
On Wednesday 2 September, the Pensions Regulator’s 
(TPR’s) initial consultation* on the proposed new code of 
practice on funding closed to comments.

Deloitte Total Reward and Benefits responded to the 
consultation and a summary of our key points made is 
provided here.

Summary of overall views

We compliment the Pensions Regulator on the large amount 
of information contained in the consultation document. 
There is much to like in the new proposals and we believe 
that for the majority of schemes it is likely to improve the 
security of member benefits.  

However, we note that the current scheme specific funding 
regime, and the introduction of the Pension Protection Fund, 
has already achieved a good safety net for ensuring defined 
benefit pension scheme members receive adequate pension 
provision should the corporate sponsor fail. We are
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concerned that the proposals outlined in the consultation 
document could increase the cost of making legacy DB 
schemes (slightly) more secure, directing funds away from 
other corporate sponsor stakeholders such as shareholders 
and current employees who will likely need to rely on a 
much less generous DC pension offering for their retirement 
needs.

We advocate an approach to DB pension funding regulation 
which recognises the wider social and economic impact of 
any change in regulatory approach and tries to strike a 
better balance between the various needs of limited DB 
sponsor resources. Such an approach would be consistent 
with the Pension Regulator’s statutory objectives of 
minimising any adverse impact on the sustainable growth of 
an employer and also help retain resources to enable above 
minimum auto enrolment rates into DC schemes.

Overleaf are the key points we asked the Pensions Regulator 
to consider when finalising the funding principles.

*For a summary of the Regulator’s proposals please refer to our website 
https://www2.deloitte.com/uk/en/pages/consulting/articles/code-of-practice-on-funding.html

https://www2.deloitte.com/uk/en/pages/consulting/articles/code-of-practice-on-funding.html


We asked The Pensions Regulator to 
specifically consider the following when 
finalising the draft principles.
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1. More guidance on bespoke submissions

The current regime is scheme specific and it would be unfortunate if 
the new guidance moves those tailored integrated strategies towards 
a blunt “one size fits all” approach. We encourage the Regulator to 
provide comprehensive guidance around what might be considered 
an acceptable bespoke submission under a wide range of 
circumstances.  For example, this guidance could include examples 
on how to factor in:

• covenant strengths perhaps by industry / sector regulation,
• scheme maturity,
• investment strategy,
• other business needs, and
• level of contingent assets.

2. Sponsor covenant

The very design of DB pension scheme funding has always relied on 
the continued existence of a corporate sponsor.

The proposals around reduced covenant visibility and requiring 
schemes to target a long-term level of funding which only assumes 
a total future investment return of around 1% p.a. (i.e. gilts plus 
0.5% p.a.) are not workable in practice for many sponsors as it 
would greatly increase contribution requirements.

For those that can afford it, it would appear to require a 
disproportionate level of company funds available to one 
stakeholder. 

3. Move away from a gilts-plus approach

In recent years we have seen the evolution of investment strategies 
of both bulk annuity providers and well-run pension schemes. 

There still remains a significant investment in gilts. However, we 
also note the wide usage of other fixed income investments which 
can provide a good match for benefit cashflows. These asset classes 
usually provide a higher yield than gilts as compensation for greater 
credit or liquidity risk.

Many schemes have technical provisions and long-term targets that 
consider the yield available on these asset classes. In our view, this 
justifies a long-term target well in excess of gilts plus 0.5% p.a. and 
one which, in some circumstances, should not be expressed relative 
to gilts.

Other comments

In our response, we also addressed the 
specific questions posed including in 
particular:

• Whether twin-track compliance is a 
sensible approach and provides a 
benchmark from which bespoke 
submissions can justify departure.

• The extent to which there should be a cast-
iron guarantee for member benefits, 
particularly given the existence of the PPF.

• Integration of covenant (including 
contingent assets) into funding.

• Interaction of the long-term objective with 
maturity.

• Investment risk for immature schemes.
• Relevance of investments and investment 

strategy for funding.

• Consistency between (and relevance of) 
investment and funding strategy.

• Reliance on covenant beyond the visible 
period.

• Use of additional support such as 
contingent assets and guarantees.

• Setting the long-term objective, including 
the Fast Track discount rate and other 
assumptions.

• Defining the timing point for significant 
maturity.

• Fast Track guidelines on recovery period 
length and structure.

• Equitability of treatment of the scheme 
with other stakeholders.

• Criteria for assessing Bespoke 
arrangements.

• Stressed schemes – i.e. those for which 
affordability is genuinely constrained.

• Assessing the value of additional support 
(i.e. contingent assets, guarantees and 
asset-backed contributions).
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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.
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