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NOTTINGHAMSHIRE ADMISSION AGREEMENT ETC SUPERANNUATION FUND

REPORT ON THE ACTUARIAL VALUATION
AS AT 31 MARCH 1989

To the County Treasurer

Nottinghamshire County Council

1.1

1.2

Background to the Valuation and Purpose of the Report

while the Regulations governing the Local Government
Superannuation Scheme operate on a country-wide basis,
each Administering Authority (whether County, London
Borough or designated authority in the case of the
former Metropolitan Counties) controls its own
Superannuation Funds. Membership of the Superannuation
Funds extends beyond employees of the Administering
Authority itself to include the employees of other
"Scheduled Bodies" (i.e. District Councils, Probation
and Magistrates County Committees, Polytechnics from
1 April 1989, etc) and Admitted Bodies (typically local
transport companies still controlled by a local
authority and other bodies providing public or
charitable services to the local community).
Superannuation Funds do not cover employees covered by
other Statutory schemes such as Teachers, Police and
Firemen.

The Nottinghamshire County Council Superannuation Fund

was divided with effect from 1 April 1986 under the
Nottinghamshire County Council (Superannuation) Act
1985. The assets and accrued liabilities for employees
of the Admitted Bodies of the Nottinghamshire Fund were

transferred to the Admission Agreement Etc
Superannuation Fund ("the Fund"). A full list of the
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employers participating in the Admission Agreement Etc
Superannuation Fund can be found in Appendix B to this
Report.

The Superannuation Funds are currently governed by the
Local Government Superannuation Regulations 1986 (as
amended) made by the Secretary of State for the
Environment under Statutory powers incorporated in the
Superannuation Act 1972.

This is the first full actuarial valuation of the
Admission Agreement Etc Superannuation Fund. The
purpose of the wvaluation is to determine the
contributions to be paid by employers participating in
the Fund, with any revision to take effect from
1 April 1990. Under Regulation P6 of the 1986
Regulations, employer contributions are determined in

two parts:

(a) a common rate based on the existing and prospective
liabilities of the Fund arising from circumstances

common to all the participating employers; and

(b) individual adjustments arising from circumstances

peculiar to an individual employer.

While the Regulations express the "common" rate as a
percentage of pensionable employee's remuneration, it
has become common practice to adopt the practical
expedient of expressing employers' contributions as
percentages of employees' contributions. These are
normally 6% of pensionable remuneration for employees
classified as 'officers', with 5% for other employees
(classified as 'manual workers').
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1.6

1.7

For the most part, the Regulations did not, at 31 March
1989, cover increases to pensions in payment or
deferment. These pensions increases are governed by the
Pensions (Increase) Act 1971 and by Section 59 of the
Social Security Pension Act of 1975 and were not
liabilities of the Superannuation Funds at 31 March
1989. New Regulations requiring the payment of these
increases from Superannuation Funds with effect from
1 April 1990 are described in Section II of this Report.

The previous actuarial valuations of Local Government
Superannuation Funds in England and Wales were carried
out as at 31 March 1984. At the time of that valuation,
employers participated in the Nottinghamshire County
Council Superannuation Fund and paid contributions from
1 April 1985 of 75% (exclusive of pension increase
costs) of employees' contributions. I refer elsewhere
in this report to this as the "1984 valuation" where it
has relevance to comparisons with the present valuation.

In accordance with the Nottinghamshire County Council
(Superannuation) Act 1985, the Nottinghamshire Fund was
apportioned. wWith effect from this date the
contribution rate for each participating authority was
set at 100% (exclusive of pension increase costs) of
employees' contributions. Subsequently, the 1liability
in respect of the East Midlands Airport Company,
previously part of the County Council, was transferred
to the Fund as from 1 April 1987, and a transfer payment
made. A separate report has been prepared for the
Nottinghamshire Fund.

This Report has been prepared in accordance with the
Guidelines GN9: "Retirement Benefit Schemes - Actuarial
Reports" published by the Institute of Actuaries and the
Faculty of Actuaries as current at the date of
signature.
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1.10 The pension and lump sum benefits provided under the

Local Government Superannuation Scheme are set out in
detail in the Superannuation Regulations and are
summarised in a number of Dbooklets produced Dby
Administering Authorities and their Consultants. In the
circumstances, it was not thought necessary to provide a
summary of the benefits under the Scheme in this Report.
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II

.1

.2

.3

Changes to the Regulations and changes to other

legislation affecting the Local Government

Superannuation Scheme

In a Scheme as complex as the Local Government
Superannuation Scheme, it 1is inevitable that there
should be a continual stream of changes to the
Regulations governing the Scheme. The changes of
greatest actuarial importance to the Fund since the 1984
valuation are discussed briefly in the following
paragraphs, together with changes in legislation

affecting pension schemes generally.

Consolidated Regulations

In 1986, the 1974 Regulations and numerous subsequent
changes were consolidated into the Local Government
Superannuation Regulations 1986 (SI 1986 No 24). It is
the nature of consolidation of legislation to codify the
status gquo rather than to introduce new changes.
Nevertheless, the Regulation governing the derivation of
employers' contributions to the Scheme did contain a

significant change of wording.

Whereas Regulation B8 of the 1974 Regulations specified
that employers' contributions should be a rate which
should be "at all times be as nearly constant as may be
....", in Regulation P6 of the 1986 Regulations, the
phrase employed 1is ‘"having regard to Ceees the
desirability of maintaining as nearly constant a rate as
possible". This softening of the specification gives a
greater flexibility in fixing employers' contributions.
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2.

2.

4

.5

Admission of Part-time Employees

The Local Government Superannuation (Miscellaneous
Provisions) Regulations 1987 gave part-time employees
working more than 15 hours a week for more than 35 weeks
a year the right to opt to join the Local Government
Superannuation Scheme. For many authorities, this led
to a substantial number of employees joining the Scheme.
Their impact on the contribution rate depends on the
age, sex and officer/manual worker composition of the
new admissions compared with those of the existing
pensionable employees. Surpluses or deficiencies in
Funds may now need to be spread over a larger body of
pensionable employees, thus diminishing their impact.

Admitted Bodies and Pensions Increases

The 1987 Regulations also mandated the funding of
pensions increases in respect of service under an
admission agreement where that agreement was made after
31 March 1987 or related to a public transport company
or public airport company. This has the effect of
increasing the contributions paid by the Dbodies

concerned.

The Social Security Act 1986

This Act (which provides for the new system of 'personal
pensions') was implemented in the Scheme by the Local
Government (Superannuation and Compensation) (Amendment)
Regulations 1988 (SI 1988 No 466). Three principal
changes were introduced.

(a) The qualifying period for benefits was reduced from
five to two years. This has the impact of increasing
the number of deferred pensions and thus the burden of
administration but has little direct financial effect on

superannuation funds;
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2.7

(b) Pensionable employees became entitled to pay
additional voluntary contributions on a money-purchase
basis through the Scheme to an external provider such as
an insurance company or building society. This has no
direct financial impact on superannuation funds but did
introduce superannuation officers to the requirements of
the 1Inland Revenue in applying the Dbenefit and
contribution limits. There will have been an increase
to the burden of administration due to this change.

(c) Compulsory membership of pension schemes as a
condition of employment was prohibited with related
requirements to allow existing pensionable employees to
opt to leave the Scheme and to require new employees to
opt to join the Scheme. It was found that relatively
few pensionable employees left the Scheme, but only
about half of new employees Jjoined the Scheme.
It is our understanding that, in consequence, Ministers
have now agreed that new employees should join the
Scheme, subject to the right to opt out.

Finance Act 1986

Growing concern about large surpluses in pension schemes
generally and the need to codify repayments from pension
schemes to employers led to the control of surplus
provisions contained in the Finance Act 1986 (now
consolidated within the Income and Corporation Taxes
Act 1988). These require that, where pension schemes
have assets which exceed accrued 1liabilities, both
calculated on a basis prescribed by regulations, by more
than 5%, action must be taken to reduce the surplus to
within the 5% margin within five years by one or by a
combination of the following methods:
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2.

2.

2.8

9

10

(a) dimproving benefits,

(b) reducing contributions,

(¢) a refund to the employer (subject to a 40% tax
penalty).

Where these requirements are not met, the investment
returns on the surplus assets become subject to income
and capital gains taxes.

It seemed 1likely that Local Government Superannuation
Punds would reveal substantial surpluses at the 1989
valuations. Changing the benefits was not a practical
solution, and reducing employers' contributions, even to
zero for five years, was not likely to be a sufficient
remedy. The funding of pensions increases seemed the

obvious solution.

The Local Government Superannuation (Funds etc)
Regulations 1990

The Local Government Superannuation (Funds etc)
Regulations 1990 (SI 1990 No 503) came into operation on
1 April 1990. They specify that pensions increases
pertaining to pension (and lump sum) payments which are
themselves Superannuation Fund liabilities should be
paid from Superannuation Funds as from 1 April 1990.
Thus the present actuarial valuation must take these

increases into account.

The new regulations provide for recharges to be
continued where pensions increases have been recharged
to employers who have no liability to contribute to the
Fund under Regulation P7. However, it should be noted
that the recharging is now to Dbe done from the
Superannuation Fund and the amounts repaid are to be
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2.11

2.12

2.13

credited to the Fund. These recharges include those
made in respect of former employees of functions
transferred to Health and Water Authorities and
functions transferred from one County to another as part
of the 1974 Local Government reorganisation.

These new Regulations also change Regulation P6 by
deleting the phrase "to ensure its solvency" and
substituting "to ensure that the Fund is able to meet
75% of its existing and prospective 1liabilities".
However, provision is made for Admitted Bodies to pay
contributions assuming a 100% funding 1level as the
target. This enables them to provide in a logical
manner for all their pension liabilities.

Miscellaneous Changes

Other, more minor, changes introduced recently include:

(a) provision of pensions to widowers in respect of
service from 1 April 1988;

(b) provision enabling administering authorities to
deduct expenses of administration from superannuation
funds; and

(c) provision for employees transferred on a 1local
government reorganisation to elect to retain separated
benefits for each period of employment.

Other changes to national legislation also affect the
Local Government Superannuation Scheme. These include:

(a) requirements to disclose personal and general
information relating to a pension scheme to individual
members;
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(b) the reductions to the benefits of the State
Earnings Related Pension Scheme and consequent reduction

in accrual of Guaranteed Minimum Pension;

(c) provision for increases of 3% p.a. from State
pension age to Guaranteed Minimum Pensions accruing from
6 April 1988;

(d) the introduction of personal pensions as an
alternative to occupational pension schemes; and

(e) the facility for ©paying additional voluntary
contributions separate from the occupational scheme
(FSAVCs) .
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3.

3.

1

2

Information Supplied for the Valuation

Statistical Information

Details of pensionable employees as at 31 March 1989,
together with details of former pensionable employees
and their dependants (pensioners, widows, deferred
pensioners, etc) with entitlement to benefit from the
Fund, were supplied mainly on magnetic tape derived from
the CLASS system. The tape also included information
about exits from each main data group during the period
1 April 1984 to 31 March 1989. Details of pensioners
and widows whose entitlement to pension accrued prior to
1 April 1974 were supplied on updated listings based on
the data supplied for the valuation as at 31 March 1984
and were converted to magnetic format for the purposes
of carrying out the valuation.

A brief summary of the data used in the valuation is

given in the table below.

Summary of data as at 31 March 1989
as used for the Valuation

Annual Average Annual
Numbers Amounts Salary/Pension
£ £
Pensionable employees

(including part-time) ..... 557 6,414,000 11,515
Deferred Pensioners ........ 70 60,000 863
Pensioners ...ceeeceesceccnas 43 153,000 3,552
WidoWs v viiieirnnnncannacenn 11 7,000 597

Notes

(i) salaries of part-time pensionable employees are
included at their equivalent full-time level at
31 March 1988;
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3.3

3.4

(ii) all salaries are shown as annual amounts payable over the
year to 31 March 1989;

(iii) all pensions shown include pensions increases accrued,
excluding the increase due on 10 April 1989.

Financial Information

We were supplied with the Fund's audited annual accounts
for the period 1 April 1986 to 31 March 1988 and a copy
of the draft annual report (containing wunaudited
accounts) for the year 1 April 1988 to 31 March 1989. A
summary of the accounts for the three-year period is
given at Appendix A.

We were also supplied with a list of the assets held by
the Fund as at 31 March 1989 and these are summarised in

the following table.

Distribution of assets by market value

£m %

UK Securities

Fixed-interest ......ceieiiiieennnanns 1.09 10.6

Equities, including unit trusts ...... 5.91 57.17
Overseas Securities ....ciciiieeeieanenn 2.30 22.4
Property Unit Trusts .........cccceuvenn 0.52 5.1
Net Current Assets ....cciececcccancnnans 0.43 4.2
Total Assets £ 10.25 100.0%
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3.5

3.7

The median annual return obtained on a survey of most
Local Government Superannuation Funds over the five
years up to the valuation date was 16.0%, and indeed
this return was achieved on the assets held on account
of the Nottinghamshire County Council Superannuation
Fund. The major component of the returns achieved is
the doubling in market value of UK equities over the
five years, caused mainly by a doubling in dividend
rates over the period.

By comparison, the average rate of increase in
pensionable remuneration of Local Government employees
was in the region of 8% p.a. and the average rate of
increase in the General Index of Retail Prices was 5.1%
p.a. Thus the average 'real' return obtained by the
Fund was about 11% p.a. It would not be prudent to
expect return at this exceptionally high level to
continue for any 1length of time (this matter is
discussed in Section V below).

Nottinghamshire County Council had established a special
contingency reserve for the purpose of providing for
pension increases during the working lifetime of
employees of admitted Dbodies. Now that pension
increases are to be paid from the Fund, that reserve
will be transferred to the Fund. Account has therefore
been taken for the reserve, which amounted to £1,449,047
at 31 March 1989.
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4.

2

The Method Adopted for the Valuation

The main purpose of the valuation is to determine the
rates of contribution to be paid by participating
employers from 1 April 1990 onwards. This determination

is carried out in three parts:

(a) the comparison of the assets with the liabilities
in respect of benefits accrued prior to
31 March 1989 in order to establish a surplus or
deficiency;

(b) the calculation of contribution rates needed to
support accruing benefits for service after
1 April 1990; and

(¢c) an adjustment to the rate calculated in (b) to
allow for any surplus or deficiency in the Fund at

the valuation date, calculated in (a).

Calculation of the past service liabilities

The benefits accrued in respect of service prior to the
valuation date are projected using the statistical and
economic assumptions described in the next Section.

These calculations were carried out on two bases:

(a) excluding pensions increases (i.e. the position as
at the 1984 valuation); and

(b) including pensions increases.
A value is then placed on these benefits by discounting

them back to the valuation date using the valuation rate

of interest.
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4.

4.

4.

4

5

As described in the next Section, different groups of
statistical assumptions are made for each of the four
major data sub-groups (male and female officers, male
and female manual workers) and the calculations are made
separately for each group. The results for each group
are collated by employer and expressed as a single
value for each employer.

In calculating the impact of pensions increases, we have
allowed for the practice of calculating increases after
State pension age on the pension as increased to date
less the Guaranteed Minimum Pension. We have also
allowed for the increases of up to 3% p.a. on that part
of the guaranteed minimum pension which accrues after
5 April 1988.

The value of benefits exclusive of pensions increases
was then compared with the value placed on the assets
(see paragraph 4.7 below) to determine the surplus in
the Fund as at 31 March 1989 prior to transferring the
liability for pensions increases to the Fund. As the
greater part of this surplus was known to have arisen
from the very high investment returns earned on the
Fund's assets during the intervaluation period, for the
purposes of establishing contribution rates, it was
considered appropriate to attribute the assets between
participating employers in proportion to the accrued
liabilities the assets were designed to cover. This
also has the effect of distributing the surplus in
proportion to the accrued liabilities.

In accordance with the provision of the new Regulations
described in paragraphs 2.10 to 2.13 above, 100% of the
accrued 1liabilities (including pension increases) were
then compared with the distributed assets to determine
the surplus or deficiency.
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4.7

4.

8

Valuation of assets

It is necessary to allow for the assets on a basis which
is consistent with the valuation of the liabilities of
the Fund. As in 1984, we have thought it appropriate to
avoid the fluctuations inherent in market values and
have placed a value on the income expected to be
received from the assets held on account of the
Superannuation Fund. It would be possible to carry out
these calculations in respect of the actual assets held
by the Fund at the valuation date. However, at any one
time, the actual distribution of assets is designed to
take into account expected short-term considerations and
reflects the average distribution over the 1long term
only coincidentally. Hence it is usual to assume that
all the assets are realised at their market values and
reinvested (at no cost) in a model portfolio based on
the Financial Times-Actuaries All-Share Index
representing 'real' assets and on the Financial
Times-Actuaries 25 year High Coupon Gilt 1Index

representing fixed interest assets.

Contribution rates for future service

It would be feasible for the calculations to be carried
out for the Fund as a whole and a single contribution
rate applying to all employers derived. This approach
was adopted in the 1984 valuation. However, employers
have paid differing levels of additional payments to
cover the costs of pensions increases attributable to
each body. With the change +to funding pensions
increases, it was thought appropriate to review the
position and calculate separate contribution rates for

individual employers where appropriate.
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