
Actuarial in depth, commercial in nature

Key issues

Under Scheme Funding legislation, trustees have the responsibility for setting the funding
assumptions used in calculating the Technical Provisions for their scheme. Before doing so they
must reach agreement with the sponsoring employer. Determining the assumptions to be
adopted for a valuation under the Scheme Funding legislation is particularly important because
any change in the assumptions in future must be justified by a change of legal, demographic or
economic circumstances.

If the valuation shows there is a shortfall of assets below Technical Provisions at the valuation
date, the Trustees must draw up a corrective Recovery Plan. Trustees should not normally agree to
the re-spreading of a shortfall at subsequent valuations where a Recovery Plan is already in place
and for this reason the first Recovery Plan agreed under the Scheme Funding legislation is
particularly important.

Similarly, whilst the responsibility for setting assumptions for company accounts disclosures lies
with a scheme’s sponsoring employer, it must be understood that the appropriateness of the
assumptions adopted is subject to potential scrutiny from the auditors.

Impact Model

Impact Model is a real-time modeller which illustrates to trustees/employers the effect on the
calculation of a scheme’s liabilities of adopting different assumptions for funding purposes or for
company accounts disclosures. The model clearly shows the sensitivity of results to changes in
the major financial and demographic actuarial assumptions and the implications these have for
any Recovery Plan required under Scheme Funding legislation.

Both trustees and sponsoring employers have a responsibility to adopt appropriate
assumptions for the valuation of their schemes’ liabilities: trustees as part of the
Scheme Funding valuation process and employers when producing accounting
disclosures under FRS17 and IAS19.
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