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I am writing to bring to your attention an error that has come to light in the 2011-12 accounts
of the Scottish Teachers' Superannuation Scheme (STSS) and to explain the steps the
Scottish Government has put in place to rectify that error. The accounts were laid in
Parliament on 3 December 2012.

The error, which is in the estimate of scheme liabilities as at 31 March 2012, has no material
implications for the Scottish Government or scheme stakeholders.

STSS and NHS scheme accounts are prepared annually by the Scottish Public Pensions
Agency (SPPA), following the requirements of the Government Financial Reporting Manual
and provisions of International Accounting Standard 19 "Employee Benefits" and
International Accounting Standard 26 "Accounting and Reporting by Retirement Benefit
Plans". In preparing scheme accounts, the Agency relies on actuarial advice from the
Government Actuary's Department (GAD), including a statement of the pension liability at
the year-end in question. GAD advised that the liability as at 31 March 2012 was £23.6
billion and that figure was incorporated in the statement of the financial position of the
scheme set out on page 24 of the 2011-12 accounts.

In January 2013, following work to provide HM Treasury with future Public Expenditure
System (PES) estimates, GAD identified that they had made a significant factual error in that
they had overstated by £1.2 billion their estimate of scheme liabilities as at 31 March 2012.
Following subsequent investigation, that error was revised upwards to £1.8 billion.

It is clearly deeply regrettable that an error of this type can occur and be identified only after
scheme accounts have been published. I am, however, able to assure the Committee that
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this error has had no practical implications for the Scottish Government's financial
management of the scheme.

In particular, I can assure the Committee that it has had no impact on: the wider Scottish
Government consolidated accounts; the amounts paid to individual STSS pensioners; or on
the contribution rates paid by scheme members or their employers.

The last point is worthy of particular emphasis given the broader context of public sector
pension reform. I can confirm that the process for setting employer contribution rates is
managed via an entirely separate actuarial review or "valuation" of the scheme, the next one
being scheduled to report in 2014 and to take effect from April 2015.

In practice, the impact of this error has been limited to an overstatement of the planned
resource budget for financial year 2012-13, following autumn and spring revisions, of the
order of £50 million. That has subsequently translated into an under-spend of around
£77million in resource - not cash - accounting terms, out of a resource budget of £1,226
million. HM Treasury, who underwrite the STSS via Annually Managed Expenditure, have
been informed

I am able to confirm to the Committee that, as Accountable Officer for the STSS, the Chief
Executive of the SPPA required GAD to initiate a thorough review of its processes for
providing such professional advice in future and put in place the necessary checks and
balances to ensure that such a mistake does not happen again. The Chief Executive has
received firm assurances that such actions had been initiated and that the cause of the error
had been identified.

In addressing this matter, I have considered the most appropriate and proportionate
approach to take to ensure that the corrected figures are placed in the public domain. I have
decided to include in the 2012-13 accounts (due to be laid by 31 December 2013) a prior-
period adjustment to re-state the pension liability as at 31 March 2012, an approach with
which Audit Scotland is content.

I felt it was important to bring this matter to the Committee's attention in order to set out the
approach we are taking. I am writing in similar terms to the Convenor of the Finance
Committee.

It is a matter of regret that such an error has occurred, but I trust that the Committee will
recognise the limited practical impact it has had and be assured that the necessary
processes are now in place to avoid any recurrence.

I

JOHN SWINNEY
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