
for the long-term. 

 We do not consider the valuation process itself as an issue; many schemes already have a 
long-term funding objective in place, reflecting good funding practice. But this is not evident for all 
schemes. According to the Regulator’s Defined Benefit Research 2017,30 73% of trustees and 68% 
of employers responded that schemes closed to future accrual had in place a journey plan or 
long-term target. This leaves nearly a third that don’t have one. 

 Some trustees and sponsoring employers may not be effectively setting an investment strategy and 
managing the long-term obligations of the scheme when setting the SFO, and therefore 
inadequately anticipating or managing scheme funding risks. To achieve the best possible 
outcomes the trustees and sponsoring employers need to work collaboratively on a shared 
long-term strategy for the scheme. Lack of employer engagement can lead to trustees being in 
breach of legislative requirements to submit their funding valuation within the 15-month timeframe.  

 A fully thought-out strategy agreed with the sponsoring employer may be more significant for closed 
Defined Benefit schemes, as the pension scheme liabilities for retired (and deferred) members 
become more remote to the sponsoring employer. Once an employer closes their Defined Benefit 
scheme (to new members and/or accruals), their focus may move to current employees’ 
contributions to a Defined Contribution scheme.  

 It is therefore critical that trustees, in collaboration with the sponsoring employer, should set 
appropriate long-term objectives for the scheme, and then take those objectives into account when 
setting the SFO. For example, trustees and sponsoring employers of a mature closed scheme might 

28 IFF Research on behalf of TPR, ‘DB trust based pension schemes research’, 2017, page 56. Available at: 
http://www.thepensionsregulator.gov.uk/docs/db-research-summary-report-2017.PDF 

29 TPR, ‘Tranche 12 analysis’, June 2017. Available at: http://www.thepensionsregulator.gov.uk/docs/db-analysis-tranche-twelve-review-
2017.pdf 

30 IFF Research on behalf of TPR, ‘DB trust-based pension schemes research’, 2017, p6. Available at: 
http://www.thepensionsregulator.gov.uk/docs/db-research-summary-report-2017.PDF.  
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determine that an appropriate long-term objective would be to secure members benefits through 
buy-out within a specified period. The SFO should then reflect this. 

Lack of accountability  
 Engagement with stakeholders has revealed concerns that a lack of accountability and transparency 

can result in poor decision-making and investment outcomes. External commentators, including the 
Pensions Policy Institute31 and Pension and Lifetime Savings Association,32 together with the 
Regulator,33 have noted that scheme governance, trustee behaviours and trustee knowledge 
appear to be below expectations in some schemes, particularly smaller schemes. Indirect evidence 
also suggests that good governance and compliance with guidance could lead to better 
relationships between the trustees and the sponsoring employer, which is crucial for ensuring the 
best outcomes. Six in ten actuaries felt the Defined Benefit Codes of Practice had informed 
negotiations with employers and trustees to some extent.34 

 Clearer requirements and more explicit accountability could also lead to positive changes in 
behaviours which in turn may contribute to delivering better outcomes for scheme members.35 
Whilst the Regulator’s Codes of Practice and guidance set out how trustees are expected to comply 
with their legal obligations, it is not clear they are always adopting good practice and where 
collaboration with the sponsoring employer is needed.  

 In addition, not all trustees apply what may be acceptable standards of good funding practice. 
Requiring trustees to set out their scheme funding strategy clearly for themselves and explain it to 
the Regulator should lead to improved decision-making from trustees and employers. 

Our proposals 

Clearer funding standards, including taking a long-term view when setting the SFO 
 Good funding practice is for trustees and sponsoring employers to agree the funding, and the 

assumptions and methodology underpinning the technical provisions and recovery plans, in the 
context of a long-term objective. They will also set their investment strategy and test the resilience 
of their SFO to downside risk events, such as lower than expected investment returns. Trustees and 
sponsoring employers are expected to consider how these would affect delivery of the SFO, putting 
in place appropriate mitigation strategies and contingency plans. Together with the Regulator, we 
would like to see this good practice as the industry standard.  

 As the current Defined Benefit landscape moves to a new phase with the majority of schemes now 
closed to future accruals and with schemes maturing, the financial management of pension 
schemes also enters a new phase and such longer-term strategic thinking becomes increasingly 
important. 

 Trustees of closed schemes will have increasing amounts of pensions in payment. This means that 
the scheme assets will be converted into cash pension payments to be made over time. As more 
assets or investment returns are converted into cash to pay pensions, they will not be available to 
generate returns for the scheme itself. Therefore, schemes which are significantly ‘mature’ will want 
to limit their reliance on investment returns from existing assets to reduce a funding deficit, adjusting 
the investment strategy accordingly. As their liabilities continue to mature, the time-scales for 

31 Pensions Policy Institute (PPI), Briefing Note No.89 – ‘Defined Benefits: the role of governance’, 2017. Available at: 
http://www.pensionspolicyinstitute.org.uk/briefing-notes/briefing-note-89---the-role-of-governance  

32 PLSA recommended a Chair’s Statement as a useful tool to overcome some of the behavioural biases against consolidation 
33 TPR’s discussion paper 21st century trusteeship and governance. Available at: http://www.thepensionsregulator.gov.uk/docs/21st-century-

trusteeship-governance-discussion-2016.pdf 
34 IFF Research on behalf of TPR, ‘Research report on 2015 (Tranche 10) Defined Benefit annual funding statement and other publications’, 

2016. Available at: http://www.thepensionsregulator.gov.uk/docs/research-report-funding-statement-2015.pdf  
35 IFF Research on behalf of TPR, ‘Defined benefit trust-based pension schemes research’, 2017, Fig 6.2. Available at: 

http://www.thepensionsregulator.gov.uk/docs/db-research-summary-report-2017.PDF 
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eli mi n ati n g a f u n di n g d efi cit will b e s h ort e n e d, a n d i n cr e a s e d e m pl o y er c o ntri b uti o n s m a y b e 
n e c e s s ar y. S c h e m e s w hi c h c urr e ntl y h a v e l ar g e d efi cit s will n e e d t o t a k e i nt o a c c o u nt t h e p ot e nti al 
f ut ur e c all s o n t h e s p o n s ori n g e m pl o y er’ s c a sh- fl o w a n d pl a n a p pr o pri at el y.  

 If a s c h e m e r e m ai n s o p e n t o n e w m e m b er s, th e tr u st e e s m a y n e e d  t o c o n si d er w h et h er t h e l e v el of 
n e w e ntr a nt s i s li k el y t o b e m at eri all y  diff er e nt  t h a n i n t h e p a st, a n d h o w t hi s mi g ht aff e ct t h e 
s c h e m e ’s c a s h -fl o w. T hi s i s p arti c ul arl y i m p ort a nt if f ut ur e e ntr y n u m b er s ar e a nti ci p at e d t o b e l o w er 
t h a n i n t h e p a st. Alt er n ati v el y, a s c h e m e’ s pr ofil e m a y i n cl u d e a r el ati v el y l ar g er c o h ort of m e m b er s 
of a si mil ar a g e w h o will all r etir e at r o u g hl y t h e s a m e ti m e. T h er ef or e, d e p e n di n g o n t h e s c h e m e’ s 
c a s h- fl o w pr ofil e, t h e ri s k s of u si n g a s s et s f or b ot h p a yi n g p e n si o n s a n d t o eli mi n at e a f u n di n g d efi cit 
will b e si mil ar t o t h at of m at uri n g cl o s e d s c h e m e s.  

 It i s t h er ef or e i m p ort a nt f or all s c h e m e s ( o p e n or cl o s e d) t h at f u n di n g pr a cti c e s a n d ri s k 
m a n a g e m e nt  s y st e m s e v ol v e t o k e e p p a c e wit h t h e s e c h a n g e s, a n d t o d e al wit h s o ci al a n d 
e c o n o mi c s h o c k s.  

 W e pr o p o s e t h at t h e R e g ul at or s h o ul d i n cl u d e i n t h eir C o d e a d e s cri pti o n of h o w t h e tr u st e e s a n d 
s p o n s or i n g e m pl o y er s s h o ul d s et t h eir S F O i n t h e c o nt e xt of a l o n g -t er m o bj e cti v e. Tr u st e e s s h o ul d 
t h e n u s e t h e tri e n ni al v al u ati o n pr o c e s s t o r e p ort h o w t h e y h a v e u s e d t hi s l o n g-t er m o bj ecti v e t o 
i nf or m t h e s etti n g of t h e s c h e m e’ s t e c h ni c al pr o vi si o n s a n d t h e r e c o v er y pl a n, a s a gr e e d wit h t h e 
s p o n s or i n g e m pl o y er. T h e tri e n ni al v al u ati o n s u b mi s si o n s w o ul d b e st a gi n g p o st s or st e p s o n a 
j o ur n e y pl a n t o w ar d s a c hi e vi n g t h e l o n g-t er m o bj e cti v e e m b e d d e d i n t h e S F O.  

 W e b eli e v e t h at f o c u si n g  tr u st e e s o n t h e l o n g-t er m o bj e cti v e f or t h e s c h e m e will gi v e b ot h t h e 
tr u st e e s a n d t h e s c h e m e s p o n s or s gr e at er cl arit y a b o ut t h e a cti o n s a n d t h e ti m efr a m e s i n w hi c h t o 
m e et t h e S F O, f or e x a m pl e t hr o u g h a j o ur n e y pl a n. T h e R e g ul at or  will pr o d u c e f urt h er g ui d a n c e  i n 
t h eir F u n di n g C o d e of Pr a cti c e o n h o w tr u st e e s c a n s et t h eir S F O i n li n e wit h t h eir l o n g -t er m 
o bj e cti v e a n d t h e s p e cifi c cir c u m st a n c e s of t h eir s c h e m e.  

 T hi s will e n s ur e t h at all s c h e m e s  ar e b ett er pr e p ar e d t o p a y  m e m b er s’ b e n efit s a s t h e y f all d u e i n 
t h e c o mi n g d e c a d e s a n d t o d o t h at i n a m or e c o st-effi ci e nt w a y.  

 E x a m pl e s of a s uit a bl e  l o n g-t er m o bj e cti v e c o ul d b e  t o: 

•   ru n -o n  wit h e m pl o y er s u p p ort (f or o p e n s c h e m e s); 

•   re a c h s elf -s uffi ci e n c y wit h l o w -ris k i n v e st m e nt str at e g y a n d r u n -off wit h mi ni m al c all o n t h e 
s p o n s or e m pl o y er;  

•  b u y -o ut b y a s et ti m e ; or 

•   ent er a c o n s oli d at or v e hi cl e wit hi n a n a gr e e d ti m efr a m e.  

 I n c h a pt er t hr e e, w e e x pl or e o pti o n s f or e m pl o y er s a n d s c h e m e s f or w hi c h  c o n s oli d ati o n  c o ul d 
pr o vi d e i n cr e a s e d  s e c urit y f or m e m b er s’ b e n efit s a n d p er mit t h e  s p o n s ori n g e m pl o y er  t o all e vi at e 
t h eir f ut ur e r e s p o n si biliti e s t o t h e s c h e m e. 

Cl e a r e r f u n di n g st a n d a r d s: c o n s ult ati o n  

 T h e R e g ul at or will c o n s ult 3 6  o n cl arifi e d  f u n di n g st a n d ar d s t hr o u g h a r e vis e d D efi n e d B e n efit  
F u n di n g C o d e of Pr a cti c e, f o c u si n g o n h o w pr u d e n c e a n d a p pr o pri at e n e s s c a n b e d efi n e d t o b ett er 
b al a n c e e m pl o y er c o m mit m e nt s wit h ri s k s t o m e m b er s a n d t h e P P F .  

 T h e c o n s ult ati o n will al s o c o n si d er w h at f urt h er h el p tr u st e e s m a y n e e d i n or d er t o m a k e s ur e t h e y 
t a k e a l o n g-t er m p er s p e cti v e  w h e n t h e y s et t h eir S F O (f or e x a m pl e t hr o u g h a C o d e a n d g ui d a n c e), 
a s w ell a s h o w tr u st e e s c a n b e st a s s e s s t h e ir S F O’ s r o b u st n e s s a g ai n st e xt er n al ri s k s.  

3 6  S e cti o n s 9 0 a n d  9 1 P e n si o n s A ct 2 0 0 4  
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 The Regulator’s engagement as part of this work will also focus on ways in which trustees can 
demonstrate and explain how they have met prudence and appropriateness requirements, in 
collaboration with the sponsoring employer.  

 The clearer funding standards and supporting guidance will set out how all trustees can improve 
their awareness and decision-making on scheme funding issues, which in turn is expected to lead to 
better risk management and better outcomes for members.  

 They will also help the Regulator identify funding risks earlier. The Regulator works closely with the 
most severely underfunded schemes and their sponsoring employers in order to improve the 
funding position and mitigate risks to members and to the PPF and levy payers. Early identification 
of scheme funding problems is crucially important to improving a scheme’s long-term financial 
position. 

 These clearer standards support the Regulator’s TPR Future ambition, working with its key 
stakeholders to ‘set clear expectations’, and demonstrate the importance attached to scheme 
funding and the willingness to impose consequences if requirements are not met.  

 Starting this year, the Regulator will carry out a programme of further research, initial testing and 
extensive informal consultation with the industry to inform a revised Defined Benefit Funding Code 
of Practice and guidance. Evidence gathered during the Regulator’s consultation will also shape our 
policy on making compliance with the Code, or key principles within the Code, a statutory 
requirement. 

 Although the Regulator’s Codes of Practice already have significant evidential weight, we intend to 
supplement and strengthen the proposed new Defined Benefit Funding Code of Practice by 
legislating at the earliest opportunity to require trustees and sponsoring employers to comply with 
some or all of the clearer funding standards. We also intend to legislate to ensure the Regulator can 
enforce them or take action in the event of non-compliance (e.g. through sanctions or fines and 
improved funding powers putting beyond doubt that it is the responsibility of scheme trustees and 
sponsoring employers to demonstrate compliance with funding standards or any statutory Code. 
This will require changes to section 231 of the Pensions Act 2004.37 

A Chair’s Statement 
 The Green Paper consultation identified that some schemes can suffer as a result of poor or 
uninformed decision-making by some trustees, which can increase the financial risk to the scheme 
or the sponsoring employer. We will therefore legislate to require the board of trustees of Defined 
Benefit pension schemes to appoint a Chair and for that Chair to report on their key scheme funding 
decisions in a Statement from the Chair of a Trustee Board. We anticipate this will encourage a 
greater focus on long-term thinking and sound risk management. 

 The Chair’s Statement is intended to drive improved accountability and to demonstrate collaborative 
decision-making between trustee and sponsoring employer. Trustees will be required to inform the 
Regulator about their approach to managing risks to the scheme, including information on how the 
trustee is meeting the clearer funding standards and how the SFO is being set in line with a long 
term funding objective. The Chair will also be required to reflect on and learn from past decision-
making to ensure their plans are optimal. This will also enable the Regulator to get better 
information to assess risk, and to provide appropriate support or take enforcement action if 
necessary. 

37 Section 231 of the Pensions Act 2004, in relation to the clearer funding standards. 
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 A Chair’s Statement was introduced for all DC pension schemes in 2015.38 Whilst evidence from 
practitioners and stakeholders has been positive, the Regulator has identified some lessons to be 
learnt from the DC Chair’s Statements (such as evidence of variations in the quality39) which will be 
incorporated into the design and implementation of the Defined Benefit Chair’s Statement.  

 Wider evidence coming from behavioural, economics, management, and psychology related 
disciplines suggest clarification, commitment and external monitoring tends to lead to positive 
outcomes when it is proportionate, clear and well-targeted. For example, the Financial Conduct 
Authority’s Behaviour and Compliance in Organisations study40 suggests that review by another 
organisation can often identify inherent weaknesses (known as ‘bias blind spot’). The introduction of 
a Chair’s Statement will help inform the Regulator’s risk assessment process. Further, some 
trustees tend to spend only a short amount of time on their trustee duties (a third of schemes 
indicated that trustees typically spent less than 5 days a year on these duties),41 which may not give 
sufficient time to properly consider the issues before making decisions. Requiring trustees to 
prepare a Chair’s Statement should assist them to focus on the key risks to their funding strategy 
and achieving the best possible outcome for members.  

 The consultation on the funding standards will inform the content of the Chair’s Statement. The 
Statement is expected to set out the scheme’s long-term financial destination and a description of 
the scheme’s strategic plan for reaching the SFO. This should demonstrate how the clearer funding 
standards are being implemented for the scheme. The Statement will also show the key risks to 
meeting the SFO (covenant, actuarial, investment and governance) and how trustees have chosen 
to mitigate and manage them. The statement may also include a narrative setting out how trustees 
will meet key governance standards achieve value for money from their running costs and 
investment decisions. We will work with the Regulator to ensure trustees and sponsoring employers 
are given the support and guidance they need to produce a Chair’s Statement. 

 The statement will be first and foremost a scheme management tool for the trustees, supported by 
appropriate written policies on key functions, but will also assist the Regulator for the reasons 
discussed. The Chair will be required to submit the Chair’s Statement with their triennial valuation.42 
An annual Chair’s Statement was considered but we have decided to require it alongside existing 
valuation requirements to mitigate burdens on schemes and the Regulator. However, if the 
Regulator had concerns they could request an ‘out of cycle’ statement.  

 Along with the triennial valuation, a Chair’s Statement could be used to explain how trustees and 
sponsoring employers plan to manage the risks of being in a particularly weak position financially. 
As now, the Regulator can work intensively with the trustees and the sponsoring employer to 
improve the funding position and reduce the level of risk to the scheme. For example, the trustees 
and the employer may be encouraged to look more closely at the employer’s deficit repair 
contributions in relation to other business activities and explore whether a change in this balance 
could be effective without undue negative impacts on the business. Higher employer contributions 
may be necessary in the short-term in exchange for lower contributions later. However, this would 
likely be confined to a small minority of employers who are stretching scheme specific flexibilities in 
a way that was not intended by the legislation. Equally, some employers could reduce their 

38 The Occupational Pension Schemes (Charges and Governance) Regulations 2015 
39 TPR, ‘DC and DB research response’, 2017, p4. Available at: http://www.thepensionsregulator.gov.uk/docs/dc-db-research-response-

september-2017.pdf 
40 Financial Conduct Authority (FCA), ‘Behaviour and Compliance in Organisations’, 2016. Available at: 

https://www.fca.org.uk/publication/occasional-papers/op16-24.pdf  
41 TPR, ‘21st Century Trusteeship and Governance’, 2016, p15. Available at: http://www.thepensionsregulator.gov.uk/docs/21st-century-

trusteeship-governance-discussion-2016.pdf  
42 FCA’s Behaviour and Compliance in Organisations study states that ‘one of the lessons of the psychological literature on behavioural biases 

is that the ‘bias blind spot’ means that it is easier to spot such biases in others than it is to spot in oneself’. 
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contributions in the short-term because they are able to demonstrate they are meeting the clearer 
funding standards and can adjust commitments accordingly.  

 We will legislate to require a Chair’s Statement from Defined Benefit schemes and to give the 
Regulator the necessary powers to ensure compliance with this new requirement (similar to the 
existing powers in relation to non-compliance with the requirement for a Defined Contribution 
Chair’s Statement, e.g. a fixed penalty notice).43 We will work with the Regulator to review existing 
reporting requirements on scheme funding to avoid duplication and minimise burden on schemes. 

Other scheme funding areas 

Governance  
 In the Green Paper, we discussed the concerns raised about the quality of some trustees’ decision-
making and approach to governance. The majority of respondents suggested that more could be 
done to support trustees. 

 Trustees should ensure there is a good system of governance with effective internal controls that 
are appropriate for their scheme. This should include a proportionate and timely process for 
identifying risks and mitigation strategies which trustees would keep under review, and which are 
considered when decisions are made about the scheme.  

 The Pensions Regulator has a statutory duty to promote good administration of work-based pension 
schemes. To support this duty, the Regulator has produced an Internal Controls Code of Practice 
and code-related guidance44 to ensure trustees promote a good system of governance with clear 
internal controls framework – such as maintaining trustee knowledge and secure record keeping.  

 To further improve governance standards across all occupational pension schemes, over the past 
two years, the Regulator has been undertaking a programme of work focusing on supporting 
trustees. For example, increasing clarity around its expectations of trustees and stepping up its 
regulatory and enforcement activities against non-compliance. In September 2017, the Regulator 
launched a 21st Century Trusteeship communications campaign focusing on the fundamentals of 
good governance, in such areas as trustee competence, strategic planning, roles and 
responsibilities and managing conflicts. It outlined how trustees can take action to meet expected 
standards, and what action the Regulator will take where standards do not improve. In addition, the 
Regulator is reviewing its operational practices so that it can more effectively engage with the larger 
number of smaller schemes in the landscape. 

 Together with proposals on scheme funding, including the Chair’s Statement, these steps aim to 
improve the effectiveness of scheme governance, risk-management and wider trustee decision-
making.  

 The measures on scheme funding and the Chair’s Statement will be subject to review by the 
Regulator. In addition, the Regulator will monitor the impact of this programme of work and their 
findings will inform whether reasonable steps are needed to improve standards of governance and 
trusteeship. 

43 Section 40 of the Pensions Act 2008 
44 Code of practice 09. Available at: http://www.thepensionsregulator.gov.uk/codes/code-internal-controls.aspx 
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Greater transparency of Defined Benefit costs  
 The Green Paper posed a question on whether costs and charges in Defined Benefit schemes are 
too high. Some responses suggested that there is scope for improved cost efficiency and that there 
should be more transparency. While efficiency savings would not in themselves be sufficient to 
transform a scheme’s funding position, awareness of costs and cost efficiencies is an important part 
of managing a scheme well.  

 There is increased focus around the costs and charges incurred by pension schemes in relation to 
the management of scheme assets. The Financial Conduct Authority45 referred investment 
consultancy and fiduciary management services to the Competition and Markets Authority in 
September 2017. It has also established an Institutional Disclosure Working Group to develop a 
standardised template for reporting costs and charges to their clients, including trustees of Defined 
Benefit schemes. The European Union’s recast Markets in Financial Instruments Directive (MiFID 
II)46 which came into force on 3 January 2018 also requires fund managers to disclose both implicit 
and explicit costs to their clients. 

 We will work with the Regulator and other parties to consider what more could be done to promote 
greater transparency of costs and charges in Defined Benefit schemes to help drive efficiencies. 

Supporting individuals to understand the funding position of their scheme  
 In the Green Paper, we asked whether schemes should be doing more to keep their members 
informed about the funding position of their scheme. Most respondents were in favour of simple 
scheme communications that enable members to understand the scheme funding position, and the 
effect of this on their pension. The flow of information between a Defined Benefit scheme and its 
members is important. Schemes should encourage members to engage with the scheme, in 
particular about their personal expected outcome from the scheme. 

 Currently, trustees are required to send their members a Summary Funding Statement47 at specific 
points during their period of scheme membership, such as when the member is close to retirement 
or upon request. We will work with the Regulator to consider how best to support trustees to ensure 
such Statements are clear and informative to help members understand the role their Defined 
Benefit pension plays in their wider retirement income planning. 

 Trustees may choose to draw on information included in the Chair’s Statement, but this is intended 
to be an internal governance and reporting tool for trustees to articulate the scheme’s overarching 
approach to funding and risk. It will enable trustees to transmit information to the Regulator and 
support their assessment of risks to scheme members, the PPF or to the sustainable growth of the 
employer.  

Raising awareness of other funding measures 
 In the Green Paper we said that more might be done by both government and industry to help 
improve people’s understanding both of valuation and deficit data and the degree of certainty and 
risk in the regime overall.48 

 There is a range of funding measures in common use in addition to the SFO, such as references to 
accounting standards or solvency measures. Each is designed for a specific purpose. Despite the 

45 FCA. Asset Management Market Study Final Report. 2017. Available at: https://www.fca.org.uk/publication/market-studies/ms15-2-3.pdf  
46 The MiFID II is the EU legislation that regulates firms who provide services to clients linked to ‘financial instruments’ (shares, bonds, units in 

collective investment schemes and derivatives), and the venues where those instruments are traded. Available at: 
https://www.fca.org.uk/markets/mifid-ii  

47 The Occupational and Personal Pension Schemes (Disclosure of Information) Regulations. Available at: 
http://www.legislation.gov.uk/uksi/2013/2734/contents 

48 DWP, Security and Sustainability in Defined Benefit Pension Schemes, 2017, p58. Available at: 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/595103/security-and-sustainability-in-defined-benefit-pension-
schemes.pdf  
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evidence in the Green Paper that the Defined Benefit pensions sector as a whole is not in crisis, 
there is a perception amongst some groups that many employers are unable to sustain their 
contributions that deficits are substantial, and that member benefits are very much at risk. This 
perception is, in part, due to a lack of understanding of the purpose and basis of the other funding 
measures. 

 To address these issues, the Regulator will publish on their website a factsheet which explains the 
main ways of measuring the assets and liabilities of schemes. The aim of the factsheet will be to 
help improve the understanding of the Defined Benefit scheme funding methods amongst members, 
journalists, commentators and the general public. The Pensions Advisory Service will adapt the 
factsheet in order to meet the needs of individuals. 

Valuation cycles 
 Some commentators argue that the triennial valuation cycle is focusing some trustees and 
employers on managing the position from the current to the next valuation date, rather than taking a 
longer-term approach to scheme funding.  

 The green paper stated that there is no compelling evidence to suggest that the triennial cycle of 
valuation is a significant problem for schemes, nor that it is impacting on the funding and investment 
strategy chosen by trustees.49 However, we sought views during the consultation period on whether 
shorter valuation reporting cycles would be more appropriate, such as nine or 12 month cycles. 

 Of those who were in support of that approach, most respondents favoured a reduction to 12 
months. However, because there will be a revision of the Regulator’s Funding Code and new 
guidance on scheme funding we have decided to retain the current 15 month completion time 
period.  

 This is intended to support all trustees who will have new requirements placed on them and will give 
them time to prepare for the changes. We believe no change to the cycle is reasonable in this case, 
and we wish to avoid placing further burdens on schemes that already adopt good practice 
principles. Further, we are strengthening the powers of the Regulator (as set out in chapter one), 
encompassing increased information gathering powers for the Defined Benefit sector, which could 
be applied in the event of valuations submitted late or should the Regulator need to find out more 
about a scheme’s funding position. 

Conclusion  
 We want all Defined Benefit schemes to be run as efficiently and effectively as possible. Well-
informed and considered decision-making from both trustees and the sponsoring employers is 
expected to result in better funding outcomes, which will benefit everyone: employers are more 
likely to meet their obligations in the most efficient way, while members are more likely to get the 
pension they are expecting. The proposals in this chapter address the most important scheme 
funding issues raised in the green paper, and will help all schemes to approach their funding 
requirements in the most effective way possible. 

 Our proposals build on the scheme-specific nature of the existing regime, supporting trustees 
through clearer guidance on the funding standards that all trustees are expected to deliver, 
consistent with the TPR Future report which emphasises the importance of tailored support to help 
schemes where necessary. The Regulator will be enabled to take efficient action to improve the 
funding approach taken by trustees and employers to protect members’ benefits and mitigate risk to 
the PPF. Where schemes are well-funded, trustees and employers may benefit from our new 
approaches through efficiency improvements; where there are funding problems, all parties will be 
given the support and tools they need to work together to improve outcomes.  

49 Ibid pp. 44–45 
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C h a pt e r t hr e e: i m pr o vi n g t h e w a y t h e 
s y st e m w or k s – c o n s oli d ati o n  

W e will:  

•  C o n s ult t hi s y e ar  o n pr o p o s al s f or a l e gi sl ati v e fr a m e w or k a n d a ut h ori s ati o n r e gi m e 
wit hi n w hi c h n e w f or m s of c o n s oli d ati o n v e hi cl e s c o ul d o p er at e;  

•  C o n s ult t hi s y e ar o n a n e w a c cr e dit ati o n r e gi m e w hi c h c o ul d h el p b uil d c o nfi d e n c e 
a n d e n c o ur a g e e xi sti n g f or m s of c o n s oli d ati o n;  

•  W or k wit h t h e R e g ul at or t o r ai s e a w ar e n e s s of t h e b e n efit s of c o n s oli d ati o n wit h 
tr u st e e s a n d s p o n s ori n g e m pl o y er s, t hro u g h, f or e x a m pl e, t h e R e g ul at or’ s T r u st e e s 
T o ol kit a n d u p d ati n g g ui d a n c e; a n d  

•  C o n si d er s o m e mi n or c h a n g e s t o g u ar a nt e e d mi ni m u m p e n si o n s ( G M P) 
c o n v er si o n l e gi sl ati o n t o s u p p ort b e n efit si m plifi c ati o n, w hi c h will h el p r e d u c e 
c o m pl e xiti e s i n e xi sti n g b e n efit str u ct ur e s.  

 

S u m m ar y of i s s u e  

 C o n s oli d ati o n ( w h er e a d mi ni str ati v e f u n cti o n s a n d/ or a s s et s a n d li a biliti e s ar e p o ol e d i n s o m e f or m) 
alr e a d y t a k e s pl a c e i n v ari o u s w a y s  a cr o s s t h e p e n si o n s m ar k et. I n A n n e x A, w e s et o ut t h e 
a d v a nt a g e s p e n si o n s c h e m e c o n s oli d ati o n c a n bri n g i n r e d u ci n g s c h e m e c o st s p er m e m b er, 
e n a bli n g m or e eff e cti v e i n v e st m e nt str at e gi e s a n d i m pr o vi n g g o v er n a n c e. T h e Gr e e n P a p er  al s o 
di s c u s s e d t h e c h all e n g e s f a ci n g s c h e m e s t h at w a nt t o c o n s oli d at e, s u c h a s m ulti pl e b e n efit 
str u ct ur e s a n d t h e ri s k s a s s o ci at e d wit h tr u st e e s  a n d e m pl o y er s p a s si n g r e s p o n si bilit y f or a s c h e m e 
o v er t o a c o n s oli d at or.  

 T h e w or k d o n e b y t h e P e n si o n a n d Lif eti m e S a vi n g s A s s o ci ati o n ( P L S A) D efi n e d B e n efit 
T a s kf or c e 5 0  o utli n e d a fr a m e w or k i n w hi c h a S u p erf u n d c o n s oli d at or v e hi cl e mi g ht o p er at e . It 
s u g g e st e d h o w a n e w f or m of c o n s oli d ati o n c o ul d off er a n alt er n ati v e o pti o n f or t h o s e b u si n e s s e s 
s e e ki n g gr e at er c ert ai nt y ar o u n d t h eir f ut ur e p e n si o n li a biliti e s, b ut w h o ar e u nli k el y t o b e a bl e t o 
m e et t h e c o st of s e c uri n g m e m b er s’ b e n efit s t hr o u g h i n s ur a n c e b u y -o ut . T hi s pr o p o s al w o ul d 
r e pr e s e nt a s e a-c h a n g e i n t h e w a y t h at D efi n e d B e n efit p e n si o n s c h e m e s h a v e tr a diti o n all y b e e n 
m a n a g e d.  

 W e ar e alr e a d y a w ar e of pr o p o s al s f or p ot e nti al n e w c o n s oli d ati o n v e hi cl e s w hi c h w o ul d  f a cilit at e 
c o n s oli d at e d ri s k tr a n sf er s wit hi n t h e e xi sti n g D efi n e d B e n efit r e gi m e . It i s i m p ort a nt t h at w e s et 
cl e ar e x p e ct ati o n s r e g ar di n g t h e pr ot e cti o n s n e e d e d  t o e n s ur e a n y s u c h tr a n sf er s ar e i n t h e b e st 
i nt er e st s of m e m b er s, s p o n s or i n g e m pl o y er s a n d t h e wi d er e c o n o m y. 

5 0  P e n si o n s a n d Lif eti m e S a vi n g s A s s o ci ati o n ( P L S A), ‘ D B T a s kf or c e ’, 2 0 1 6. A v ail a bl e at: htt p s:// w w w. pl s a. c o. u k/ P oli c y -a n d -R e s e ar c h -D efi n e d -
B e n efit -D B -T a s kf or c e  
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The Defined Benefit Pension landscape and consolidation 

Lack of scale  
 Within the Defined Benefit sector, there are high levels of fragmentation. Most schemes are 
relatively small in terms of members and assets but over 60% of all assets are held by big schemes 
of over 10,000 scheme members. According to the latest figures published in the Pension Protection 
Fund’s ‘Purple Book 2017’, 36% of schemes have fewer than 100 members and another 44% fewer 
than 1,000 members.51 Evidence suggests that small and medium-sized schemes fail to meet the 
governance standards expected by the Regulator more than larger schemes, and that trustee 
decision-making could often be improved.52 Additionally, a lack of opportunities to benefit from 
economies of scale means that small schemes tend to have higher administrative costs per member 
and are less likely to benefit from quality investment opportunities, for which advice comes at a 
premium. 

 On the asset side there is a growing body of evidence to demonstrate the benefits of scale that can 
be achieved through consolidation. However, the evidence comes from some of the very largest 
funds both in the UK and overseas and may not reflect the circumstances of many UK Defined 
Benefit schemes in terms of being either being open to new members or future accrual, or stage of 
maturity:  

a. The Local Government Pensions Scheme (LGPS), a public sector Defined Benefit arrangement, 
is part-way through their own consolidation process with 89 authorities collaborating to create 
eight large asset pools. As part of the LGPS consolidation process, APG Asset Management 
and Unison conducted research53 which found that a substantial improvement in investment 
performance could be realised by increasing the size of funds through a combination of lower 
expenses and higher returns.  

b. Analysis from CEM Benchmarking, which collects cost and performance data from 
approximately 500 pension schemes all over the world, shows that larger funds’ investment 
return (from a similar portfolio of assets) is better than smaller funds’ because of lower 
investment costs relative to assets. One of the reasons might be that larger funds achieve better 
efficiencies due to increased use of internal investment management and decreased use of 
external management and Fund of Funds. 

 The asset mix of larger funds also tends to differ from smaller funds through increased investment in 
alternatives (such as infrastructure, property and private equity) and decreased investment in fixed 
income (such as bonds). Although alternatives are more expensive to manage, the potential returns 
from them can be greater and they provide further diversification, which could lead to improved or 
less volatile investment outcomes. However, we acknowledge that asset mix can also be dependent 
on scheme specific factors such as maturity and level of funding relative to liabilities.  

Current forms of consolidation  
 There are already several different options available to Defined Benefit schemes to bring them 
within larger bodies and therefore benefit from shared functions and improved governance. 
Responses to the Green Paper were generally positive about these existing vehicles, recognising 
the benefits they can provide. For many Defined Benefit schemes, these methods of consolidation 
already offer a viable solution which could help them achieve benefits of scale whilst still maintaining 
responsibility for their scheme. Examples of existing options include: 

51 PPF, ‘Purple Book’, 2017, p.15, Figure 3.11. 
52 TPR, ‘DC and DB Research’, September 2017. Available at: http://www.thepensionsregulator.gov.uk/docs/dc-db-research-response-

september-2017.pdf 
53 APG Asset Management and Unison, available at: http://www.google.co.uk/url?url=http://www.unisonoldham.co.uk/wp-

content/uploads/2012/12/UNISON_Response_to_DCLG_PE_infrastructure_consultation.docx&rct=j&frm=1&q=&esrc=s&sa=U&ved=0ahUK
EwjinbDftc3YAhXDCpoKHSC-DCwQFggcMAI&usg=AOvVaw2_YJFFOb2WK-rsIfP1VDSY 
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•   sh ar e d a d mi ni str ati v e s er vi c e s;  

•   as s et p o oli n g ; 

•   fi d u ci ar y M a n a g e m e nt; a n d  

•   Defi n e d B e n efit  M a st er Tr u st s.  

 A s t h e s e c o n d r e p ort of t h e P L S A’ s D efi n e d B e n efit  T a s kf or c e5 4  n ot e s, t h e s e c o n s oli d ati o n m et h o d s 
c a n alr e a d y h el p s c h e m e s t o r e ali s e l o w er a d mi ni str ati v e a n d i n v e st m e nt c o st s, i m pr o v e 
g o v er n a n c e a n d pr o vi d e e a si er a c c e s s t o e x p erti s e a n d i m pr o v e d i n v e st m e nt str at e gi e s.  T hi s i s 
s u p p ort e d b y Gr e e n P a p er  r e s p o n s e s fr o m Defi n e d B e n efit  M a st er Tr u st s, w h o e sti m at e t h at c ert ai n 
p e n si o n s c h e m e o p er ati n g c o st s c a n b e r e d u c e d b y ar o u n d 3 0 % i n a M a st er Tr u st . 

 Ma n y s m all er s c h e m e s m a y h a v e b e e n s et u p a s i n s ur e d s c h e m e s . T hi s m e a n s t h at if t h e i n s ur a n c e 
c o m p a n y still c o nti n u e s t o c oll e ct c o ntri b uti o n s a n d i n v e st t h e m i n t h eir o w n f u n d s, a n d h a n dl e 
r etir e m e nt s a n d all ot h er b e n efit cl ai m s, t h e s e s c h e m e s m a y alr e a d y b e b e n efitti n g fr o m s o m e f or m 
of c o n s oli d ati o n a n d a str e a mli n e d a p pr o a c h t o g o v er n a n c e.  

 H o w e v er, t h er e i s a li mit e d u pt a k e of e xi sti n g m et h o d s of c o n s oli d ati o n. T hi s m a y b e d u e t o a n 
e st a bli s h e d pr a cti c e of tr u st e e s hi p a n d s p o n s or s hi p w a nti n g t o r et ai n f ull c o ntr ol of a s c h e m e, 
r e g ar dl e s s of t h e p ot e nti al c o st s a vi n g s a n d i n cr e a s e d s e c urit y t o m e m b er s. Gr e e n P a p er  r e s p o n s e s 
s u g g e st e d t h at m or e s h o ul d b e d o n e t o p u bli ci s e t h e wi d er b e n efit s of c o n s oli d ati o n, i n cl u di n g 
e d u c ati n g tr u st e e s a n d s c h e m e s p o n s or s a b o ut it s p ot e nti al l o n g -t er m a d v a nt a g e s. It w a s 
s u g g e st e d t h at t h e R e g ul at or’ s Tr u st e e T o ol kit c o ul d b e a u s ef ul a n d i m p arti al w a y t o e d u c at e 
tr u st e e s a n d s p o n s or s a b o ut t h e b e n efit s of c o n s oli d ati o n, w hi c h c o ul d h el p r ai s e a w ar e n e s s a nd 
pr o m pt t h e m t o c o n si d er w h et h er c o n s oli d ati o n or b u y -o ut mi g ht b e a vi a bl e o pti o n.  

 Defi n e d B e n efit  M a st er Tr u st s  h a v e al s o s u g g e st e d t h at i m pr o vi n g tr a n s p ar e n c y ar o u n d c o st s a n d 
c h ar g e s w o ul d a ct a s a u s ef ul pr o m pt i n e n c o ur a gi n g s c h e m e s t o c o n si d er c o n s oli d ati o n. A s c h a pt er 
t w o n ot e s, t h e G o v er n m e nt i s s u p p orti v e of w or k b ei n g u n d ert a k e n t o pr o m ot e gr e at er tr a n s p are n c y 
of c o st s a n d c h ar g e s a n d  i s w or ki n g wit h i nt er e st e d p arti e s o n t hi s.  

 S m all -t o-m e di u m -si z e d s c h e m e s mi g ht b e e x p e ct e d t o b e n efit m o st fr o m c o n s oli d ati o n. H o w e v er, 
t h e d e si g n a n d cir c u m st a n c e s of D efi n e d B e n efit s c h e m e s ar e m a n y a n d v ari e d, a n d c o n s oli dati o n 
m a y n ot b e a n a p pr o pri at e d e sti n ati o n f or all s c h e m e s. F or t h o s e w h o  c o ul d b e n efit fr o m 
c o n s oli d ati o n, it i s i m p ort a nt t h at t h er e i s a r a n g e of vi a bl e m o d el s a v ail a bl e  t o m e et t h e di v er s e 
n e e d s of diff er e nt sit u ati o n s. F or ot h er s c h e m e s, it m a y si m pl y b e a c a s e of e n c o ur a gi n g tr u st e e s t o 
s e e k f urt h er effi ci e n ci e s fr o m t h eir e xi sti n g arr a n g e m e nt s a n d pr o vi d er s.  

S e c uri n g m e m b e r s’ b e n efit s  

 All p e n si o n s c h e m e s f a c e t h e s a m e ri s k s: i n a bilit y of t h e s p o n s ori n g e m pl o y er t o s uffi ci e ntl y f u n d t h e 
s c h e m e ( c o v e n a nt ri s k), i n v e st m e nt ri s k , a n d l o n g e vit y /ot h er d e m o gr a p hi c ri s ks . E v e n f or r el ati v el y 
w ell -f u n d e d D efi n e d B e n efit  s c h e m e s  wit h str o n g e m pl o y er s, t h er e r e m ai n s a n i n h er e nt ri s k t o 
m e m b er s ’ b e n efit s. Our a n al y si s s u g g e st s t h at a s p o n s or i n g e m pl o y er wit h a n  i n v e st m e nt gr a d e 
cr e dit r ati n g 5 5  mi g ht h a v e u p t o a 3 % c h a n c e of c o m p a n y i n s ol v e n c y wit hi n 3 0 y e ar s.  

 A s s et o ut  a b o v e, e xi sti n g f or m s of c o n s oli d ati o n c o ul d i n cr e a s e t h e a bilit y of tr u st e e s t o m or e 
eff e cti v el y m a n a g e i n v e st m e nt ri s k a n d m a y gi v e a c c e s s t o b ett er i n v e st m e nt o pti o n s. W h er e t hi s i s 

5 4  P L S A, ‘ T h e C a s e f or C o n s oli d ati o n’ , M ar c h 2 0 1 7. A v ail a bl e at: htt p s:// w w w. pl s a. c o. u k/ p ort al s/ 0/ D o c u m e nt s/ 0 6 2 2 -T h e -C a s e -f or-
C o n s oli d ati o n. p df  

5 5  F or ill u str ati v e p ur p o s e s o nl y: w e a s s u m e s p o n s or s i n L e v y B a n d 1 – 4 of t h e P P F i n s ol v e n c y ri s k t a bl e t o b e a cl o s e pr o x y f or i n v e st m e nt 
gr a d e e m pl o y er s, w hi c h h a v e a n ‘i n s ol v e n c y ri s k’ of u p t o 0. 1 1 1 3 % p er y e ar.  
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combined with dissolving the sponsoring employer relationship through buy-out, covenant risk in the 
original employer could also be removed, albeit at a significant premium to the employer. 

 Pension schemes may have different long-term funding objectives, but it is expected that most 
trustees will ultimately be aiming to secure members’ benefits with an insurance company. In this 
case, the funding objective will therefore be focussed on when and how it might be realistic to 
achieve this. Although there is an established market for bulk annuity transactions, the annual 
average (on a mean basis) volumes being traded has been around £7–8 billion56 and are mainly 
restricted to buy-in of pensioner liabilities as a means of transferring some, but not all of, a pension 
scheme’s investment and demographic risk. However, activity has broadly been increasing over 
recent years with certain commentators expecting this trend to continue. 

 There were over 100 insurance buy-out deals in 2016. Of those, around 40% of transactions were 
less than £10 million, indicating that there is a market for transactions on the scale that smaller 
Defined Benefit schemes may seek.’ This view is reinforced by the fact that of the eight insurers 
currently active in the risk transfer market, as of June 2017 five of them had an appetite for 
transactions below £50m.57 

Table 1: Number of deals in 2016, by deal size 

Deal size (£m) Number of deals 
<10 40 
10–100 41 
>100 23 

Source: Settlement Watch, Willis Towers Watson, April 201758 

 However, research carried out by Lane Clark and Peacock59 indicates that there has been a 20% 
reduction in the number of transactions below £100 million, and across the market up to 40% of 
quotation requests are declined by insurers. This might suggest a preference for insurers to write 
larger transactions, leaving smaller schemes to potentially be crowded out of the market. 

 As noted at the beginning of this chapter, new forms of consolidation are being put forward by 
industry to operate alongside traditional consolidator vehicles. One area gaining interest is the idea 
of ‘commercial consolidation’ as a more affordable way of risk transfer. Under this model, a private 
company would set up a new Defined Benefit pension scheme and take over the responsibility for 
meeting the liabilities of other pension schemes in exchange for a one-off payment or structured 
payments by the previous sponsoring employer. The company then acts as the ‘sponsor’ with a new 
board of trustees responsible for scheme governance. The covenant is provided by additional 
capital supplied by external investors who expect a return for their investment. 

 There may be considerable potential benefits for employers through commercial consolidation. 
Some employers find that they are constrained from focussing effectively on their core business 
because of the need to support a closed legacy pension scheme, the liabilities of which may be 
volatile and unpredictable. But many are not in a position to be able to secure members’ benefits 
through a buy-out with an insurance company, and some are unlikely to be able to in the future. If 
an employer can afford entry they could exchange their covenant support through transfer to a 
consolidator and know exactly how much they had to pay, making planning for their future business 
easier. If at the same time members’ benefits were likely to be more secure, then this would create 
a more beneficial situation for all parties.  

56 DWP average of estimates from Hymans Robertson’s ‘Risk Transfer Report’, August 2017.  
57 Hymans Robertson, ‘Risk Transfer report, Hymans Robertson’, August 2017.  
58 Available at: https://www.towerswatson.com/en-GB/Insights/Newsletters/Europe/uk-settlement-watch/2017/Insured-transactions-market-

review-of-2016 
59 Lane Clark & Peacock, ‘Pensions de-risking report’, 2016 
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 Trustees would need to be satisfied that the resulting funding level of, and security in, the 
consolidator effectively covers the on-going support expected from the original sponsoring 
employer, as well as that it increases the likelihood of members receiving their benefits in full. We 
accept this will not be an easy decision for trustees to make. In particular, it must be recognised that 
employer covenant risk is swapped for scheme default risk within a consolidation vehicle. In 
addition, some trustees may still feel that buy-out is a realistic prospect in the medium to longer-
term consistent with their long-term funding objective and strength of employer covenant.  

Our approach  
 Respondents to the Green Paper called for government action to remove the barriers which 
currently stifle innovation and prevent wider consolidation taking place; recent proposals for 
‘commercial’ style consolidator vehicles also demonstrate an appetite in the industry for innovation 
in this area. 

 With more Defined Benefit schemes approaching maturity and their sponsoring employers seeking 
to secure members’ benefits or transfer risk, there appears to be a space that new commercial 
consolidators could fill. There is the PLSA’s Superfund approach; however, other organisations may 
also have innovative ideas of how consolidation vehicles might work. These could supplement the 
existing insurance market, rather than being a direct competitor, although each might be competing 
for the same capital, investment and hedging opportunities.  

 Offering industry the opportunity to innovate and create a number of different models with a variety 
of target markets could, in future, offer a more affordable way of risk transfer. However, it is 
important that this is done in a safe way, with clear parameters for vehicles to operate within and to 
provide members with reassurance that funds are meeting a set of clearly defined standards. 

 Despite the work already done within the industry on commercial consolidation vehicles, there is 
much more to do to develop this policy to a point where it could be successfully delivered. When the 
current Defined Benefit legislative framework was designed, it was always intended that an 
employer would stand behind the scheme, or that the scheme would buy-out with an insurance 
company subject to strict funding and capital requirements. We therefore need to ensure that 
exchanging sponsor covenant and moving into a commercial consolidator improves the expected 
outcomes for members in order to realise the benefits that consolidation could bring.  

 We are therefore developing proposals for a legislative framework and authorisation regime to 
enable consolidation in which an employer no longer sponsors their Defined Benefit pension 
scheme.  

 There is a delicate balance to be struck. If the legislative framework is too restrictive, then the 
consolidator vehicles may not be commercially viable but if the vehicle is under-protective of 
members, then the risks to members’ benefits will be unacceptable. We have therefore identified a 
number of areas that will need to be considered (as set out below), which will be subject to further 
consultation this year. 

 As noted above, respondents also thought that more could be done to publicise the wider benefits of 
consolidation. We are therefore considering ways to raise awareness around existing forms of 
consolidation such as Defined Benefit Master Trusts. 

Our proposals  

New commercial consolidation vehicles  
 Commercially run consolidation vehicles would be a major shift in the Defined Benefit sector – but if 
designed properly we believe that they could both reduce some inefficiency within the system and 

 



3 4  Pr ot e cti n g D efi n e d B e n efit P e n si o n S c h e m e s  

h a v e  t h e p ot e nti al t o off er b ett er l o n g-t er m o ut c o m e s f or c ert ai n s c h e m e m e m b er s w hil st off eri n g a n 
alt er n ati v e str at e g y f or m a n a gi n g l e g a c y D efi n e d B e n efit  s c h e m e s . 

 S u bj e ct t o c o n s ult ati o n, w e d o n ot pr o p o s e t h at c o m m er ci al c o n s oli d at or s s h o ul d b e r e q uir e d t o  f u n d 
s c h e m e s at t h e l e v el r e q uir e d of i n s ur a n c e c o m p a ni e s off eri n g b u y -o ut arr a n g e m e nt s. H o w e v er, i n 
r e c o g niti o n t h at t h e s e v e hi cl e s w o ul d n ot b e o p er ati n g a s a tr a diti o n al Defi n e d B e n efit  s c h e m e, 
f u n di n g r e q uir e m e nt s w o ul d b e li k el y t o b e at a hi g h er l e v el t h a n i s t y pi c al of s c h e m e s wit h a 
c o nti n u e d att a c h m e nt t o t h eir e m pl o y er.  

 F or s c h e m e s c h o o si n g t o e nt er a c o m m er ci al c o n s oli d at or, t hi s w o ul d i n m o st c a s e s b e i n e x c h a n g e 
f or a si g nifi c a nt c o ntri b uti o n t o i m pr o v e t h e f u n di n g l e v el of t h e s c h e m e. T h e P L S A’ s T a s kf or c e’ s 
S u p erf u n d m o d el s u g g e st s t h at t h e f u n di n g l e v el c o ul d b e ar o u n d 8 0 – 8 5 % of t h e c o st of f ull 
b u y -o ut .6 0  T hi s mi g ht e q u at e t o ar o u n d 1 1 0 % – 1 2 0 % of te c h ni c al p r o vi si o n s f or a t y pi c al s c h e m e. 
H o w e v er, t h e w a y i n w hi c h t h e e ntr y c o st i s d et er mi n e d w o ul d b e d e p e n d e nt o n t h e t y p e of 
c o n s oli d at or m o d el a n d t h e a p pr o a c h t o s etti n g f u n di n g a n d c a pit al r e q uir e m e nt s.  

 A n y tr a n sf er t o a c o n s oli d at or  v e hi cl e w o ul d r e q uir e t h e c o n s e nt of s c h e m e tr u st e e s w h o w o ul d 
n e e d t o t a k e l e g al, a ct u ari al a n d c o v e n a nt a d vi c e a n d t o a s s e s s, i n d et ail, t h e i m p a ct s of a tr a n sf er.  

Ar e a s f or f ut ur e c o n s ult ati o n  

 I n d e v el o pi n g o ur pr o p o s al s, w e h a v e i d e ntifi e d t h e f oll o wi n g ar e a s t h at will n e e d t o b e i n cl u d e d i n a 
l e gi sl ati v e a n d r e g ul at or y fr a m e w or k f or a c o m m er ci al c o n s oli d ati on v e hi cl e. T h e f oll o wi n g 
p ar a gr a p h s s et o ut o ur i niti al t hi n ki n g, w hi c h w e pr o p o s e t o c o n s ult o n i n d et ail t hi s y e ar.  

(i) E st a bli s hi n g a c o m m er ci al c o n s oli d at or  

•  U n d er  c urr e nt m o d el s b ei n g pr o p o s e d, n e w c o n s oli d ati o n v e hi cl e s w o ul d o p er at e wit hi n t h e 
e xi sti n g o c c u p ati o n al p e n si o n s c h e m e r e gi m e. W e t h er ef or e e n vi s a g e t h at t h e R e g ul at or w o ul d 
b e b e st pl a c e d t o a ut h ori s e a n d s u p er vi s e s u c h v e hi cl e s, i n cl u di n g w a y s t o miti g at e a n y ri s k s or 
p ot e nti al a b u s e s. T hi s w a s al s o s u g g e st e d i n t h e P L S A’ s S u p erf u n d m o d el. At pr e s e nt, t h e 
R e g ul at or h a s n o p o w er t o s et t h e t er m s u n d er w hi c h a D efi n e d B e n efit  c o n s oli d at or i s 
e st a bli s h e d.  A n a p pr o pri at e a ut h ori s ati o n a n d s u p er vi s or y pr o c e s s w o ul d t h er ef or e n e e d t o b e 
e st a bli s h e d i n l e gi sl ati o n t o e n s ur e c o m m er ci al c o n s oli d at or s m e et all t h e fr a m e w or k 
r e q uir e m e nt s w e p ut i n pl a c e f or t h e o p er ati o n of s u c h v e hi cl e s.  

(ii) T h e crit eri a t h at n e e d t o b e m et i n or d er f or a s c h e m e t o b e eli gi bl e f or e ntr y i nt o a 
c o m m er ci al c o n s oli d at or  

•  A n y  l e gi sl ati v e fr a m e w or k w o ul d n e e d t o e st a bli s h a n d s et t h e c o n diti o n s a tr a n sf erri n g s c h e m e 
w o ul d n e e d t o m e et t o b e eli gi bl e t o e nt er a c o m m er ci al c o n s oli d at or.  Cl e arl y, t h er e will b e a 
‘ pri c e’; h o w e v er, w e w o ul d e x p e ct b ot h t h e fr a m e w or k w e p ut i n pl a c e, a n d m ar k et c o m p etiti o n, 
t o aff e ct t h e e ntr y pri c e f or i n di vi d u al s c h e m e s i n m u c h t h e s a m e w a y a s t h e i n s ur a n c e b ul k 
a n n uit y m ar k et o p er at e s. I n m o st c a s e s, w e w o ul d e x p e ct t h e s p o n s or i n g e m pl o y er a n d 
tr u st e e s t o t a k e s e p ar at e a n d i n d e p e n d e nt l e g al a n d a ct u ari al a d vi c e, a n d al s o s e p ar at e a n d 
i n d e p e n d e nt fr o m t h e a d vi c e r e c ei v e d b y t h e c o m m er ci al c o n s oli d at or.  W e w o ul d al s o e x p e ct 
tr u st e e s t o c o n si d er t a ki n g i n d e p e n d e nt c o v e n a nt a d vi c e. St at ut or y g ui d a n c e or C o d e s of 
Pr a cti c e c o ul d al s o a s si st s p o n s or s a n d tr u st e e s i n t h eir d e ci si o n m a ki n g. W e m a y al s o wi s h t o  
s et c ert ai n ot h er c o n diti o n s t o e n s ur e all d at a, e q u ali s ati o n, a n d a d mi ni str ati o n ri s k s ar e 
mi ni mi s e d a n d t o all o w t h e c o m m er ci al c o n s oli d at or t o a c hi e v e t h e effi ci e n ci e s t h at 
c o n s oli d ati o n c a n bri n g.   

6 0  P L S A, ‘ O p p ort u niti e s f or C h a n g e’ , S e pt e m b er 2 0 1 7. A v ail a bl e at: htt p s:// w w w. pl s a. c o. u k/ P ort al s/ 0/ D o c u m e nt s/ P oli c y -D o c u m e nt s/ 2 0 1 7/ D B -
T a s kf or c e -t hir d-r e p ort-O p p ort u niti e s -f or-C h a n g e. p df  
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(iii) T h e o n -g oi n g r el ati o n s hi p wit h t h e s p o n s ori n g e m pl o y e r 

•  T h e P L S A m o d el pr e s u m e s br e a k a g e of t h e s p o n s ori n g e m pl o y er li n k i n r et ur n f or a d diti o n al 
f u n di n g a n d c a pit al i n v e st m e nt i n t h e c o n s oli d ati o n str u ct ur e. T h er ef or e t h e s e c urit y off er e d 
t hr o u g h t h e f u n di n g l e v el of t h e s c h e m e p o st tr a n sf er t o g et h er wit h t h e c a pit al str u ct ur e of t h e 
c o n s oli d ati o n v e hi cl e w o ul d n e e d t o b e d e m o n str a bl y hi g h er t h a n it w a s u n d er t h e s p o n s ori n g 
e m pl o y er. T h e m ar k et m a y al s o d e si g n ot h er m o d el s w h er e t h e c o n s oli d ati o n v e hi cl e r et ai n s 
s o m e f or m of att a c h m e nt t o t h e s p o n s or of a  sc h e m e  e nt eri n g t h e c o n s oli d at or v e hi cl e , f or 
e x a m pl e i n t h e f or m of a n e q uit y st a k e or d e bt r e p a y m e nt arr a n g e m e nt s t o f u n d a n y s h ortf all i n 
a s s et s tr a n sf err e d.  T h e fr a m e w or k will t h er ef or e n e e d t o b e s uffi ci e ntl y fl e xi bl e t o c o p e wit h 
diff er e nt m o d el s wit h o ut all o wi n g m e m b er s e c urit y t o b e c o m pr o mi s e d.  

(i v) T h e l o n g -t er m f u n di n g o bj e cti v e f or t h e c o n s oli d at or  

•  A s a st arti n g p oi nt, w e w o ul d e x p e ct a c o m m er ci al c o n s oli d at or t o h a v e a l o n g -t er m f u n di n g 
o bj e cti v e w hi c h e n s ur e s it s l o n g -t er m vi a bilit y a n d a n a d e q u at e l e v el of s e c urit y gi v e n t h at t h e 
c o n s oli d at or c o ul d e n a bl e s e v er a n c e of t h e s p o n s ori n g e m pl o y er.  W e t h er ef or e e x p e ct t h at w e 
will n e e d a stri ct er s et of f u n di n g st a n d ar d s t h a n c urr e ntl y a p pl y t o e n s ur e m e m b er s ar e 
a d e q u at el y pr ot e ct e d gi v e n t h at o n e p ur p o s e of t h e f u n d i s t o pr o vi d e a fi n a n ci al r et ur n t o t h o s e 
pr o vi di n g c a pit al t o t h e c o m m er ci al c o n s oli d at or . Thi s i s a c o n si d er a bl e m o v e a w a y fr o m t h e 
e st a bli s h e d str u ct ur e of h a vi n g a n o n -g oi n g e m pl o y er.  

( v) T h e a m o u nt of c a pit al b uff er t h at i s r e q uir e d  

•  T o miti g at e t h e l o s s of i n di vi d u al s p o n s or c o v e n a nt f oll o wi n g a tr a n sf er t o a c o m m er ci al 
c o n s oli d at or, w e al s o e x p e ct t h at a n a d diti o n al c a pit al b uff er will  b e  r e q uir e d wit hi n t h e str u ct ur e 
of t h e c o n s oli d at or.  T h e c a pit al b uff er w o ul d pr o vi d e f urt h er s e c urit y t o  m e m b er s i n t h e e v e nt 
t h at t h e f u n di n g p o siti o n of t h e c o n s oli d at or f all s b el o w a mi ni m u m f u n di n g l e v el. W e al s o i nt e n d 
t o i n v e sti g at e f urt h er “ str e s s t e st s” or a “ v al u e-at -ri s k” a s s e s s m e nt t o t e st t h e a d e q u a c y of, a n d 
a c c e s s t o, t h e c a pit al b ei n g pr o vi d e d  b y a c o n s oli d at or s p o n s or.  T h e str e n gt h a n d s c o p e of t h e 
t e st s will r efl e ct a mi ni m u m a d diti o n al l e v el of s e c urit y t h e c a pit al i s i nt e n d e d t o pr o vi d e o v er 
a n d a b o v e t h e l o n g -t er m f u n di n g str at e g y; f ail ur e w o ul d d et er mi n e w h e n r e g ul at or y i nt er v e nti o n 
m a y b e r e q uir e d i n t h e o p er ati o n of t h e c o m m er ci al c o n s oli d at or.  

( vi) T h e i n v e st m e nt st r at e g y t h at s h o ul d b e a d o pt e d  

•  W e w o ul d e x p e ct t h e a ut h ori s ati o n r e gi m e, f u n di n g fr a m e w or k a n d c a pit al a d e q u a c y 
r e q uir e m e nt s will r e q uir e or e n c o ur a g e c o n s oli d at or s t o a d o pt a l o w-ri s k or c a s h-fl o w m at c hi n g 
i n v e st m e nt str at e g y, a n d t o h e d g e u nr e w ar d e d ri s k s. A s a n e x a m pl e, t hi s c o ul d b e d o n e  b y  
m a ki n g t h e  c a pit al r e q uir e m e nt s d e p e n d e nt o n t h e i n v e st m e nt s h el d, t o g et h er wit h s o m e 
o v er ar c hi n g pri n ci pl e s or r ul e s s etti n g t h e a p pr o a c h t o pr u d e n c e.   

( vii) T h e ci r c u m st a n c e s i n w hi c h t hi r d -p art y c a pit al pr o vi d er s c a n e xt r a ct pr ofit s  

•  It w o ul d b e r e a s o n a bl e f or a pr o vi d er of ri s k c a pit al t o b e a bl e t o pr ofit fr o m t h e pr o vi si o n of t h at 
c a pit al.  W e will n e e d t o c o n si d er s etti n g li mit s o n t h e c h ar g e s a s p o n s or c o ul d m a k e t o pr e v e nt 
e x c e s si v e pr ofit s b ei n g m a d e at m e m b er s’ e x p e n s e a n d t o t h e ri s k of t h eir b e n efit s.  A p ot e nti al 
c o n s oli d at or s p o n s or m a y al s o wi s h t o e xtr a ct s ur pl u s at s o m e f ut ur e d at e or e v e n a s it 
e m er g e s.  A g ai n, w e will c o n si d er t h e e xt e nt t o w hi c h t hi s will b e p o s si bl e u nl e s s t h e 
c o n s oli d at or i s i n a p o siti o n t o b u y  o ut at l e a st s o m e p orti o n of t h e f u n d’ s li a biliti e s c o n si st e nt 
wit h t h e c urr e nt s c h e m e f u n di n g r e gi m e.  

( viii) T h e l e v el of f u n di n g b el o w w hi c h t h e f u n d c a n n ot f all a n d b e p er mitt e d t o c o nti n u e t o t a k e o n 
n e w s c h e m e s  

•  T hi s ar e a will n e e d f urt h er c o n si d er ati o n. T h e  c o n s oli d at or mi g ht b e r e q uir e d t o cl o s e t o n e w 
b u si n e s s at t h e p oi nt w h er e  it s a s s et s f ell b el o w t h e l o n g -t er m f u n di n g o bj e cti v e a n d t h e 
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s p o n s or w a s u n a bl e t o m e et f ut ur e r e c o v er y pl a n p a y m e nt s a n d mi ni m u m c a pit al r e q uir e m e nt s 
wit h o ut f urt h er i n v e st m e nt b ei n g a v ail a bl e. It s h o ul d b e n ot e d t h at s c h e m e s mi g ht n ot b e 
r e q uir e d t o wi n d-u p at t hi s st a g e if a t ur n ar o u n d mi g ht still b e p o s si bl e wit h o ut n e w b u si n e s s 
f u n di n g a p ot e nti al s h ortf all. 

(i x) I nt er a cti o n wit h t h e P e n si o n Pr ot e cti o n F u n d ( P P F ) 

•  O n e k e y i s s u e t h at will n e e d t o b e r e s ol v e d i s w h at h a p p e n s i n t h e e v e nt a c o n s oli d ati o n 
v e hi cl e ‘f ail s’ a n d w h at c o n stit ut e s f ail ur e (f or e x a m pl e, i s t h er e a gi v e n f u n di n g l e v el or ot h er 
m e a s ur e s b el o w w hi c h t h e c o n s oli d ati o n v e hi cl e m u st wi n d u p).  O n e a s p e ct of t hi s i s w h et h er a 
c o m m er ci al c o n s oli d at or w o ul d b e eli gi bl e f or t h e P P F i n a f ail ur e s c e n ari o.  M e m b er s a n d 
tr u st e e s of tr a n sf erri n g s c h e m e s m a y w ell b e r e a s s ur e d b y P P F eli gi bilit y. H o w e v er, d e p e n di n g 
o n h o w f u n di n g a n d wi n d u p r e q uir e m e nt s ar e d efi n e d , P P F pr ot e cti o n m a y n ot b e n e c e s s ar y 
(f or e x a m pl e, if pr o vi si o n s ar e c o n str u ct e d i n s u c h a w a y t o e n s ur e t h at – i n t h e e v e nt of f ail ur e 
– t h e c o n s oli d at or i s al w a y s a bl e t o b u y o ut m e m b er b e n efit s a b o v e P P F l e v el s of 
c o m p e n s ati o n).  It will al s o b e i m p ort a nt t o c o n si d er t h e ri s k s t h at a c o n s oli d ati o n v e hi cl e( s) 
c o ul d pr e s e nt t o t h e P P F.  A g ai n m u c h d e p e n d s o n t h e wi d er f u n di n g r e q uir e m e nt s t h at ar e p ut 
i n pl a c e, b ut c o n s oli d ati o n of a l ar g e n u m b er of s c h e m e s i nt o o n e si z e a bl e c o n s oli d ati o n 
v e hi cl e w o ul d cl e arl y p o s e a v er y diff er e nt, c o n c e ntr at e d ri s k t o t h e P P F t h a n t h e c urr e nt 
p o siti o n ( w h er e ri s k s ar e di s p er s e d a cr o s s s c h e m e s wit h diff er e nt e m pl o y er s a n d diff er e nt 
i n v e st m e nt str at e gi e s). G o v er n m e nt will al s o n e e d t o d e ci d e w h et h er it i s a p pr o pri at e f or P P F 
m e m b er s a n d l e v y p a y er s t o eff e cti v el y u n d er writ e a c o m m er ci al, pr ofit m a ki n g v e nt ur e.  If P P F 
eli gi bilit y i s pr o vi d e d f or c o n s oli d at or s t h e n b ot h G o v er n m e nt a n d t h e P P F will n e e d t o t a k e 
a cti o n, i n cl u di n g r e vi e wi n g t h e r el e v a nt l e gi sl ati o n, t o e n s ur e a n a p pr o pri at e l e v y c a n b e 
c h ar g e d ( p er h a p s b uil di n g o n t h e P P F’ s e xi sti n g m et h o d ol o g y f or s c h e m e s wit h o ut a 
s u b st a nti v e s p o n s or) a n d t h at e ntr y t o a P P F e ntr y p eri o d c a n b e tri g g er e d at t h e ri g ht p oi nt.   

( x) G o v er n a n c e a n d ali g n m e nt of i nt er e st s  

•  A c o n s oli d ati o n v e hi cl e c o ul d p ot e nti all y b e r e s p o n si bl e f or t h e b e n efit s of h u n dr e d s of 
t h o u s a n d s of m e m b er s, m a n a gi n g a s s et s i n e x c e s s of t e n s of billi o n s of p o u n d s.  T h e st a n d ar d s 
of g o v er n a n c e t h e c o n s oli d ati o n v e hi cl e w o ul d n e e d t o m e et w o ul d h a v e t o b e s et at a n 
a p pr o pri at el y hi g h st a n d ar d.  A s a mi ni m u m, w e w o ul d l o o k at h o w w e a p pl y a si mil ar 
g o v er n a n c e str u ct ur e a s c urr e ntl y a p pli e s t o D efi n e d C o ntri b uti o n  M a st er Tr u st s a n d i n 
p arti c ul ar t h e “fit  a n d pr o p er” t e st s t h at w o ul d n e e d t o a p pl y t o t h o s e r e s p o n si bl e f or t h e 
g o v er n a n c e of a c o n s oli d ati o n v e hi cl e.  

•  I n e vit a bl y t h er e will b e s o m e t e n si o n b et w e e n t h e m a n a g er s of t h e c o n s oli d ati o n v e hi cl e 
(w h o s e pri n ci p al d ut y s h o ul d al w a y s b e t o e n s ur e m e m b er s’ b e n efit s c a n b e pr o vi d e d i n f ull ) 
a n d t h e c a pit al i n v e st or s (w h o m a y l o o k t o e x ert s o m e c o ntr ol o v er t h e i m p ort a nt d e ci si o n s 
b ei n g m a d e o n t h eir b e h alf  s u c h a s t h e i n v e st m e nt of a s s et s) . H o w e v er, t h er e will b e s o m e 
ali g n m e nt of i nt er e st s: t h e m a n a g er s of  a c o n s oli d ati o n v e hi cl e will n ot w a nt t o f a c e h a vi n g t o 
r e d u c e m e m b er b e n efit s i n t h e e v e nt of a f ail ur e of t h e c o n s oli d ati o n v e hi cl e; t h e i n v e st or s will 
n ot w a nt t o s e e d e pl eti o n i n t h eir c a pit al a n d a c orr e s p o n di n g r e d u cti o n i n t h eir r et ur n s. W e 
n e e d t o  e n s ur e t h at a f air b al a n c e i s a c hi e v e d i n t h e o p er ati o n of t h e c o n s oli d ati o n v e hi cl e t o 
pr o vi d e s uffi ci e nt pr ot e cti o n t o m e m b er s b ut r e c o g ni s e t h e i nt er e st s of i n v e st or s.  

( xi) T h e r e g ul at or y f r a m e w or k a n d l e vi e s c h ar g e d  

•  T h e R e g ul at or w o ul d n e e d si g nifi c a ntl y e n h a n c e d p o w er s i n r el ati o n t o t h e o n -g oi n g s u p er vi si o n 
of a c o n s oli d ati o n v e hi cl e. I n p arti c ul ar  t h e R e g ul at or w o ul d n e e d t o b e a bl e t o m o nit or t h e 
o n -g oi n g f u n di n g a n d g o v er n a n c e . A s c o n s oli d ati o n will b e a s u b st a nti al c h a n g e t o t h e c urr e nt 
r e g ul at or y s y st e m, t h e R e g ul at or w o ul d n e e d t o h a v e m or e r e s o ur c e s t o r e g ul at e t hi s t y p e of 
v e hi cl e. T hi s w o ul d  b e  li k el y t o h a v e c o st i m pli c ati o n s f or t h e R e g ul at or, a n d f or t h e i n d u str y 
l e v y w hi c h f u n d s it. S o m e of t h e s e c o st s c o ul d b e off s et b y s a vi n g s a cr o s s t h e s y st e m a s a 
w h ol e r e s ulti n g fr o m c o n s oli d ati o n.  
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Benefit simplification  
 Defined Benefit structures can be complex. Responses to the Green Paper on the influence that 
complex benefit structures can have on consolidation were polarised. For instance, some 
respondents argued that simplification was necessary for consolidation and that the current 
legislation which allows schemes to simplify benefits is prohibitively complicated and precarious for 
trustees who might fear legal challenges from those members who may lose out. Others argued 
against simplification as a prerequisite for consolidation and that any changes to legislation would 
be unnecessary, noting that such changes could weaken member protection. Additionally, some 
noted that off-the-shelf IT systems are currently capable of running hundreds of complicated benefit 
structures and that simplification, if required, may in some cases deter consolidation due to 
potentially high one-off costs of simplifying benefits.  

 Where high levels of consolidation have taken place abroad (in the Netherlands and Canada for 
instance), the ability to reshape or convert accrued benefits has been important. Similarly, where 
there has been forms of consolidation within the UK sector (for example, insurance providers and 
the PPF), benefits are often simplified prior to entry.  

 Initial estimates, informed by discussions with industry, suggest that adopting a simplified benefit 
structure may reduce total on-going costs by around 10–15%.61 While this is a significant saving, it 
would have to be offset against the up-front cost of the process of simplifying all benefits, which 
could be very expensive.  

 Any legislative change which allowed trustees to simplify members’ benefits without consent, 
potentially overriding scheme provisions, would require a strong body of evidence to justify change. 
At this point, although there is evidence that benefit simplification could be advantageous to 
schemes hoping to consolidate, we are not yet convinced that we could justify a change to the 
legislation relating to benefit simplification.  

 Existing Guaranteed Minimum Pension (GMP) conversion legislation can simplify much of the 
complexity in providing benefits, reducing administration costs and paving the way for consolidation, 
as well as offering schemes a means to address the gender inequalities that arise from GMPs. We 
are however aware that the Pensions Industry working group set up to address inequalities caused 
by GMPs has suggested some small changes to the GMP conversion legislation and we are 
considering some minor changes for the near future.  

 Respondents to the Green Paper highlighted that, where gender inequalities from GMPs are 
addressed through GMP conversion, members might be negatively affected by the Lifetime Tax 
Allowance (LTA) and/or Annual Allowance (AA) due to an increase in the underlying pension 
amount. We are working with HMRC to investigate the potential tax implications and whether 
changes to tax legislation might be needed and feasible. 

 Concerning the issue of gender inequalities arising from GMPs, respondents to a recent Department 
for Work and Pensions consultation on how pension schemes may equalise benefits for the effect of 
GMPs have suggested that any action should be delayed pending the outcome of the upcoming 
case in the High Court brought by the Lloyds Banking Group pensions trustees. Whilst DWP 
remains of the opinion that schemes must equalise pension benefits to account for inequalities 
caused by GMPs, we will consider our position in the light of any legal decisions resulting from 
that action. 

61 Extrapolated from consultation responses 
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Raising awareness of consolidation  
 As outlined above, there are significant potential benefits for employers and schemes through 
consolidation. Responses to the Green Paper suggested more should be done to publicise the 
wider benefits of consolidation, including educating trustees and sponsors about its potential long-
term advantages. We will therefore work with the Regulator to consider how their Trustee Toolkit 
could be used to enhance trustee and sponsor awareness of their consolidation options. 

 We are also considering ways to address behavioural and decision-making issues that may 
sometimes prevent consolidation. In particular, we are looking at how a new accreditation regime 
could help encourage existing forms of Defined Benefit consolidation through offering members, 
trustees and sponsors confidence that these vehicles meet or exceed a set of clearly defined 
standards. We will look to consult on these proposals later this year. In addition, the Chair’s 
Statement, which is discussed in chapter two, could require schemes to consider whether 
consolidation would be beneficial under certain circumstances.  

Conclusion 
 The characteristics of Defined Benefit pension schemes are wide-ranging with varying membership 
levels, objectives and trustee governance approaches. We do not believe there is a “one size fits all” 
approach to consolidation but, following consultation and engagement with the industry, we are 
convinced of the significant benefits that consolidation can bring if legislative and regulatory 
frameworks are designed properly and risks mitigated.  

 There are already several options open to Defined Benefit schemes to benefit from shared functions 
and improved governance. Ultimately, it will be for sponsoring employers and trustees to decide on 
the merits of consolidation. However, we would expect them to critically assess the benefits of 
consolidation and come to a considered view on whether consolidation could improve outcomes for 
their scheme members. Raising awareness of the benefits of consolidation along with the 
introduction of a Chair’s Statement will help prompt trustees and encourage them to consider 
whether consolidation would be beneficial under certain circumstances. 

 As well as providing an opportunity to improve outcomes for Defined Benefit scheme members, 
consolidation could benefit sponsoring employers and the PPF. By allowing the market to innovate 
to deliver different vehicles, a range of solutions could be available for Defined Benefit schemes. 
There is a role for the government to put in place a robust legislative framework for consolidator 
vehicles to operate and ensure members’ best interests are protected.  

 We will continue to work closely with the industry in a further consultative process to determine the 
detail of a legislative and regulatory framework which meets the needs of members, schemes, 
potential investors and operators. 
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C h a pt e r f o ur: Briti s h St e el P e n si o n 
S c h e m e a n d o t h e r li v e ar e a s  

Briti s h St e el P e n si o n S c h e m e  

 I n M a y 2 0 1 6, t h e G o v er n m e nt  l a u n c h e d a c o n s ult ati o n t o e x pl or e w h at mi g ht b e d o n e t o h el p t h e 
Briti s h St e el P e n si o n S c h e m e ( B S P S) i n t h e wi d er c o nt e xt of eff ort s t o pr ot e ct t h e U K st e el i n d u str y.  

 T h e c o n s ult ati o n r a n f or f o ur w e e k s a n d w e r e c ei v e d o v er 5, 0 0 0 r e pli e s, a m o u nti n g t o 4, 5 0 9 
i n di vi d u al r e s p o n d e nt s (t a ki n g a c c o u nt of d u pli c at e r e s p o n s e s). F urt h er r e s p o n s e s a n d c o m m e nt s 
c o nti n u e d t o b e s u b mitt e d t hr o u g h o ut 2 0 1 6 a n d 2 0 1 7.  

 T h e c o n s ult ati o n a s k e d f or vi e w s  o n f o ur o pti o n s:  

•  o pti o n o n e : u s e e xi sti n g r e g ul at or y m e c h a ni s m s t o s e p ar at e B S P S fr o m t h e s p o n s ori n g 
e m pl o y er s ( T at a St e el U K Li mit e d a n d ot h er a s s o ci at e d c o m p a ni e s ); 

•  o pti o n t w o : p a y m e nt of p e n si o n d e bt s – t h e e xi sti n g s p o n s ori n g e m pl o y er ‘ b u y s-o ut’ of t h e 
s c h e m e;  

•  o pti o n t hr e e : re d u cti o n of t h e s c h e m e’ s li a biliti e s t hr o u g h n e w l e gi sl ati o n w hi c h w o ul d all o w t h e 
tr u st e e s t o r e d u c e t h e i n d e x ati o n a n d r e v al u ati o n o n f ut ur e p a y m e nt of a c cr u e d p e n si o n ri g ht s; 
a n d  

•  o pti o n f o ur:  l e gi sl ati n g t o p er mit a b ul k tr a n sf er wit h o ut m e m b er c o n s e nt t o a n e w s c h e m e 
w hi c h w o ul d off er l o w er i n d e x ati o n a n d r e v al u ati o n b ut p a y b e n efit s e q u al t o or gr e at er t h a n t h e 
c o m p e n s ati o n p ai d b y t h e P e n si o n Pr ot e cti o n F u n d ( P P F).  

S u m m a r y of c o n s ult ati o n r e s p o n s e s  

 M a n y r e s p o n d e nt s w er e i n f a v o ur of l e gi sl ati v e c h a n g e s w hi c h w o ul d all o w t h e s c h e m e t o r e d u c e it s 
li a biliti e s b y r e d u ci n g t h e l e v el of i n d e x ati o n a n d r e v al u ati o n o n a c cr u e d p e n si o n s. I n p arti c ul ar, t h e 
m aj orit y of B S P S m e m b er s w h o r e s p o n d e d w er e i n f a v o ur of t hi s o pti o n, w hi c h w a s al s o t h e 
tr u st e e’ s pr ef err e d o pti o n. A l ar g e n u m b er e x pli citl y i n di c at e d t h at t h e y c o n si d er e d it pr ef er a bl e t o 
t h e alt er n ati v e of t h e s c h e m e e nt eri n g t h e P P F.  

 R e s p o n d e nt s fr o m t h e p e n si o n s i n d u str y, h o w e v er, w er e m or e c a uti o u s a b o ut a n y l e gi sl ati v e 
c h a n g e, ar g ui n g t h at all o wi n g o n e i n di vi d u al s c h e m e t o m a k e c h a n g e s i n t hi s w a y w o ul d b e u nf air, 
a n d t h at it w a s li k el y t o s et a pr e c e d e nt f or ot h er s c h e m e s t o p u s h f or si mil ar c h a n g e s. A si g nifi c a nt 
n u m b er of  i n di vi d u al s c h e m e m e m b er s a n d or g a ni s ati o n s r e pr e s e nti n g t h e m al s o o p p o s e d a n y 
l e gi sl ati v e c h a n g e w hi c h w o ul d m a k e it e a si er f or s c h e m e s or t h eir s p o n s ori n g e m pl o y er s t o r e d u c e 
b e n efit l e v el s. O n e l ar g e c a m p ai g n gr o u p e x pr e s s e d wi d e s pr e a d c o n c er n s t h at m a ki n g c h a n g e s t o 
t h e B S P S w o ul d s et a w orr yi n g pr e c e d e nt t h at ot h er Defi n e d B e n efit  s c h e m e s w o ul d f oll o w . T h e s e 
c o n c er n s al s o a p pli e d t o o pti o n f o ur w hi c h w o ul d h a v e p er mitt e d b ul k tr a n sf er s t o a n e w s c h e m e 
w hi c h pr o vi d e d l o w er r e v al u ati o n a n d i n d e x ati o n wit h o ut t h e n e e d t o o bt ai n m e m b er c o n s e nt.  

 D uri n g  t h e gr e e n p a p er  c o n s ult ati o n p eri o d , t h e B S P S a n d T at a St e el U K Li mit e d c o nti n u e d t o b e a 
li v e i s s u e. A s m all n u m b er of r e s p o n d e nt s cit e d Tat a S t e el U K Li mit e d a s a n e x a m pl e w h e n 
e x pr e s si n g c o n c er n a b o ut e m pl o y er s e v a di n g t h eir r e s p o n si biliti e s t o m e m b er s  a n d q u e sti o ni n g 
w h et h er t h e c urr e nt s y st e m pr o vi d e d a n a p pr o pri at e l e v el of m e m b er pr ot e cti o n.  

 



4 0  Pr ot e cti n g D efi n e d B e n efit P e n si o n S c h e m e s  

T h e o ut c o m e f or t h e B S P S a n d T at a St e el U K  

 T h e P e n si o n s R e g ul at or, t h e P e n si o n Pr ot e cti o n F u n d ( P P F) t h e B S P S tr u st e e s a n d b ot h T at a St e el 
U K Li mit e d a n d T at a St e el Li mit e d w or k e d t hr o u g h 2 0 1 6 a n d 2 0 1 7 t o s e c ur e t h e b e st p o s si bl e 
o ut c o m e f or t h e B S P S c o n si d eri n g t h e diffi c ult cir c u m st a n c e s, u si n g e xi sti n g l e gi sl ati o n.  

 O n 1 1 S e pt e m b er 2 0 1 7, t h e R e g ul at or  c o nfir m e d it s a p pr o v al of t h e R e g ul at e d A p p orti o n m e nt 
Arr a n g e m e nt ( R A A). A s p art of t hi s, T at a St e el U K Li mit e d  p ai d £ 5 5 0 m t o t h e tr u st e e a n d 
tr a n sf err e d a t hir d of it s e q uit y i nt o t h e B S P S.  

 T h e R A A w a s a p pr o v e d  b y t h e P e n si o n s R e g ul at or  a n d n ot o bj e ct e d t o b y t h e P P F  u n d er e xi sti n g 
r ul e s, b e c a u s e t h e alt er n ati v e w o ul d b e t h e i n e vit a bl e i n s ol v e n c y of T at a St e el U K Li mit e d a n d t h e 
ot h er  e m pl o y er s l e a di n g t o a  w or s e o ut c o m e f or t h e p e n si o n s c h e m e.  

 A n e w B riti s h S t e el P e n si o n S c h e m e ( B S P S 2)  h a s n o w b e e n s et u p. It i s s p o n s or e d b y T at a St e el  
U K Li mit e d .  

 Tr a n sf er  t o B S P S 2 h a s n ot b e e n a ut o m ati c. F oll o wi n g a c o n s ult ati o n p eri o d, s c h e m e m e m b er s h a d 
a c h oi c e of r e m ai ni n g i n B S P S, or tr a n sf erri n g t o  B S P S 2 . T hi s e x er ci s e w a s k n o w n a s ‘ Ti m e t o 
C h o o s e’. M e m b er s w h o di d n ot c h o o s e t o m o v e t o  B S P S 2 will r e m ai n i n B S P S. B S P S will e nt er a 
P P F a s s e s s m e nt p eri o d at t h e e n d of M ar c h 2 0 1 8 a n d m e m b er s will r e c ei v e P P F c o m p e n s ati o n.  

 T h er e ar e v ari o u s diff er e n c e s b et w e e n t h e b e n efit s pr o vi d e d i n B S P S 2 a n d t h e P P F. T hi s p o siti o n i s 
m o st c o m pl e x f or t h o s e w h o h a v e n ot y et st art e d dr a wi n g t h eir p e n si o n s – f or e x a m pl e, if t h e y o pt 
f or t h e P P F t h e y will n e e d t o w ei g h u p a r e d u cti o n i n t h eir st arti n g p e n si o n a g ai n st m or e g e n er o u s 
e arl y r etir e m e nt a n d c a s h l u m p s u m o pti o n s. W hi c h o pti o n i s m or e fi n a n ci all y b e n efi ci al will d e p e n d 
o n t h e m e m b er’ s p er s o n al o utl o o k a n d t h eir r etir e m e nt c h oi c e . 

B ul k tr a n sf e r of B S P S m e m b e r s  

 W e  r e c o g ni s e t h at B S P S m e m b er s w er e f a c e d wit h s o m eti m e s diffi c ult c h oi c e s a s t o w h et h er t o 
tr a n sf er t o B S P S 2, st a y i n t h e B S P S, or tr a n sf er t h eir b e n efit s o ut of B S P S c o m pl et el y a n d i nt o a n 
alt er n ati v e p e n si o n s  arr a n g e m e nt  ( a ri g ht n o n-r etir e d m e m b er s h a v e a n y w a y a n d n ot s p e cifi c t o t h e 
Ti m e t o C h o o s e pr o c e s s) . T h e G o v er n m e nt  w a s a s k e d b y t h e tr u st e e s a n d ot h er s t o a p pl y o pti o n 
f o ur (t h e b ul k tr a n sf er of m e m b er s t o B S P S 2, wit h o ut c o n s e nt, w h er e it w o ul d b e i n t h eir i nt er e st t o 
d o s o).  

 Al s o, t h e W or k a n d P e n si o n s S el e ct C o m mitt e e, i n it s si xt h r e p ort of t h e c urr e nt s e s si o n ( Briti s h 
St e el P e n si o n S c h e m e)  s ai d at p ar a gr a p h 3 0 : “W e r e c o m m e n d t h at, i n it s f ort h c o mi n g w hit e p a p er  
o n D efi n e d  B e n efit  p e n si o n s c h e m e s, t h e G o v er n m e nt  bri n g f or w ar d pr o p o s al s f or a s y st e m of 
d e e m e d c o n s e nt. T hi s s h o ul d e n a bl e t h e b ul k tr a n sf er of m e m b er s fr o m a D efi n e d B e n efit  s c h e m e 
c ert ai n t o e nt er t h e P P F i nt o a n alt er n ati v e s c h e m e pr o vi di n g u n e q ui v o c all y b ett er b e n efit s t h a n t h e 
P P F t o t h o s e m e m b er s. It s h o ul d b e u s e d f or f ut ur e c a s e s si mil ar t o B S P S. ’” 

 T h e G o v er n m e nt h a s c o n si d er e d t hi s v er y c ar ef ull y  t hr o u g h o ut t h e p eri o d si n c e t h e c o n s ult ati o n i n 
2 0 1 6. W e a c c e pt t h at, f or s o m e m e m b er s, t h e c urr e nt  s y st e m m a y l e a d t o s u b -o pti m al o ut c o m e s. 
H o w e v er, t h e alt er n ati v e i s t o pl a c e tr u st e e s i n t h e p o siti o n of d et er mi ni n g e x a ctl y w h o s h o ul d m o v e 
a n d a p pl yi n g a p o w er t o tr a n sf er t h e m wit h o ut c o n s e nt. W hil st a n o pt -o ut of t h e m o v e w o ul d pr o vi d e 
s o m e miti g ati o n f or i n di vi d u al m e m b er s, w e  b eli e v e t h at pr o vi di n g s u c h a wi d e p o w er i n f ut ur e c a s e s 
i s u n d e sir a bl e b e c a u s e:  

•   Me m b er c h oi c e i s a k e y p art of p e n si o n s pr ot e cti o n. It w o ul d n ot b e a p pr o pri at e t o m o v e p e o pl e 
i nt o a n e w p e n si o n s c h e m e wit h o ut t h eir e x pr e s se d  co n s e nt u nl e s s t h e i n di vi d u al s c o n c er n e d 
ar e cl e arl y n ot w or s e off ;  

•   It i s n ot al w a y s p o s si bl e t o b e s ur e w h o will b e b ett er off i n t h e n e w p e n si o n s c h e m e. O ut c o m e s 
will d e p e n d o n p er s o n al cir c u m st a n c e s a n d o n  m e m b er s’  pl a n s f or t h e f ut ur e. F or e x a m pl e, i n 
t h e c a s e of B S P S s o m e o n e pl a n ni n g t o t a k e t h eir p e n si o n e arl y mi g ht b e b ett er off i n t h e P P F  
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d u e t o diff er e nt c al c ul ati o n f a ct or s u s e d b y P P F. Si mil arl y, s o m e m e m b er s m a y b e a bl e t o 
s e c ur e a b ett er s ur vi v or’ s b e n efit f or t h eir s p o u s e b y m o vi n g t o t h e P P F;  

•   Whil e  f or m a n y m e m b er s it m a y b e p o s si bl e t o c al c ul at e arit h m eti c all y w h o w o ul d b e b ett er off 
i n a n e w s c h e m e r at h er t h a n t h e P P F, t hi s i s n ot t h e o nl y c o n si d er ati o n i n m e m b er s’ d e ci si o n 
m a ki n g. F or e x a m pl e, m e m b er s m a y h a v e l o st tr u st i n t h e s p o n s or s or tr u st e e s of t h e s c h e m e 
a n d m a y wi s h t o m a k e d e ci si o n s o n t h at b a si s. W h er e t h e fi n a n ci al diff er e n c e b et w e e n o pti o n s 
i s s m all, a n d t h i s i s t h e c a s e f or t h e v a st m aj orit y of p e n si o n er m e m b er s i n t h e B S P S, e m oti o n al 
f a ct or s m a y b e c o m e m or e i m p ort a nt f or m e m b er s; a n d  

•  W hil e  w e h a v e c o nfi d e n c e i n t h e tr u st e e a n d a d vi s or s w h o ar e m a n a gi n g B S P S, a n y c h a n g e 
m a d e t o l e gi sl ati o n t o all o w p e n si o n  s c h e m e m e m b er s t o b e m o v e d t o a n e w s c h e m e w o ul d 
h a v e t o a p pl y t o si mil ar s c h e m e s i n si mil ar cir c u m st a n c e s. M e a s ur e s p ut i n pl a c e f or B S P S 
mi g ht b e mi s u s e d b y ot h er s, eit h er b y a c ci d e nt or d e si g n, wit h u n w el c o m e c o n s e q u e n c e s m or e 
wi d el y f or t h e pr ot e cti o n s s c h e m e m e m b er s e nj o y.  

 Alt h o u g h w e ar e n ot p ur s ui n g t h e d e e m e d c o n s e nt r e c o m m e n d ati o n, w e str o n gl y b eli e v e t h at t h er e 
ar e l e s s o n s t o b e l e ar n e d fr o m all a s p e ct s of t hi s c a s e. W e will s e e k t o b ett er u n d er st a n d t h e 
cir c u m st a n c e s a n d m oti v ati o n s of m e m b er s w h o m a d e c h oi c e s d uri n g t h e Ti m e t o C h o o s e e x er ci s e. 
W e will b e d e p e n d e nt o n a c c e s s t o d at a h el d b y ot h er s b ut will w or k wit h t h e tr u st e e of t h e B S P S, 
t h e P e n si o n s R e g ul at or, t h e Fi n a n ci al C o n d u ct A ut h orit y a n d T h e P e n si o n s A d vi s or y S er vi c e t o 
i nf or m f ut ur e d e ci si o n s i n a n y f ut ur e sit u ati o n s wit h si mil ar c h ar a ct eri sti c s.  

C o n cl u si o n  

 W e  b eli e v e t h at t h e a gr e e m e nt t o s e p ar at e t h e B S P S fr o m T at a St e el U K Li mit e d a n d it s ot h er 
e m pl o y er s t hr o u g h a n R A A, t o g et h er wit h T at a St e el U K Li mit e d’ s a gr e e m e nt t o s p o n s or t h e n e w 
p e n si o n s c h e m e, a n d t h er e b y pr o vi di n g m e m b er s wit h t h e o pti o n t o tr a n sf er i nt o a n e w D efi n e d 
B e n efit s c h e m e a v er y p o siti v e o ut c o m e  c o n si d eri n g t h e diffi c ult cir c u m st a n c e s.  

 C o n c er n s t h at T at a St e el U K  Li mit e d w o ul d u nr e a s o n a bl y a v oi d it s li a biliti e s  h a v e pr o v e d u nf o u n d e d 
a s R e g ul at or  h a s b e e n a bl e t o s e c ur e a n o ut c o m e t h at i s b ett er f or p e n si o n s c h e m e m e m b er s t h a n 
if it h a d b e c o m e i n s ol v e nt : all wit h o ut t h e n e e d f or c h a n g e s t o p e n si o n s l e gi sl ati o n. A s a r e s ult , w e 
h a v e  c o n cl u d e d t h at it i s n ot n e c e s s ar y or a p pr o pri at e t o bri n g f or w ar d n e w l e gi sl ati o n eit h er t o 
p er mit t h e tr u st e e t o r e d u c e t h e p e n si o n s c h e m e’ s li a biliti e s b y r e d u ci n g f ut ur e i n cr e a s e s ( o pti o n 
t hr e e i n t h e c o n s ult ati o n p a p er), or t o all o w t h e tr a n sf er of m e m b er s t o a n e w s c h e m e p a yi n g l ow er 
b e n efit s wit h o ut i n di vi d u al m e m b er c o n s e nt ( o pti o n f o ur i n t h e c o n s ult ati o n p a p er).  

 W hil e T at a St e el U K  Li mit e d a n d t h e B S P S w er e ar g u a bl y a n e x c e pti o n al c a s e, l e s s o n s c a n a n d will 
b e l e ar n e d t o t h e b e n efit of ot h er e m pl o y er s, s c h e m e s a n d t h eir m e m b er s .  

R e g ul at e d A p p orti o n m e nt Ar r a n g e m e nt s  

 W e h a v e m a d e it v er y cl e ar t hr o u g h o ut t hi s W hit e P a p er  t h at w e will a ct fir ml y t o pr e v e nt e m pl o y er s 
fr o m att e m pti n g t o a v oi d t h eir r e s p o n si biliti e s t o t h eir s c h e m e. H o w e v er, w e al s o k n o w t h at s o m e 
s c h e m e s h a v e a s p o n s ori n g e m pl o y er w h o i s t h e m s el v e s  e x p eri e n ci n g v er y si g nifi c a nt fi n a n ci al 
diffi c ulti e s a n d w h er e i n s ol v e n c y i s i m mi n e nt. If t h e e m pl o y er d o e s b e c o m e i n s ol v e nt, j o b s a n d v al u e 
will b e l o st a n d t h e s c h e m e will b e li k el y t o e nt er t h e P e n si o n Pr ot e cti o n F u n d ( P P F). B ut 
c o m m e nt at or s h a v e s u g g e st e d t h at  t h e e xi st e n c e of a l ar g e, u n d erf u n d e d D efi n e d B e n efit s c h e m e 
c a n it s elf a ct a s a d et err e nt t o t h e i n v e st m e nt n e e d e d t o pr e v e nt a n e m pl o y er b e c o mi n g i n s ol v e nt, 
a s e xt er n al i n v e st or s m a y b e r el u ct a nt t o e n g a g e wit h a b u si n e s s wit h si g nifi c a nt p e n si o n li a biliti e s. 
T h e s c h e m e it s elf m a y n ot b e p arti c ul arl y p o orl y f u n d e d, o n a t e c h ni c al pr o vi si o n b a si s, b ut b ei n g 
u n d erf u n d e d o n t h e P P F b a si s m e a n s t h e s c h e m e c a n b e f a c e d wit h wi n d -u p a n d li k el y e ntr y i nt o 
t h e P P F if t h e e m pl o y er b e c o m e s i n s ol v e nt.  

 U n d er c urr e nt s c h e m e f u n di n g arr a n g e m e nt s, a n e m pl o y er f a c e d wit h i m p e n di n g i n s ol v e n c y c a n 
a p pl y t o u s e t h e R e g ul at e d A p p orti o n m e nt Arr a n g e m e nt  ( R A A) pr o c e s s t o s e p ar at e t h e m s el v e s 
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from their Defined Benefit scheme. An RAA can be considered where the scheme trustees believe 
that there is a reasonable likelihood of the sponsoring employer becoming insolvent within 12 
months. The employer separates itself from the scheme; in exchange, they generally pay a capital 
sum upfront and surrenders an equity stake in their business to the scheme. The scheme then 
either enters the PPF assessment period or in exceptional circumstances, a new successor scheme 
can be created (or some combination of the two). Requiring the employer to provide an equity stake 
ensures that the PPF or the scheme benefits from financial upside should the employer recover.  

 RAAs can only take place with the consent of the Pensions Regulator and if the PPF do not object. 
Their criteria for allowing an RAA to proceed have the effect of ensuring that the pension scheme 
does better out of an RAA than if insolvency occurred or through the use of the Regulator’s 
anti-avoidance powers. 

 Use of an RAA has allowed some struggling employers to restructure and avoid insolvency. Recent 
high-profile cases have demonstrated that an RAA can be an effective way of managing a difficult 
situation, and can lead to a more positive outcome for both the employer and the scheme than could 
otherwise have been the case. In a recent example, an RAA has provided an opportunity for the 
employer to restructure and continue as a viable business, therefore preserving jobs, while keeping 
the pension scheme out of the PPF with many members receiving better than PPF-level benefits.  

 However, an RAA is an expensive process due to the need for expert analysis and advice.  

 We discussed the idea of making changes to the RAA process in the Green Paper. Around half of 
the respondents suggested that the current process is too complex, and that this complexity can 
prevent employers from making use of an RAA even where it would be in both the employer and the 
scheme’s interest. They argued that making the process simpler could enable more businesses who 
would otherwise fail due to loss of investment or restructuring to benefit from RAAs, leading to better 
outcomes for current and future employees.  

 However, the other half of respondents were opposed the idea of any changes to the RAA process. 
Respondents argued that making it easier for employers to go through an RAA increased the risk 
that unscrupulous employers could seek to manipulate their circumstances in order to be able to 
separate themselves from their scheme. 

 We have given careful thought to whether, and how, we should make any changes to simplify the 
RAA process. We believe that an RAA can be helpful for both employers and schemes in some 
circumstances. We want to ensure that RAAs can be accessed by the right employers at the right 
time where an objective assessment suggests that they are at risk of insolvency and are not likely to 
be able to continue to support their Defined Benefit scheme.  

 However, we recognise that there is a risk in allowing more employers to go through an RAA 
process. It is important that we do not increase the risk to members by making changes. 

 We are therefore committing to working closely with the Regulator, PPF, stakeholders and the 
pensions industry to look at whether it is possible, without increasing risk to scheme members, to 
make improvements to the RAA process, thereby increasing the potential for positive outcomes for 
businesses which might otherwise fail. 

Indexation of pensions  
 We are committed to protecting members’ pension benefits, and are presently ruling out measures 
which would override provisions in scheme rules and allow employers, or schemes, to change the 
measure of inflation used to calculate annual increases. However, we will continue to monitor 
developments in the use of inflation indices.  

 In the Green Paper we discussed possible changes to the measure of inflation used by schemes to 
calculate annual increases. Presently, 73% of Defined Benefit schemes index their post-97 pension 
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liabilities using the Retail Prices Index (RPI),62 despite public sector and State Pensions having 
switched to the Consumer Prices Index (CPI) in 2011. Many schemes will specify RPI as the 
measure of inflation in their scheme rules, with trustees either unable or unwilling to amend rules to 
follow CPI.  

 This has led to regular calls from employers and their advisors for legislation enabling the trustees 
and/or the sponsoring employer to override the scheme rules. It is argued that many scheme rules 
require RPI as a result of drafting decisions that pre-date the introduction of CPI, with ‘RPI’ used as 
a proxy to mean ‘the Government’s specified measure of inflation’ and that the scheme has now 
become unintentionally locked into a higher inflation measure.  

 In the Green Paper, we stated that there was no case for across-the-board cuts in indexation on 
affordability grounds but asked for views on whether we should permit an across-the-board change 
from RPI to CPI on the separate grounds of rationality and fairness. We sought views on whether 
we should introduce a power to override scheme rules to allow this to happen. Consultation 
responses were highly polarised. A large proportion of sponsoring employers and their advisors 
would like schemes to be able to switch from using RPI. It was argued by some respondents that 
those employers whose schemes cannot switch to paying lower increases suffer a competitive 
disadvantage. However, other responses were far less supportive. Individual members and those 
representing them were clear that savings for employers would be at the expense of the members in 
the form of lower pension increases. Many respondents argued that the Government should not 
interfere with the pensions promise made by a scheme, as this would set a damaging precedent for 
further erosion of member rights. 

 The financial impacts of allowing schemes to move to CPI as the measure of inflation would be 
significant. It would reduce some schemes’ liabilities – possibly by as much £90 billion63 across all 
affected pension schemes against an aggregate Defined Benefit deficit of over £200 billion64 on a 
scheme funding basis in March 2017. This would result in direct savings to employers, as scheme 
deficit repair contributions and on-going employer contributions would be reduced. However, 
reducing a scheme’s liabilities by reducing inflation increases would also have a long-term effect on 
members’ pension incomes. By illustration, the average annual Defined Benefit pension payment is 
£8,000:65 a pensioner on this average pension receiving RPI increases on all their pension could 
expect their annual pension to be approximately £300 lower after three years following a switch from 
RPI to CPI than they would be if the pension had continued to be uprated using RPI (assuming CPI 
is at 2% and RPI at 3.2%). This loss would be proportional to the size of the pension, so the lowest 
income pensioners would be likely to see a lower absolute impact on their incomes (although one 
pound lost is more damaging for those on lower incomes than those on higher incomes). Based on 
similar assumptions, we estimate that on average the impact per member over their lifetime, on 
average, could be a reduction of broadly £12,000.66 This could be a significant proportion of a 
member’s planned retirement income.  

 Having carefully considered the financial impacts and the consultation responses we have 
concluded that we cannot accept any reduction in the value of member benefits and are therefore 
ruling out provision of a power for employers or trustees to change scheme rules so that schemes 
can apply inflation increases using CPI instead of RPI.  

 Any across-the-board change would allow sponsoring employers to reduce their liabilities at 
members’ expense even if the employer had no difficulties in meeting their existing liabilities. Some 
people have argued that reducing the liabilities in this way would save employers money they could 

62 Source: TPR, data (cut-off) point: end March 2017 
63 DWP’s calculations; the same figure is published in the Defined Benefit Green Paper: Security and Sustainability in Defined Benefit Pension 

Schemes. Note that the figure is indicative and the exact reduction will depend on future differences between RPI and CPI, and other 
circumstances. 

64 TPR, ‘Tranche 12 Analysis’, June 2017, Figure 4. Available at: http://www.thepensionsregulator.gov.uk/docs/db-analysis-tranche-twelve-
review-2017.pdf 

65 DWP’s analysis based on the Pensioner Income Series 2015/16 
66 Source: DWP/GADs calculations. This figure is based on certain assumptions and simplistic calculations and is indicative/for illustrative 

purposes only. 
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then use to invest or to increase the pay and/or pensions of existing employees. However, it is not 
practicable to ensure the benefits of any reduction in liabilities are shared in this way and the 
Government is not prepared to countenance a reduction in employer liabilities which might simply 
facilitate a transfer to shareholders of cash members are relying on to support them in retirement.  

 We are therefore not persuaded by the view that employers or trustees should be able to override 
scheme rules on grounds of rationality and fairness, given the lack of consensus on what constitutes 
fairness in this circumstance. We are of course aware that RPI is no longer endorsed by the Office 
for National Statistics (ONS) and that ONS now counts CPI(H), which includes housing costs, as its 
preferred measure of inflation. We are also aware that moving from RPI to CPI can in some rare 
cases be the least worst option for scheme members – for example, if the alternative is scheme 
failure. Therefore, while we will not be providing an override of scheme rules at this time, we will 
continue to monitor developments in the use of inflation indices across Government, in pensions, 
and more widely. 

Existing employer debt provisions for multi-employer schemes 
 The legislation requiring employers to pay debts (which include a share of any orphan liabilities in 
the scheme) is common to all multi-employer schemes.67 This legislation was originally introduced 
to protect members’ pensions, and forms an important part of that protection. The legislation was 
strengthened in 2005 to stop employers simply walking away from their obligation to ensure that 
their employees receive the pension they have been promised and worked for. Since 2005, the 
legislation has required employers to pay an amount sufficient to secure members’ pensions in full 
(a section 75 debt). 

 In a single employer scheme, this would be through buy-out with an insurance company. The similar 
arrangement in a multi-employer scheme is the payment of an employer debt equivalent to that 
employer’s share of the total buy-out deficit. This helps meet the objective that members receive the 
pensions they have worked for and been promised, even if their own or former employer ceases to 
participate in the scheme.  

 The current regime is also designed to help protect those employers who remain in the scheme and 
who would otherwise be left to fund any shortfall left by departing employers.  

 We have been talking to and listening to stakeholders about aspects of the operation of the 
employer debt regime for some time. The Government has a made a number of significant changes 
to this legislation since 2005 in response to representations made by employers. Following 
consultation, a number of mechanisms have been made available through Employer Debt 
Regulations whereby only part of the debt, or no debt, may be payable. There are currently nine 
such mechanisms in legislation: this reflects the wide variety of circumstances that can arise, the 
diversity of scheme structures, and the equally diverse range of types of employer. 

 The Government has continually kept this area of legislation under review. We recently announced 
that new legislation, allowing employers to enter into a deferred debt arrangement, will come into 
force on the 6th April 2018. This legislation will provide further flexibility in this area. The deferred 
debt arrangement allows employers in multi-employer schemes that have ceased to employ active 
members of a scheme to defer their section 75 debt, provided that the trustees consent and that 
they continue to provide support to a scheme on an on-going basis. The regulations68 and 
responses to the consultation in respect of these changes also provide further clarity on the 
difficulties encountered by employers in using some of the existing mechanisms. We have therefore 
clarified the definitions underpinning the restructuring arrangements in the regulations.  

 In the Green Paper, we sought to understand whether it was possible to relieve the pressure that 
some employers face from their obligation to pay section 75 debts, while ensuring that the likelihood 

67 Multi-employer scheme means a scheme in relation to which there is more than one employer. 
68 Available at: https://www.gov.uk/government/consultations/the-draft-occupational-pension-schemes-employer-debt-amendment-regulations-

2017  
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of m e m b er s i n t h e s e s c h e m e s r e c ei vi n g t h e b e n efit s t h at t h e y w or k e d f or a n d h a v e b e e n pr o mi s e d 
i s n ot c o m pr o mi s e d.  

 I n p arti c ul ar t h e Gr e e n P a p er a s k e d:   

•   sh o ul d e m pl o y er d e bt l e gi sl ati o n f or m ulti -e m pl o y er s c h e m e s r e q uir e f ull b u y -o ut a n d f or t h e 
a ct u ar y t o a s s e s s li a biliti e s f or a n e m pl o y er d e bt b y e sti m ati n g t h e c o st of p ur c h a si n g 
a n n uiti e s ?  

•   ho w el s e c o ul d hi st ori c or p h a n li a biliti e s b e m et if t h e y w er e n ot s h ar e d b et w e e n e m pl o y er s ?  

•   ar e n e w m e a s ur e s n e e d e d t o h el p t h o s e tr u st e e s of a n a s s o ci ati o n or e m pl o y er s w h o c o ul d b e 
h el d i n di vi d u all y li a bl e f or a n e m pl o y er d e bt ?  

 T h e m aj orit y of r e s p o n d e nt s t o t h e Gr e e n P a p er  w er e sil e nt o n t h e s e i s s u e s. Of t h o s e w h o 
r e s p o n d e d, m a n y f elt s y m p at h y f or t h o s e w h o c o ul d b e  p er s o n all y li a bl e f or a n e m pl o y er d e bt b ut 
t h e y di d n ot f e el t h er e w a s a s ol uti o n w hi c h di d n’t ri s k l e a vi n g s c h e m e s u n d erf u n d e d a n d t h u s  
u n a bl e t o m e et t h eir p e n si o n pr o mi s e s t o m e m b er s. T h er e ar e n e arl y 1, 0 0 0 ‘l a st m a n st a n di n g’ 
m ulti -e m pl o y er s c h e m e s a n d a n y c h a n g e s i n l e gi sl ati o n w o ul d a p pl y t o all, r e g ar dl e s s of w h et h er 
t h e y s o u g ht t hi s c h a n g e or n ot. M o st r e s p o n d e nt s f elt t h at t h e b u y-o ut b a si s is a cl e ar a n d f air w a y 
t o c al c ul at e t h e a m o u nt t h at a n e m pl o y er s h o ul d p a y t o t h e s c h e m e w h e n it c e a s e s t o p arti ci p at e. 
T h e G o v er n m e nt c a n n ot c o n si d er a m e n di n g a n i m p ort a nt ar e a of l e gi sl ati o n j u st t o a d dr e s s o n e 
p arti c ul ar s c h e m e’ s pr o bl e m s. W e t h er ef or e h a v e n o pl a n s t o c h a n g e t h e c urr e nt m et h o d f or 
c al c ul ati n g e m pl o y er d e bt s.  

 S o m e r e s p o n d e nt s w h o ar e p arti c ul arl y aff e ct e d b y t h e i s s u e s t h at ari s e w h e n e m pl o y er s ar e 
p er s o n all y li a bl e f or s e cti o n 7 5 d e bt s s u g g e st e d t h e s e d e bt s c o ul d b e p a s s e d t o t h e P P F or t h at a 
s c h e m e  c o ul d c oll e ct a l e s s er a m o u nt of d e bt wit h o ut c o m pr o mi si n g it s P P F eli gi bilit y. T h e 
G o v er n m e nt h a s alr e a d y m a d e it s p o siti o n cl e ar t h at it w o ul d n ot b e f air t o si m pl y p a s s t h e b ur d e n 
o nt o t h e P P F a s t h e c o st w o ul d t h e n n e e d t o b e m et b y it s l e v y p a y er s . 

 Th e e xi sti n g l e gi sl ati v e fr a m e w or k d o e s gi v e tr u st e e s  s o m e  fl e xi bilit y t o c oll e ct r e d u c e d e m pl o y er 
d e bt s a s t h e y ari s e  alt h o u g h e nt eri n g i nt o a c o m pr o mi s e a gr e e m e nt c a n aff e ct t h e s c h e m e’ s 
eli gi bilit y f or t h e P P F . It i s i m p ort a nt t h at s c h e m e s ar e f u n d e d a b o v e P P F l e v el s w h e n t h e y c o n si d er 
a c c e pti n g a l e s s er a m o u nt i n s ettl e m e nt of a n e m pl o y er d e bt.  W h er e t h e  tr u st e e s d e ci d e it i s 
a p pr o pri at e t o a gr e e  a d e bt c o m pr o mi s e, t h e P P F h a s  t h e p o w er t o v ali d at e a n  a ct u ar y’ s e sti m at e of 
t h e eff e ct t h e c o m pr o mi s e w o ul d h a v e o n s c h e m e a s s et s. H o w e v er t hi s i s o nl y o n e f a ct or  i n r el ati o n 
t o P P F eli gi bilit y. A v ali d ati o n d o e s n ot g u ar a nt e e e ntr y t o t h e P P F . 

 T h e G o v er n m e nt c o n si d er e d pr o p o s al s t o e x cl u d e or p h a n li a biliti e s fr o m t h e c al c ul ati o n of a n 
e m pl o y er d e bt v er y c ar ef ull y. W e l o o k e d cl o s el y at t h e i m p a ct a n y s u c h c h a n g e s t o l e gi sl ati o n w o ul d 
h a v e o n t h e s e c urit y of m e m b er s’ b e n efit s a n d t h e a d diti o n al b ur d e n t h at w o ul d b e pl a c e d o n 
r e m ai ni n g e m pl o y er s. O ur a s s e s s m e nt s h o w e d t h at a n y c h a n g e s of t hi s n at ur e c o ul d si g nifi c a ntl y 
w e a k e n t h e s e c urit y of m e m b er s’ b e n efit s a n d i n cr e a s e t h e ri s k of s c h e m e s wit h hi g h l e v el s of 
or p h a n li a biliti e s tr a n sf erri n g t o t h e P P F wit h a n i n cr e a s e d d efi cit. It al s o s h o w e d t h at si m pl y 
e x cl u di n g t h e pr e -2 0 0 5 or p h a n li a biliti e s fr o m a n e m pl o y er d e bt c al c ul ati o n w o ul d n ot n e c e s s a ril y 
s ol v e e m pl o y er s’ aff or d a bilit y i s s u e s.  

 H a vi n g r e vi e w e d all t h e r e s p o n s e s t o t h e Gr e e n P a p er  a n d aft er c o n si d eri n g all t h e a v ail a bl e 
e vi d e n c e , w e h a v e f o u n d t h at t h er e i s i n s uffi ci e nt j u stifi c ati o n t o w arr a nt a m e n di n g t h e m e a s ur e of 
c al c ul ati o n of t h e s e d e bt s. T h e G o v er n m e nt b eli e v e s t h at t h e e xi sti n g arr a n g e m e nt s pr o vi d e 
s uffi ci e nt fl e xi bilit y f or e m pl o y er s t o m a n a g e t h eir s e cti o n 7 5 d e bt s a n d t h at m ai nt ai ni n g t h e c urr e nt 
c al c ul ati o n m et h o d i s t h e m o st vi a bl e w a y of e n s uri n g t h at m e m b er s r e c ei v e t h eir p e n si o n b e n efit s 
o v er t h e l o n g er t er m.  

 T h e e xi sti n g arr a n g e m e nt s n o w pr o vi d e a s uffi ci e nt r a n g e of m e c h a ni s m s t o e n a bl e e m pl o y er s, 
i n cl u di n g t h o s e w h o c o ul d b e p er s o n all y li a bl e f or t h e d e bt, t o pr o vi d e f or a n d m e et t h eir p e n si o n 
li a biliti e s. C h a pt er t hr e e di s c u s s e s c o n s oli d ati o n w hi c h c o ul d al s o off er a n alt er n ati v e s ol uti o n f or 
t h o s e s c h e m e s t h at c a n aff or d t o pr o vi d e m or e t h a n P P F b e n efit s b ut c a n n ot aff or d t o b u y-o ut.  
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C h a pt e r fi v e : d eli v eri n g t h e W hit e 
P a p er  r ef or m s  

 T h e p e n si o n s’ l a n d s c a p e h a s s e e n a gr e at d e al of c h a n g e i n r e c e nt y e ar s. T h e i ntr o d u cti o n of 
a ut o m ati c  e nr ol m e nt a n d M a st er Tr u st s, h a s r e s ult e d i n m aj or c h a n g e s f or all p arti e s i n t h e s y st e m; 
e m pl o y er s, tr u st e e s, a d vi s er s a n d t h e P e n si o n s R e g ul at or.  

 A s w e c o n cl u d e d i n o ur Gr e e n P a p er,  th e D efi n e d B e n efit s y st e m i s br o a dl y w or ki n g a s i nt e n d e d. 
B ut t h er e ar e a n u m b er of i m pr o v e m e nt s t h at w e c a n m a k e  t o m ai nt ai n c o nfi d e n c e i n t h e s y st e m b y 
b ett er pr ot e cti n g m e m b er s’ b e n efit s. T hi s W hit e P a p er  s et s o ut a n u m b er of m e a s ur e s w hi c h ai m t o 
a c hi e v e t hi s g o al.  

 T h e  D efi n e d B e n efit s y st e m i s c o m pl e x a n d s o m e pr o p o s al s  r e q uir e c ar ef ul d e si g n t o e n s ur e t h e y 
d o n ot f o st er u ni nt e n d e d c o n s e q u e n c e s. I n s o m e c a s e s, f urt h er di s c u s si o n a cr o s s t h e i n d u str y i s 
n e e d e d  t o s h a p e t h e d e si g n of t h e pr o p o s al s. 

 T o g et h er, all pr o p o s al s f or m a pr o gr a m m e of w or k w hi c h will t a k e a n u m b er of y e ar s t o i m pl e m e nt 
a n d w hi c h will r e q uir e a p h a s e d a p pr o a c h t o d eli v er y.  

St a g e o n e: t a ki n g d e ci si v e a cti o n 

 So m e m e a s ur e s c a n b e i m pl e m e nt e d q ui c kl y, or ar e alr e a d y u n d er w a y. T h e s e ar e g e n er all y m or e 
str ai g htf or w ar d, a n d/ or d o n ot r e q uir e n e w pri m ar y l e gi sl ati o n.  

•  A s t h e P e n si o n s R e g ul at or h a s st at e d vi a t h eir T P R  F ut ur e  r e p ort ( p u bli s h e d J ul y 2 0 1 7), t h e y 
ar e alr e a d y t a ki n g st e p s t o b e c o m e a cl e ar er, q ui c k er a n d t o u g h er r e g ul at or. T h e y h a v e 
i d e ntifi e d k e y ar e a s i n w hi c h t h e y ar e c h a n gi n g t o e n s ur e t h at t h e y c o nti n u e t o m e et t h e 
c h all e n g e s of a f ut ur e p e n si o n s a n d e c o n o mi c l a n d s c a p e.  T h e s e i n cl u d e s etti n g cl e ar 
e x p e ct ati o n s f or s c h e m e s a n d i m pr o vi n g t h e w a y t h e y e n g a g e; i n cr e a si n g t h eir r e g ul at or y 
o v er si g ht a n d u si n g a br o a d er r a n g e of a p pr o a c h e s; u si n g a wi d er r a n g e of r e g ul at or y 
i nt er v e nti o n s a n d u si n g t h e f ull r a n g e of l e g al p o w er s c urr e ntl y a v ail a bl e a n d b ei n g m or e 
a d a pt a bl e t o t h e c h all e n g e s f a c e d i n t h e f ut ur e. M e a s ur e s s et o ut i n t h e W hit e P a p er  s u p p ort 
t h e s e ai m s f urt h er, i n t h e fir st i n st a n c e b y e n s uri n g t h at m e m b er s ar e pr ot e ct e d a s f ar a s 
p o s si bl e vi a w ell -r u n a n d m a n a g e d s c h e m e s; wh er e t hi s i s n’t t h e c a s e, a n d wr o n g d oi n g i s 
s u s p e ct e d, t h e R e g ul at or will b e a bl e t o t a k e t o u g h er a cti o n w h e n it i s pr o v e n.   

•  O n e el e m e nt of str e n gt h e ni n g t h e R e g ul at or’ s p o w er s i n v ol v e s b uil di n g o n t h e e xi sti n g pr o c e s s  
f or dir e ct or di s q u alifi c ati o n s . T h e G o v er n m e nt’ s m a nif e st o c o m mitt e d t o t a ki n g a cti o n i n t hi s 
ar e a a n d w e will  w or k wit h t h e R e g ul at or a n d I n s ol v e n c y S er vi c e t o  e n s ur e t h at t h e c urr e nt 
s y st e m i s a s effi ci e nt a s p o s si bl e. T h e P e n si o n s R e g ul at or will b uil d o n  e xi sti n g pr o c e d ur e s t o 
str e n g th e n t h e d et err e nt a g ai n st wr o n g d oi n g. A n y a d mi n i str ati v e c h a n g e s t h at m a y b e r e q uir e d 
will b e p ut i n pl a c e at t h e e arli e st o p p ort u nit y.   

•  W e ar e al s o w or ki n g wit h t h e R e g ul at or o n a n u m b er of ot h er ar e a s, s u c h a s i n cr e a si n g  
s p o n s or a n d tr u st e e a w ar e n e s s  of t h eir c o n s oli d ati o n o pti o n s, s u p p orti n g m e m b er s  t o 
u n d er st a n d t h e f u n di n g p o siti o n of t h eir s c h e m e a n d r ai si n g a w ar e n e s s of f u n di n g m e a s ur e s.  
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St a g e t w o : in v ol vi n g  ot h e r s  a n d  l e gi sl ati n g 

 T hi s W hit e P a p er  s et s o ut t h e dir e cti o n of tr a v el f or D efi n e d B e n efit p oli c y. H o w e v er, m o st of t h e 
pr o p o s al s ar e c o m pl e x a n d s o m e r e q uir e f urt h er w or k  b ef or e pr o c e e di n g t o l e gi sl ati o n  t o e n s ur e t h e 
e x a ct p ar a m et er s of t h e pr o p o s al s ar e eff e cti v e, pr o p orti o n at e a n d w or k a bl e a n d d o n ot l e a d t o 
u ni nt e n d e d c o n s e q u e n c e s.  D uri n g t h e r e st of 2 0 1 8 a n d i nt o 2 0 1 9, D W P a n d t h e R e g ul at or  will b e 
c arr yi n g o ut a n u m b er of c o n s ult ati v e e x er ci s e s o n p arti c ul ar p oli ci e s, b ef or e m o vi n g t o l e gi sl ati o n 
w h e n p arli a m e nt ar y ti m e all o w s.   

 It m a y b e p o s si bl e t o t a k e s o m e m e a s ur e s f or w ar d wit h s e c o n d ar y l e gi sl ati o n b ut pri m ar y l e gi sl ati o n  
will b e n e e d e d  i n m o st c a s e s.  

 W h er e pri m ar y l e gi sl ati o n i s r e q uir e d, t hi s i s u nli k el y t o b e b ef or e t h e 2 0 1 9 – 2 0 p arli a m e nt ar y 
s e s si o n at t h e e arli e st.  

 T h e s e p oli ci e s i n cl u d e:  

1) Str e n gt h e ni n g  t h e p o w er s of th e P e n si o n s R e g ul at or  

•  T h e i ntr o d u cti o n of n e w  p o w er s f or t h e P e n si o n s R e g ul at or will  e n a bl e it t o u n d ert a k e  a t o u g h er 
a n d m or e pr o a cti v e r ol e. 

•  T o s u p p ort t h e a m biti o n t o b e a t o u g h er R e g ul at or, w e will l e gi sl at e t o i ntr o d u c e a p e n alt y 
r e gi m e t o w or k al o n g si d e t h e e xi sti n g c o ntri b uti o n n oti c e fr a m e w or k, w hi c h i s b ot h 
pr o p orti o n at e a n d s uffi ci e ntl y r o b u st t o m a k e mi s c o n d u ct a s f ar a s p o s si bl e a ri s k n ot w ort h 
t a ki n g. W e will al s o c o n si d er w h et h er f urt h er l e gi sl ati v e c h a n g e s ar e r e q uir e d t o i m pr o v e t h e 
eff e cti v e n e s s a n d effi ci e n c y of t h e R e g ul at or’ s c urr e nt a nti -a v oi d a n c e p o w er s ( c o ntri b uti o n 
n oti c e s a n d fi n a n ci al s u p p ort dir e cti o n s) t o f urt h er str e n gt h e n t h e r e gi m e.  

•   To e n s ur e t h e R e g ul at or  h a s t h e ri g ht p o w er s t o i nt er v e n e i n c ert ai n c or p or at e tr a n s a cti o n s, w e 
will al s o l e gi sl at e t o str e n gt h e n t h e e xi sti n g c or p or at e cl e ar a n c e fr a m e w or k, a n d , w h er e 
n e c e s s ar y, i ntr o d u c e n e w m e a s ur e s t o e n s ur e s p o n s ori n g e m pl o y er s gi v e  d u e c o n si d er ati o n t o 
t h eir D efi n e d B e n efit s c h e m e. F urt h er c o n s ult ati o n will s h a p e t h e s p e cifi c d e si g n of t hi s 
str e n gt h e n e d fr a m e w or k.   

•  W e will al s o l e gi sl at e t o bri n g i n a cri mi n al off e n c e t o p u ni s h r e c kl e s s b e h a vi o ur i n r el ati o n t o a 
p e n si o n s c h e m e.  

•  A n d t o e n a bl e t h e R e g ul at or t o b e a m or e pr o a cti v e b o d y,  w e will l e gi sl at e t o bri n g f or w ar d 
m e a s ur e s i n cl u di n g t h e p o w er t o r e q uir e att e n d a n c e at i nt er vi e w, ci vil s a n cti o n s f or 
n o n -c o m pli a n c e wit h s e cti o n 7 2 n oti c e s  (i n a d diti o n t o e xi sti n g cri mi n al s a n cti o n s) a n d 
i n s p e cti o n p o w er s, h ar m o ni si n g p o w er s t h e R e g ul at or  alr e a d y h a v e f or a ut o m ati c e nr ol m e nt 
a n d M a st er T r u st s c h e m e s t h at w o ul d a p pl y at t h e di s cr eti o n of t h e R e g ul at or t o dri v e 
c o m pli a n c e wit h r e q u e st s f or i n f or m ati o n. 

2)  S c h e m e f u n di n g m e a s ur e s  

•  St arti n g t hi s y e ar, t h e R e g ul at or  will c arr y o ut a pr o gr a m m e of f urt h er re s e ar c h, i niti al t e sti n g 
a n d i nf or m ati o n c o n s ult ati o n wit h t h e i n d u str y wit h t h e o bj e cti v e of i nf or mi n g a r e vi s e d D efi n e d 
B e n efit  F u n di n g C o d e of  Pr a cti c e, w hi c h will t h e n b e c o n s ult e d o n. t h e R e g ul at or ’ s o n g oi n g 
e n g a g e m e nt  will pr o vi d e D W P wit h a cl e ar vi e w a s t o w h et h er f urt h er l e gi sl ati v e c h a n g e ( vi a 
pri m ar y or s e c o n d ar y l e gi sl ati o n) i s n e e d e d t o c o m pl e m e nt a n d s u p p ort t h e R e g ul at or ’ s Defi n e d 
B e n efit  f u n di n g c o d e a n d will h el p d et er mi n e w h at i nf or m ati o n s h o ul d b e r e p ort e d i n a Defi n e d 
B e n efit  C h air’ s St at e m e nt.   
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•  T h e n e w D efi n e d B e n efit  c o d e will c o nti n u e t o s et a n e x p e ct ati o n t h at tr u st e e s s h o ul d 
d o c u m e nt t h eir d e ci si o n s a n d t h eir a p pr o a c h t o f u n di n g i nt e gr at e d ri s k m a n a g e m e nt. We will 
c o n s ult o n w h at g o o d pr a cti c e l o o k s li k e. T hi s will h el p i nf or m t h e f ort h c o mi n g l e gi sl ati o n o n t h e 
C h air s St at e m e nt a n d h el p i n d u str y pr e p ar e f or t h e c h a n g e a h e a d.  

•   Ma n y of t h e s e m e a s ur e s will n e e d pri m ar y l e gi sl ati o n i n or d er t o m a k e t h e m m a n d at or y, wi d el y 
c o m pli e d wit h a n d e nf or c e a bl e (i. e. t o gi v e t h e r e g ul at or t h e p o w er t o r e q uir e tr u st e e s t o d eli v er 
t h e s e i m pr o v e m e nt s).  

3)  C o n s oli d ati o n  

•  T o w ar d s t h e e n d of 2 0 1 8 w e  will c o n s ult wit h t h e p e n si o n s i n d u str y a n d st a k e h ol d er s t o 
d e v el o p  t h e d e si g n of a l e gi sl ati v e fr a m e w or k a n d a ut h ori s ati o n r e gi m e a p pli c a bl e t o all f or m s 
of c o m m er ci al c o n s oli d ati o n. W e will c o nti n u e t o w or k cl o s el y wit h t h e i n d u str y t o d e si g n a 
fr a m e w ork w hi c h m e et s t h e n e e d s of p ot e nti al i n v e st or s, o p er at or s a n d pr o vi d e s a n a p pr o pri at e 
l e v el of pr ot e cti o n f or m e m b er s. 

•  W e will al s o c o n s ult o n pr o p o s al s f or a n e w a c cr e dit ati o n r e gi m e w hi c h will a p pl y t o e xi sti n g 
f or m s of c o n s oli d ati o n, s o t h at m e m b er s, tru st e e s a n d s p o n s or s c a n b e c o nfi d e nt t h at t h e s e 
v e hi cl e s m e et or e x c e e d a s et of cl e arl y d efi n e d st a n d ar d s.   

St a g e f o ur: r e vi e wi n g a n d g oi n g f urt h er 

 T h er e ar e s o m e m e a s ur e s  w hi c h w e h a v e r ai s e d i n t h e W hit e P a p er a s p ot e nti all y g o o d i d e a s, 
alt h o u g h w e t hi n k t h at ot h er, p er h a p s e xi sti n g or e a si er -t o-i m pl e m e nt m e a s ur e s el s e w h er e i n t hi s 
p a p er  c o ul d p ot e nti all y  d eli v er t h e s a m e o ut c o m e. W e will k e e p t h e s e m e a s ur e s, i n cl u di n g t h e 
c urr e nt R e g ul at e d A p p orti o n m e nt Arr a n g e m e nt, u n d er a cti v e r e vi e w a n d i ntr o d u c e th e m if it 
b e c o m e s cl e ar t h at t h e y ar e n e e d e d.  
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Annex A: background information 
and additional evidence 

Introduction 
 The main purpose of this annex is to provide some additional background information to put our 

White Paper proposals into context.  

 In the White Paper, we indicate that there will be a number of further consultation exercises focusing 
on specific measures. A fuller consideration of evidence and analysis, including of the equality 
impacts of any final policy proposals, and informed by these consultations where necessary, will form 
part of a full and published impact assessment on the policy options. 

Chapter one: protecting private pensions – a stronger 
Pensions Regulator 

Imposing a punitive fine 

Background 
 We will introduce a proportionate punitive fines regime to tackle irresponsible behaviour that might 

have a detrimental impact on the pension scheme. 

 Currently the Pensions Regulator can issue contribution notices and financial support directives to 
circumvent avoidance of pension obligations.69 These notices have been quite rarely used so far as, 
among other reasons, negotiations often led to satisfactory outcomes without the need to take 
matters further. However, as the table below shows, avoidance cases exist, demonstrating that 
there is a case for improving the deterrent effect. 

Table 1. Current open avoidance cases (contribution notice and financial support directions) as 
at 31 Dec 2017 

Case stage Number of cases 
Pre-investigation 12 
Investigation 10 (5 are contribution notice cases with approx 12 separate targets) 
Warning Notice  1 (contribution notice case with 9 separate targets) 
DP or Upper Tribunal  2 (1 is a contribution notice case – BHS – with 2 separate targets)  
Other action / closing 4 (1x no action, 1 x clearance provided, 2 x settled) 
total 29 (7 identified contribution notice cases) 

Source: The Pensions Regulator management information 

69 http://www.thepensionsregulator.gov.uk/regulate-and-enforce/anti-avoidance-powers.aspx 
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 T h e s e fi n e s w o ul d s e e k t o t ar g et, a m o n g ot h er s, t h e c o m p a n y dir e ct or s w h o ar e pr o v e n t o h a v e 
c o m mitt e d t h e wr o n g d oi n g.  T h e i ntr o d u cti o n of fi n e s i s e x p e ct e d t o h a v e a wi d er d et err e nt eff e ct.  

Cri mi n al s a n cti o n s  

 T h e d e si g n of t hi s r e gi m e will b e s u bj e ct t o f urt h er di s c u s si o n s , a n d i m p a ct s o n b u si n e s s e s a n d t h e 
R e g ul at or will b e c o n si d er e d i n d et ail at t h at p oi nt.  

Di r e ct or di s q u alifi c ati o n  – b a c k gr o u n d a n d s c o p e  

 T h er e i s pr o vi si o n f or t h e di s q u alifi c ati o n of c o m p a n y dir e ct or s w h o s e b e h a vi o ur s d o n ot m e et t h e 
e x p e ct ati o n s of t h e r ol e, i n cl u di n g w h er e  a p e n si o n s c h e m e a n d it s a s s et s  ar e p o orl y m a n a g e d. W e 
will b uil d o n t h e e xi sti n g pr o c e s s e s  b et w e e n t h e P e n si o n s R e g ul at or a n d t h e I n s ol v e n c y S er vi c e .  

 O v er t h e l a st fi v e y e ar s, ar o u n d  1, 0 0 0 dir e ct or di s q u alifi c ati o n s w er e o bt ai n e d p er y e ar ,7 0  o n 
a v er a g e ( a cr o s s all U K c o m p a ni e s) .7 1  D at a o n h o w m a n y of t h e m w er e fr o m D efi n e d B e n efit  
s p o n s ori n g c o m p a ni e s i s n ot a v ail a bl e  t o u s at t hi s st a g e. A p pr o xi m at el y, 0. 5 % of all U K c o m p a ni e s 
ar e s p o n s ori n g at l e a st o n e  Defi n e d B e n efit  s c h e m e .  

 T h e p oli c y pr o p o s al i s t o b uil d o n e xi sti n g pr o c e s s e s, i n cl u di n g i nf or m ati o n s hari n g , b et w e e n t h e 
R e g ul at or  a n d t h e I n s ol v e n c y S er vi c e, t h u s str e n gt h e ni n g t hi s d et err e nt t o wr o n g d oi n g f urt h er. A s it 
i s t ar g et e d s p e cifi c all y t o t a c kl e d eli b er at e wr o n g d oi n g w e d o n ot e x p e ct it t o w or s e n g e n er al 
b u si n e s s c o n diti o n s i n a n y w a y.   

B uil di n g o n t h e R e g ul at or’ s p o w er s t o i nt er v e n e i n c or p or at e tr a n s a cti o n s  

 T h e d e si g n of t hi s r e gi m e will b e s u bj e ct t o a f urt h er c o n s ult ati o n , a n d i m p a ct s o n b u si n e s s e s a n d 
t h e R e g ul at or will b e c o n si d er e d i n d et ail at t h at p oi nt.  

I nf or m ati o n g at h eri n g p o w er s, i n cl u di n g i nt er vi e w p o w er a n d ci vil s a n cti o n s 
f or n o n-c o m pli a n c e  

I nf or m ati o n g at h e ri n g p o w e r s – b a c k gr o u n d  

 T h e R e g ul at or’ s  vi e w i s t h at t h e e n h a n c e d p o w er s w o ul d dri v e effi ci e n ci e s i n t h eir o p er ati o n al t e a m s 
a n d w o ul d b e c o st effi ci e nt fr o m a n o p er ati o n al a n d a d mi ni str ati v e vi e w. I n g e n er al, c o st effi ci e n c y i s 
li k el y t o b e d eri v e d fr o m t h e f oll o wi n g: 

•  M o st of t h e p o w er s pr o p o s e d alr e a d y e xi st i n D efi n e d C o ntri b uti o n a n d a ut o m ati c  e n rol m e nt 
a n d s o m e e xi st i n r el ati o n t o s p e cifi c D efi n e d B e n efit a cti vit y . Ali g ni n g t h e R e g ul at or’ s p o w er s 
a cr o s s all D efi n e d B e n efit s c h e m e s wit h t h o s e i n D efi n e d C o ntri b uti o n a n d a ut o m ati c  e nr ol m e nt 
s e ct or s i s e x p e ct e d t o i n cr e a s e t h eir fl e xi bilit y a n d o pti mi s e o p er ati o n s, f or e x a m pl e b y 
st a n d ar di si n g i n v e sti g ati v e t o ol s.  

•  T h e  e n h a n c e d p o w er s ar e e x p e ct e d t o r e d u c e t h e a m o u nt of ti m e it t a k e s t o g at h er t h e 
i nf or m ati o n t h e R e g ul at or w o ul d n e e d t o g at h er b y f or m al n oti c e , f or e x a m pl e all o wi n g 
alt er n ati v e r o ut e s w h er e c urr e ntl y it m a y h a v e t o a p pr o a c h tr u st e e s or s p o n s ori n g e m pl o y er s 
m ulti pl e ti m e s b ef or e it g et w h at it n e e d s. 

7 0  T h e I n s ol v e n c y S er vi c e, ‘I n s ol v e n c y S er vi c e E nf or c e m e nt  O ut c o m e s 2 0 1 7/ 1 8’, 2 0 1 8. A v ail a bl e at: 
htt p s:// w w w. g o v. u k/ g o v er n m e nt/ st ati sti c s/i n s ol v e n c y -s er vi c e -e nf or c e m e nt -o ut c o m e s -2 0 1 7 1 8   

7 1  T ot al of or d er s a n d u n d ert a ki n g s  
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•  M or e ti m el y a n d a c c ur at e i nf or m ati o n i s e x p e ct e d t o i m pr o v e t h e R e g ul at or’ s pri oriti s ati o n of 
c a s e s, f or e x a m pl e b y h el pi n g t o d et er mi n e e arli er i n t h e pr o c e s s w h et h er t o pr o c e e d wit h a f ull 
i n v e sti g ati o n or t o c o n cl u d e t h at n o f urt h er a cti o n i s n e e d e d.  

  Th er e ar e t w o e x p e ct e d b e n efit s – effi ci e n c y  ( b ot h f or t h e R e g ul at or a s o utli n e d a n d f or t h e 
r e g ul at e d c o m m u nit y) a n d eff e cti v e n e s s  ( q ui c k er i n v e sti g ati o n s, b ett er a c c e s s t o i nf or m ati o n a n d  
gr e at er d et err e nt).  G oi n g f or w ar d, w e will b e l o o ki n g  t o u n d er st a n d w h at b e n efit s t h e i m pr o v e d 
effi ci e n c y a n d eff e cti v e n e s s will d eli v er t o s c h e m e m e m b er s  a n d s p o n s ori n g e m pl o y er s .  

A p o w er t o r e q ui r e att e n d a n c e f or a n int er vi e w  

Int e r vi e w p o w e r  – b a c k gr o u n d  

 T hi s p o w er w o ul d gi v e t h e P e n si o n s R e g ul at or t h e a bilit y t o c o m p el a r el e v a nt p er s o n t o att e n d a n 
i nt er vi e w a n d e x pl ai n a n y f a ct s, e v e nt s or cir c u m st a n c e s t h at ar e r el e v a nt t o a n i n v e sti g ati o n.  

 T h e R e g ul at or  pr o vi si o n all y a s s e s s, b a s e d o n t h eir c a s e w or k e x p eri e n c e , t h at t h e u s e of t hi s p o w er 
w o ul d b e li k el y t o b e c o n si d er e d i n e v er y f ut ur e a v oi d a n c e c a s e . I n p arti c ul ar, i n r el ati o n t o 
u n d ert a ki n g i niti al di s c u s si o n s  wit h tr u st e e s  a n d  r e c ei vi n g f a ct u al a c c o u nt s dir e ctl y fr o m pr of e s si o n al 
a d vi s er s.  

 A c c or di n g t o t h e R e g ul at or, a c urr e nt se cti o n 7 2 n oti c e pr o c e s s c a n  t a k e a p pr o xi m at el y t hr e e t o si x 
m o nt h s . Att e n d a n c e at a n i nt er vi e w i n t h e fir st f e w w e e k s w o ul d b e e x p e ct e d t o r e d u c e t hi s 
ti m efr a m e. T h e f ort h c o mi n g i m p a ct a s s e s s m e nt will c o n si d er t hi s i n m or e det ail.   

Int e r vi e w p o w e r  – c o st s t o b u si n e s s e s  

 B u si n e s s e s  alr e a d y i n c ur c o st s a s s o ci at e d wit h ti m e a n d r e s o ur c e s n e e d e d t o r e s p o n d t o f or m al 
i nf or m ati o n g at h eri n g n oti c e s. A c c or di n gl y, c o st s t h at b u si n e s s will i n c ur b y t h eir r e pr e s e nt ati v e s 
att e n di n g i nt er vi e w s a n d a n y ti m e a n d r e s o ur c e s n e e d e d t o pr e p ar e f or t h e i nt er vi e w s m a y b e 
si mil ar.  

Int e r vi e w p o w e r  – b e n efit s t o T P R a n d b u si n e s s e s  

 W h er e t h e R e g ul at or c a n o bt ai n r el e v a nt i nf or m ati o n i n a m or e ti m el y a n d a c c ur at e m a n n er t h e y ar e 
li k el y t o b e a bl e t o t a k e m or e eff e cti v e a n d effi ci e nt a cti o n. T hi s i s e x p e ct e d t o h el p i n cr e a se t h e 
s e c urit y of m e m b er b e n efit s; a n d at l e a st i n s o m e c a s e s b e n efit s p o n s ori n g b u si n e s s e s b y r e d u ci n g 
u n c ert ai nt y d uri n g t h e i n v e sti g ati o n p eri o d. T h e b e n efit s d eri v e d will b e c a s e -s p e cifi c a n d, at t hi s 
st a g e, w e d o n ot s e e k t o q u a ntif y t h e m.   

Ci vil s a n cti o n s  (fi x e d a n d e s c al ati n g p e n alt y n oti c e s) 

 Br o a dl y s p e a ki n g, t h e R e g ul at or c urr e ntl y h a s a bi n ar y c h oi c e of eit h er n ot i m p o si n g a s a n cti o n or 
i m p o si n g a cri mi n al s a n cti o n f or f ail ur e t o c o m pl y wit h s e cti o n 7 2 i nf or m ati o n-g at h eri n g n oti c e s. W e 
will gi v e t h e m t h e p o w er t o i s s u e fi x e d a n d ci vil s a n cti o n s a s a n alt er n ati v e t o cri mi n al s a n cti o n s f or 
n o n -c o m pli a n c e.   

 B a s e d o n e x p eri e n c e of h a vi n g b ot h ci vil a n d cri mi n al s a n cti o n s a v ail a bl e i n t h e a ut o m ati c  
e nr ol m e nt s e ct or, t h e R e g ul at or a d vi s e s t h at c a s e s wit h o ut c o urt i n v ol v e m e nt will t a k e o n a v er a g e, 
ar o u n d h alf t h e ti m e t h a n c a s e s w h er e c o urt i s i n v ol v e d.   
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 Also, behavioural theories and evidence tend to suggest that proportionality in sanctions may be 
important in order to achieve desired outcomes.72 Introducing civil sanctions will fill in the gap where 
the absence of a sanction is suboptimal but criminal sanction is disproportionate. 

An inspection power 
 We intend to give the Regulator the power to inspect records, documents and electronic devices of 

a relevant party at relevant premises for relevant purposes connected with their functions.  

 The impacts of this power depend on exact detail, which will be set out in legislation. As an 
illustration, while difficult to accurately estimate the number of cases in which inspection might be 
relevant (as each case is different and may have different challenges), the Regulator would 
(provisionally) estimate using the power in around a quarter of cases at early stages of an 
investigation, and its exercise might be linked to early engagement meetings. 

 It is also difficult to isolate the impact of an inspection power to the length of time to complete a case 
(as each case is different). However, based on the Regulator’s experience it could be expected to 
reduce the time that information gathering processes take within the overall investigation phase. For 
example, over the course of the BHS investigation, the Regulator issued a total of 123 separate 
section 72 notices over 18 months. It is possible that this timeframe could be reduced significantly 
through a combination of early use of an interview power and an inspection power. The forthcoming 
impact assessment will consider this in more detail.  

Chapter two: improving the way the system works – scheme 
funding  

 Chapter two of the White Paper proposes to strengthen the Regulator’s ability to enforce Defined 
Benefit scheme funding standards through a revised Code which will help trustee decision-making 
and achieve better outcomes. It also requires trustees to appoint a Chair and for that Chair to report 
to the Regulator via a Chair’s Statement. 

Background – scheme funding, sustainability, and affordability  
 The Green Paper included a detailed discussion of the current situation of scheme funding and 

affordability. In this section we provide an update as well as add some additional points but without 
going into the same level of detail.  

 There are over 5,500 Defined Benefit schemes in total. As at 31 March 2017, about 80% of them 
were estimated to be underfunded on the SFO basis, with about 5% of all schemes funded below 
60%. Around 20% of schemes were in surplus. 

Table 2. Defined Benefit scheme distribution by SFO based funding levels  

 Proportion of Defined 
Benefit schemes 

Proportion of Defined Benefit 
memberships 

Less than 50% 1% - 
50% to 60% 4% 1% 
60% to 70% 9% 4% 
70% to 80% 18% 16% 

72 As far as our awareness and interpretation go, behavioural economics and other disciplines suggest that proportionate and well-targeted fines 
tend to deter misbehaviour. However, impacts of disproportionately high fines are ambiguous. On one hand, its a big deterrence, on the other 
hand rather than being deterred those misbehaving may seek to maximise the benefit they are seeking to gain from misbehaviour to cover the 
high cost if fined. As the FCA’s report (Behaviour and Compliance in Organisations, 2016) illustrates the point: if thieves face execution for 
stealing £5 then they may as well steal £5 million instead.  

 

 



Pr ot e cti n g D efi n e d B e n efit P e n si o n S c h e m e s  5 3  

 Pr o p orti o n of D efi n e d 
B e n efit  s c h e m e s  

Pr o p orti o n of D efi n e d B e n efit  
m e m b er s hi p s  

8 0 % t o 9 0 %  2 5 %  3 5 %  

9 0 % t o 1 0 0 %  2 4 %  3 1 %  

1 0 0 % t o 1 1 0 %  1 4 %  1 1 %  

1 1 0 % t o 1 2 0 %  4 %  1 %  

1 2 0 % or gr e at er  2 %  - 

S o ur c e: T h e P e n si o n s R e g ul at or  

N ot e: Tr a n c h e s 8 – 1 0 a s a pr o x y of all D efi n e d B e n efit s c h e m e s .7 3  

D at a ( c ut -off) p oi nt: 3 1 /0 1 /2 0 1 7 . 

 Fi n di n g s fr o m t h e l at e st P e n si o n P r ot e cti o n F u n d ’ s ( P P F) P ur pl e B o o k 2 0 1 7 p u bli c ati o n ,7 4  w hi c h 
r e p ort s o n t h e u ni v er s e of s c h e m e s eli gi bl e f or P P F c om p e n s ati o n , s h o w t h at: 

•   ov er all t h e l e v el of f u n di n g (f or P P F c o m p e n s ati o n l e v el s) i m pr o v e d i n t h e y e ar t o t h e e n d of 
M ar c h 2 0 1 7;  

•   in t h e y e ar t o 3 1 M ar c h 2 0 1 7, 4 3 n e w s c h e m e s e nt er e d P P F a s s e s s m e nt. T hi s i s si mil ar t o t h e 
n u m b er i n t h e pr e c e di n g t w o y e ar s, a n d w ell d o w n o n t h e l e v el s s e e n b et w e e n 2 0 0 8 a n d 2 0 1 4;  
a n d  

•  a v er a g e in s ol v e n c y r at e of ( P P F eli gi bl e) D efi n e d B e n efit s p o n s ori n g b u si n e s s e s h a s c o nti n u e d 
t o d e cr e a s e fr o m 0. 8 % i n 2 0 0 6 t o 0. 3 % i n 2 0 1 7. A m o n g t h e w h ol e p o p ul ati o n of U K b u si n e s s e s 
(i. e. n ot o nl y t h o s e s p o n s ori n g a D efi n e d B e n efit s c h e m e) li q ui d ati o n r at e st o o d at a b o ut 0. 4 % 7 5  
i n 2 0 1 6. 

 A st u d y b y  t h e B a n k of E n gl a n d7 6  f o u n d t h at w hil e D efi n e d B e n efit  p e n si o n d efi cit s h a v e h a d 
s u b st a nti al eff e ct s o n t h e s p e n di n g of s o m e i n di vi d u al fir m s, t h e y h a v e  o nl y h a d s m all eff e ct s o n t h e 
m a cr o e c o n o m y a s a w h ol e; a n d t h at Q u a ntit ati v e E a si n g ( Q E) i s e sti m at e d t o h a v e b o o st e d t h e 
l e v el of G D P b y i n t h e r e gi o n of 1. 5– 3 %, w hil e t h e n e g ati v e eff e ct s of D efi n e d B e n efit  d efi cit s ar e 
o nl y e sti m at e d t o h a v e r e d u c e d G D P b y ar o u n d 0. 1 % si n c e 2 0 0 7. T h e fi n di n g s s u g g e st t h at t h e 
r e g ul at or y a p pr o a c h u n d ert a k e n b y t h e P e n si o n s R e g ul at or h a s b al a n c e d t h e n e e d t o cl o s e gr o wi n g 
d efi cit s wit h t h e ai m of all o wi n g b u si n e s s e s t o c o nti n u e o p er ati n g i n a s u st ai n a bl e w a y.  

 At t h e s a m e  ti m e, t h er e i s al s o a st u d y s u g g e sti n g t h at n ot all c or n er s of  t h e Defi n e d B e n efit  s e ct or  
ar e fr e e fr o m i m p a ct. Th e R e s ol uti o n F o u n d ati o n ar g u e s t h at D efi n e d B e n efit  d efi cit s  p a y m e nt s  
r e s ult e d i n s o m e w a g e r e d u cti o n s.7 7  

 A b o ut 8 0 % of s c h e m e s ar e u n d erf u n d e d a n d h a v e a re c o v er y p l a n i n pl a c e. Th er e i s a v ari ati o n i n 
r e c o v er y pl a n l e n gt h s a cr o s s t h e s e ct or wit h  t h e a v er a g e r e c o v er y pl a n l e n gt h t ot alli n g a b o ut ei g ht 
y e ar s, b ut a b o ut 7 % of s c h e m e s h a v e r e c o v er y pl a n s  of o v er 1 5 y e ar s.  

7 3  I n r el ati o n t o D efi n e d B e n efit s c h e m e f u n di n g v al u ati o n, ‘tr a n c h e s’ ar e t h e s et of s c h e m e s w hi c h ar e r e q uir e d t o c arr y o ut a s c h e m e -s p e cifi c 
f u n di n g v al u ati o n wit hi n a p arti c ul ar ti m e p eri o d 

7 4  T h e P e n si o n Pr ot e cti o n F u n d, ‘ P ur p l e B o o k 2 0 1 7’. A v ail a bl e at: htt p:// w w w. p e n si o n pr ot e cti o nf u n d. or g. u k/ P a g e s/ T h e P ur pl e B o o k. a s p x >  
7 5  T h e I n s ol v e n c y S er vi c e, ‘I n s ol v e n c y St ati sti c s – A pril t o J u n e 2 0 1 6’. A v ail a b l e at: A v ail a bl e at: < 

htt p s:// w w w. g o v. u k/ g o v er n m e nt/ u pl o a d s/ s y st e m/ u pl o a d s/ att a c h m e nt _ d at a/fil e/ 5 4 1 0 7 8/ Q 2 _ 2 0 1 6 _ st ati sti c s _r el e a s e _ -_ w e b. p df >  
7 6  B a n k of E n gl a n d, ‘ Gr o wi n g p e n si o n d efi cit s a n d t h e e x p e n dit ur e d e ci si o n s of U K c o m p a ni e s’, F e br u ar y 2 0 1 8. A v ail a bl e at: 

htt p s:// w w w. b a n k of e n gl a n d. c o. u k/ -/ m e di a/ b o e/fil e s/ w or ki n g-p a p er/ 2 0 1 8/ gr o wi n g -p e n si o n -d efi cit s -a n d -t h e-e x p e n dit ur e -d e ci si o n s -of -u k -
c o m p a ni e s. p df ?l a = e n & h a s h = E A 0 9 3 2 B 6 1 9 D C 4 3 8 C 3 6 3 E 1 6 D 5 D D 4 9 8 5 E 2 D 6 4 4 C 3 0 D  

7 7  R e s ol uti o n F o u n d ati o n, ‘ T h e P a y D efi cit’, M a y 2 0 1 7. A v ail a bl e at: htt p:// w w w.r e s ol uti o nf o u n d ati o n. or g/ a p p/ u pl o a d s/ 2 0 1 7/ 0 5/ T h e -p a y -
d efi cit. p df   

 

 

http://www.pensionprotectionfund.org.uk/Pages/ThePurpleBook.aspx
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/541078/Q2_2016_statistics_release_-_web.pdf
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Table 3. Distribution of recovery plan lengths 

 
Recovery plan length 

Less than 5 
years 

5 to 10 
years 

10 to 15 
years 

15 years & 
+ 

No DRC 
(surplus)78 

% of all Defined Benefit 
schemes79 26% 30% 15% 7% 22% 

Source: The Pensions Regulator  

Data (cut-off) point: 31/01/2017 

 At the aggregate level, special contributions (of which we expect the majority to be DRCs) have 
been broadly £15 billion per annum over recent years, on average.80  

 On the other hand, there is evidence that many employers are still able to pay (high) dividends 
despite paying DRCs. Table 4 below, which contains figures based on a sample of 810 employers, 
shows that of all the sampled businesses paying DRCs about 85% are also paying dividends. 
Dividend payment is not necessarily something ‘wholly discretional’ as companies need to be 
paying some to attract capital and for other good reasons, but it still signals that many may have the 
potential to pay higher amounts to fix their Defined Benefit deficits if required.  

Table 4. Distribution of company DRC and dividend payments81 82 

Group 2011 2012 2013 2014 2015 Latest 
DRCs and dividends both non-zero 67% 62% 67% 70% 67% 69% 
Dividends and nil DRCs 12% 14% 13% 14% 14% 16% 
Nil DRCs and nil dividends  5% 11% 7% 5% 7% 3% 
DRCs and nil dividends  16% 12% 13% 12% 12% 12% 

Sources: DWP analysis based on the Regulator’s Tranche 12 analysis publication83 

 The Green Paper84 presented an analysis of Defined Benefit sponsors’ DRC payment to profit 
before fax (PbT) ratios. It showed85 a mixed picture – where PbT data was available around 50% of 
all employers with Defined Benefit schemes were either paying no DRCs or paying DRCs which, 
taken as a ratio, are less than 20% of their reported PbT. On the other hand, again where PbT was 
available, 20% of employers were paying DRCs that were in excess of 100% of their PBT or were 
loss-making employers. 

 In general, our assessment of the state of Defined Benefit funding remains that the sector as a 
whole is not in crisis; but that there is scope for improvements across the board and issues to be 
addressed in the margins. 

78 In most instances due to scheme being in surplus, but note there may be some cases where DRC data is missing.  
79 Population: c. 5,700 schemes, based on Tranches 8–10. 
80 Office for National Statistics, ‘Investment by insurance companies, pension funds and trusts (MQ5)’, 2017. Available at: 

https://www.ons.gov.uk/economy/investmentspensionsandtrusts/datasets/mq5investmentbyinsurancecompaniespensionfundsandtrusts 
81 Proportion of around 810 employers including nil DRCs and/or nil dividends) -employers (FTSE350 & non-FTSE350) who paid at least one 

dividend over the period 2011-latest available accounts 
82 The estimates provided are a weighted average of the distribution based on the differentiated sample of 210 FTSE350 and 600 non-

FTSE350 companies, as was provided in TPR’s Tranche 12 analysis in Table 5 and 6 respectively. 
83 TPR, ‘Tranche 12 analysis’, 2017. Available at: http://www.thepensionsregulator.gov.uk/docs/db-analysis-tranche-twelve-review-2017.pdf 
84 DWP, ‘Security and Sustainability in Defined Benefit Pension Schemes’ 2017. Available at: 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/595103/security-and-sustainability-in-defined-benefit-pension-
schemes.pdf  

85 See paragraphs 102 to 111 in the green paper for more detail.  
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Clearer funding standards  

Prudence and appropriateness – background 
 Currently, where the Regulator believes a scheme’s technical provisions and recovery plan are 

imprudent and inappropriate respectively they may open a case for further investigation – table 5 
below illustrates the scale of open funding cases. However, the number of open cases also reflects 
the Regulator’s resources and should not be taken as an indication of the total number of schemes 
where the Regulator believes the technical provisions are imprudent and/or recovery plan 
inappropriate.  

Table 5. Open cases that the Regulator’s funding team had as at 31 December 2017 

Funding Cases Current 
Reactive (after valuation submitted) 55 
Proactive cases (prior to valuation being submitted) 53 
Governance issues 10 
Valuations not submitted on time 8 
Enforcement (proceeding to or have already issued a Warning Notice) 3 
Total 126 

Source: The Pensions Regulator 

 The three current enforcement cases, as at January 2018, have been open for at least four and a 
half years (including the pre-enforcement stages) and it is likely that, barring settlement, these 
cases will continue for at least another 12 months. These long time-scales are reflective of the level 
of scheme-specific evidence, analysis and modelling required for the Regulator to generate a 
persuasive case as to why the Regulator considers the technical provisions imprudent and/or the 
recovery plan inappropriate. 

 For each of the three cases, the legal and independent expert costs alone have been hundreds of 
thousands of pounds and in the Regulator’s view, are likely to continue to increase as the cases 
progress, particularly if the decision of the Determination Panel is challenged and the case is 
referred to the Upper Tribunal. 

 Also, according to the Regulator’s Defined Benefit Research 2017,86 about 30% of the interviewed 
trustees reported that the current funding regime makes it hard to set discount rates to take account 
of their scheme and employer circumstances (however, only 2% of employers and a negligible 
number of trustees ‘felt confused’ by the current regime). This finding also supports the case for 
consulting on reviewing the requirements and guidance of assessing scheme liabilities.  

 The Regulator’s view is that setting clearer lines on prudence and appropriateness will mean 
trustees and sponsoring employers will, at the outset of their funding discussions, understand how 
to meet the Statutory Funding Objective. A further possible beneficial outcome is that the costs of 
producing a valuation may be reduced because advisory fees will be lower.  

86 IFF Research on behalf of TPR, ‘DB trust based pension schemes research’, 2017, p56. Available at: 
http://www.thepensionsregulator.gov.uk/docs/db-research-summary-report-2017.PDF 
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P r u d e n c e a n d a p pr o pri at e n e s s – i n di c ati o n of p ot e nti al i m p a ct s o n t h e R e g ul at or 

 T o i n di c at e t h e p ot e nti al effi ci e n c y i m pr o v e m e nt s f or t h e R e g ul at or w e h a v e  c o n si d er e d  t h e 
R e g ul at or ’ s c urr e nt st o c k of o p e n c a s e s a s at 3 1 D e c e m b er 2 0 1 7. A s s h o w n a b o v e, t h er e ar e 5 5 
o p e n r e a cti v e c a s e s ( c a s e s o p e n e d aft er t h e R e g ul at or  r e c ei v e s t h e S F O v al u ati o n s u m m ar y). D u e 
t o t h e s c h e m e s p e cifi c n at ur e of s c h e m e f u n di n g a n d it s c o m pl e xit y, it c a n t a k e t h e R e g ul at or 
b et w e e n si x a n d ni n e m o nt h s t o w or k wit h t h e tr u st e e s a n d s p o n s ori n g e m pl o y er( s) t o a n al y s e a n d 
u n d er st a n d t h e s p e cifi c d et ail s of t h e v al u ati o n, f u n di n g a n d i n v e st m e nt str at e gi e s  a n d a d dr e s s a n y 
i s s u e s. S etti n g cl e ar er f u n di n g st a n d ar d s i s e x p e ct e d t o s a v e all p arti e s ti m e a n d d eli v er a m or e 
effi ci e nt pr o c e s s : 

•   th e tr u st e e s/ e m pl o y er will b e r e q uir e d t o al s o s u b mit c o m p elli n g e vi d e n c e ( at t h e s a m e ti m e a s 
s u b mitti n g t h e v al u ati o n i n t h e C h air’ s St at e m e nt) t o e x pl ai n t o t h e R e g ul at or  w h y t h e p arti c ul ar 
cir c u m st a n c e s of t h eir s c h e m e m e a n t h e y ar e c o m pli a nt o ut si d e of t h e p u bli s h e d fr a m e w or k; or  

•  t h e R e g ul at or  c o ul d m o v e m or e q ui c kl y t o t h e i n v e sti g ati o n st a g e a n d pr e p ar e f or e nf or c e m e nt 
a cti o n.  

 T hi s s h o ul d si g nifi c a ntl y r e d u c e t h e o v er all ti m e, c o st a n d r e s o ur c e b ur d e n of bri n gi n g r e g ul at or y 
a cti o n, i n cl u di n g e nf or c e m e nt.  T h e e x a ct d e si g n of t hi s a p pr o a c h will b e s u bj e ct t o f urt h er 
c o n s ult ati o n, b ut a s a n ill u str ati o n, if t h e s etti n g of cl e ar er f u n di n g st a n d ar d s  r e d u c e s t h e i niti al 
a n al y si s st a g e b y  j u st t hr e e m o nt h s p er c urr e nt o p e n r e a cti v e c a s e t hi s i s a t ot al ti m e s a vi n g of 
n e arl y 1 4 y e ar s. T hi s a d diti o n al ti m e c o ul d b e u s e d t o dir e ctl y e n g a g e wit h a m u c h wi d er s e cti o n of 
t h e w h ol e p e n si o n l a n d s c a p e, wit h n o i n cr e a s e i n r e s o ur c e r e q uir e m e nt. It i s al s o li k el y a d diti o n al 
ti m e s a vi n g will b e a c hi e v e d i n t h e i n v e sti g ati o n a n d e nf or c e m e nt st a g e s b ut t hi s i s h ar d er t o a s s e s s  
at t hi s st a g e.  

P r u d e n c e a n d a p pr o pri at e n e s s  – i n di c ati o n of p ot e nti al i m p a ct s o n s c h e m e s a n d 
s p o n s or s  

 A s a r e s ult of t h e cl e ar er f u n di n g st a n d ar d s w e e x p e ct p ot e nti al r e d u cti o n i n a d vi s or y c o st s, 
p arti c ul arl y f or s m all s c h e m e s.  

 H o w e v er, f or s o m e s p o n s or s t h e pr o p o s e d c h a n g e s m a y r e s ult i n i n cr e a si n g c o ntri b uti o n s i n t h e 
s h ort -t er m ( bri n gi n g t h e c o ntri b uti o n s f or w ar d n ot i n cr e a si n g t h e m o v er all). W e will  m o d el t h e 
i m p a ct s a s cl e ar er r e q uir e m e nt s ar e d e v el o p e d.  

T a ki n g  a l o n g -t e r m vi e w – c urr e nt st at e of pl a y  

 T h e R e g ul at or’ s  D efi n e d B e n efit  R e s e ar c h 2 0 1 7 8 7  s h o w e d  t h at 7 3 % of tr u st e e s a n d 6 8 % of 
e m pl o y er s r e s p o n d e d t h at s c h e m e s cl o s e d t o f ut ur e a c cr u al h a d i n pl a c e a j o ur n e y pl a n or 
lo n g -t er m t ar g et; l e a vi n g n e arl y a t hir d t h at d i d n ot.  

 A c c or di n g t o A O N’ s s ur v e y , w hi c h i nt er vi e w e d 1 8 5 s c h e m e s, o nl y 5 % t o 1 0 % of t h e m ( d e p e n di n g 
o n si z e b a n d) di d n ot h a v e a l o n g t er m pl a n – s e e fi g ur e 1 f or m or e d et ail. 

8 7  I F F R e s e ar c h o n b e h alf of T P R, ‘ D B tr u st b a s e d p e n si o n s c h e m e s r e s e ar c h’, 2 0 1 7, p 5 6. A v ail a bl e at: 
htt p:// w w w.t h e p e n si o n sr e g ul at or. g o v. u k/ d o c s/ d b -r e s e ar c h-s u m m ar y -r e p ort-2 0 1 7. P D F  
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Figure 1. Distributions of long-term objectives by scheme size 

 
Source: AON, Global Pension Risk Survey 201788 

 However, schemes may well have a long-term plan but for some the plan may be largely 
aspirational and does not drive funding and DRC commitment). Hence formalising the setting of a 
long-term objective may have an impact on them as well.  

Taking a long term view –indication of potential impacts on schemes  
 Considering many schemes already set a long-term funding objective we would not expect major 

changes in the costs for the majority of schemes. For the minority that currently do not have a 
long-term objective there may be a cost of setting it; mainly in the form of their trustees’ time and 
any cost associated with seeking advice. Whether external advice is needed, and whether the 
additional task could be absorbed by the trustees within their existing duties (and hence associated 
costs) will directly depend on the exact requirements involved in setting the long-term view. The 
Regulator’s initial sense, based on their experience, is that the governance costs of setting a 
long-term objective will be relatively low for those already adopting good practice and applying the 
principles set out in the Defined Benefit funding code. 

 Some schemes may need to revise their funding and investment strategies to account for their 
long-term objectives set.  

Appointment of a Chair and Chair’s statement 

Appointment of a Chair and Chair’s statement – background and scope 
 Currently, having a Chair of a Defined Benefit trustee board is not a legislative requirement but may 

be a requirement in individual scheme rules. According to the Regulator’s 21st Century Trustee 
Survey,89 85% of Defined Benefit schemes (and 92% of hybrid schemes) already have Chairs, but 
the proportion varies by scheme size – 74% for small, 87% for medium, 97% for large. 

 We will require all Defined Benefit schemes to appoint a Chair of their board and for that Chair to 
submit a Chair’s Statement to report on their key scheme funding decisions. 

88 Available at: http://respond.aonhewitt.com/UK_2017FORM-GlobalPensionRiskSurvey  
89 OMB on behalf of TPR, ‘Trustee Landscape Quantitative Research’, October 2015. Available at: 

http://www.thepensionsregulator.gov.uk/docs/trustee-landscape-quantitative-research-2015.pdf 
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A p p oi nt m e nt of a C h a ir a n d C h air’ s st at e m e nt – i n di c ati o n of p ot e nti al c o st s t o s c h e m e s / 
s p o n s or s  

 Wit hi n D efi n e d C o ntri b uti o n, t h e r e q uir e m e nt alr e a d y e xi st s. O ur i m p a ct a s s e s s m e nt o n t h e n e w 
D efi n e d C o ntri b uti o n  Ch air’ s S t at e m e nt r e q uir e m e nt,9 0  w hi c h w a s i ntr o d u c e d i n 2 0 1 5, c o n cl u d e d 
t h at t h er e m a y b e s o m e c o st s a s s o ci at e d wit h e st a bli s hi n g a c h air of a tr u st e e b o ar d. E vi d e n c e 
pr o vi d e d b y p e n si o n pr o vi d er s i n r e s p o n s e t o t h e c o n s ult ati o n s u g g e st t h at w h er e a c h air d o e s n ot 
alr e a d y e xi st t h e a s s o ci at e d c o st s wit h e st a bli s hi n g a c h air w o ul d b e mi ni m al – a s a c h air c o ul d b e 
a p p oi nt e d fr o m a m o n g st t h e e xi sti n g tr u st e e s .”  

 A c c or di n g t o P w C Tr u st e e S ur v e y 2 0 1 7 ,9 1  f or s c h e m e s t h at p a y tr u st e e s, t h e a v er a g e a n n u al p a y of 
t h e c h air of tr u st e e s v ari e s fr o m a b o ut £ 2 5, 0 0 0 t o £ 6 0, 0 0 0 ( d e p e n di n g o n f u n d si z e – s m all t o l ar g e 
r e s p e cti v el y). F or b o ar d m e m b er s, it v ari e s fr o m a b o ut £ 5, 0 0 0 t o £ 2 0, 0 0 0. At t hi s st a g e w e h a v e n o 
e vi d e n c e w h et h er C h air s of D efi n e d B e n efit  s c h e m e s , aft er m a ki n g t h e m m a n d at or y, w o ul d b e p ai d 
m or e or l e s s t h a n t h at.  

 C o st of pr o d u ci n g t h e C h air’ s St at e m e nt will f all i nt o t w o gr o u p s:  

•  T h o s e tr u st e e s alr e a d y c o m pl yi n g wit h t h e c urr e nt D ef i n e d B e n efit  Co d e will alr e a d y t a k e a 
l o n g-t er m vi e w of t h eir f u n di n g str at e g y, m a n a g e ri s k s i n a n i nt e gr at e d w a y a n d d o c u m e nt t h eir 
a p p r o a c h. T hi s m e a n s t h e c o st s of f or m ali si n g w h at t h e y alr e a d y h a v e i n pl a c e s h o ul d b e l e s s 
t h a n if t h e y ar e n ot alr e a d y c o m pli a nt wit h c urr e nt e x p e ct ati o n s. T h e R e g ul at or ’ s D efi n e d 
B e n efit  S ur v e y 9 2  r e s ult s s a y 9 2 % of tr u st e e s ar e i n a p o siti o n t o e vi d e n c e h o w t h e y h a v e t a k e n 
a n i nt e gr at e d ri s k m a n a g e m e nt a p pr o a c h ( b ut n ot e n ot all of t h e m a ct u all y a p pl y all i nt e gr at e d 
ri s k m a n a g e m e nt pri n ci pl e s t o it s f ull e xt e nt ). 

•  T h o s e w h o ar e n ot c o m pl yi n g wit h t h e c urr e nt D efi n e d B e n efit  Co d e m a y h a v e hi g h er u pfr o nt 
c o st s t o r e a c h t h e l e v el of c o m pli a n c e alr e a d y e x p e ct e d. Fr o m t h e R e g ul at or’ s c a s e e x p eri e n c e 
a n d t h eir l at e st D efi n e d B e n efit  g o v er n a n c e s ur v e y w e k n o w t h at t h e D efi n e d B e n efit  Co d e 
pri n ci pl e s ar e n ot u ni v er s all y a p pli e d: a) t w o t hir d s ( 6 1 %) of tr u st e e b o ar d s r e p ort e d t h at t h e y 
c arri e d o ut all fi v e a cti viti e s a s k e d a b o ut wit h t h e ai m of m a n a gi n g f u n di n g, i n v e st m e nt a n d 
c o v e n a nt ri s k s, b) t h e pr o p orti o n of s c h e m e s t h at ar e cl o s e d t o f ut ur e a c cr u al t h at h a d i n pl a c e 
a j o ur n e y pl a n or l o n g -t er m t ar g et (i n a d diti o n t o l e g all y m a n d at e d t e c h ni c al pr o vi si o n s) st o o d at 
7 3 % a m o n g tr u st e e b o ar d s a n d 6 8 % a m o n g e m pl o y er s.  

 W h e n a C h air’ s St at e m e nt  r e q uir e m e nt w a s b ei n g i ntr o d u c e d f or Defi n e d C o ntri b uti o n  s c h e m e s, t h e 
R e g ul at or  e sti m at e d t h at t h e a d diti o n al c o st of pr o d u ci n g a n d att a c hi n g t hi s st at e m e nt t o t h e a u dit e d 
r e p ort a n d a c c o u nt s c o ul d b e b et w e e n £ 3 5 0  (f or mi cr o s c h e m e) a n d £ 3, 2 5 0 (f or l ar g e s c h e m e) p er 
s c h e m e p er a n n u m o n a v er a g e .9 3  H o w e v er, D efi n e d B e n efit  i s a diff er e nt c o nt e xt a n d c o st s will 
d e p e n d o n e x a ct r e q uir e m e nt s f or Defi n e d B e n efit  s c h e m e s.   

A p p oi nt m e nt of a C h air a n d C h air’ s st at e m e nt – i n di c ati o n of p ot e nti al b e n efit s t o 
s c h e m e s a n d s p o n s ori n g e m pl o y e r s  

 T h e C h air’ s St at e m e nt i s e x p e ct e d t o l e a d t o b ett er m a n a g e m e nt pr a cti c e s a n d d e ci si o n m a ki n g. I n 
e s s e n c e, it i s a f or m of a c c o u nti n g f or d e ci si o n s m a d e a n d a cti o n s t a k e n, a n d i s e x p e ct e d t o ( a) 

9 0  Mi ni m u m G o v er n a n c e St a n d ar d s f or D C tr u st -b a s e d s c h e m e s – I m p a ct A s s e s s m e nt. A v ail a bl e at: 
htt p s:// w w w. g o v. u k/ g o v er n m e nt/ u pl o a d s/ s y st e m/ u pl o a d s/ att a c h m e nt _ d at a/fil e/ 3 6 4 3 2 4/ b ett er -w or k pl a c e -p e n si o n s -i m p a ct-a s s e s s m e nt. p df   

9 1  P w C, ‘ T r u st e e S ur v e y’, J ul y 2 0 1 7. A v ail a bl e at: htt p s:// w w w. p w c. c o. u k/ p e n si o n s/i n si g ht s/ p w c -tr u st e e-s ur v e y. p df  
9 2  I F F R e s e ar c h o n b e h alf of T P R, ‘ D B tr u st b a s e d p e n si o n s c h e m e s r e s e ar c h’, 2 0 1 7, p 2 6. A v ail a bl e at: 

htt p:// w w w.t h e p e n si o n sr e g ul at or. g o v. u k/ d o c s/ d b -r e s e ar c h-s u m m a r y-r e p ort-2 0 1 7. P D F  
9 3  S o ur c e: Mi ni m u m G o v er n a n c e St a n d ar d s f or D C tr u st -b a s e d s c h e m e s . A v ail a bl e at: 

htt p s:// w w w. g o v. u k/ g o v er n m e nt/ u pl o a d s/ s y st e m/ u pl o a d s/ att a c h m e nt _ d at a/fil e/ 3 6 4 3 2 4/ b ett er -w or k pl a c e -p e n si o n s -i m p a ct-a s s e s s m e nt. p df  

 

 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/364324/better-workplace-pensions-impact-assessment.pdf
https://www.pwc.co.uk/pensions/insights/pwc-trustee-survey.pdf
http://www.thepensionsregulator.gov.uk/docs/db-research-summary-report-2017.PDF
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/364324/better-workplace-pensions-impact-assessment.pdf
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‘r e mi n d’ a b o ut, a n d ( b) tri g g er c o m pli a n c e wit h t h e r e q uir e m e nt s a n d a d e q u at e a m o u nt of eff ort p ut 
i n w h e n m a ki n g d e ci si o n s s u c h a s i n v e st m e nt d e ci si o n s.  

 W hil e e vi d e n c e fr o m pr a ctiti o n er s a n d st a k e h ol d er s  i n t h e D efi n e d C o ntri b uti o n s e ct or h a s b e e n 
p o siti v e, t h e R e g ul at or ha s  i d e ntifi e d l e s s o n s t o b e l e ar n e d a n d ar e t a ki n g st e p s t o pr o vi d e g ui d a n c e 
o n w h at a g o o d C h air’ s St at e m e nt w o ul d c o m pri s e. H o w e v er, wi d er  e vi d e n c e c o mi n g fr o m 
b e h a vi o ur al, m a n a g e m e nt, a n d p s y c h ol o g y r el at e d di s ci pli n e s s u g g e st cl arifi c ati o n, c o m mit m e nt a n d 
e xt er n al m o nit ori n g d o t e n d t o l e a d t o p o siti v e o ut c o m e s. F or e x a m pl e, t h e F i n a n ci al C o n d u ct 
A ut h orit y ’ s B e h a vi o ur a n d C o m pli a n c e i n Or g a ni s ati o n s st u d y9 4  s a y s t h at ‘ o n e of t h e l e s s o n s of t h e 
p s y c h ol o gi c al lit er at ur e o n b e h a vi o ur al bi a s e s i s t h at t h e ‘ bi a s bli n d s p ot’ m e a n s t h at it i s e a si er t o 
s p ot s u c h bi a s e s i n ot h er s t h a n it i s t o s p ot i n o n e s elf’ . I n t hi s c o nt e xt , t h e C h air’ s St at e m e nt i s 
e x p e ct e d t o e n a bl e t h e R e g ul at or  or ot h er s, s u c h a s t h e s p o n s ori n g e m pl o y er, t o s p ot t h o s e ‘ bi a s 
bli n d s p ot s’.  

 I n s o m e c a s e s tr u st e e d e ci si o n-m a ki n g c a n b e s e e n a s a b e h a vi o ur al bi a s . Thi s i s w h er e pr o bl e m s 
s u c h a s l o s s a v er si o n c a n l e a d t o d e ci si o n m a k er s b e c o mi n g att a c h e d t o p o or pr a cti c e s .9 5  O n e  w a y 
of c orr e cti n g t h e s e s ort s of bi a s e s i s t o u s e d e ci si o n m a ki n g t o ol s s u c h a s a  c h e c kli st or a C h air’ s 
S t at e m e nt t o i n cr e a s e i nt er n al s cr uti n y. S o m e p s y c h ol o gi st s ar g u e t h at t h e s e w or k t hr o u g h 
i n cr e a si n g r efl e cti v e d e ci si o n s (t h o s e t h at ar e sl o w, d eli b er at e a n d wit h eff ort) o v er i nt uiti v e 
d e ci si o n s (t h o s e wit h mi ni m al pr e p ar ati o n, eff ortl e s s a n d i n sti n cti v e) w hi c h c a n h el p t o r e d u c e t h e s e 
bi a s e s. A M c ki n s e y st u d y 9 6  f o u n d t h at i m pr o vi n g a c o m p a n y’ s d e ci si o n-m a ki n g pr o c e s s i m pr o v e d it s 
R et ur n o n I n v e st m e nt b y 6. 9 p er c e nt a g e p oi nt s.  

 T h e R e g ul at or’ s  2 1 st  C e nt ur y Tr u st e e S ur v e y 9 7  a s k e d w h et h er D efi n e d B e n efit  s c h e m e s s h o ul d b e 
r e q uir e d t o pr o d u c e a Ch air’ s S t at e m e nt. M a n y r e s p o n d e nt s w er e i n f a v o ur of ali g ni n g t h e 
r e q uir e m e nt t o r e p ort o n c o m pli a n c e wit h g o v er n a n c e r e q uir e m e nt s a cr o s s tr u st e e s of D C a n d 
D efi n e d B e n efit  s c h e m e s. H o w e v er, t h er e w er e s o m e r e s p o n d e nt s w h o t h o u g ht tr u st e e s of D efi n e d 
B e n efit  s c h e m e s s h o ul d n ot b e r e q uir e d t o r e p ort o n g o v er n a n c e, a s it w o ul d b e a n u n n e c e s s ar y 
b ur d e n o n t h o s e w h o ar e alr e a d y p erf or mi n g w ell.  

 I n t h e c o ur s e of t h eir 2 1 st  C e nt ur y Tr u st e e  e n g a g e m e nt e x er ci s e t h e R e g ul at or  h e ar d e vi d e n c e fr o m 
pr a ctiti o n er s a n d st a k e h ol d er s t h at  t h e C h air’ s St at e m e nt i n Defi n e d C o ntri b uti o n  w a s h a vi n g a 
p o siti v e i m p a ct – t h e r e q uir e m e nt h a s h el p e d f o c u s tr u st e e s o n g o v er n a n c e a n d m a k e 
i m pr o v e m e nt s (tr a n s p ar e n c y dri v e s a c c o u nt a bilit y). I m p a ct s of b ett er g o v er n a n c e i n g e n er al ar e 
di s c u s s e d b el o w.  

Im p a ct s of b ett e r g o v e r n a n c e  

 I n g e n er al, t h e pr o p o s e d m e a s ur e s ai m t o i m pr o v e s c h e m e g o v er n a n c e . W e k n o w t h at i n t ur n b ett er 
g o v er n a n c e d o e s t e n d t o h a v e p o siti v e i m p a ct s o n s c h e m e o ut c o m e s a n d i s w ort h p ur s ui n g. F or 
e x a m pl e:  

•  A st u d y b y Willi s T o w er W at s o n 9 8  c o n cl u d e d t h at t h e y ‘ b eli e v e t h e i n v e st m e nt c a s e f or 
i m pr o vi n g g o v er n a n c e i s, f or m o st f u n d s, o v er w h el mi n g’. 

9 4  F C A, ‘ B e h a vi o ur a n d C o m pli a n c e i n Or g a ni s ati o n s’, D e c e m b er 2 0 1 6. A v ail a bl e at:  htt p s:// w w w.f c a. or g. u k/ p u bli c ati o n/ o c c a si o n al -
p a p er s/ o p 1 6 -2 4. p df >  

9 5  D efi niti o n b a s e d u p o n F C A b e h a vi o ur a n d c o m pli a n c e i n or g a ni s ati o n s.  
9 6  M c Ki n s e y,  ‘ T h e  C a s e  f or  B e h a vi o ur al  Str at e g y’,  M ar c h  2 0 1 0.  A v ail a bl e  at:  htt p s:// w w w. m c ki n s e y. c o m/ b u si n e s s -f u n cti o n s/ str at e g y-a n d -

c or p or at e -fi n a n c e/ o ur-i n si g ht s/t h e-c a s e -f or-b e h a vi or al -str at e g y .  
9 7  T P R,  ‘ 2 1 st  C e nt ur y  Tr u st e e s hi p  a n d  G o v er n a n c e’.  A v ail a bl e  at: htt p:// w w w.t h e p e n si o n sr e g ul at or. g o v. u k/ d o c s/ 2 1 st -c e nt ur y -tr u st e e s hi p-

g o v er n a n c e -di s c u s si o n -2 0 1 6. p df  
9 8  Willi s T o w er s W at s o n, ‘ T h e i n v e st m e nt c a s e f or b ett er a s s et o w n er g o v er n a n c e’, O ct o b er 2 0 1 6. A v ail a bl e at: 

htt p s:// w w w. willi st o w er s w at s o n. c o m/ e n -G B/i n si g ht s/ 2 0 1 6/ 1 0/ T h e -i n v e st m e nt-c a s e -f or-b ett er -a s s et -o w n er -g o v er n a n c e  
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•  Cl ar k a n d Ur wi n 9 9  h a v e s h o n e t h e li g ht o n t h e b e n efit s of g o o d g o v er n a n c e a n d ill u str at e d t h at 
t h eir s a m pl e of ‘ b e st-pr a cti c e’ s c h e m e s a c hi e v e d at l e a st 2 % p er a n n u m m or e r et ur n t h a n t h eir 
b e n c h m ar k s.  

•  A m b a c ht s h e er et al f o u n d a p o siti v e st ati sti c al r el ati o n s hi p b et w e e n g o o d g o v er n a n c e a n d 
i n v e st m e nt p erf or m a n c e (i n a s a m pl e of 8 1 s c h e m e s fr o m ar o u n d t h e w orl d). S c h e m e s wit h 
g o o d st a n d ar d s of g o v er n a n c e ( s elf -a s s e s s e d b y s c h e m e s a n d wit h si z e of s c h e m e c o ntr oll e d 
f or) a d d e d 1– 2 % p er a n n u m i n i n v e st m e nt p erf or m a n c e w h e n c o m p ar e d t o l e s s -w ell g o v er n e d 
s c h e m e s .1 0 0  

•  A st u d y b y A m m a n n a n d E h m a n n 2 0 1 4 1 0 1  c o n str u ct e d o bj e cti v e g o v er n a n c e s c or e s f or S wi s s 
p e n si o n f u n d s ( s a m pl e of 1 3 9) b a s e d o n or g a ni s ati o n al str u ct ur e, t ar g et s etti n g a n d i n v e st m e nt 
str at e g y, i n v e st m e nt pr o c e s s, ri s k m a n a g e m e nt, m o nit ori n g a n d tr a n s p ar e n c y. T h e s c or e s w er e 
t h e n c o m p ar e d t o i n v e st m e nt p erf or m a n c e a n d f o u n d a p o siti v e r el ati o n s hi p.  

C h a pt er t h r e e : i m pr o vi n g t h e w a y t h e s y st e m w or k s – 
c o n s oli d ati o n  

 W e pr o p o s e t o i ntr o d u c e a l e gi sl ati v e fr a m e w or k a n d a ut h ori s ati o n r e gi m e, wit hi n w hi c h n e w f or m s 
of c o n s oli d ati o n v e hi cl e s c o ul d o p er at e. W e will al s o c o n si d er h o w a n e w a c cr e dit ati o n r e gi m e c o ul d 
h el p e n c o ur a g e e xi sti n g f or m s of c o n s oli d ati o n. B ot h a v e n u e s ai m t o i n cr e a s e effi ci e n c y a n d 
f a cilit at e c o n s oli d ati o n f or t h e i m pr o v e m e nt of o ut c o m e s f or m e m b er s a n d e m pl o y er s, w hil e 
e n s uri n g s uffi ci e nt s af e g u ar d s ar e i n pl a c e.  

 T h e e vi d e n c e pr e s e nt e d i n t h e fir st p art of t hi s s e cti o n hi g hli g ht s t h e fr a g m e nt ati o n wit hi n e xi sti n g 
D efi n e d B e n efit s c h e m e s  a n d t h e b e n efit s c o n s oli d ati o n mi g ht bri n g i n r e d u ci n g o n -g oi n g c o st s; 
all o wi n g a c c e s s t o m or e di v er sifi e d a n d s o p hi sti c at e d i n v e st m e nt str at e gi e s; a n d i m pr o vi n g t h e 
st a n d ar d s of g o v er n a n c e t hr o u g h e xi sti n g f or m s of c o n s oli d ati o n f or e x a m pl e D efi n e d B e n efit  M a st er 
Tr u st s.  H o w e v er, w e a c c e pt t h at s o m e of t h e e vi d e n c e pr e s e nt e d o n a s s et c o n s oli d ati o n i s i n 
r e s p e ct of s o m e of t h e v er y l ar g e st f u n d s i n t h e U K a n d o v er s e a s a n d m a y n ot b e dir e ctl y r el e v a nt t o 
m a n y U K f u n d e d D efi n e d B e n efit s c h e m e s wit hi n e xi sti n g f or m s of c o n s oli d ati o n v e hi cl e. It al s o 
pr e s e nt s e vi d e n c e r e g ar di n g t h e s c o p e of i n s ur e d b u y -in s a n d b u y -o ut s t o e n a bl e s o m e f or m of 
c o n s oli d ati o n a n d ri s k tr a n sf er.  

 S e p ar at el y, m a n y c o m m e nt at or s h a v e di s c u s s e d t h e p o s si bl e  o n -g oi n g  s a vi n g s wit hi n a ‘S u p erf u n d ’ 
str u ct ur e wit h o ut c o n si d eri n g t h e p ot e nti all y si g nifi c a nt u pfr o nt c o st s of tr a n sf e rri n g s c h e m e s t o s u c h 
v e hi cl e s.  W e h a v e c o m pl et e d s o m e pr o vi si o n al b a si c  a n al y si s i n t h e s e c o n d p art of t hi s s e cti o n 
l o o ki n g at t h e c o st s a n d s a vi n g s of s u c h e x er ci s e s; h o w e v er, w e a c c e pt t h at n e w c o n s oli d ati o n 
v e hi cl e s ar e p ot e nti all y b ei n g s et u p t o f a cilit at e  c o n s oli d at e d ri s k tr a n sf er s a n d a s s u c h ar e n ot i n 
r e s p o n s e t o t h e fr a g m e nt ati o n i s s u e s a n d c o st i n effi ci e n ci e s i n h er e nt wit hi n t h e e xi sti n g s y st e m.  W e 
h a v e al s o s o u g ht t o s e g m e nt D efi n e d B e n efit  s c h e m e s  t o a s s e s s t h e s c o p e f or c o n s oli d ati o n b a s e d 
o n si z e  a n d c o v e n a nt gr o u p.   

 O ur a n al y si s will c o nti n u e t o d e v el o p a n d w e will s et o ut t h e l at e st i n o ur u p c o mi n g c o n s oli d ati o n 
c o n s ult ati o n l at er t hi s y e ar.  

9 9  Cl ar k G & U n wi n R ( 2 0 0 8), B e st -pr a cti c e p e n si o n f u n d g o v er n a n c e; s e c o n d ar y s o ur c e: P PI Bri efi n g N ot e 8 9 . A v ail a bl e at: 
htt p :// w w w. p e n si o n s p oli c yi n stit ut e. or g. u k/ bri efi n g-n ot e s/ bri efi n g -n ot e -8 9 ---t h e-r ol e-of -g o v er n a n c e  

1 0 0  S o ur c e: A m b a c ht s h e er et al 2 0 0 6, li n k; s e c o n d ar y s o ur c e: P PI Bri efi n g N ot e 8 9, A v ail a bl e at:  
htt p:// w w w. p e n si o n s p oli c yi n stit ut e. or g. u k/ bri efi n g -n ot e s/ bri efi n g -n ot e -8 9 ---t h e-r ol e-of -g o v er n a n c e   

1 0 1  S o ur c e: A h m m a n n M & E h m a n n C ( 2 0 1 4) I s G o v er n a n c e R el at e d t o I n v e st m e nt P erf or m a n c e a n d A s s et All o c ati o n ? S e c o n d ar y s o ur c e: P PI 
Bri efi n g N ot e 8 9. A v ail a bl e at: A v ail a bl e at:  htt p:// w w w. p e n si o n s p oli c yi n stit ut e. or g. u k/ bri efi n g -n ot e s/ bri efi n g -n ot e -8 9 ---t h e-r ol e-of -g o v er n a n c e  
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Fragmentation of Defined Benefit universe 
 Defined Benefit schemes are highly fragmented. Only around 5% of all schemes have more than 

5,000 members, but they hold about 75% of all Defined Benefit assets and liabilities; on the other 
end, more than a third of all schemes have less than 100 members, but they hold just 1% of total 
assets.  

Table 6. Fragmentation in Defined Benefit 

Number of members 2–99 100–999 1,000–4,999 5,000–9,999 10,000+ 
% of all schemes 36% 44% 14% 3% 3% 
% of all members 1% 8% 16% 12% 63% 
% of total assets 1% 9% 17% 13% 61% 

Source: the percentages derived based on the Purple Book 2017, figures 2.1 and 2.2 

Scheme running / administrative costs 
 Evidence suggests that on average, larger schemes are able to benefit from economies of scale 

and have lower administrative and total scheme running costs per member.  

Table 7. Typical yearly administration and total scheme running costs for the scheme per 
member, by scheme size 

 Small 
schemes 

(2–99 
members) 

Medium 
schemes 
(100–999 

members) 

Large 
schemes 

(1,000–4,999 
members) 

Very large 
schemes 

(5,000+ 
members) 

Median admin fee per member, £ 301 140 68 42 
Median total cost per member, £ 905 411 259 177 

Source: The Pensions Regulator, Defined Benefit scheme running cost research, 2014, page 21, tables 
4.2 and 3.4 

 Further evidence on possible administration and total scheme running cost savings can be inferred 
from Defined Benefit Master Trusts, which are a form of aggregating schemes. We have received 
responses on the advantages of Master Trusts and Superfunds from two anonymised providers – a 
provider of a holistic service which pools assets, and a provider which takes over as trustee and 
provides a single investment platform. Both estimate that certain pension scheme operating costs 
can be reduced by around 30% in a Master Trust, with a payback period of roughly three to four 
years. 

Investment impacts 
 Evidence suggests that larger schemes (on average and assuming a similar asset mix) have 

superior investment performance over smaller schemes, due mainly to lower investment costs. 
 For example, CEM Benchmarking102 suggests that larger schemes tend to be more efficient with 

their investing This is because they allocate a greater proportion of their investment to in-house 
management, in addition to their scale giving them the purchasing power to negotiate better 

102 Information/insights provided to DWP by CEM Benchmarking 
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management fees and providing them direct access to certain attractive private equity deals which 
are not available to smaller schemes. 

 A study by State Street,103 published in 2013, also found that internally managed funds (which are 
much more common to big institutions – as set out above) had better investment outcomes. 
According to the study, the median externally managed ‘less complex’ fund had a risk of 10.6% per 
annum with a return of 9.9% per annum; whilst the internally-managed funds were better still with a 
risk and return over the period of 9.4% and 10.6% respectively per annum. 

Figure 2. Range of investment costs by fund size 

 
Source: State Street, Do Larger Funds Perform Better? September 2013, chart 8 

 Also, the asset mix of larger funds does tend to differ from smaller funds through increased 
investment in alternatives (such as infrastructure, hedge funds, property and private equity) and 
decreased investment in fixed income (such as bonds). Although alternatives are more expensive to 
manage, the expected returns from them tend to be greater and they provide further diversification, 
which may lead to improved or less volatile investment outcomes. However, we acknowledge that 
asset mix can also be dependent on scheme specific factors such as maturity and level of funding 
relative to liabilities. 

103 State Street, ‘Do Larger Funds Perform Better?’ September 2013. Available at: http://lgpslibrary.org/assets/cons/lgpsew/20130621Res.pdf  
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T a bl e 8 . A s s et mi x b y t ot al p ortf oli o si z e  

A ct u al gl o b al a v er a g e  

A s s et t y p e / P ortf oli o Si z e  £ 1 b n  £ 1 0 b n  £ 2 0 b n  £ 5 0 b n  £ 1 0 0 b n  

St o c k  4 6 %  4 4 %  4 0 %  3 5 %  4 4 %  

B o n d s  4 3 %  3 6 %  3 7 %  3 2 %  2 5 %  

R e al A s s et s  8 %  9 %  1 0 %  1 8 %  1 7 %  

H e d g e F u n d s  1 %  5 %  4 %  4 %  4 %  

Pri v at e E q uit y  2 %  5 %  6 %  1 1 %  1 1 %  

S o ur c e: C E M b e n c h m ar ki n g  

 A n d a s p art of t h e L o c al G o v er n m e nt P e n si o n S c h e m e ( L G P S)  c o n s oli d ati o n pr o c e s s, A P G A s s et 
M a n a g e m e nt a n d U ni s o n c o n d u ct e d r e s e ar c h w hi c h f o u n d t h at a s u b st a nti al i m pr o v e m e nt i n 
i n v e st m e nt p erf or m a n c e c o ul d b e r e ali s e d b y i n cr e a si n g t h e si z e of f u n d s .1 0 4  

Q u alit y of g o v e r n a n c e  

 E vi d e n c e t e n d s t o s u g g e st t h at o n a v er a g e  bi g g er s c h e m e s ar e li k el y t o h a v e b ett er q u alit y of 
s c h e m e g o v er n a n c e.  

 A c c or di n g t o  t h e R e g ul at or’ s r e s e ar c h1 0 5  o n tr u st e e s , l ar g er s c h e m e s w er e m or e li k el y t o h a v e: 

•  tr u st e e b o ar d s t h at m e et m or e fr e q u e ntl y ( 4 6 % of s m all, 6 3 % of m e di u m, 9 3 % of l ar g e 
s c h e m e s r e p ort e d t o h a v e b o ar d s t h at m e et at l e a st e v er y q u art er) ; 

•  a tr u st e e tr ai ni n g pl a n a n d l o g ( 2 0 % of s m all, 4 6 % of m e di u m, a n d 6 1 % of l ar g e) ; 

•  i n pl a c e a d o c u m e nt e d p oli c y t o a s s e s s t h e fit n e s s a n d pr o p er n e s s of n e w tr u st e e s ( 4 9 % of 
s m all, 6 1 % of m e di u m,  a n d 7 4 % of l ar g e) ; 

•  r e a d t h e g ui d a n c e o n h o w t o a s s e s s e m pl o y er c o v e n a nt ( s m all 7 9 % / all tr u st e e s  9 0 %) a n d t h e 
g ui d a n c e o n i nt e gr at e d ri s k m a n a g e m e nt ( s m all 6 5 % / all tr u st e e s 8 3 %); a n d/ or  

•  i n g e n er al, ‘ hi g h er s elf-r e p ort e d tr u st e e k n o wl e d g e a n d s kill s’. 

  On e e x p e ct ati o n t h at t h e R e g ul at or  h a s i n r el ati o n t o m a n a gi n g ri s k i s t h at s c h e m e s c arr y o ut a 
n u m b er of a cti viti e s t o e n s ur e t h at f u n di n g, i n v e st m e nt a n d c o v e n a nt ri s k s ar e m a n a g e d i n a n 
i nt e gr at e d w a y b et w e e n v al u ati o n s. T h e fi v e a cti viti e s ar e s h o w n i n t h e fi g ur e b el o w. 

1 0 4  A P G A s s et M a n a g e m e nt a n d U ni s o n, a v ail a bl e at: htt p:// w w w. g o o gl e. c o. u k/ url ? url = htt p:// w w w. u ni s o n ol d h a m. c o. u k/ w p -
c o nt e nt/ u pl o a d s/ 2 0 1 2/ 1 2/ U NI S O N _ R e s p o n s e _t o _ D C L G _ P E _i nfr a str u ct ur e _ c o n s ult ati o n. d o c x &r ct =j &fr m = 1 & q = & e sr c = s & s a = U & v e d = 0 a h U K
E wji n b Dft c 3 Y A h X D C p o K H S C -D C w Q F g g c M AI & u s g = A O v V a w 2 _ Y J F F O b 2 W K -r sIf P 1 V D S Y  

1 0 5  I F F R e s e ar c h o n b e h alf of T P R, ‘D efi n e d b e n efit tr u st -b a s e d p e n si o n s c h e m e s r e s e ar c h ’, 2 0 1 7. A v ail a bl e at: 
htt p:// w w w.t h e p e n si o n sr e g ul at or. g o v. u k/ d o c s/ d b -r e s e ar c h-s u m m ar y -r e p ort-2 0 1 7. P D F > a n d T P R, ‘ Tr u st e e L a n d s c a p e Q u alit ati v e R e s e ar c h’, 
J ul y 2 0 1 6. A v ail a bl e at: htt p:// w w w.t h e p e n si o n sr e g ul at or. g o v. u k/ d o c s/tr u st e e -l a n d s c a p e-q u alit ati v e -r e s e ar c h-2 0 1 6. P D F  

 

 

http://www.google.co.uk/url?url=http://www.unisonoldham.co.uk/wp-content/uploads/2012/12/UNISON_Response_to_DCLG_PE_infrastructure_consultation.docx&rct=j&frm=1&q=&esrc=s&sa=U&ved=0ahUKEwjinbDftc3YAhXDCpoKHSC-DCwQFggcMAI&usg=AOvVaw2_YJFFOb2WK-rsIfP1VDSY
http://www.google.co.uk/url?url=http://www.unisonoldham.co.uk/wp-content/uploads/2012/12/UNISON_Response_to_DCLG_PE_infrastructure_consultation.docx&rct=j&frm=1&q=&esrc=s&sa=U&ved=0ahUKEwjinbDftc3YAhXDCpoKHSC-DCwQFggcMAI&usg=AOvVaw2_YJFFOb2WK-rsIfP1VDSY
http://www.google.co.uk/url?url=http://www.unisonoldham.co.uk/wp-content/uploads/2012/12/UNISON_Response_to_DCLG_PE_infrastructure_consultation.docx&rct=j&frm=1&q=&esrc=s&sa=U&ved=0ahUKEwjinbDftc3YAhXDCpoKHSC-DCwQFggcMAI&usg=AOvVaw2_YJFFOb2WK-rsIfP1VDSY
http://www.thepensionsregulator.gov.uk/docs/trustee-landscape-qualitative-research-2016.PDF


6 4  Pr ot e cti n g D efi n e d B e n efit P e n si o n S c h e m e s  

Fi g ur e 3 . H o w s c h e m e s m a n a g e f u n di n g, i n v e st m e nt a n d c o v e n a nt ri s k s b et w e e n v al u ati o n s  

 

S o ur c e: T h e P e n si o n s R e g ul at or r e s e ar c h  

 A s t h e fi g ur e a b o v e s h o w s, g e n er all y a sli g htl y  l o w er pr o p orti o n of tr u st e e s fr o m s m all er s c h e m e s 
e n g a g e wit h t h e li st e d fi v e a cti viti e s r el ati v e t o t h eir c o u nt er p art s i n l ar g er s c h e m e s. T hi s m a y i m pl y 
t h at o n a v er a g e  tr u st e e s of l ar g er s c h e m e s t e n d t o b e r el ati v el y b ett er e q ui p p e d t o a s s e s s a n d 
m a n a g e t h e t hr e e k e y ri s k s r el ati n g t o D efi n e d  B e n efit  p e n si o n s c h e m e s – f u n di n g, i n v e st m e nt a n d 
c o v e n a nt. T hi s i s n ot t o s a y t h at all s m all s c h e m e s d o n ot m a n a g e t h eir ri s k s or t h at all l ar g e 
s c h e m e s b ett er m a n a g e t h eir ri s k s. I n f a ct a n e c d ot al e vi d e n c e s u g g e st s t h at t h er e ar e c ert ai n s m all 
s c h e m e s w h o d o e n g a g e i n b e s p o k e a cti viti e s s u c h a s int e gr at e d ri s k a n a g e m e nt at a r e a s o n a bl e 
off t h e s h elf pri c e. H o w e v er o n a v er a g e l ar g er s c h e m e s t e n d t o e n g a g e m or e eff e cti v el y wit h 
int e gr at e d ri s k m a n a g e m e nt, w hi c h f or m s a n i m p ort a nt p art of g o o d s c h e m e g o v er n a n c e .1 0 6  

 S o i n g e n er al tr u st e e s of l ar g er s c h e m e s ar e m or e li k el y t o b e b ett er  e n g a g e d wit h t h eir s c h e m e s, 
m e et m or e fr e q u e ntl y, w or k t o g et h er wit h t h eir s c h e m e’ s s p o n s or i n a n o p e n a n d tr a n s p ar e nt 
m a n n er a n d i m pl e m e nt a n a p pr o a c h w hi c h i nt e gr at e s t h e m a n a g e m e nt of e m pl o y er c o v e n a nt, 
i n v e st m e nt a n d f u n di n g ri s k s. Alt h o u g h t h e li st e d q u aliti e s ar e n ot e x h a u sti v e w h e n it c o m e s t o 
m e a s uri n g t h e q u alit y of g o v er n a n c e , it d o e s i n di c at e t h at l ar g er s c h e m e s ar e, o n a v er a g e, b ett er 
g o v er n e d r el ati v e t o t h eir s m all er c o u nt er p art s. T hi s  i m pli e s t h at a p ot e nti al c o n s oli d at or, w hi c h 
w o ul d b e a l ar g e s c h e m e b y n at ur e, h a s a hi g h er  pr o b a bilit y of b ei n g w ell  g o v er n e d.  

 A n d w e h a v e s o m e e vi d e n c e t h at b ett er g o v er n a n c e l e a d s t o hi g h er i n v e st m e nt r et ur n s or l o w er 
c o st s – s e e p ar a gr a p h 6 0  of t hi s a n n e x.  

T h e c o st v e r s u s s a vi n g s of c o n s oli d ati o n i n a ‘S u p e rf u n d ’ 

 W e h a v e c o m pl et e d a n i niti al c o st v er s u s s a vi n g s a n al y si s o n p ot e nti al c o n s oli d ati o n a cr o s s t h e 
D efi n e d B e n efit s e ct or  wit hi n o n e or m or e ‘S u p erf u n d s ’ b a s e d o n t h e f oll o wi n g m et h o d a n d 
a s s u m pti o n s:  

•   Th e  R e g ul at or h a s pr o vi d e d  t o u s, f or t h e p ur p o s e of t hi s e x er ci s e, s u m m ar y i nf or m ati o n o n 
r e p ort e d b u y o ut e x p e n s e s w hi c h w e ar e u si n g a s a pr o x y f or t h e wi n di n g -u p c o st of 

1 0 6  F urt h er g ui d a n c e o n I nt e gr at e d Ri s k M a n a g e m e nt o n T P R’ s w e b sit e. A v ail a bl e at: htt p://t pr. g o v. u k/ g ui d a n c e/ g ui d a n c e -i nt e gr at e d-ri s k-
m a n a g e m e nt. a s p x  

 

 



Pr ot e cti n g D efi n e d B e n efit P e n si o n S c h e m e s  6 5  

c o n s oli d ati n g s c h e m e s s plit b y c o v e n a nt gr o u p ( C G 1 str o n g t o C G 3 t e n di n g t o w e a k) a n d si z e 
of s c h e m e . 

•   We h a v e d e ci d e d t o e x cl u d e C G 4 s c h e m e s  fr o m t h e a n al y si s o n t h e b a si s t h e y f or m a s m all er 
gr o u p ( < 1 0 % of t h e o v er all li a biliti e s) a n d ar g u a bl y ar e n ot p ot e nti al t ar g et s f or c o n s oli d ati o n 
wit hi n a n e w c o n s oli d ati o n v e hi cl e . 

•  W e h a v e u s e d t hi s i nf or m ati o n t o a s s e s s t h e a v er a g e wi n di n g -u p c o st s wit hi n e a c h d at a gr o u p. 
F or t hi s p ur p o s e w e h a v e c o m p ar e d t h e a s s e s s e d wi n di n g -u p c o st s wit h t h e p ot e nti al o n -g oi n g 
c o st s a vi n g s ( a d mi ni str ati o n, a ct u ari al, a n d ot h er a d vi s or y c o st s i n cl u di n g i n v e st m e nt a d vi c e) 
i m pli e d b y t h e R e g ul at or’ s e x p e n s e s s ur v e y t o d et er mi n e a si m pl e br e a k e v e n p eri o d .1 0 7  T hi s i s 
al s o b a s e d o n p ot e nti al o n -g oi n g c o st s wit hi n a c o n s oli d ati o n v e hi cl e of br o a dl y £ 7 5 p er 
m e m b er p er a n n u m . 

•  F or e a c h d at a gr o u p, t h e n u m b er of m e m b er s a n d br o a d pr o p orti o n of r e p ort e d  te c h ni c al 
p r o vi si o n s ar e s h o w n, a s w ell a s t h e a v er a g e br e a k e v e n p eri o d s i n t h e t a bl e b el o w.  

 R e s ult s ar e s u m m ari s e d i n t h e t a bl e s b el o w.  

T a bl e 9 . Br e a k-e v e n p eri o d s.  

Si z e/ c o v e n a nt 
g r o u p  

S m all  
( < 1 0 0 

m e m b er s)  

M e di u m  
( 1 0 0 t o 4, 9 9 9 

m e m b er s)  

L ar g e  
( 5, 0 0 0 t o 4 9, 9 9 9) 

m e m b er s)  

S u p er  
( 5 0, 0 0 0 + 

m e m b er s)  

C G 1  
N o. of 
m e m b er s  1 0 k m e m b er s  4 0 0 k m e m b er s  9 3 5 k m e m b er s  

1, 3 2 0 k 
m e m b er s  

  
Br o a d % of 
T P s  

0 %  5 %  1 2 %  1 2 %  

  
A v er a g e 
br e a k -e v e n 
p eri o d s  

8 y e ar s 
br e a k e v e n  

1 4 y e ar s 
br e a k e v e n  

2 1 y e ar s br e a k e v e n  
( gr o u p e d a s p er m e m b er 

e x p e n s e s s plit n ot a v ail a bl e)  

C G 2  
N o. of 
m e m b er s  

2 5 k m e m b er s  8 5 5 k m e m b er s  1, 8 0 0 k m e m b er s  
1, 2 6 5 k 

m e m b er s  

  

Br o a d % of 
T P s  

0 %  9 %  1 8 %  1 6 %  

A v er a g e 
br e a k -e v e n 
p eri o d s  

5 y e ar s 
br e a k e v e n  

1 4 y e ar s 
br e a k e v e n  

2 8 y e ar s br e a k e v e n  
( gr o u p e d a s p er m e m b er 

e x p e n s e s s plit n ot a v ail a bl e)  

C G 3  
N o. of 
m e m b er s  

1 5 k m e m b er s  5 9 0 k m e m b er s  9 4 5 k m e m b er s  3 1 0 k m e m b er s  

  
Br o a d % of 
T P s  0 %  6 %  1 0 %  4 %  

  
A v er a g e 
br e a k -e v e n 
p eri o d s  

5 y e ar s 
br e a k e v e n  

1 3 y e ar s 
br e a k e v e n  

2 6 y e ar s br e a k e v e n  
( gr o u p e d a s p er m e m b er 

e x p e n s e s s plit n ot a v ail a bl e)  

S o ur c e: G A D a n d D W P i nt er n al a n al y si s b a s e d o n d at a i n p ut s fr o m t h e P e n si o n s R e g ul at or  r e c or d s 1 0 8  

 W e mi g ht  pr o vi si o n all y e x p e ct b u y -o ut t o b e a m or e r e ali sti c ai m f or C G 1 a n d m a n y C G 2 s c h e m e s 
a n d s o w o ul d b e l e s s li k el y t o e n g a g e i n c o n s oli d ati o n t hr o u g h a n e w c o n s oli d ati o n v e hi cl e, a n d f or 
t h e v er y l ar g e st s c h e m e s b u y-o ut a n d p o s si bl y e v e n c o n s oli d ati o n m a y n ot b e p o s si bl e d u e t o si z e.  

1 0 7  T h e br e a k -e v e n p eri o d  i s t h e a m o u nt of ti m e n e e d e d f or t h e b e n efit s t o e x c e e d t h e c o st s. 
1 0 8  N ot e: a s c h e m e will b e c at e g ori z e d b y c o v e n a nt r ati n g g e n er all y o n c e e v er y t hr e e y e ar s. C o v e n a nt Gr a d e s ar e n ot a v ail a bl e f or all s c h e m e s, 

p arti c ul arl y s c h e m e s t h at ar e i n s ur pl u s. Alt h o u g h s u c h s c h e m e s ar e n ot i n cl u d e d i n t h e t a b ul at e d a n al y si s it d o e s n ot m e a n w e h ol d t h e vi e w  
t h at s c h e m e s i n s ur pl u s will n ot b e attr a ct e d t o a n y p ot e nti al c o m m er ci al c o n s oli d at or i n t h e f ut ur e. W e h a v e si m pl y r e stri ct e d t h e a n al y si s t o 
s c h e m e s w h er e a C o v e n a nt Gr a d e w a s a v ail a bl e.  
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Similarly, the smallest schemes might not (but not necessarily) be immediate targets for 
consolidation if we assume that new vehicles will be targeting the bigger schemes in order to 
achieve the benefits of scale more rapidly. 

 The table below summarises the average winding-up expense estimates and potential on-going 
savings based on scheme size only and again uses these to derive a simple breakeven periods.  

Table 10: Average buyout estimates and potential savings by size of scheme 

 
Small  

(<100 members) 

Medium  
(100 to 4,999 

members) 
Large to Super 

(5,000+ members) 

Average buyout expenses £270,000 £3.0m £53m 

Estimated on-going 
savings 

£50,000 pa £0.23m pa £2.2m pa 

Simple breakeven period 5 years 13 years 24 years 

Source: GAD and DWP internal analysis based on data inputs from the Pensions Regulator records 

 Note that the analysis/figures above are for illustrative purposes only. 

Accessing buyout 
 As part of our considerations of the merits of consolidation, we have explored whether smaller 

schemes currently are able to buy out or whether there is a lack of supply amongst this group. We 
broadly conclude that although this is not necessarily the case there may potentially still be scope 
for consolidation to improve the situation. 

 Regarding buy-ins and buy-outs, the UK buy-in and buy-out market for Defined Benefit schemes 
has evolved since June 2007 from a market worth around £2.9 billion to a peak of around 
£13.2 billion in 2014.109 

 Based on the 100-plus deals in 2016 (see table below), around 40% of transactions were less than 
£10 million. This indicates that there is a market for transactions of the size that smaller schemes 
may seek. 

Table 11. Number of deals in 2016, by deal size 

Deal size (£m) Number of deals 
<10 40 
10–100 41 
>100 23 

Source: Settlement Watch, Willis Towers Watson, April 2017110 

 This view is also enforced by the fact that five of the eight current insurers active in the transfer 
market, as at June 2017, reported to have appetite for transaction below £50 million.111 

109 Lane Clark & Peacock, ‘Derisking Report’, January 2018. Available: at: https://www.lcp.uk.com/deriskingreport/ 
110 Available at: https://www.towerswatson.com/en-GB/Insights/Newsletters/Europe/uk-settlement-watch/2017/Insured-transactions-market-

review-of-2016 
111 Hymans Robertson, ‘Risk Transfer Report’. August 2017. Available at: <https://www.hymans.co.uk/news-and-insights/research-and-

publications/publication/hymans-robertsons-2017-risk-transfer-report/ 
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Figure 4. Current Insurer ‘appetite’ 

 
Source: Hymans Robertson, November 2017112 

 On the other hand, research carried out by Lane Clark and Peacock,113 indicates that there has 
been a 20% reduction in the number of transactions below £100 million since 2013 and until 2016, 
and across the market up to 40% of quotation requests are declined by insurers. 

 Although this by no means is a definitive conclusion, the above may indicate that in principle buy out 
tends to be accessible to some smaller schemes but not all. And we think that there could 
potentially still be some scope in the market for a consolidation vehicle where the price for 
consolidation is potentially less prohibitive relative to insuring the liabilities with an insurance 
company. 

Further work 
 The evidence above supports the case for consolidation in principle. A more in-depth assessment of 

costs, benefits, and risks will be included in the consultation. 

Chapter four – other Defined Benefit areas 

RPI override 
 Over two thirds of all Defined Benefit schemes are indexed with some reference to RPI for post 97 

accruals and 38% of schemes for pre 97 accruals.114 

 As set out in the green paper, across the board CPI to RPI override could reduce liabilities by 
around £90 billion,115 based on an aggregate deficit for Defined Benefit schemes of around £200 
billion as at March 2017, potentially reducing the overall Defined Benefit deficit by up to 50%. 

 However, a broad change from RPI to CPI would be a direct cost to members. We estimate that if 
all changed from RPI to CPI the impact would be broadly a £12,000 reduction in the value of 
pension income per affected member, on average over their lifetime.116 

112 Available at: <https://www.hymans.co.uk/news-and-insights/research-and-publications/publication/hymans-robertsons-2017-risk-transfer-
report/ 

113 Lane Clark and Peacock, ‘Pensions de-risking report’, 2016. Available at: https://insight.lcp.uk.com/acton/form/20628/0030:d-000e/0/-/-/-/-
/index.htm 

114 Source: TPR; data (cut-off) point: end March 2017. 
115 Secondary source: Defined Benefit Green Paper  
116 Source: DWP’s / GAD’s calculations. 
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 Hypothetical losses per member with £8,000 annual pension, which is the median level of private 
Defined Benefit pension, are illustrated in table 12 below. Note that they are based on the 
assumption that CPI will be at 2% (in line with the formal Bank of England’s target) and RPI at 3.2% 
(as can be implied from some forecasts).  

Table 12. Effect of an RPI to CPI override on pension value 

  Increase in the value of an annual pension of £8,000 
Indexation Year 1 Year 2 Year 3 
RPI 8,256 8,520 8,793 
CPI 8,160 8,323 8,490 
Difference to RPI (benefit 
reduction) 

-96 -197 -303 

Source: DWP/GAD calculations 
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Annex B: glossary of terms 

Active members Current employees who are contributing (or having 
contributions made on their behalf) to an organisation’s 
occupational pension scheme.  

Annuity  An annuity is where the money in a pension pot is used to buy 
a regular income. Annuities can be flat-rate, increased in line 
with inflation or by a set amount, be guaranteed for a set time 
and/or joint-life. 

Anti-avoidance powers The Regulator’s powers to ensure that a pension scheme is 
not abandoned, such as where there is a deliberate act to 
avoid the employer’s debt to the scheme or an act which will 
detrimentally affect the likelihood of accrued scheme benefits 
being received.  

Average salary scheme A Defined Benefit scheme that gives individuals a pension 
based on a percentage of the salary earned in each year of 
their employment (rather than the final year). 

Bond A debt investment with which the investor loans money to an 
entity that borrows the funds for a defined period of time at a 
specified interest rate. Corporate bonds follow a similar 
structure to gilts, paying a fixed amount to the owner following 
a given schedule. 

Consumer price index (CPI) Index issued by Office for National Statistics which measures 
changes in the price level of a market basket of consumer 
goods and services purchased by households. 

Contribution Notice  A notice issued by the Regulator requiring individuals 
(directors) or employers to pay money into a pension scheme 
where it believes that their actions (or failure to act) was 
‘materially detrimental’ to the likelihood of a person receiving 
their accrued scheme benefits.  

Deemed consent  Where the member’s consent to a change to their rights in a 
scheme or a transfer to a less generous scheme is treated as 
having been given unless the member specifically objects. 

Deferred member A member of an occupational pension scheme who has 
accrued rights or assets in the scheme but is no longer 
actively contributing (or having contributions paid on his 
behalf) into the scheme and hasn’t reached pension age yet. 

Deficit Repair Contributions 
(DRCs) 

Contributions made by sponsors to make up the deficit in an 
underfunded scheme over a specific period of time. 

Defined Benefit (DB) A pension benefit related to a member’s salary or some other 
value fixed in advance, and independent of investment returns. 

Defined Contribution (DC) A pension benefit where the individual and (often) their 
employer contribute into a pension pot, and the benefit 
received by members depends on the totality of contributions 
and its investment returns.  
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Determinations Panel The Regulator’s Determinations Panel, as part of a legal 
process, makes the decisions on certain regulatory functions 
such as issuing a contribution notice or a financial support 
direction.  

Discount rate An interest rate used to reduce an amount of money at a date 
in the future to an equivalent value at the present date. 
Discount rates are at the heart of most actuarial calculations 
and this especially applies to calculating the liabilities of 
Defined Benefit schemes no matter the valuation method.  

Employer Covenant Ability and willingness of the employer to support the scheme. 
Employer debt Broadly the amount the employer must pay into the scheme 

when it ceases to participate at a time when there is a shortfall 
between the scheme’s assets and liabilities, calculated on a 
buy-out basis (also known as section 75 debt). 

Employer  The employer who sponsors a Defined Benefit scheme and so 
is the ultimate guarantor of scheme benefits.  

Equity Share or any other security representing an ownership 
interest. 

Final salary scheme A Defined Benefit scheme that provides a pension based on 
the number of years of pensionable service, the accrual rate 
and final earnings as defined by the scheme. 

Financial support direction 
(FSD) 

An FSD requires support arrangements to be put in place 
where the Regulator believes an employer is insufficiently 
resourced or is a ‘service company’. It is enforceable by 
means of a contribution notice. 

Fiduciary management  Fiduciary management involves outsourcing some or all the 
day-to-day management of a pension scheme. A high degree 
of transparency allows the manager's decisions to be easily 
scrutinised. Overall control, however, is retained by the trustee 
board. This enables trustees to focus attention on the key 
strategic issues that affect the pension scheme and ensure its 
long-term goals are met.  

Gilts ‘Gilt-edged securities’, also known as government bonds. 
These are bonds issued by the UK Government. Gilts are 
generally considered to be one of the safer forms of 
investment so generate a correspondingly lower return than 
some more risky assets such as corporate bonds or equities. 
Some gilts make payments which are fixed in cash terms, 
whereas others make payments which go up or down in line 
with inflation. 

Gross Domestic Product 
(GDP) 

A measure of economic activity in a country. It is calculated by 
adding the total value of a country's annual output of goods 
and services. 

Hedge funds An investment fund where the fund manager can use financial 
derivatives and borrowing. This allows them to take more risk 
than equity or bonds fund, in the hope of providing a higher 
return. 
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IAS19  This valuation method is used when companies report their 
annual financial accounts. The methodology is set on a 
common basis and facilitates international accounting 
standards. It is intended to be a best estimate of the costs of a 
scheme; and is based on high quality corporate bonds. 

Index-linked Bonds, gilts, annuities and other financial products can be 
linked to an index. The income and/or capital values will 
increase in line with that index. 

Large firm A firm with 250 or more employees. 
Life expectancy Life expectancy (or the expectation of life) at a given age, x, is 

the average number of years that a male or female aged x will 
live thereafter.  

Longevity Length of life. 
Mean The average value of a group, calculated as the total of all the 

values in a group and dividing by the number of values. 
Median The median of a distribution divides it into two halves. 

Therefore half the group are above the median value and half 
below. 

Medium-size firms A firm with 50–249 employees. 
Micro-employer/ 
micro-business 

A firm employing fewer than five employees or a firm 
employing fewer than nine employees. 

Multi-employer scheme  Multi-employer scheme means a scheme in relation to which 
there is more than one employer. 

Notifiable events framework A duty on the trustees of schemes and their sponsoring 
employers to notify the Pensions Regulator when certain 
events, as set out in regulations, occur. 

Occupational pension A pension which is provided via the employer, but the pension 
scheme takes the form of a trust arrangement and is legally 
separate from the employer. 

Pension accrual The build-up of pension rights. In a Defined Benefit scheme 
this may be based on the number of years of contributions. 

Pension Protection Fund 
(PPF) 

Established in April 2005 to pay compensation to members of 
eligible Defined Benefit pension schemes, when there is a 
qualifying insolvency event in relation to the employer and 
where there are insufficient assets in the pension scheme to 
cover PPF levels of compensation. 

The Pensions Regulator 
(TPR or the Regulator) 

The UK regulator of work-based pension schemes. 

Price-indexed Increasing each year in line with inflation.  
Regulated Apportionment 
Arrangements (RAA) 

A regulated apportionment arrangement is a statutory 
mechanism which allows a company to free itself from its 
financial obligations to a pension scheme in order to avoid 
insolvency, provided that certain conditions are met and the 
RAA is approved by both the Pensions Regulator and the 
PPF.117 

117 Out-Law.com, Regulated apportionment arrangements ‘no magic bullet’ for struggling schemes, says expert, 2016. Available at: 
http://www.out-law.com/en/articles/2016/march/regulated-apportionment-arrangements-no-magic-bullet-for-struggling-schemes-says-expert/ 
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Rate of return The gain or loss of an investment over a specified period, 
expressed as a percentage increase over the initial investment 
cost. Gains on investments are considered to be any income 
received from the asset, plus realised or unrealised capital 
gains. 

Real terms Used in relation to figures which have been adjusted to 
remove the effect of increases in prices over time (i.e. 
inflation), usually measured by the Retail Prices Index. Thus if 
something shown in real terms increases then it is rising faster 
than prices, whereas if it is constant, it rises at exactly the 
same pace as prices. 

Retail Prices Index (RPI) Index issued by Office for National Statistics but not a National 
Statistic. An average measure of the change in the prices of 
various goods and services, including housing costs, bought 
for consumption by the majority of households in the UK, but 
excluding many pensioner households. 

Risk Based Levy The levy for the PPF based on the risk of the pension scheme 
entering the PPF. It takes account of the scheme's liabilities in 
relation to its members, the scheme’s level of funding and the 
risk of the sponsoring company becoming insolvent. 

Small and Medium 
Enterprises (SMEs) 

Firms with 249 or fewer employees. 

Small firm A firm with 49 or fewer employees. 
State Pension Age The age at which an individual can first claim their State 

Pension. 
Statutory funding objective 
(SFO) 

This is the funding measure used for the purposes of Part 3 
valuations under the Pensions Act 2004. Such valuations are 
often referred to as technical provision (TP) valuations, 
scheme specific funding (SSF) valuations, or Part 3 valuations. 

‘Time to choose’ exercise Exercise run by British Steel Pension Scheme (BSPS) 
whereby members could choose to transfer to a new scheme 
paying lower increases rather than remain with the BSPS as it 
moved into the PPF. 

Technical provisions  A scheme’s own measure of its liabilities; each scheme will 
have its own way of calculating its liabilities taking into account 
investment strategy, mortality and inflation expectations and 
the strength of the employer covenant. 

Tranche In relation to Defined Benefit scheme funding valuation, the set 
of schemes which are required to carry out a scheme-specific 
funding valuation within a particular time period. Schemes 
whose valuation dates fell from 22 September 2005 to 21 
September 2006 (both dates inclusive) were in Tranche 1, 
from 22 September 2006 to 21 September 2007 were Tranche 
2 (both dates inclusive). 

Voluntary clearance 
process 

Businesses can seek a clearance statement from the 
Regulator that it will not use its anti-avoidance powers to issue 
a contribution notice or financial support direction in relation to 
a particular event, such as a change in the control structure of 
the employer. The Regulator will only issue a clearance 
statement where it is satisfied that all appropriate mitigations 
have been put in place. 
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