
Accrual changes and cessation

The current problem
The costs associated with DB pension schemes 
continue to rise and any employer with an upcoming 
valuation is likely to see more pressure to increase 
deficit repair contributions. 

The main factors behind this such as low gilt yields, 
will have an even greater effect on the cost of  
accruing future benefits for any scheme that is still 
open. The abolition of  contracting out from April 
2016 will potentially cause further concern. Without 
action, the removal of  national insurance rebates for 
any contracted out scheme without a reduction in the 
overall benefits will lead to an increase in costs.

Employer override
Usually to make any change to the future benefit 
structure the employer would need to consult with 
the Trustees and gain their agreement to the change. 
However the Government has recognised that 
without changes, the employer will have to meet 
these additional costs and has therefore provided a 
route which in many circumstances will allow 
employers to adjust the scheme benefits to a level,

which is cost neutral given the contracting out 
changes. In order to take advantage of  this the 
employer will need to appoint an actuary to perform 
the calculations required and also consult with the 
active membership.

Alternatively…
Given the need to do this, it could now could be the 
perfect opportunity to consider the cost and viability 
of  the benefit structure more generally?

With an expected increase in deficit repair 
contributions, can continued accrual at the current 
level be supported or should it be ceased or reduced 
to some degree, by methods such as;

• redefining elements of  pensionable salary 

• moving to a career average type scheme

• altering elements of  future benefits such as 
normal retirement age

• reducing the accrual rate.

If  cessation of  accrual is the chosen route then the 
new pension freedoms may now help with 
acceptance of  any changes to alternative provision.

The cost of  providing continual accrual in a Defined Benefit (DB) pension scheme 
is a significant financial burden for many employers. This will increase for many 
schemes as future service costs rise and the ability to contract out ceases in April 
2016.  Most affected schemes will investigate the employer override to remove these 
additional costs and many may wish to go further, either by modifying future 
benefit accrual or ceasing accrual entirely.

The Grant Thornton view
Many employers of  contracted out schemes currently open to future accrual will wish to seek actuarial advice 
on using the employer override. We believe that in light of  the additional costs of  supporting these 
arrangements, they should not stop there but should consider further measures.

At Grant Thornton we can provide you with the expert actuarial and communications advice you need 
throughout the process, ensuring the optimal solution is reached whilst meeting the regulatory guidance and 
statutory requirements. This will involve:  

• quantifying the financial impact of  various changes; 

• communicating with the Trustees and members;

• managing the consultation process;

• recommending alternative benefit provision if  required including full flexible benefits type packages;

• investigating secondary impacts on scheme investments, funding and cash flow requirements.

If  you would like to explore or discuss anything further in relation to accrual modification or cessation please 
contact one of  our de-risking experts overleaf  or feel free to get in contact with your usual Grant Thornton 
adviser.
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