
Liability Management

What is liability management?
There are only two ways to remove liabilities completely 
from a DB scheme:

• buy out the liabilities with a bulk annuity provider 

• the members agree to remove or reduce their liabilities 
through transfers or other options.

The second route, known as liability management, 
removes liabilities at a far lower cost than the first.

Why now?
An increasing number of DB pension schemes are closed 
to future accrual and are effectively in run off until a time 
when the liabilities will be secured in full with a bulk 
annuity provider, via a buyout.

Most employers given the choice would buy out these 
schemes now and remove all risk. Unfortunately for 
many, this is simply not affordable. The gap between the 
current assets and the price of insuring the liabilities can 
only be closed via a combination of two routes:

• additional contributions

• excess investment returns.

Any action which removes liabilities at below the cost of 
buyout is therefore beneficial to the employer.

The new pensions freedoms granted in the 2014 Budget 
have provided individuals with much more flexibility in 
terms of accessing their pension benefits. As a result, 
there is likely to be increased interest from members 
towards any option that is offered to them to access this 
flexibility. 

Current low bond yields will increase the monetary 
amount offered to members, making them appear very 
attractive, whilst still removing costs on a buyout basis. In 
addition, an increase in the size of  small pension that can 
be given up in full by any member for a cash sum has 
recently increased.

Types of  exercise
The key exercises that can be undertaken are: 

• Enhanced Transfer Value (ETV) – members are 
offered an enhancement to their standard transfer 
value to encourage them to transfer their benefits out 
of the scheme

• Trivial Commutation (TC) – members with small 
pension benefits are offered the opportunity to receive 
a one-off cash lump sum in exchange for their small 
pension benefits

• Pension Increase Exchange (PIE) – members have the 
opportunity to exchange pension benefits which 
increase in payment for a higher flat pension.

Defined Benefit (DB) pension liabilities can have a hugely significant impact on the 
financial strength and profitability of  a company. There are a number of  ways 
employers can reduce these liabilities and the risks attached to them. Following 
recent changes to the pensions landscape, liability management exercises are likely 
to become very popular once again.

The Grant Thornton view
We anticipate a large increase in these types of exercises, particularly transfer-based and commutation type exercises 
given the new pensions freedoms and higher trivial commutation limits.

Our team has the actuarial and communication expertise required to advise you expertly through any form of liability 
management exercise, including:

• exploring the available options to determine which are the most attractive and likely to be most successful options 
for both the employer and the members

• calculations to determine potential outcomes and appropriate levels of enhancements if needed

• communications to ensure all legislative requirements are met and required practices adhered to

• project managing the offers, processes and payments to ensure optimal results and perception of the exercise.

If you would like to explore or discuss any of this further, please contact your usual Grant Thornton adviser, or any of 
our specialist team on the details provided over the page.
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