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What we will cover today

Why monitor/review employer covenant?

When and how should we monitor/review covenant? 

How can covenant be reflected in contribution rates? 

Managing new employers

Managing ceasing employers



1. Why monitor/review employer 
covenant?
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Risk management

• Increasingly diverse employer base from Councils to Catering/Cleaning 
contractors

• Ensure appropriate funding strategy for each employer   

• Protect employers from another employer defaulting
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Variety of employers and funding positions



2. When and how should we 
monitor/review covenant?
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Regular review and monitoring

• Review at each triennial valuation
• Can be light touch for low risk employers (e.g. Tax-raising bodies, academies)

• More in depth for higher risk employers (e.g. Charities and small contractors)

• Bond reviews carried out at least every three years

• Additional monitoring in between valuations
• Where triennial review indicated an issue

• Where circumstances have changed since last triennial review (e.g. funding level or 
employer-specific circumstances)

• Where employer approaching exit/cessation
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Reviewing covenant

• Questionnaires completed by employers

• Structural metrics
• Type of employer

• Significant membership movements likely

• Likely time to cessation (as only a few active members or nearing end of contract)

• Financial metrics
• Profit and loss, balance sheet, net cashflow

• Employer’s size compared with pension fund obligation

• Contribution payment history to pension fund

• Guarantor status

• Any other security in place

• Independent credit ratings/scores

• Full independent covenant analysis (if necessary)

Officers in process of putting in place covenant review policy



3. How can covenant be 
reflected in contribution rates?
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Funding strategy

• Three main elements to calculating 
contribution rates

• Funding target - depends largely on 
guarantor/employer circumstances

• Required likelihood of success - 
depends largely on covenant

• Time horizon – depends on employer-
specific circumstances
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Contribution rate reviews

• The Administering Authority can review an employer’s contribution rate 
between triennial valuations in certain circumstances including if:

“it appears likely to the administering authority that there has been a significant 
change in the ability of an employer or employers to meet their obligations (e.g. 
a material change in employer covenant, or provision of additional security)”



4. Managing new employers
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New employers

• New employer policy in place (reviewed at 
least every three years)

• Eligibility and Regulatory position 
established

• Covenant and security arrangements 
assessed

• Funding approach determined

• Opening position calculated alongside 
appropriate contribution rate and 
security/bond requirement



5. Managing ceasing employers
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Ceasing employers

• Cessation policy in place (reviewed at least every 
three years)

• Regulations followed

• Cessation position established including basis 
employer should cease on (Ongoing or Low-risk 
depending on guarantor status)

• Flexibility on payment of pension debt

• Exit credit policy in place in case of surplus position



Thank you

The material and charts included herewith are provided as background information for illustration purposes only. This 

PowerPoint presentation is not a definitive analysis of the subjects covered and should not be regarded as a 

substitute for specific advice in relation to the matters addressed. It is not advice and should not be relied upon. This 

PowerPoint presentation contains confidential information belonging to Hymans Robertson LLP (HR) and should not 

be released or otherwise disclosed to any third party without prior consent from HR. HR accept no liability for errors 

or omissions or reliance upon any statement or opinion herein.

© Hymans Robertson LLP. All rights reserved. 


	Slide 1
	Slide 2: What we will cover today
	Slide 3: 1. Why monitor/review employer covenant?
	Slide 4: Risk management
	Slide 5: Variety of employers and funding positions
	Slide 6: 2. When and how should we monitor/review covenant?
	Slide 7: Regular review and monitoring
	Slide 8: Reviewing covenant
	Slide 9: 3. How can covenant be reflected in contribution rates?
	Slide 10: Funding strategy
	Slide 11: Contribution rate reviews
	Slide 12: 4. Managing new employers
	Slide 13: New employers
	Slide 14: 5. Managing ceasing employers
	Slide 15: Ceasing employers
	Slide 16

