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“Our intention is to have better – and clearer – funding standards, whilst retaining 
the strengths of a flexible, scheme-specific approach. It is neither ‘one size fits all’, 
nor about micro-managing schemes.” – former Minister for Pensions Guy Opperman

Scheme funding regulations

On 26 July, after what felt like a long wait, the Department For 
Work and Pensions (DWP) published its consultation on the new 
defined benefit funding regulations that will implement the 
provisions of the Pension Schemes Act 2021. The consultation gives 
more colour to some of the features of the new funding regime, but 
more is still to come in a further consultation expected from the 
Pensions Regulator (TPR) on the new funding Code of Practice later 
this year.

Funding and Investment Strategy

Every scheme will need a funding and investment strategy which 
should be set so that schemes are in “a state of low dependency on 
their sponsoring employer by the time they are significantly 
mature.”

New requirements

For the first time it is proposed that the concept of the strength of 
the employer covenant will be defined in regulations.

Draft regulations also state that “funding deficits must be recovered 
as soon as the employer can reasonably afford”.

The DWP seems largely to be seeking to codify much of the good 
practice that is observed in many defined benefit schemes. That said, 
for smaller schemes, the burden of compliance will be significant. 

For more details see:
Scheme funding page

https://www2.deloitte.com/uk/en/pages/consulting/articles/new-defined-benefit-scheme-funding-regime.html
https://www2.deloitte.com/uk/en/pages/consulting/articles/new-defined-benefit-scheme-funding-regime.html
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Impact on pension scheme funding – Gilt market roller-coaster

Investment market indicators – year to 31 October 2022

Asset Returns – change in total return on indicative indices Change in gilt yields and implied inflation (% pa)

Defined Benefit (DB) financials
Our example DB scheme’s funding 
level versus its technical provisions 
behaved like this over the last year.

The funding level remained stable for 
most of the year reflecting a well-
matched investment strategy.

Rapid movements in gilt yields in 
September and October 2022 drove 
substantial volatility in the funding level 
in our scheme. However, this effect is 
particularly sensitive to the details of a 
scheme’s hedging strategy and what 
actions were required to post collateral 
to LDI funds over the period. Some 
schemes will even have lost ground 
during this period.

Our example scheme’s funding level 
rose over the year. You can check with 
your advisors to see how your scheme 
fared.

Example scheme – funding level over the year to 31 October 2022

The chart above measures the funding level of an example defined benefit pension scheme. The scheme’s liabilities are broadly 50% pensioners 
and 50% deferred pensioners and valued using a discount rate of gilts + 1.5% pre-retirement and + 0.5%pa post-retirement. The scheme is 
invested in the same way as the aggregate of UK DB schemes as reported in the PPF’s Purple Book.

Many asset classes have seen 
substantial falls over the year to 
31 October 2022. This has been 
particularly true of bonds, 
following many of the major 
central banks increasing interest 
rates in order to tackle high levels 
of price inflation.

Most schemes will have seen 
falling asset values over the year.

The asset categories represented 
above are reasonably liquid. It is 
also important for trustees and 
sponsors to understand how 
prices of their illiquid assets have 
moved over the period.

Gilt yields have risen substantially 
over the year and were at levels 
in September and October not 
seen for more than ten years. 
Yields were 2.5 – 3.0% pa higher 
on 31 October 2022 than they 
were a year before. Corporate 
bond yields increased in a 
similarly dramatic way.

Volatility in the gilt market 
prompted the Bank of England to 
intervene and buy long-dated 
gilts and other assets for a time 
to stabilise the market.

Many schemes will have seen 
funding levels rise over recent 
months as liabilities fell more 
than asset values.

However, some schemes will 
have suffered losses, depending 
on how they managed collateral 
calls. Stale pricing of illiquids may 
also be giving a false impression 
of the funding level. It’s 
important to understand how 
these funds have fared.

For more details see:
Impact of interest rate rises
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https://www2.deloitte.com/uk/en/pages/consulting/articles/what-next-for-corporate-sponsors.html
https://www2.deloitte.com/uk/en/pages/consulting/articles/what-next-for-corporate-sponsors.html


For more details see:
Scheme funding page
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Finding out more

If you would like to speak to us about 
any of the points raised in this update, 
contact me or your usual Deloitte 
contact.

Darren Greenwell
Associate Director
Email: dgreenwell@deloitte.co.uk
Tel: +44 20 8039 8298

Search ‘Deloitte pensions’

Visit our website to see more information 
and articles on pensions. Search ‘Deloitte 
pensions’.

For more details see:
Climate change reporting
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Pensions dashboards

Trustees are being warned they must start preparing for their 
pensions dashboards deadline, as part of a recent campaign 
launched by the Pensions Regulator (TPR).

The “Deadline” campaign comes as TPR’s own research shows 
trustees have yet to get their preparations sufficiently 
underway - and are at risk of failing to meet their legal 
pensions dashboards responsibilities.

Trustees can look up their own scheme’s dashboard deadline 
on TPR’s website  - the more members in your scheme, the 
sooner your scheme will need to connect to dashboards. The 
largest schemes need to connect by 31 August 2023. 
Deadlines for smaller schemes run out to 2024 and 2025. If 
your scheme has fewer than 100 active and deferred 
members, it is out of scope of the current dashboard 
regulations.

Collective Defined Contribution pension schemes

Collective Defined Contribution pension schemes, or CDCs for 
short, will offer an alternative to the UK’s two primary 
pension scheme models, Defined Contribution and Defined 
Benefit.

CDC authorisation and ongoing supervision will be 
administered by TPR. Schemes can now seek authorisation.

The Royal Mail scheme is the first (and, so far, only) scheme 
to seek authorisation.

Cost of living

Price inflation continues to hit 40 year highs. The Office for 
National Statistics has reported annual increases in CPI 
(Consumer Prices Index) of around 10% in recent months 
(11.1% in the year to October 2022).

Trustees and sponsors should consider how inflation might 
impact their schemes. This will include impacts on 
investments, pensions increases and member options such as 
early retirement benefits, as well as impacts on the scheme’s 
sponsor itself. With state pensions set to increase in line with 
inflation next April (i.e. by 10.1%), trustees may be under 
pressure to follow suit.

Surveys are also suggesting that Defined Contribution scheme 
members are contacting their schemes regarding opt-outs –
unsurprising, as money is tight. Opt-out levels remain low for 
now but trustees should keep an eye on this and think about 
what other options might be offered. For example, Deloitte 
now offer a flexible cash alternative which gives better 
outcomes for members than simply allowing them to opt out.

Pensions news

For more details see:
Re-shaping employee benefits
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