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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”, where “significantly mature” is expected to mean when a 
scheme has a duration of 12 years or less. This means that by the time schemes are significantly mature, they should:

• Have a low dependency asset allocation which broadly matches scheme cashflows (making appropriate liquidity provision for 
unexpected cashflow demands) and which is highly resilient to short-term adverse changes in market conditions.

• Be fully funded on low dependency assumptions such that “further employer contributions would not be expected to be 
required” in respect of accrued benefits.

There is no requirement to buy out benefits and schemes can equally be run on.  The long term strategy must, however, set out how 
the trustees intend to deliver benefits in the long term and track progress against this. 

Low Dependency Funding and Investment Strategy

Defined benefit scheme funding
How the scheme funding regime is changing

On 26 July, after what felt like a long wait, the 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 on the new funding Code of Practice later this year. The material points of the DWP consultation document are 
summarised below, together with some of the key points for pension scheme sponsors and trustees to consider. 

Trustees will need to prepare a Statement of Strategy setting out their long-term funding and investment strategy. In preparing the Statement of Strategy, trustees need to consult with scheme sponsors. The form of the statement is to 
be determined by the Pensions Regulator but will include: 

Statement of strategy

What the draft regulations and consultation say

Before reaching significant maturity, schemes will have a journey plan to low dependency. 
During the journey plan:

• Investment risk levels will be consistent with employer covenant strength and the 
distance from significant maturity – the stronger the covenant and the greater distance 
to significant maturity, the more risk that can be taken.

• Funding assumptions should also be consistent – the stronger the covenant and the 
greater distance to significant maturity, the more risk can be taken.

It is acknowledged that open schemes may not move materially to significant maturity over 
time. Hence, in these cases maturity may not drive risk-reduction.

Journey plan

• Details on the implementation of the strategy and any remedial actions 
required

• Risks faced in implementing the strategy and mitigation plans

• Current investment strategy and risk levels and how these are expected 
to develop over the journey plan

• Scheme maturity

• Liquidity compliance

• Comparison of low dependency funding assumptions and technical 
provisions and how technical provision assumptions are expected to 
change over time

• Employer covenant assessment

• Extent to which the strategy remains appropriate

• Reflections on past decisions and lessons learned

• Confirmation that the sponsor has been consulted
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• We await a further consultation from the Pensions Regulator on the Code of Practice later in the year. 
This will give more colour on expectations for compliance with the new regime and provide more 
granular detail on some of the principles set out in the draft regulations. The DWP’s consultation will 
close on 17 October 2022. 

• We recommend that scheme sponsors and trustees start to actively engage together to understand 
the implications of the new Regulations and anticipated Code of Practice, and to help shape the long 
term plans for the scheme. Once a long term strategy is in place it may be difficult to move away from 
this without strong justification, so it is critical to engage early. 

Mark Jones
markjones@deloitte.co.uk

020 7007 2363

Helen Toner
htoner@deloitte.co.uk

028 9019 5605

Claire Bell
cmbell@deloitte.co.uk

0161 455 6482

Beth Casinelli
bcasinelli@deloitte.co.uk

0161 455 6596

Karen Parker
kaparker@deloitte.co.uk

020 7303 4626

Lesley-Anne Brown
lesleybrown@deloitte.co.uk

020 7007 4503

Overall, there are no major surprises in the consultation. 
The overarching principle is, as expected, to move 
schemes over time to a lower risk position with less 
dependency on their employers. The detail is, however, 
still to come and will be laid out in the Pension 
Regulator’s Code of Practice consultation which will set 
out practical guidance on the regulations and include 
details of the ‘Bespoke’ and ‘Fast-Track’ approaches to 
compliance.

The DWP also 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 
and the additional monitoring that will be required on an 
ongoing basis could be significant. 

Employer covenant  - “the financial ability of the 
employer in relation to the scheme to support the 
scheme; and the level of support for the scheme from 
any contingent assets”.

For the first time it is proposed that the concept of the 

strength of the employer covenant will be defined in 

regulations.  This will firmly cement employer covenant 

assessments as a necessary and essential element in the 

management of any funded defined benefit pension 

scheme.

Similarly with recovery plans, the regulations state that 

“funding deficits must be recovered as soon as the 

employer can reasonably afford”. This has long been an 

accepted principle of defined benefit funding but is 

appearing in regulations for the first time. 

Deloitte 
Insights

Deloitte contacts

Deloitte have a specialist team of pensions advisors (covering actuarial, legal, 
covenant and investment issues) who support many companies and trustees in 
running pension arrangements. If you would like to discuss these issues further, feel 
free to get in touch with one of the team below or your usual Deloitte contact. 

Corporate pensions team

Pensions legal team

What now?

Pensions legal team
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This publication has been written in general terms and we recommend that you obtain professional advice before acting or refraining from action on any of the contents of this publication. Deloitte Total Reward 
and Benefits Limited accepts no liability for any loss occasioned to any person acting or refraining from action as a result of any material in this publication.
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