
Our view

On Tuesday 3 March 2020, the Pensions Regulator (TPR) 
issued its long-awaited consultation on the proposed new 
code of practice on funding.

The stated aim of TPR is not to change the pace and level of 
funding followed by most pension scheme trustees and their 
corporate sponsors.  Rather, the aim is to more objectively 
challenge what the Regulator considers to be the bad 
practice of a minority of trustees and sponsors.

Broadly, the Regulator states that it knows what good 
funding looks like.  The challenge for TPR to date has been 
that the guidance on funding is sufficiently vague that it is 
difficult for the Regulator to demonstrate a pension 
scheme’s lack of compliance with the current regime.  So 
cases end up at an impasse where the Regulator is unhappy 
but is unable to demand the offending pension schemes 
change their approach.

The proposed new code objectively defines what the 
Regulator expects (“Fast Track”) and requires any 
divergence from that (“Bespoke”) to be justified.
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“The Pensions Regulator believes this 
will result in little change for many 
schemes, but will give the Regulator a 
bigger stick to wield at the schemes 
that are currently out of line with 
what the Regulator considers good 
practice.  With unanswered questions 
on the role of covenant, there is still 
the potential for higher contributions 
for many schemes.”

Mark McClintock
Partner, Deloitte Total Reward and 
Benefits

Based on an initial review, there is a lot to like about the 
principles involved, and some pension schemes may find 
little impact on their funding regime.

A key change is the formalisation of the long-term objective 
and the timeframe in which this should be achieved.  Some 
schemes will, inevitably, find compliance more of a 
challenge and it could significantly speed up the pace of 
funding.

There are some areas which may be challenging to put into 
practice, not least how the employer covenant would be 
incorporated.  We are considering this area, in particular, in 
more detail and will provide you with more detailed 
thoughts when available.

The proposals also put the onus on trustees to demonstrate 
compliance, rather than on TPR to prove non-compliance, 
and this may be difficult for many.

The consultation is 175 pages long, and quite detailed in 
places.  There is a much easier-to-read “Quick Guide” at just 
15 pages.  Think of this document as a “Really Quick Guide” 
at just 3 pages!
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What are the key principles outlined in the consultation? 

The “key principles” in the consultation document are below.  In practice, they are all interlinked:

Compliance and evidence

Trustees and employers should 
understand their risks and evidence 
how they are being managed.

Long-term objective (LTO)  

By the time the scheme is 
“significantly mature”, it should have a 
low level of dependency on the 
sponsoring employer including high 
resilience to risk.

Journey plans and technical 
provisions (TPs)

The trustees should have a plan to 
reach the LTO, including investment 
risk decreasing with maturity, and TPs 
having a clear link with, and 
convergence to, the LTO.

Scheme investments 

The investment strategy should be 
aligned with the TPs and recovery plan 
(RP), and thus the covenant grade.  It 
should also be able to satisfy the 
expected (and unexpected) benefit 
cash flows of the scheme.

Reliance on the employer 
covenant  

Schemes with a stronger employer 
covenant can take more risk and 
assume higher investment returns, 
but perhaps a reducing reliance on 
covenant over time compared with 
now.

Reliance on additional support

Contingent assets and asset-backed 
contributions need to be legally 
enforceable and realisable at the 
appropriate valued when needed.

Appropriate recovery plan

The recovery plan should be as short 
as affordability allows without an 
adverse impact on the employer.

Open schemes

Accrued benefits in open schemes 
should be funded similarly to those in 
closed schemes.

FastTrack vs Bespoke

The Regulator envisages a twin-track regime 
where most pension schemes opt for the clearly 
defined Fast Track approach.  The Fast Track 
would quantitatively address the key principles 
mentioned above, giving clear guidance on what 
the Regulator requires.

Where there is divergence from the Fast Track 
requirements, the funding plan immediately 
becomes Bespoke.  Any Bespoke parts of the 
funding plan need to be fully articulated and 
evidenced, and will likely mean higher scrutiny 
from the Regulator.  However, the Regulator is 
clear to point out that Bespoke isn’t worse than 
Fast Track, and it is possible for trustees to switch 
from one to the other at subsequent valuations to 
reflect the employer and scheme circumstances.

Bespoke
Fast Track

Compliance with all 
elements of the Fast 

Track basis are required 
for minimal Regulator 

intervention.

Range of funding options

The more trustees 
diverge from Fast Track 
principles, the greater 
evidence the Regulator 

will require.



Fast track – some details
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Next steps

This is the first consultation, open for comments until 2 June 2020, and considers the principles to underpin the new regime.  
Please do engage with your Deloitte consultant if you wish to consider whether and how you respond to the consultation.

A second consultation is planned for later in 2020, and will focus on the draft code itself and the final guidelines.

Employer covenant

On first read, it is unclear how the proposals are 
intended to work in practice.  Broadly, the Regulator 
expects trustees to consider the “visibility” of the 
employer covenant to be no more than 3-5 years.  
That is, even if the covenant is strong now, trustees 
may not be able to rely on it remaining strong for more 
than a few years.

This would seem to suggest that recovery plans should 
be no more than 3-5 years, but that isn’t actually the 
Regulator’s conclusion.  Although it is flagged as 
illustrative, the Regulator does provide an example of a 
CG2 employer having a recovery plan of 6 years.

There is consideration of how to measure covenant, 
both whether to retain the current CG1-4 grading 
system and whether there are simple calculations or 
metrics which could replace the current “holistic” 
approach to measurement.  We note that the 
consultation seeks views on whether the covenant 
should be acknowledged at all in the Fast Track 
requirements, and that this area requires further 
exploration.

Long-term objective (LTO)

The long-term objective is also known as low 
dependency.  Broadly, it is a secondary funding target 
which trustees should be aiming for by the time the 
scheme is “significantly mature” with the aim of 
reducing the reliance on the continued support of the 
employer.

The Regulator is considering a number of possible 
different definitions of significantly mature.  Broadly, 
however, significantly mature is likely to be 15-20 
years from now, when for many schemes the majority 
of the membership will be pensioners.  On the face of 
it, this is inconsistent with the “visibility” of the 
employer covenant being restricted to 3-5 years. 
The consultation paper suggests that reliance on the 
employer covenant over a longer period would require 
the trustees to evidence why this is appropriate, and 
the Bespoke route would be adopted.

The LTO basis is also part of the consultation.  In the 
consultation, the Fast Track basis is proposed to be 
best estimate for most assumptions with prudence in 
the discount rate (gilts+0.5% or gilts+0.25% is 
suggested) and perhaps also in the mortality 
assumption.

Journey planning & technical provisions

This is likely to be very similar to now.  It should 
reflect the current asset mix and employer covenant, 
specify a (short) period to full funding on the TPs 
basis, and a further consideration of how to then 
progress to the LTO.

Once the scheme is fully funded on a TPs basis, 
investing in line with the journey plan should be 
expected to take the scheme to a low dependency 
position.

Scheme investments

Broadly, the investment strategy and asset allocation 
should be aligned with the funding strategy.  At the 
point of significant maturity, the asset allocation 
should have a high resilience to risk, sufficient liquidity 
and a high average credit quality.

This could include, for Fast Track, limitations on the 
proportion invested in growth assets, some reference 
portfolios to measure the level of investment risk, or a 
stress test.  This would illustrate how investment risk 
might vary for differing maturities and covenant 
strength.

Appropriate recovery plans (RPs)

Compared with the current regime, there will be 
greater clarity on an appropriate RP.  TP deficits should 
be recovered as soon as affordability allows, meaning 
stronger employers should have shorter RPs.  The 
consultation proposes that Fast Track will specify 
limitations in the length and shape of RPs.  Suitable 
mitigations such as contingent assets might support 
longer RPs, but this would be considered Bespoke.

Open schemes

An open scheme is one which remains open to future 
accrual or open to new active members.  Broadly, the 
principles which apply to “closed” pension schemes 
should also apply to accrued benefits in open schemes, 
perhaps with adjustments as appropriate to reflect the 
longer-term nature of the scheme and that maturity 
will be reached much later if at all.
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Finding out more

If your scheme is impacted by this or you would 
like to speak to us about how the proposed new 
Code of Practice might affect your DB pension 
scheme please contact one of our team below or 
your usual Deloitte contact.

https://www.linkedin.com/in/sankarmahalingham/
https://www.linkedin.com/in/simon-robinson-b797651/
https://www.linkedin.com/in/karen-parker-15864359/

