










































































18 July 2012  

 

 

ACTUARIAL STATEMENT FOR THE 
PURPOSES OF AUSTRALIAN ACCOUNTING 
STANDARD AAS 25 

REPORTING PERIOD ENDED 31 DECEMBER 2011 
LOCAL AUTHORITIES SUPERANNUATION FUND 

 

This statement has been prepared at the request of the Trustee of the Fund and sets out the value of 

Accrued Benefits and other actuarial information required under AAS 25, for disclosure in the financial 

statements of the Fund.  This statement provides the necessary information for the total Fund and the three 

significant defined benefit sub-plans of the Fund, namely the Defined Benefit plan, the City of Melbourne 

plan and the Parks Victoria plan. 

Results 

For the disclosure purposes of AAS 25, the Accrued Benefits under the Fund as at 31 December 2011 are 

determined to be $4,642,133,000 comprising of the following components: 

ACCRUED BENEFITS AS AT 31 DECEMBER 2011 

 $            

Value of Accrued Benefits for Defined Benefit plan members, deferred 

beneficiaries and pensioners 
2,023,240,000 

Value of Accrued Benefits for City of Melbourne plan members 54,465,000 

Value of Accrued Benefits for Parks Victoria plan members 31,577,000 

Value of Accrued Benefits for other members and Accumulation Benefits 2,532,851,000 

Total 4,642,133,000 

 

Accrued Benefits have not been subjected to a minimum of the Vested Benefits, either on an individual 

member or plan basis.  The aggregate amount of Vested Benefits at 31 December 2011 was 

$4,838,503,000 which includes an amount for pension liabilities.  The Fund was in an unsatisfactory 

financial position as at 31 December 2011. 
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Method 

Accrued Benefits are based on the expected future benefit payments (measured using actuarial 

assumptions and valuations where appropriate) that arise from membership of the Fund up to the 

measurement date (based on “Actual Accrual” approach).  The present value of expected future payments 

are determined as the benefits payable to defined benefit members, taking into account expected future 

salary increases, the probability of payment, and the discounting back to present-day dollars. 

Accrued Benefits have been calculated in a manner consistent with Professional Standard 402 and 

Guidance Note 454 issued by the Institute of Actuaries of Australia. 

Data and Assumptions 

The assumptions and data used to calculate Accrued Benefits are the same as those used in the actuarial 

investigation of the Fund as at 31 December 2011.  The financial assumptions are summarised as follows: 

Discount Rate:    7.50% per annum (active members) 

     8.25% per annum (pensioners) 

Future Salary Increases:  4.25% per annum 

CPI Increases:    2.75% per annum  

The discount rate of 7.5% per annum is considered to be a reasonable expectation of actual future Fund 

returns over the average expected term of the benefit liabilities, calculated to be 6.9 years, in light of the 

Fund's present investment strategy and taxation position.  These assumptions have been adopted in 

consideration of the views of Russell and the Fund's asset consultants, Frontier.   

Summary of Actuarial Report 

For the purposes of AAS 25, the “Report on the Actuarial Investigation as at 31 December 2011” dated 

25 June 2012 may be summarised as follows: 

Data 

The following table summarises the membership for the three main defined benefit sub-plans as at 

31 December 2011: 
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Plan Number of members Total Salaries ($m) 

Defined Benefit 4,972* 350.1^ 

City of Melbourne 177 14.8 

Parks Victoria 105 8.2 

* includes one former Ports plan member. 

^ excludes 22 members who exited after 31 December 2011. 

Funding Method and Recommendations 

The method of funding benefits adopted is the aggregate funding method.  This method aims to provide 

sufficient funding to meet all the future benefit payments as they fall due.  In making the recommendations, 

we have also considered the proposed Prudential Standard (SPS 160) which is expected to require 

superannuation funds to fully fund the vested benefit shortfall within three years,. 

Based on this funding method and the actuarial assumptions set out in the actuarial report, the actuary 

recommended that each employer should make contributions to the Fund at least equal to: 

 Defined Benefit plan: 

(a) Contributions equal to 9.25% of salary for employee members; 

(b) An additional contribution to cover the excess of the benefits paid as a consequence of 

retrenchment above the funded resignation or retirement benefit (the funded resignation or 

retirement benefit is calculated as the VBI multiplied by the benefit), plus contribution tax;  

(c) Top up contributions of $406 million (plus contribution tax and interest from 

31 December 2011) payable as at 1 July 2013. The “actuarial shortfall” with interest to 1 July 

2013 is $453 million (plus contribution tax).   (While Employers will be encouraged to pay their 

share of this amount by 1 July 2013, other funding options will be provided);  

(d) Additional top up contributions that may be required in the future so that the Defined Benefit 

plan is no longer in an unsatisfactory financial position.  

 City of Melbourne plan: 

(a) Contributions equal to 13% (inclusive of 1% salary continuance cover) of salary for employee 

members; 

(b) Top up contributions of $2.2 million (inclusive of 15% contribution tax) per annum payable in 

2012/13, 2013/14 and 2014/15;  
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(c) Top-up payments for exiting members to cover the excess of the benefits paid above the 

unfunded vested benefits, plus contribution tax. 

 Parks Victoria plan: 

(a) Contribute the amount due in 2011/12 of approximately $0.4 million as per the previous 

funding plan; 

(b) Contributions equal to 12% of salary for Division E; 

(c) Contribute the current accruing cost contribution rates for Division F members - 17.0% of 

salary for former Revised Scheme and for former Transport Scheme members, current rates 

recommended in “Report on the Actuarial Investigation as at 31 December 2011” based on the 

members’ contribution rates or such other rates as agreed between the Trustee, the Port’s 

employers and the actuary.   

(d) Top up contributions of $1.9 million (inclusive of 15% contribution tax) per annum payable in 

2012/13, 2013/14 and 2014/15;  

(e) Top-up payments for exiting members to cover the excess of the benefits paid above the 

unfunded vested benefits, plus contribution tax. 

At the time of finalising the report there were ongoing discussions between the Trustee and Parks Victoria.  
An alternative funding plan may be agreed and separate actuarial advice will be provided if this occurs. 

 

In relation to the Defined Benefit plan the funding plan is expected to fully fund vested benefits, but not 
within three years.  Accordingly, this funding plan may need to be revised if the finalised Prudential 
Standard (SPS 160) requires funding plans to achieve 100% coverage of vested benefits within three 
years, unless an adjustment or exclusion from this requirement is provided by APRA for the Defined Benefit 
plan.    

Financial Condition 

The coverage of various measures of benefit liabilities by assets at 31 December 2011 was as follows: 

Total Fund Assets Liabilities Ratio 

Vested Benefits 4,315,323,989 4,838,502,739 89% 

Accrued Benefits 4,315,323,989 4,642,132,589 93% 

Minimum Requisite Benefits 4,315,323,989 4,097,316,948 105% 
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 The asset value shown in this table was also used to determine the recommended contribution rates.  

As at 31 December 2011, in my opinion the assets of the Fund were not sufficient to meet the value of 

the liabilities of the fund in respect of Accrued Benefits.  

 In addition to the position reported above, the actuary projected the Fund's ongoing ability to meet both 

Accrued and Vested Benefits over the three years following the date of the investigation.  This was 

undertaken on the basis that: 

- the actuarial assumptions as to investment returns, salary inflation, rate of pension increase 

and membership turnover would apply over the next three years; 

- no new members would be admitted as defined benefit members; and 

- the Authorities will contribute to the Fund over the next three years in accordance with the 

recommendations outlined in the Local Authorities Superannuation Fund actuarial report.   

 Based on the assumptions in the above projection, it is anticipated that: 

o  the Vested Benefits will not be covered by Fund assets throughout the three years 

following the date of the investigation; and 

o While the assets are currently less than the Accrued Benefits, if the top-up contributions 

recommended in the actuarial investigation for the Defined Benefit plan are invoiced by 1 

July 2013 and these amounts are able to be included in the assets, the Accrued Benefits 

are expected to be covered by Fund assets by the end of the three year projection period.. 

Self Insurance 

 Defined Benefit plan: 

The Defined Benefit plan provides death and disablement benefits that are significantly higher than 

the resignation/retirement benefits.  The Fund self insures this risk.  This continues to be appropriate 

in light of the Fund’s size, experience, present membership and benefit levels. 

 City of Melbourne plan: 

The plan provides death and disablement benefits that are significantly higher than the 

resignation/retirement benefits.  The plan also includes a salary continuance benefit.  The Fund self 

insures these risks.   

There are risks with self insuring only 177 members because experience could vary significantly.  

Variation in the claim experience could have a large impact on the plan’s funding position and 

increase the likelihood of more variable contributions.  We recommend that the Fund seek external 
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insurance in relation to the death and disablement benefits and the salary continuance benefits in 

order to mitigate these risks. 

 Parks Victoria plan: 

The Parks plan provides death and disablement benefits that are significantly higher than the 

resignation/retirement benefits.  The Fund self insures these risks.   

Variation in the claims experience could have a large impact on the plan’s funding position and 

increase the likelihood of more variable contributions.  We recommend that the Fund seek external 

insurance in relation to the death and disablement benefits in order to mitigate these risks. 

Material Risks 

 Technical Insolvency Risk 

Because the MRBI of the Defined Benefit plan was 113% as at 31 December 2011, there is a risk the 

Defined Benefit plan could become Technically Insolvent.  The risk is expected to reduce if the 

Defined Benefit plan top-up contributions due from 1 July 2013 are able to be included in the assets. 

.   

 Investment Risk 

The most significant risk facing the defined benefit plans is that investment returns will not be as high 

as expected which might result in additional contribution calls in the future. 

It is recommended that the funding position of the defined benefit plans continue to be considered in 

setting investment policy.   

 Liquidity Risk 

As at 31 December 2011, 43% of the investments are invested in illiquid asset classes which include 

Private Equity, Infrastructure, Opportunistic Investments and Direct Property. 

We understand that the Board has determined that no further commitments are to be made to illiquid 

investments and is considering plans to reduce the allocation to illiquid assets to 25-30% over 

approximately three to five years.  

Given the maturity of the plans, it is recommended that the Board should consider the time frame 

over which they will reduce the exposure to illiquid assets in the defined benefit plans to zero.  

 Asset Risks 
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We understand that in preparing the financial statement, Vision Super has determined the defined 

benefit plan assets by deducting the defined contribution assets (or liabilities) from the total Fund 

assets.   

We recommend that the Board should satisfy itself that no cross subsidies are occurring or could 

occur between the defined benefit and defined contribution plans.  Consideration should be given to 

the Fund segregating the accounting process for defined benefit and defined contribution plans.  

 Retrenchment Risk 

The retrenchment benefit is larger than the resignation benefit for most members.  Also, currently 

resignation benefits are not fully funded.  Therefore, a significant number of retrenchments would 

have a negative impact on funding and liquidity unless additional contributions are required to fund 

the shortfall when a member is retrenched.  This is also appropriate when a member over or under 

55 is retrenched even if it is not a retrenchment benefit being paid from the Defined Benefit plans. 

As per our recommendations, Vision Super should require top-up contributions to be made by the 

Authorities to manage this risk. 

 Reserving Risks  

In the Draft Prudential Standards, there are proposals to require funds to allocate a proportion of 

assets to an operational reserve.  If defined benefit plan assets were used to establish any of this 

reserve then the VBI, DABI and MRBI would reduce.  Authorities would be required to make 

additional contributions to achieve the VBI of 100%. 

 

 

 

 

 

 

Matthew Burgess     Gabrielle Baron 
Fellow of the Institute of Actuaries of Australia  Fellow of the Institute of Actuaries of Australia  

 
18 July 2012 

Russell Employee Benefits (ABN 70 099 865 013, AFSL 220705) 
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