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SCOTTISH PUBLIC PENSIONS AGENCY - PENSION SCHEME STATEMENT
NHS PENSION SCHEME (SCOTLAND) 2004-2005

1. The Scottish Public Pensions Agency is responsible for managing the NHS Pension
Scheme (Scotland) whose members comprise NHS employees of all types (hospital
consultants, nurses, porters, administrators etc.) employed by Health Boards and a range of
smaller employers as well as General Medical Practitioners and their staff and Dental
Practitioners.

The Agency also administers payments of compensation benefits due to NHS employees
where their employers have capitalised their liability for these payments. The NHS
Premature Retirement Compensation Scheme for Scotland is administered by the Health
Department but capitalised liabilities are transferred to the NHS Pension Scheme (Scotland)
and administered by the Agency.

Chapter 15 of the Resource Accounting Manual requires pension schemes to publish scheme
statements which conform as far as possible to the provisions of Financial Reporting
Standard (FRS) 17 and of Statement of Recommended Practice “Financial Reports of Pension
Schemes”.

2. The statement for the NHS Pension Scheme (Scotland) compﬁses:

a. a report of the managers;

b. areport of the Actuary;

c. a statement of the Accountable Officer’s responsibilities;
d. a statement on the system of internal control;

e. an auditor’s report;

f. schedule 1 (summary of resource outturn);

g. schedule 2 (revenue account);

h. schedule 3 (balance sheet);
1. schedule 4 (a cash flow statement);

J- notes to the scheme statement.



THE NHS PENSION SCHEME (SCOTLAND)

REPORT OF THE MANAGERS

Accounts for the year ended 31 March 2005

Introduction

The NHS Pension Scheme (Scotland) is an unfunded, contributory, voluntary membership
Scheme administered by the Scottish Public Pensions Agency. The current regulations under
which the Scheme operates are The National Health Service Superannuation Scheme
(Scotland) Regulations 1995, as amended.

The Regulations apply to the members as defined by the Regulations.

Further information about the Scheme is given in a range of explanatory booklets,
principally:

- “A Guide to the Scheme for NHS Employees in Scotland”,
- “A Guide to the Scheme for General Practitioners in Scotland”,
- “A Guide to Buying Additional Service”.

The first two are issued automatically to all members; the third is available on request.

The Agency also maintains an Internet site at www.sppa.gov.uk which provides a range of
information on the NHS Scheme.

Managers, Advisers and Employers
Managers:
Agency Chief Executive:

Neville Mackay

Chief Executive

Scottish Public Pensions Agency
7 Tweedside Park

Galashiels

TD1 3TE

Scheme Administrator:

George Stenhouse
Scottish Public Pensions Agency

(Ian Clapperton was appointed Scheme Administrator post year end)



Adyvisers:

Scheme Actuary: Government Actuary’s Department
Finlaison House
15-17 Furnival Street
London
EC4A 1AB

Bankers: Paymaster (1836) Limited
Sutherland House
Russell Way
West Sussex
RH10 1UH

Legal Advisors: OSSE
The Scottish Executive
Victoria Quay
Edinburgh
EH6 6QQ

Auditor: Arwel Roberts
Director, Central Government
Audit Scotland
18 George Street
Edinburgh
EH2 2QU

Employers:

NHS staff, including General Medical and Dental Practitioners, employed by Scottish Health
Boards and a whole range of smaller employers including General Medical Practitioners are
eligible to join the scheme. At 31 March 2005 these made up a total of 990 employers.

Free-Standing Additional Voluntary Contributions and Stakeholder Pensions

Employees participating in the NHS Pension Scheme (Scotland) may make their own
arrangements for making payments to institutions offering free-standing additional voluntary
contribution (FSAVC) schemes. The NHS Scheme Managers have no responsibility for such
arrangements.

Standard Life is the appointed designated Stakeholder Pension Provider for the NHS in
Scotland. Employers provide a facility to enable staff to contribute through payroll if they
wish. No contributions are paid by employers or by the Managers of the NHS Pension
Scheme (Scotland), nor does the Scheme have any responsibility in relation to the
Stakeholder arrangements.



Changes to the Scheme

There were no regulatory changes to the scheme during the period.

Pensions were increased by 2.8% with effect from 12 April 2004.

Following the transfer of responsibility for meeting the cost of pensions increase from the
Exchequer to the Scheme, the employer contribution increased to 14% from 1 April 2004.

From April 2004 changes were made to the calculation of the dynamisation factor used for
GP pensions and these will now be calculated using the movement in actual GP NHS
earnings from one year to the next.

Forthcoming changes

Regulations are in progress to cover the following-

consolidation of pension scheme Regulations
the pension elements of the new GMS contract;
dissolution of the NHS Trusts in Scotland;

forfeiture where the beneficiary has been convicted in relation to the death of the
member; and

consequential and cosmetic changes.

Other issues which will require regulatory provisions in the next year are -

civil registration of same sex partnerships from 5 December 2005;

possible access to the scheme for dental practice staff from 1 April 2006 but subject to
HM Treasury approval;

amendments to the pension scheme to cater for the effect of simplification of taxation
as prescribed in the Finance Act 2004 which is implemented on 6 April 2006 ;

UK Government proposal to increase the normal pension age to 65 and associated
changes in the benefits structure of the scheme; and

consolidation of the NHS Injury Benefits Scheme

compliance with Article 6 of the European Council Directive 2000/78/EC which
requires justification of any reference to age with effect from October 2006

Post Balance Sheet Events

The discount rate for pensions has been changed with effect from 1 April 2005 from a real
rate of 3.5% to a real rate of 2.8%. Full implications are explained in note 27 to the scheme
statements.



Membership statistics

Details of the membership of the Scheme as at 31 March 2005 is as follows:

(The figures for 31 March 2004 are in italics).

Active members
Members with Preserved Rights
Pensioners and dependants in payment

Awards of Pension (including revisions)
made during the year

Transfers in and out of the Scheme

Refunds of contributions to leavers

Further Information

2004 - 05 2003 - 04
131,213 118,000 est.

28,944 44,000 est.

66,701 66,089
3,803 2,653
1,919 1,843
1,393 2,025

Any enquiries about the NHS Pension Scheme (Scotland) should be addressed to:

Ian Clapperton

The Scheme Administrator
Scottish Public Pensions Agency
7 Tweedside Park

Galashiels

TD1 3TE

Accountable Officer MWMaW-‘:j Date:

28 Oclobe 200S



NHSSS
REPORT OF THE ACTUARY FOR THE ACCOUNTING YEAR ENDED 31 MARCH 2005

The report of the Actuary sets out the liabilities and accruing costs of the NHSSS for the
purposes of Resource Accounting.

1. Liabilities

The capitalised value as at 31 March 2005 of expected future benefit payments
under the NHSSS, for benefits accrued in respect of employment or former
employment prior to 31 March 2005, has been assessed using the methodology
and assumptions set out in sections 3 and 4 below. The results are as follows:

Value of Liabilities £ billion

Pensions in Payment 8.1

Deferred Pensions 0.2

Active Members (Past Service) 4.5

Total 12.7
2. Accruing Costs

The cost of benefits accruing for each year of service is met partly by a specified
contribution from members, with the balance of the cost of the benefits being met by
the employers. The total cost of benefits accruing in the year 2004/05 has been
assessed, using the methodology and assumptions set out in sections 3 and 4
below, as follows:

% of
Pensionable
Pay
O,
Current Service Cost 19.3%
O,
Members’ Average Contribution 5.9%
Rate
o7
Employers’ share of Current 13.4%
Service Cost
O,
Actual rate charged to 14.0%
employers for current year

In relation to the pensionable payroll for the financial year, the employers’ actual
charges in cash terms were £0.4 billion for the financial year 2004/05. The Current
Service Cost disclosed in the scheme accounts was £0.64 billion, and includes an
allowance for the expected impact of Agenda for Change.



REPORT OF THE ACTUARY FOR THE YEAR ENDED 31 MARCH 2005 (CONTINUED)

3. Methodology

The value of liabilities has been obtained using the projected unit method with a one
year control period, which allows for expected future pay increases in respect of
active members. The liabilities and standard contribution rate include pension
increases awarded since leaving service for pensioners and deferreds, plus
allowance for future pension increases for all categories of member.

4. Assumptions

The principal financial assumptions adopted for the pension assessments made in
relation to this statement are an investment return in excess of price increases of
3%2% a year (most pension benefits under the scheme are increased in line with
prices), and an investment return in excess of earnings increases of 2% a year.
The gross rate of return is assumed to be close to 6% a year, although this
assumption has only a minor impact on the calculation of the liability. In nominal
terms these assumptions are then equivalent to an allowance for increases in
salaries of close to 4% a year and an allowance for price inflation of 2%2% a year.
The demographic assumptions adopted for the assessments are derived from the
specific experience of the membership of the scheme to 31 March 1999, and other
similar large public service pension schemes where some aspect of the experience
is not readily available. Allowance has been made for the expected impact of
Agenda for Change and the atypically high dynamisation factors, which are used to
revalue General Medical Practitioners’ accrued benefits, over the three year period
ending 31 March 2006.

5. Notes

(i) Sections 1 and 2 of this statement are based an actuarial
assessment carried out as at 31 March 1999 for the purposes of FRS17 (Resource
Accounting), with an approximate updating for the subsequent financial years to
reflect known changes that have occurred between 1 April 1999 and 31 March
2005, based on the available data. The method assumes that the profile of the
membership has remained stable within the period, which may not necessarily be
the case, and so the results should be viewed as an indication of the order of
magnitude of the liabilities rather than a full actuarial assessment.

(i) The actual rate charged to employers for 2004/05 at 14.0% of
pensionable pay follows the recommendations made at the 1994 funding valuation,
with an additional allowance for the cost of pension increases which are now met by
the scheme. The next valuation to determine funding rates is due as at 31 March
2004, the valuation as at 31 March 1999 having been signed off on 20 July 2005.

(iii) The pension benefits taken into account in this assessment are
those normally provided from the rules of the Scheme, including normal retirement
benefits, ill-health retirement benefits, and benefits applicable following the death of
the member. The assessments do not include the cost of injury benefits or
premature retirement benefits awarded on redundancy.

_—
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THE NHS PENSION SCHEME (SCOTLAND)
STATEMENT OF ACCOUNTABLE OFFICER’S RESPONSIBILITIES

In accordance with section 19(4) of the Public Finance and Accountability (Scotland) Act
2000 the Scottish Ministers have directed the Accountable Officer to prepare a combined
resource account in respect of the NHS Pension Scheme (Scotland) in the form and on the
basis set out in the accounts direction at page 31 of these statements.

With the exception of certain transactions (which are accounted for on a cash basis) the
financial statements are prepared on an accruals basis and must show a true and fair view of
the financial transactions of the Scheme during the year and the disposition, at the end of the
financial year, of the net liabilities. Note 2 “Accounting Policies” to the financial statements
describes those transactions which are accounted for on a cash basis, the use of which has no
material effect on the net outgoings for the year, nor on the net liabilities at the year-end.

In preparing these financial statements, the Accountable Officer is required to satisfy himself
that:

e suitable accounting policies have been selected and applied consistently;

e the financial statements have been prepared on the going concern basis, unless it is
inappropriate to presume that the Scheme will continue in operation;

¢ reasonable and prudent judgements and estimates have been made; and

e applicable accounting standards have been followed, in accordance with the guidelines set
out in the Resource Accounting Manual subject to any material departures disclosed in the
financial statements.

The Scottish Ministers appointed the Chief Executive of the Scottish Public Pensions Agency
as Accountable Officer for the Scheme. The responsibilities of Accountable Officers are
described in the Memorandum to Accountable Officers from the Principal Accounting
Officer published in the Scottish Public Finance Manual.



NATIONAL HEALTH SERVICE PENSION SCHEME (SCOTLAND)
STATEMENT ON INTERNAL CONTROL

As Accountable Officer, I have responsibility for maintaining a sound system of internal
control that supports the achievement of the organisation’s policies, aims and objectives, set
by Scottish Ministers, whilst safeguarding the public funds and assets for which I am
personally responsible, in accordance with the responsibilities assigned to me.

The system of internal control is designed to manage rather than eliminate the risk of failure
to achieve the organisation’s policies, aims and objectives; it can therefore only provide
reasonable and not absolute assurance of effectiveness.

The system of internal control is based on an ongoing process designed to identify the
principal risks to the achievement of the organisation’s policies, aims and objectives, to
evaluate the nature and extent of those risks and to manage them efficiently, effectively and
economically. This process has been in place for the year ended 31 March 2005 and up to the
date of approval of the financial statements and accords with the guidance from Scottish
Executive Ministers.

As Accountable Officer, I also have responsibility for reviewing the effectiveness of the
system of internal control. The following processes have been established:

e guidance on Risk Management has been received from the Executive and the Executive
Board have attended training on risk awareness. The Scottish Public Pensions Agency’s
(Agency) Management Board has identified the top-level Agency wide risks and
consolidated these into a risk register together with a determination of a control strategy
for each risk. Risk management is incorporated into the business planning and decision
making processes of the organisation;

e the Agency’s Management Board and Audit Committee have ensured that risk
management and internal control will be considered on a regular basis at their meetings;

e regular reports by internal audit are received which include the Head of Audit and
Accountancy Services independent opinion on the adequacy and effectiveness of the

system of internal control together with recommendations for improvement;

e Non Executive Directors sit on both the Agency Management Board and Audit
Committee. One of the Non Executive Directors chairs the Audit Committee;

e detailed monthly monitoring of budget against expenditure; and

e establishment of key performance and risk indicators.



My review of the effectiveness of the system of internal control is informed by the work of
the internal auditors and the executive managers within the Agency who have responsibility
for the development and maintenance of the internal control framework, and comments made
by the external auditors in their management letters and other reports.

The Agency uses and relies on the core financial management systems of the Scottish
Executive to carry out its own accounting and payment functions. Ihave received assurance

from internal audit that reliance can be placed on the central systems provided by the Scottish
Executive.

The FRS 17 Accounting Standard requires that the scheme liability be brought into the
balance sheet. The valuation as at 31 March 2005 has been based on a full valuation at 1999.

This full valuation was completed this year and brings the scheme valuation more up to date
providing greater assurance.

Accountable Officer NW\WJ\‘M Date 2% Octobe. 260
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Independent Auditor’s Report

To the Scottish Parliament and the Auditor General for Scotland

I have audited the financial statements on pages 13 to 30 under the Public Finance and Accountability
(Scotland) Act 2000. These financial statements have been prepared under the historical cost
convention and the accounting policies set out on pages 18 to 20.

This report is made solely to the parties to whom it is addressed in accordance with the Public
Finance and Accountability (Scotland) Act 2000 and the Code of Audit Practice approved by the
Auditor General for Scotland and for no other purpose, as set out in paragraph 43 of the Statement of
Responsibilities of Auditors and of Audited Bodies prepared by Audit Scotland, dated July 2001.

Respective responsibilities of the Accountable Officer and Auditor

As described on page 8 the Accountable Officer is responsible for the preparation of the financial
statements and for ensuring the regularity of expenditure and receipts. My responsibilities, as
independent auditor, are established by the Public Finance and Accountability (Scotland) Act 2000
and the Code of Audit Practice approved by the Auditor General for Scotland, and guided by the
auditing profession’s ethical guidance.

I report my opinion as to whether the financial statements give a true and fair view and are properly
prepared in accordance with the Public Finance and Accountability (Scotland) Act 2000 and directions
made thereunder by the Scottish Ministers and whether, in all material respects:

o the expenditure and receipts shown in the financial statements were incurred or applied in
accordance with any applicable enactments and guidance issued by the Scottish Ministers, the
Budget (Scotland) Act covering the financial year and sections 4 to 7 of the Public Finance and
Accountability (Scotland) Act 2000; and

¢ the sums paid out of the Scottish Consolidated Fund for the purpose of meeting the expenditure
shown in the financial statements were applied in accordance with section 65 of the Scotland Act
1998.

| report whether the contributions payable to the Scheme have been paid in accordance with the
Scheme rules and the recommendations of the Actuary. | also report if, in my opinion, the Report of
the Scheme Managers is not consistent with the audited financial statements, if the Agency has not
kept proper accounting records for the Scheme or if | have not received all the information and
explanations | require for my audit.

I review whether the statement on pages 9 to 10 complies with Scottish Executive guidance on
statements on the system of internal control. | report if, in my opinion, the statement does not comply
with the guidance, or if the statement is misleading or inconsistent with other information | am aware
of from my audit. | am not required to consider whether the statement covers all risks and controls, or
form an opinion on the effectiveness of the Agency’s corporate governance procedures or its risk and
control procedures.

Basis of Audit Opinions

| conducted my audit in accordance with the Public Finance and Accountability (Scotland) Act 2000
and the Code of Audit Practice, which requires compliance with relevant United Kingdom Auditing
Standards issued by the Auditing Practices Board.

An audit includes examination, on a test basis, of evidence relevant to the amounts, disclosures and
regularity of expenditure and receipts shown in the financial statements. It also includes an
assessment of the significant estimates and judgements made by the Agency in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the Scheme’s
circumstances, consistently applied and adequately disclosed.
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