
 

 

 

 

Scope and Summary 

This note provides a practical summary of some key 

aspects relating to the scheme funding regime as it 

stands as at June 2021, the changes to be implemented 

under the Pension Schemes Act 2021 and the expected 

content of the new scheme funding code from the 

Pensions Regulator.  

Takeaway points include: 

 the new requirement for a funding and investment strategy, 

addressing a long-term funding target; 

 the need to report on this strategy, performance against the 

strategy and lessons learned, in a chair’s statement; 

 the new “twin-track” approach – either “bespoke” or “fast-track”; and 

 as ever, much of the detail is expected in a consultation and draft regulations and code of practice due later in 

2021  

Summary of legal position 

Scheme specific funding regime – Pensions Act 2004 

Defined benefit pension schemes are subject to Part 3 of the Pensions Act 2004, which imposes a 

statutory funding objective that each scheme must have “sufficient and appropriate assets to cover its technical 

provisions”.  

A scheme’s technical provisions are, simply, the amount needed (following an actuarial calculation) to make provision 

for a scheme’s liabilities. 

Provided that trustees obtain annual actuarial reports, trustees have to obtain a full actuarial valuation every three years. 

Where (following that triennial valuation) a scheme does not meet the statutory funding objective, the trustees will have 

to put in place a recovery plan setting out the steps that will be taken to make up the shortfall. A schedule of contributions 

must be prepared by the trustees setting out the payments that the scheme’s employers will make to the scheme.  

The process must be completed within 15 months of the “as at” date of the valuation.  

As part of the process trustees need to agree the following with the employer: 

 the methods and assumptions to be used in calculating the technical provisions; 

 the statement of funding principles; 

 the recovery plan; 

 the schedule of contributions.  
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However, the balance of power in the scheme’s trust deed and rules can change the position – for example, where the 

trustees have a unilateral power to set contributions an exception to the regime may mean that trustees may only need 

to consult with the employer before reaching a decision. Whether the exception applies depends on certain conditions 

and the precise wording of the rules.  

The remainder of the framework around scheme funding is set out in the Regulator’s code of practice and various further 

guidance.  

Revisions to the scheme specific funding regime 

The Pension Schemes Act 2021 introduces a new provision (yet to be brought into force) into the Pensions Act 2004 

requiring all trustees to have in place a funding and investment strategy, setting out both: 

 the funding level they intend the scheme to reach; and  

 the investments they intend the scheme to hold 

 as at a relevant date or relevant dates.  

Although the details of the new approach (such as the definition of “relevant date”) are yet to be set out in regulations, 

the move to the focus on a long-term funding target is clear.  

Trustees will be required to prepare a statement (to be signed by the chair of trustees and submitted to the Regulator) 

outlining this strategy along with: 

 whether the strategy is being successfully implemented and, if not, the steps being taken to remedy that; 

 the main potential risks facing the strategy and how they will be mitigated; and 

 reflections and lessons learned from the past. 

New code of practice 

A first consultation on a proposed new code of practice closed in September 2020. A second, more detailed, consultation 

is expected to be launched later in 2021. 

The new funding code is expected to include: 

 details on the approach to take to the long-term funding objective; 

 clearer guidance around concepts such as what is “prudent” or “appropriate”; 

 the proposed twin-track approach for valuations. 

Practical Steps 

Practical steps for valuations include: 

 engage early and share information – early engagement between trustees and employers can 
allow for a quicker process; 

 consider the forthcoming changes – the Regulator already has an eye to the new regime when assessing 
valuations and, of course, taking into account the new regime now will ease the way for the next triennial 
valuation; 

 consider covenant; 

 have a clear audit trail of consideration by the trustees, negotiations and advice taken; and 

 know and understand the powers under your scheme rules and the impact on the scheme funding regime. 
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Commentary 

The direction of travel in the scheme funding regime has been clear since the DWP published its March 2018 White 

Paper on Protecting Defined Benefit Pension Schemes, with an increasing emphasis on long-term funding targets, 

shorter recovery plans and a focus on employer covenant. Following the passing of the Pension Schemes Act 2021 

the overall framework on the reporting and compliance burden on trustees (through the required chair’s statement) is 

now apparent.  

Given the increased focus on long-term strategy and the additional compliance burden, trustees and employers will 

likely need to engage with each other as soon as possible ahead of forthcoming valuations.  

Please contact us if you would like further information or advice on anything in this note.  

This practical summary is not intended to be a full statement of the law on this topic and is not legal advice. It does 

not take account of any developments since it was written or last updated. 


