
Scheme Funding: advice for the  
Employer

The funding valuation
The funding requirements of a DB pension scheme is 
reviewed at least every three years and the amount 
determined should be reached in agreement between 
scheme trustees and the employer. As part of this process, 
there is a statutory requirement that trustees seek advice 
from their scheme actuary. 

However, the employer is subject to no such requirement 
and can often be led towards funding requirements that 
may not be optimal. In the challenging environment in 
which employers are currently operating, this can have 
potentially significant consequences on the financial 
viability or growth of their business.

The size of  the liabilities
The first stage in negotiating any cost to the employer is 
determining the size of the liabilities. Current low gilt 
yields have led to these liabilities being valued at 
historically high levels. This means that for many 
employers, even larger deficits are revealed than was 
previously the case, often despite paying sizeable cash 
contributions to remedy them.

The value placed on the liabilities is subjective and 
dependant upon a number of assumptions about the 
future. There is a statutory requirement for the 
assumptions used to be prudent overall, however there is 
likely to be a wide range which are acceptable.

The employer needs to be sure that the scheme liabilities 
are set at an appropriate level, taking account of the 
employer covenant, the long term funding goals and the 
current and longer term investment strategies, without 
being excessively prudent. 

The contribution requirements
Once the liability valuation and any shortfall in a scheme 
have been agreed, the trustees and employer need to 
negotiate the amount and timing of future contributions 
required to restore full funding. 

The trustees' primary objective is to fill the shortfall as 
quickly as possible. However, this may conflict with the 
business needs and cash constraints of the employer. 
Advice from the regulator now requires the trustees to 
take these into consideration, and it is therefore important 
that the employer is actively involved in the negotiations. 

Funding Defined Benefit (DB) pension liabilities can have a hugely significant 
impact on the financial strength and profitability of  a company, and it is therefore 
crucial that employers receive appropriate advice to help them manage these 
liabilities and funding requirements. Actuarial advice throughout the valuation 
process is essential to help employers understand and mitigate the costs and risks 
attaching to these. 

The Grant Thornton view 
Based on current conditions many employers will find themselves with surprisingly large shortfalls in upcoming 
valuations, suggesting contributions at the kind of levels which are likely to prove unfeasible for many. Now more than 
ever, employer-side actuarial and funding advice is required throughout the process.

Our team has a great deal of experience in advising employers during valuation negotiations. As former scheme 
actuaries, we have also been on the other side of the negotiations. This is invaluable in understanding the areas where 
the trustees are likely to negotiate with regards to calculating shortfalls or actual funding requirements.

The team is also experienced in integrating long-term recovery and de-risking plans as part of the valuation process with 
agreement between the employers and trustees. These consider the business needs, availability of funding from the 
employer as well as long-term funding goals and risk appetite.

If you have a current or upcoming valuation which you would like to discuss, please contact your usual Grant Thornton 
adviser, or any of our specialists set out overleaf. 
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