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What is IRM? 
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Source: The Pensions Regulator 

A risk management tool to 

help identify and manage 

funding, covenant, and 

investment risks 

Understanding the 

interactions between the 

three key risks to inform 

discussions and decisions 

Can lead to better decision 

making and better 

outcomes 



Think of the 

BIG 
picture 



Effective risk management 
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Understanding your covenant 

Determines risk tolerance and 
feasibility of objectives 
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Legal 

enforceability 

Contribution 

affordability 

Risk 

tolerance 

Profit drivers 
Market 

position 

Risk of 

deterioration 



Integrating covenant into decision 

making 
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Covenant 

Weak Strong 

Objectives Stabilise short 

term position 

Focussed on long 

term 

Investment risk De-risk to 

stabilise position? 

Can take more 

risk but could 

choose to de-risk 

 

Pace of funding Quicker pace but 

often not possible 

Can have a slower 

pace, but maybe 

now is the time to 

increase 



What do you want to achieve and 

when? 

Full 
funding 

Self 
sufficiency 

Buy-out 
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What does the employer think? 



Objectives and risk 
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Objectives 

Running the scheme on 

indefinitely 

Managing contribution levels 

Targeting a buy-out  

Gradually insure liabilities  

Which risk to focus on? 

Risk of insolvency in long term 

Risk contributions unaffordable 

Risk of insolvency in short term 

Risk buy-out becomes 

unaffordable 



Strategy options 

Change pace of 

funding 

Reduce growth 

asset risk 

Liability 

hedging 

Risk transfer 

(e.g. bulk 

annuities) 

Liability 

management 
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Example 
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SITUATION: Employer covenant review concludes employer can afford 

current £5 million pa contributions but couldn’t afford £10 

million pa 

TRUSTEE 

OBJECTIVE: 
Keep deficit contributions 

affordable both now and in 

the future 

Measure effectiveness of 

any strategy in light of this  

Source: Barnett Waddingham 
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Plan for the unexpected 
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The Pensions Regulator: 

“All schemes need to put 
contingency plans in place 
in the event a downside 
risk materialises” 
 

Trustees with formal contingency plan 

in place for the scheme 

Yes

No

Source: BW survey on trustees’ approach to risk management 

• You already have a contingency plan – but is it sufficient? 

 

Formal 

agreements 

Informal 

planning 

Unilateral 

powers 



Documentation 

12 

Important to document discussions and 

conclusions of IRM process… 

…and detail your monitoring framework 

But doesn’t need to be lengthy! 



What makes effective monitoring? 
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Integrated Bespoke Actionable 
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Summary 
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Where to find out more 
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• www.barnett-waddingham.co.uk/DB-Risk-

Management 

http://www.barnett-waddingham.co.uk/DB-Risk-management
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Any questions? 
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Regulatory Information 
• The information in this presentation is based on our understanding of 

current taxation law, proposed legislation and HM Revenue & Customs 
practice, which may be subject to future variation. 

 

• This presentation is not intended to provide and must not be construed 
as regulated investment advice.  Returns are not guaranteed and the 
value of investments may go down as well as up. 

 

• Barnett Waddingham LLP is a limited liability partnership registered in 
England and Wales. Registered Number OC307678. Registered Office: 
Cheapside House, 138 Cheapside, London, EC2V 6BW 

 

• Barnett Waddingham LLP is authorised and regulated by the Financial 
Conduct Authority and is licensed by the Institute and Faculty of 
Actuaries for a range of investment business activities. 
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