
COVID-19 – Employer-related issues for pension scheme trustees to consider      1

The spread of the COVID-19 virus in recent 

weeks has led to significant challenges for many 

businesses.
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Briefing

It is essential that trustees of pension schemes understand 

how their scheme sponsors are likely to be impacted in a 

number of areas, so that they can take the necessary actions 

to ensure the continued smooth running of their pension 

schemes. This note considers some of the issues facing 

sponsors that are relevant for Defined Benefit (DB) pension 

schemes and what actions trustees may look to take in 

response to rapidly changing circumstances. 

Assessing the financial impact on sponsors and schemes 

will be at the forefront of trustees’ minds, though many 

schemes will already be well placed to tackle these big 

headline-grabbing issues.  Indeed, uncertainty and market-

volatility is not new – just last year schemes were grappling 

with the uncertainty of Brexit and the prospect of a US-China 

trade war. The 2007/08 financial crisis is similarly still a fresh 

memory for long-term investors.  

It is therefore perhaps the day-to-day issues that are most 

at risk of being overlooked in the current climate. Sponsors 

often play a very important role (either directly or indirectly) 

in paying pensions, dealing with member queries, and 

managing investment and funding risks. Our work with 

distressed schemes highlights that it is the breakdown of 

some of these services, such as the payroll, which cause the 

real life problems for your members, and we can help you 

plan to avoid this.

At a glance

• Trustees should understand the 

likely impact on sponsors with 

particular focus to the short-term, 

and may need to seek professional 

employer covenant advice;

• We believe that it will be reasonable, 

in many instances, for trustees 

to agree to sponsor requests for 

contributions to be deferred, where 

there are short-term cashflow issues 

– the Pensions Regulator has released 

further guidance on this topic;

• Trustees should review sponsors’ 

business continuity plans to 

understand the risk of contributions 

not being paid on time – increasing 

the ‘float’ in the scheme’s bank 

account may be sensible where 

there are concerns; and

• Where sponsors assist with payroll, 

trustees need to understand the 

operational risks – we can use our 

experience for assisting distressed 

schemes to help trustees put in 

place contingency plans in this area.



Employer Covenant

Understanding the impact for your sponsor(s)

The most important issue for trustees to understand is 

how the ‘Employer Covenant’ may be affected by current 

events.  Most pressingly, trustees should seek details of any 

contingency plans the sponsor has in place to deal with 

current events, along with reassurances that sponsors are 

likely to remain solvent in the near future. 

It can be difficult for trustees to ask such questions at a time 

of stress for corporate entities, but it is vital that pension 

scheme members’ interests are looked after. We can help with 

this difficult conversation – and suggest the best approach is 

not to ask lots of questions, just the key short ones.

Appointing an external adviser

While in normal circumstances trustee boards are often 

best placed to undertake a review of the sponsor’s 

finances, trustees should now consider whether it is 

appropriate to appoint an external covenant adviser if they 

have not previously.  

We have experience of working with all the major covenant 

advisers. Please therefore let us know if you would like any 

assistance in appointing the right adviser for your scheme. 

We encourage schemes to act quickly in this regard, given 

the likely increased demand for covenant services and the 

inevitable business continuity challenges that covenant 

advisers will themselves face.

Similarly, the scope of any review should be carefully 

considered – it is unlikely to be appropriate to engage a 

wide-ranging review that will require a significant time 

commitment from the sponsor, and take time to produce.

Keeping your other advisers in the loop

A change in the assessed strength of the Employer 

Covenant has significant implications in a wide range of 

areas – for example the scheme’s investment strategy, 

scheme funding strategy and, possibly the calculation and 

payment of Cash Equivalent Transfer Values. It is therefore 

essential that trustees keep all of their advisers abreast of 

any changes in circumstances. 

Deferring sponsor 
contributions

While the Government has announced a 

number of measures to help businesses, 

including state-backed loans of at least 

£330bn, it is likely that many sponsors 

will face cashflow issues over the coming 

months.  As a result, we have already seen 

some sponsors requesting that deficit-

reducing contributions to pension schemes 

are reduced or even temporarily suspended. 

We encourage trustees to give such 

requests serious consideration. Whilst 

these are difficult decisions to make, 

actions that help to secure the long-term 

viability of sponsors are likely in many cases 

to be in the interest of members. However, 

it is essential that the risks of taking such 

actions are properly considered, evidenced 

and, to the extent possible, mitigated.  

Proportionate (and, most likely, quick) expert 

covenant, actuarial and legal advice should 

be sought in such circumstances.

Trustees who are asked by sponsors to 

defer payments should read the Pensions 

Regulator’s (TPR’s) guidance. While TPR 

recognises that “such actions may be 

appropriate in the current circumstances”, 

the regulator has urged trustees to bear the 

following key principles in mind:

• Establishing the need: Trustees should 

understand the reasons for the request 

and that payments will not instead be 

diverted to related companies or to 

shareholders;

• Ensuring all parties are playing their 

part: Trustees should not be the sole 

party providing support for the employer, 

and the pension scheme should retain its 

fair share of security;
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• Having a flexible ability to restart making DRCs: 

Suspension should have an end date, with triggers to 

restart contributions if trading returns to more normal 

levels;

• Ensuring you are well advised: Trustees should obtain 

legal and covenant advice from experienced advisers; and

• Getting the right information, taking account of what 

is achievable in the time available: Where timescales 

are short, any deferrals should be short-term to enable 

further consideration at a later date.

TPR’s guidance also includes a list of information gathering 

questions that trustees should ask sponsors.

Business continuity plans – payroll 
and key employer contacts

Sponsor and employee contributions

Trustees should seek reassurance that contributions paid 

and/or processed by the sponsor will continue to be made 

on time. In addition to the potential cashflow constraints 

discussed above, trustees should seek comfort that sponsors’ 

business continuity plans are robust in this area (for example, 

checking that there are processes in place to make payments 

if key contacts are out of the office for an extended period).

Trustees should prepare for the scenario where contributions 

are delayed. This is particularly important for those schemes 

which rely on regular sponsor contributions to meet benefit 

payments.  These schemes could be required to disinvest 

assets at short notice, and this provides its own challenges 

in the current environment.  For example, trustees may not 

be available to sign disinvestment instructions or assets may 

have to be realised at a ‘depressed’ value. Trustees should 

therefore consider increasing the level of ‘float’ in the 

scheme’s bank account to help reduce this risk. 

In-house pension administration – payroll 

Where administration, and in particular paying the pensioner 

payroll is undertaken in-house, trustees should once again 

review sponsors’ business continuity plans, especially to 

understand what action will be taken in the event that key 

individuals are not available. 

Failure to pay members’ pensions on time 

is a key risk.  We would be happy to discuss 

how we can support any trustees who have 

concerns in this area – there are potentially 

many obstacles to overcome at short notice, 

so plan in advance. A review of the sponsor’s 

business continuity plans will likely be 

sufficient to reassure the majority of trustees. 

However, where there are concerns, 

we encourage trustees to consider the 

following three important areas:

• Banking: Any third party administrator 

being lined up to provide emergency 

support will need their own banking 

arrangement – why not set up these 

arrangements now as a contingency 

measure to avoid unnecessary delays? 

Barnett Waddingham operates a ‘pooled’ 

banking arrangement following FCA 

guidelines that significantly reduces 

the amount of paperwork required 

compared with setting up a ‘traditional’ 

banking arrangement.

• Data: Copies of all the relevant member 

data could be shared with the trustees 

on a regular basis, which might not be 

a straightforward exercise depending 

on the systems being used. This will 

allow the trustees to engage a third 

party administrator or payroll provider 

quickly if the in-house team is not able 

to process the payroll, and to consider in 

advance where there may be knowledge 

gaps. Care should be taken that all 

personal data is properly protected and 

GDPR requirements are being followed. 

• Funds: Trustees should consider how 

assets could be realised at short notice – 

liquidity is more of an issue in the current 

environment, as is obtaining signatories, 

so speak to your investment consultant.
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www.barnett-waddingham.co.uk

Barnett Waddingham LLP is a body corporate with members to whom we refer as “partners”. A list of members can be inspected at the registered office. Barnett 
Waddingham LLP (OC307678), BW SIPP LLP (OC322417), and Barnett Waddingham Actuaries and Consultants Limited (06498431) are registered in England and Wales 
with their registered office at 2 London Wall Place, London, EC2Y 5AU. Barnett Waddingham LLP is authorised and regulated by the Financial Conduct Authority. BW SIPP 
LLP is authorised and regulated by the Financial Conduct Authority. Barnett Waddingham Actuaries and Consultants Limited is licensed by the Institute and Faculty of 
Actuaries in respect of a range of investment business activities.

March 2020

Other in-house pension support

Many pension schemes are also heavily reliant on in-house 

pension support in other areas, particularly in areas such as 

pension management, secretarial services and the provision 

of facilities. Contingency plans should be put in place in case 

key contacts are unavailable for extended periods, including 

recording any key processes and making any important 

documents (including, if relevant, member files) available so 

that others can step in if needed.

It is important that trustees continue to focus on the day-to-

day management of the pension scheme and while some 

decisions may seem trivial in the light of the wider sponsor 

and public concerns, it will cause further problems in time if 

the schemes “normal” operations were also compromised 

during this time. 

Need to know more?

The Pensions Regulator’s updated statements on the issues pensions schemes need to consider can be found on 

TPR’s website.
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