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We’re the Pensions and Lifetime Savings Association; the national
association with a ninety year history of helping pension professionals
run better pension schemes. With the support of over 1,300 pension
schemes and over 400 supporting businesses, we are the voice for
pensions and lifetime savings in Westminster, Whitehall and Brussels.
Our purpose is simple: to help everyone to achieve a better income in
retirement. We work to get more money into retirement savings, to get
more value out of those savings and to build the confidence and
understanding of savers.
This consultation asks the questions necessary to move forward the increasingly
pressing debate about the future of defined benefit pensions in the UK and we are
pleased that the Government has had the political will to address these questions
head on.
The analysis carried out by the DB Taskforce and feedback from our members
indicates that the affordability challenges facing DB schemes and employers are
much more significant than the position set out in the Green Paper. The interim
report published by our DB Taskforce last year identified how the challenges facing
DB are posing a material risk to members’ benefits, to employers and the wider
economy.
This work showed that schemes in the weakest solvency group allocated by the
Regulator had only a 32% chance of reaching full solvency funding after thirty years,
whereas schemes in the strongest covenant group had a 90% chance. Schemes in the
bottom two covenant groups have approximately only a 50:50 chance of reaching
funding solvency. There are an estimated 3 million people in these groups.
We recommend that further work is undertaken by DWP, the PPF and the Pensions
Regulator to understand and tackle the extent of risks in the system.
We don’t believe that the balance of flexibilities in the funding regime is driving the
current challenges in the DB sector - the DB funding regime works best when
employers and schemes work together to agree scheme funding targets and
contingency plans. Where problems do arise, our research suggests that they are
being driven by a combination of ineffective regulation and poor governance; and
that both these challenges are exacerbated by the fragmentation of the DB sector and
particularly prevalent in schemes which struggle to achieve economies of scale.
The PLSA welcomes the focus on member protections that has been stimulated by the
BHS case. This case has clearly revealed there is significant room and appetite for for
the Regulator to better utilise and more clearly articulate the scope of its existing
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powers, as both a preventative lever and to address malpractice. However, it is
important to take a measured approach to improving protections. Any increase in or
strengthening of the Regulator’s powers needs to be proportionate to the risks they
seek to address and enforceable in practice.
The PLSA would like to see continued action in this area and for this progress to be
under review by the DWP with a particular focus on improving the connection
between the Regulator’s policy and case work. However, we believe that the Regulator
will be most effective if a shift in its regulatory focus is undertaken.
If the Regulator were to take on more of a supervisory role so that their focus is on
monitoring the quality of trustees governing schemes it could focus its resource on
supervising who does the governing and on its enforcement activity where it needs to
intervene, rather than the rules schemes follow and decisions they make. The people
that comprise scheme governance bodies and the structures in which they work are
the key ‘inputs’ that determine the quality of scheme management and oversight and
it is here that regulatory attention should be focused. The PLSA will publish a
discussion paper expanding on these themes this Summer. There are some specific
circumstances where enhanced powers for members and trustees would be helpful to
enhance member protection.
We firmly support the Government’s desire to explore consolidation as a way to
secure the defined benefit pensions of millions of savers. The PLSA has set out its
thinking on the benefits that consolidation can deliver in ‘the Case for Consolidation’.
We welcome many of the changes recommended in the green paper, which will help
break through the practical and legislative barriers that impact schemes in their day
to day operation but also acts as barriers to achieving the benefits of consolidation.
Over the coming months, the PLSA DB Taskforce is working with industry to develop
the legal and economic framework for consolidation and superfunds. This will be
unveiled in the next report which is due in the Summer.
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The questions under consideration in this consultation are very close to those that the
PLSA’s Defined Benefit Taskforce set out to answer in its interim report1 and second
report ‘the Case for Consolidation’2. This response will therefore draw heavily from
the evidence gathered in this work. This includes:
31 responses from a range of stakeholders to our call for evidence.
In depth stakeholder interviews with 16 organisations.
13 interviews conducted with DB schemes (scheme mangers and trustees) and
their sponsors.
Research commissioned from Gazelle Corporate Finance Limited’s
‘Mousetrap’ Integrated Risk Model to help estimate and better understand the
probability and quantum of longer-term DB member benefit losses.
Quantitative (comprising 15 minute online interviews with occupational
pension holders) and qualitative (10 two hour focus groups and 10 one hour
depth interviews with DB scheme members across GB plus 25 fifteen minute
post-fieldwork depth interviews) consumer research conducted by ignition
House between August and September 2016.
The PLSA has also conducted a series of ‘roadshows’ with our membership in order to
inform our response to this consultation. We had representatives from 30 pension
schemes attending these road shows.

1

DB Taskforce, Interim Report, PLSA, October 2016,
http://www.plsa.co.uk/PolicyandResearch/DocumentLibrary/0597-DB-Taskforce-Interim-Report.aspx
2
DB Taskforce, The Case for Consolidation, PLSA, March 2017,
http://www.plsa.co.uk/PolicyandResearch/DocumentLibrary/0622-The-Case-for-Consolidation.aspx
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The PLSA supports maintaining the current balance of flexibilities within the existing
funding and investment regime for DB schemes. The DB funding regime works best
when employers and schemes work together to agree scheme funding targets and
contingency plans; we don’t believe that the balance of flexibilities in the funding
regime is driving the current challenges in the DB sector.
Where problems arise in scheme funding and investment, our research suggests that
they are being driven by a combination of ineffective regulation and poor governance;
any amendments in the policy framework for scheme funding and investment
therefore ought to focus on these two areas. These are exacerbated by the
fragmentation of the DB sector and particularly prevalent in schemes which struggle
to achieve economies of scale.




As described above, while the flexibilities available are appropriate, they are not
functioning as effectively as possible. Many Trustee boards are not sufficiently
equipped to provide robust challenge to their advisors, engage effectively with their
employers and make best use of these flexibilities. More generally, PLSA members
have cited concerns about inconsistent standards of regulatory intervention resulting
in confusion and uncertainty about how the existing flexibilities are utilised.
Concern has been expressed by many of our members that the Regulator has not used
its existing powers in relation to funding and investment effectively in the past. There
is also evidence to suggest that there is a disconnect between the Regulator’s policies
for monitoring and responding to risks in scheme valuations and its casework. For
example, feedback from our members indicates TPR engagement on scheme
valuations can be very mixed, and on occasion has been described as ‘less than
helpful’. Our members have also observed that TPR’s focus on outliers, often without
effective explanation, often slows down the valuation process and could be
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contributing to herding behaviour (in relation to setting funding assumptions and
investment strategy).



No. The PLSA believes that the current triennial valuation cycle, whilst not perfect,
broadly works. If it were shortened from 3 years, to say 1 or 2 years this could
encourage an overly short-term focus by schemes (which should be taking a longterm outlook due to the long term nature of their liabilities) or become the dominant
focus of Trustee meetings. In contrast, if the time period were lengthened, to say 5
years, employer engagement and focus on managing scheme risks could wane.
While the Regulator may wish to explore mandating more frequent monitoring of
‘higher risk schemes’ this would need to be proportionate to the cost involved in
undertaking a valuation, and flexible approaches which utilise ‘light touch’ valuations
should be considered.
We support greater focus on risk management and monitoring. To ensure this is
effective our members have indicated that they would like to better understand how
the Regulator will use its ‘integrated approach to risk management’ and comfort that
it will be applied proportionately. Without clear and consistent guidance and
application we are concerned that schemes will be discouraged from take-up or may
be advised to ‘gold-plate’ their approach unnecessarily.


For some schemes it could be possible to reduce the timescales to complete
valuations from 15 months. Where this is possible there could be a number of
benefits:
reducing the incentive to ‘drag out’ negotiations with employers;
reducing advisory costs required for the length of the period; and
reducing the time period over which the investment strategy of the scheme is
unclear pending the agreement of the valuation.
However, often employer negotiations over the valuation can be complex and
contracted; many schemes feel that it is important to take the necessary time to reach
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the right decision.
Reducing the timescale for valuations from 15 months would be impossible for many
multi-employer schemes, particularly those with complex governance arrangements,
who will have extensive negotiations with employers to complete.





Many schemes do undertake a range of approaches throughout their valuation cycle.
However, mandating for example stochastic modelling across all schemes would not
be a proportionate response and would be challenging for TPR to review in a
meaningful way for each individual scheme.



PLSA’s 2016 consumer research highlighted that consumer understanding of the
risks that their DB scheme faces are generally poor. Less than half (48%) had
previously considered whether a deficit could affect their scheme. Only half thought
they would see a reduction in their pension if their employer became insolvent.
Counter-intuitively younger DB members were more aware of the risk of a shortfall in
funding, but few thought it was something that could happen in their own scheme.
Government has a role to play by incorporating these considerations into broader
initiatives to improve consumers’ financial capabilities and help protect consumers
against pension scams. However, government should be wary about specifically
-8-

raising awareness about the degree of certainty and risks within the scheme as this
exercise risks scaremongering and undermining saving in pensions more generally.
While many pension schemes are already taking steps to improving members
engagement and understanding, the statutory requirements that underpin the
summary funding statement is felt to undermine this and should be reviewed. They
are considered to be burdensome and can result in communications which are laden
with technical information and ensures they are not accessible to the typical member.

The rationale supporting investment choices by pension schemes is quite diverse and
often reflects very different characteristics in terms of funding level, maturity and
sponsor strength for instance.
At an aggregate level, however, the PLSA’s DB Taskforce interim report identified
that the current approach to DB scheme risk bearing is sub-optimal3 as it leads to
both inefficient capital allocation by sponsors and inefficient investment strategies
into the economy.
Part of this reflects the trend towards de-risking investment strategies over the past
decade and beyond as is evidenced by ONS data on pension scheme investments4.
This has placed a greater emphasis on making good deficits through contributions
resulting in a greater reliance on sponsor covenant. Our analysis for the DB Taskforce
highlighted that for many schemes this increases the risk to members.
There are a number of factors that could be driving this trend:
schemes’ investment horizons have shortened as many have closed to new
accruals, become more mature or cash flow negative;
Trustees may not provide sufficient challenge to their advisers and are
therefore susceptible to herding to ‘common norms’;
regulatory guidance has been reported to nudge individual schemes towards
taking lower risk approaches;
PPF levy rewards schemes with lower risk investment strategies;
the turbulent economic environment; and
employers’ wishing to manage balance sheet volatility

3

DB Taskforce Interim Report, PLSA, October 2016, pages 23-24.
Office for National Statistics, MQ5: investment by insurance companies, pensions funds and trusts
QMI, March 2017.
4
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Respondents to our 2016 call for evidence, analysis undertaken by the Regulator5 and
by the PLSA, indicates that trustee boards often lack strong investment skills or
knowledge, which can result in sub-optimal investment strategies and possibly
herding behaviour. Small schemes with fewer resources, less expertise and weaker
bargaining power are especially vulnerable. In addition, many stakeholders are
concerned about the level of robust challenge that trustees are able to give to their
advisors and service providers. The FCA’s asset management market study interim
report also explores this as a problem, raising concerns about the ability of smaller,
less well-resourced schemes to provide effective challenge to asset managers.
We would support further research by DWP in this area. We would also encourage
the Regulator to communicate the range of options available for setting discount
rates in valuations.


As schemes mature, the demand for cash flow matching assets has increased, and
despite the suppression of gilt yields since the financial crisis, these assets have
continued to be in high demand. Given the long-term mismatch between supply and
demand of these assets, steps to increase their supply would be welcome. The Debt
Management Office should review the case for issuing CPI or CPIH linked gilts
following its consultations investigating the need for this in 2010/11 to which the
PLSA (then NAPF) responded6.


Please see answer to question 2.b above.

5

Trustee Landscape Qualitative Research, A report of the 2015 Trustee Landscape, The Pensions
Regulator, 2015
6
UK Debt Management Office, CPI‐linked Gilts: A Consultation Document, NAPF response,
September 2011, http://ow.ly/BFxT30byQoc
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No. The flexibilities currently present within the funding regime are appropriate.

Yes. Our thinking in this area is set out in our DB Taskforce report ‘The Case for
Consolidation’7.


Our members have observed that TPR’s focus on outliers, often without effective
explanation, often slows down the valuation process and could be contributing to
herding behaviour (in relation to setting funding assumptions and investment
strategy).

Our members often feedback that there is herding behaviour amongst their advisors,
nudging them towards central assumptions and strategies on the basis that this will
encourage less scrutiny from the Regulator.

As DB schemes have matured, and represented, for many schemes, more of a risk to
the sustainability of their sponsors, governance of these schemes has become more
demanding. In addition, trustee boards are finding it increasingly challenging to
recruit trustees. Where these issues arise the scheme trustees will struggle to
effectively govern the run-off of their DB schemes.
Consequently, there is more work to be done in equipping trustee boards with the
skills and knowledge to navigate the challenges facing DB schemes.
Ideally, trustee boards should collectively have the right set of capabilities and
competences to deliver member benefits in the face of these challenges and these
should be made up of both technical expertise, such as investment knowledge and
‘soft skills’ such as the ability to challenge advisors effectively. Individuals making up

7

DB Taskforce, The Case for Consolidation, PLSA, March 2017
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the trustee board should meet certain minimum standards.
Greater use of professional trustees would help schemes in this area. However, clear
and accountable standards for professional trusteeships need to be developed before
they are mandated as the current situation in which anybody may style themselves as
a ‘professional trustee’ is clearly undesirable. We note that the Pensions Regulator
has recently undertaken a consultation on the definition of a professional trustee;
however this does not address minimum standards or professional accreditation.

The analysis carried out by the DB Taskforce and feedback from our members
indicates that the affordability challenges facing DB schemes and employers are
much more significant than the position set out in the Green Paper.
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Some of the analysis presented appears overly optimistic. In particular, the
assumption that employers can continue to pay DRCs at current levels for the
foreseeable future, given the wider economic challenges.
Research conducted for the DB Taskforce highlighted the risk to member benefits
when considering employer solvency alongside funding targets and this work has
been referenced in the consultation. This work showed that schemes in the weakest
solvency group allocated by the Regulator had only a 32% chance of reaching full
solvency funding after thirty years, whereas schemes in the strongest covenant group
had a 90% chance. Schemes in the bottom two covenant groups have approximately
only a 50:50 chance of reaching funding solvency, with an estimated 3 million people
represented in these groups.

Please see evidence presented in our DB Taskforce interim report8.


The regulatory regime should act as a disincentive to employers who might seek to
pay less than they can reasonably afford and who might by doing so weaken the longterm viability of the scheme, or unduly increase the risk of calls on the PPF. It is also
clear that recovery plans shouldn’t be being consistently extended by employers that
could otherwise afford to pay down their deficits more quickly. However, it is
important to recognise that closing deficits shouldn’t be wholly reliant on increasing
calls on employer resources, which could act to discourage use of the flexibilities
within the funding regime and encourage schemes to de-risk unnecessarily.

8

Ibid, Pages 13-19
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We think it would be very difficult to develop a definition of ‘stressed schemes’ that
captures the range of challenges facing individual schemes and their sponsors. A
number of measures could be considered ‘warning signs’ which might merit further
investigation by the Regulator, for example, the relative size of scheme liabilities to
the market capitalisation of the company, the relative size of a company’s profit
margins to deficit recovery contributions, or deterioration of the sponsor’s covenant.
Schemes that are sponsored by CG3 and CG4 employers would be considered to be
the most vulnerable and considered stressed or at risk of becoming stressed in the
near future. We recognise that this categorisation is unrefined and has been
developed for a different purpose. In order to employ such a definition more widely,
the Regulator’s covenant allocation criteria should be developed further and made
more transparent. This would enable greater scrutiny and a wider understanding of
the risks across the DB sector.

The current legislative framework leads to binary outcomes for schemes, sponsors
and scheme members whereby schemes can either be:
supported by a solvent employer and funded (or funding) to provide full
benefits; or
unsupported by an employer, and transferred to the PPF.
These binary outcomes can foster a regulatory misalignment and a lack of flexibility
for solvent schemes. Schemes have typically only sought to examine alternative
means to structure their benefits when insolvency is inevitable. The result is a
situation in which TPR and scheme trustees are either incentivised to keep poorly
funded schemes limping on for as long as possible in the hope of a recovery; or that
there is failure to act for fear of crystalising a problem that may go away, but may also
get considerably worse. This approach unnecessarily narrows the options available to
schemes, their members and their sponsors, many of which could provide better
long-term outcomes.
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Scheme resolution should be more flexible - it should be easier to separate schemes
from struggling employers and it should be easier to separate very well-funded
schemes from their employers to run on as stand-alone entities, where this is in the
best interest of members. The PLSA has set out the benefits of these options in
significant detail in our DB Taskforce interim report, and ‘the case for consolidation’.




We believe it would be possible to create the right regulatory safeguards to enable the
separation of scheme’s and employers. This could include tests to demonstrate the
risk to member benefits, requirements to provide capital or to seek approval from the
Regulator.


The unyielding pressures on DB schemes and their sponsoring employers cast into
doubt whether all DB members will receive 100% of their benefits. Our analysis,
presented in the DB Taskforce interim report, highlights how an estimated 3 million
members have only a 50:50 chance of their scheme reaching solvency funding by
2030.
The impact of more limited indexation, than would have been applied in their scheme
had it continued, means that – in aggregate – PPF benefits for deferred members are
in the order of 80% rather than 90%. Therefore, the scheme member may be bearing
as much as 20% of the risk to their benefits.
We have also highlighted in answers above how scheme resolution is inflexible and
the options for schemes with stressed employers are too binary.
Where there is a high probability that schemes are going to be unable to provide
100% of accrued benefits, and cannot rely on employer support to address deficits,
there may be a case for trustees to access lower, but above PPF levels of benefits, if in
their judgement, it results in a better member outcome than would otherwise be the
case. The merits of that case depend, however, on there being very carefully thought
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through safeguards. For example, benefits that have been amended could be
increased again in the future should a change in circumstances allow it.

Please see the introduction to this section.


We would support a statutory override to allow scheme trustees to move to a different
index, for both revaluation and indexation, where they think it is in the best interest
of their members.
The ‘drafting lottery’ in which some schemes can alter the measure they use for
statutory increases, others can do so only under limited circumstances and some
cannot under any, should be addressed. It is necessary to ensure that appropriate
safeguards are put in place to ensure members’ interests are protected and trustees
are equipped to challenge undue employer pressure to arbitrarily change benefits.
Trustee should be supported with clear guidance in relation to:
when an amendment might be in the best interests of their members;
how to manage pressure from their sponsoring employers to make changes,
even where the current pension commitments are affordable; and
what consultation and communication requirements with scheme members
would be required.
In addition, we recommend that any statutory override does not replicate the
mistakes of the past by hard-wiring a specific indexation measure (which might
subsequently be replaced) into legislation.


See answer to f) above.
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These options are already available to schemes and can be used where appropriate,
for example in setting the schemes funding position and recovery plan.

Not answered.

The PLSA welcomes the focus on member protections that has been stimulated by the
BHS case.
The Regulator has an important role in the pensions system and is equipped with
wide-ranging powers to help support and maintain high quality pensions provision.

- 17 –

We recognise that the Regulator’s powers are delicately balanced between their
competing objectives, which may have made it difficult to reach a clear decision to act
at times. However it is clear, in light of recent high profile cases that there is
significant room and appetite from pension schemes for the Regulator to better
utilise and more clearly articulate the scope its existing powers, as both a preventative
lever and to address malpractice. This would assist the industry in understanding
why it may need additional powers to enforce its existing objectives. It is important to
take a measured approach to improving protections. Any increase in or strengthening
of the Regulator’s powers needs to be proportionate to the risks they seek to address
and enforceable in practice.
There have been some signals over the last few months that the Regulator is taking
positive actions to address these shortcomings. The PLSA would like to see continued
action in this area and for this progress to be under review by the DWP with a
particular focus on improving the connection between the Regulator’s policy and case
work. However, we believe that the Regulator will be most effective if a shift in its
regulatory focus is undertaken, which we set out further below.
One way to tackle these challenges would be for the Regulator to take more of a
supervisory role so that their focus is on monitoring the quality of trustees governing
schemes. This would enable the Regulator to focus its resource on supervising who
does the governing and on its enforcement activity where it needs to intervene, rather
than the rules schemes follow and decisions they make.
The collective capabilities and competences of scheme governance bodies, and the
structures in which they are situated (in terms of support and accountability) are the
key inputs that determine the quality of scheme management and oversight. If the
right people are in place and they are appropriately accountable to the relevant
stakeholders then confidence that they will take the right decisions leading to better
outcomes for members should follow. Therefore, it is on these ‘inputs’ that regulatory
interest should focus. The PLSA will publish a discussion paper on trusteeship and
governance later this Summer, which will outline our thinking in this area.
There are in addition, some specific circumstances where enhanced powers for
members and trustees would be helpful to enhance member protection, as set out in
response to the questions below.
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The Regulator has, for the most part, sufficiently wide ranging powers to deliver its
objectives. However, there is some evidence to suggest that they have historically
been too reluctant to exercise their powers or have faced technical challenges in using
them. We think a shift in regulatory approach would be more helpful.
In response to the questions raised in this consultation, some of our members have
made the following comments regarding the Regulator’s current use of their powers:
that the Regulator takes too passive an approach to intervention;
feedback on quality of engagement with Regulator staff is mixed, and a review
of the skill sets and resource of personnel would be helpful;
that the Regulator’s focus on producing guidance around decision-making,
rather than making proactive regulatory interventions on decisions that have
been made is unhelpful; and
there has been a tendency of government and regulators to ‘micro-manage’
the actions of trustees, scheme manager and their advisers, often in a way that
reflects sub–standards governance arrangements.



Please see answers to questions 2 a) and 2 b) above.



Currently TPR will not engage with an application for clearance unless the scheme
can show detriment to scheme members. Applications for clearance have decreased
because there is (a) either greater confidence about what is and isn’t going to be acted
upon or (b) because clearance is being actively avoided/ignored.
If further powers are developed they need to have a clear objective and be
proportionate to the risk being managed. It is also important that any process is not
overly complex, costly or lengthy. The risk that ‘good’ corporate transactions are
hindered or that a substantial proportion of the Regulators resource or focus is
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absorbed in clearance should be avoided.


It is clear that the Regulator’s avoidance powers can work very effectively. We would
support removing legislative impediments to their use, if there is clear evidence that
they are overly burdensome to utilise.

Not answered.

A more flexible information gathering power, along with a general duty on parties to
cooperate with the Regulator, would improve the efficiency and effectiveness of the
Regulator’s information gathering activity.

We would support proportionate penalties for non-compliance.

Levy payers would welcome a more efficient and effective Regulator, so long as their
regulatory focus is clearly defined and they have a coherent connection between their
case work and policy making. The proposals we have set out regarding a shift in
regulatory focus would help ensure that the Regulator makes best use of their
resource.


The notifiable events regime is relatively weak, especially with regards to corporate
activity. For example, an employer only needs to tell TPR when it has made a decision
- 20 -

to cease UK business; the employer’s position could have deteriorated significantly
before then. We believe it would be useful to consider instances in which this regime
could be bolstered in ordered that useful information is shared with both TPR and
trustees.
Trustees do not always get the covenant and funding information they need from
employers, particularly in the context of corporate transactions. For example, the
obligation in the 1996 scheme administration regulations requiring employers to give
Trustees information reasonably necessary for them to do their job could be
strengthened.

Some employers could afford to close their deficits more quickly if they were to pay
additional contributions to the pension scheme instead of making dividend payments
to shareholders.
Such a move may be superficially attractive, but potentially hides a more complex
decision:
FTSE 100 companies and the dividends they pay are not representative of
most pension scheme sponsors;
pension schemes themselves are significant beneficiaries of dividend
payments. In 2015, pension scheme income from dividends constituted 13%
of their total income and was as high as 45% in 19979;
the failure to pay dividends may result in the downgrading of the scheme
sponsor by analysts and markets. This will in turn have a negative impact on
the strength of the sponsor covenant and their cost of capital, which will in
turn have a negative impact on the pension scheme it supports; and
there may be wider macro-economic benefits from dividend payments.
Nonetheless, at times, dividend payments can be disproportionate to the amount of
capital a sponsor is willing to commit to closing a deficit; therefore, measures to
ensure adequate sponsor support should be considered. Consultation with Trustees
on dividend payments could be meaningless and unenforceable in practice. Instead, it
would be helpful to formalise the requirement to agree the relationship between the
companies’ approach to dividend payments and significant capital outflows as a
formal part of setting the valuation agreement.

9

ONS, MQ5: Investment by Insurance Companies, Pension Funds and Trusts: Quarter 4 (Oct to Dec)
2016
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See answer to Question 2 above.
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The PLSA has set out its thinking on the benefits that consolidation can deliver in ‘the
case for consolidation’. Some legal and regulatory changes will help consolidation
and the Superfund model put forward in this report to develop further:
a new requirement for trustees to ‘consolidate, improve or justify ‘ with an
annual report explaining either they plan to consolidate or else justifying how
existing arrangements produce better value for money;
a review and overhaul of the regulations and guidance setting out the process
for re-shaping scheme benefits to simplifies structures of actuarially
equivalent value ( either within a scheme or upon transfer to a new scheme) –
consolidation depends on clear standards that schemes and their advisers can
implement with certainty; and
a regulatory framework for the creation, authorisation and supervision of
superfunds, which will permit employers to discharge their obligation in
respect of transferring benefits.
We are working with a number of stakeholders to develop these requirements in
more detail as well as to develop a working model for a Superfund.
Below we have addressed issues pertaining to DB Multi Employer Schemes that are
not covered by that publication.
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Please see evidence set out in ‘the case for consolidation’
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Our thoughts on this issue have been set out in our response to the Government’s
2015 call for evidence10 and we will respond to the Government’s current consultation
‘the draft Occupational Pension Schemes (Employer Debt) (Amendment) Regulations
2017’ setting out further views on this area on 18 May.

Orphan liabilities represent a varying proportion of scheme liabilities in different
multi-employer schemes, from under 1% in some instances up to 60% in others.
Many MESs have undergone exercises to apportion orphan liabilities.
Orphan liabilities, and particularly those attributable to employers who departed the
scheme prior to the current legislative regime, are a major issue for some MESs.
There are issues of fairness to remaining employers, many times small businesses or
charities, who under the current legislation must shoulder debt incurred by unrelated
employers, and in many cases competitors. The debts were often incurred at a time
when the law regarding how multi-employer schemes are funded and the degree to
which benefit promises were enforceable were very different.
Areas that could be explored further to help solve this problem include:
Providing legal clarity (via legislation or a test case) on the extent to which
schemes can pursue employers that departed prior to 2005 for additional
contributions in respect of the liabilities attributable to their participation. It
is worth noting that even if trustees could pursue previous employers, many
will no longer be trading. The costs of legal action, combined with the
likelihood of recovering the debt in full may make this an inefficient and or
fruitless exercise.
Enabling trustees to create a section within their scheme for members whose
employers ceased paying contributions prior to 2005; the section would run
on without a sponsoring employer and is aligned with our thinking on
superfunds set out in ‘the case for consolidation’.
A mechanism for the PPF to take on the liabilities of employers that exited the
schemes prior to 2005 in certain circumstances.

10

DWP Call for evidence: Section 75 Employer Debt in Non-Associated Multi-Employer Defined
Benefit Pension Schemes, PLSA Response, May 2015:
http://www.plsa.co.uk/PolicyandResearch/DocumentLibrary/~/media/Policy/Documents/0438-Section75-Employer-Debt-in-Non-Associated-Multi-Employer-Defined-Benefit-Pension-Schemes.pdf
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Not answered. ‘
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