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Glossary 
 
Abbreviations 

 

 
 

ACR Actual Commitment Reserve, i.e. the current LSG reserve held by the NGO, up 
to a maximum value of the Full Commitment Reserve 

LSG Lump Sum Grant 

LSGIRC Lump Sum Grant Independent Review Committee 

LSGSC Lump Sum Grant Steering Committee 

LSGSS Lump Sum Grant Subvention System 

MPS Master Pay Scale 

NGO Non-Governmental Organisation 

NSSC Non-Snapshot Staff Commitment 

PF Provident Fund 

SOG Special One-off Grant 

SSC 

Snapshot Staff Commitment, i.e. salaries resulting from certain protections in 
respect of salary increments given to Snapshot Staff 
Snapshot Staff are staff occupying subvented positions and working at NGOs’ 
subvented service (on Model System and/or Modified Standard Cost System) 
as at 1st April 2000 upon the introduction of the LSGSS 

SWD Social Welfare Department 

TOG Tide-over Grant 

 
Other Terminology 

 

Full Commitment 
Reserve (FCR) 

The present value of the extra cost to the NGO of the Snapshot Staff 
Commitments 

Non-Commitment Pay In the absence of Snapshot Staff Commitments, the (hypothetical) salaries that 
an NGO would choose to pay its staff 
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Executive Summary 
 

Some twelve years after the introduction of the Lump Sum Grant Subvention System ("LSGSS"), Deloitte 
Consulting (Hong Kong) Limited (Deloitte) has been engaged to conduct a second pilot actuarial study, in 
accordance with Recommendation Two of the Lump Sum Grant Independent Review Committee 
("LSGIRC"), to assess a non-governmental organisation’s (NGO’s) financial ability to meet its contractual 
commitments to its staff.  This study follows a similar, initial pilot with another NGO which provided valuable 
experiences shared among other NGOs in the social welfare sector of Hong Kong. 

The NGO which participated in this new pilot actuarial study is Yan Oi Tong ("YOT").  It provides community 
care and support services for the elderly as well as youth services.  We studied and analysed its current and 
historical data, including staff structure, payroll, turnover rates, income, funding, expenses and reserves.  
We also held several meetings with YOT management and conducted an online survey of staff. 

Based on the data provided by YOT, we constructed an actuarial model to measure the NGO’s liability in 
respect of its Snapshot Staff commitment and its ability to meet its projected payroll costs.  We have 
assumed the accuracy of the data provided by YOT in order to reach our conclusions and recommendations. 
Furthermore, we have made certain assumptions about staff demographic experience in the future, including 
staff pay policies and turnover rates, and the underlying impact of the salary commitments. 

Such actuarial models need to simplify future experience in order to avoid excessive complexity.  We 
consider the simplifications we have chosen to be reasonable to support our conclusions, but there remains 
the possibility that actual future experience may be sufficiently different from that expected for our 
simplifications to cause substantial variance from reality.  (For example, we have assumed a single set of 
turnover rates for all staff positions, because there was only sufficient data to analyse total staff turnover; in 
practice, turnover may well vary according to type of staff position.)  This phenomenon is true for all models 
of complex financial systems and does not invalidate the usefulness of their results. 

The study has shed substantial new light on the NGO’s future finances.  In particular, it has examined its 
ability to maintain its current human resources management practices over the medium term, and illustrated 
what demographic and other changes, should they arise, would indicate the need for modifying these 
practices.  By using actuarial modelling we are able to, as it were, "look further into the future" on a scientific 
basis, allowing the NGO more advanced planning for potential changes, facilitating smooth transition and 
communications with all stakeholders concerned. 

The sensitivity of our results to turnover rates and new-hire salaries leads us to conclude that this actuarial 
analysis should be updated regularly based on updated financial information from YOT.   We recommend 
annual updates, particularly analysing turnover experience and salaries for new hires, until such time that 
funding is firmly on track to remain in excess of payroll requirements. 

The choice of appropriate assumptions is a complex task, and a process for this task, involving further 
dialogue between YOT and the actuaries, should be developed and executed in future actuarial analyses 
and adjustments. 

We consider our results significant in demonstrating the fine financial balances between YOT’s pay policy, 
its staffing changes and turnover, and the maintenance of current funding levels in real terms.  The model 
we have used to demonstrate these balances is new for this study, having been substantially upgraded 
since the prior study in order to accommodate more detailed future scenarios. 
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A total of two reports have been produced during this actuarial study – an NGO Report that includes details 
on YOT-specific findings and recommendations, and this Overall Report that provides an overview of this 
study, the methodology and recommendations, as well as key lessons learnt to guide the way forward.  The 
NGO Report has been delivered to YOT by the time of publication of this Overall Report. 

The principles of the two pilot studies' methodologies are largely the same.  Each NGO's reserves and 
income must be equated with future outgo, of which the studies' key concern is the progression of salaries, 
particularly as affected by future turnover.  The NGO thereby establishes a "baseline" for a sustainable pay 
policy, nevertheless flexible if experience differs from assumptions.  Both NGOs experience an "expenditure 
bulge" until Snapshot Staff retire, when they are replaced by new staff who are not subject to the same 
salary commitments.  This phenomenon demonstrates the value of the Snapshot Staff commitment reserve, 
and the need to make sure that it is accurately measured.  Should the reserve itself not prove adequate, at 
least the NGO has advanced warning and can plan the necessary financing.  This analysis strengthens 
forward planning for staffing needs.  We understand that SWD has invited all subvented NGOs to consider 
undertaking similar studies by making use of the Social Welfare Development Fund. 

 

Deloitte Consulting (Hong Kong) Limited 
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1. Introduction 
 

Non-Governmental Organisations (NGOs) provide about 93% of Government-funded social welfare services 
in Hong Kong through 170 subvented NGOs (data as at 1 April 2014).  In order to enhance accountability, 
efficiency, effectiveness and innovation, the Lump Sum Grant Subvention System (LSGSS) was introduced 
in January 2001 as a major overhaul of NGO financing in the social welfare sector.  The introduction of the 
LSGSS aimed to give NGOs flexibility in their staffing structure, salary structure and individual items of 
expenditure thereby allowing them greater autonomy to deploy resources and re-engineer services to meet 
changing community needs. 

Under the LSGSS, staff working in NGOs’ subvented service units under Model System or Modified 
Standard Cost System as at 1 April 2000 are defined as Snapshot Staff.  Tide-over Grant ("TOG") and 
Special One-off Grant ("SOG") were given to NGOs to honour their contractual commitments to Snapshot 
Staff in terms of salary increments while the Social Welfare Department (SWD) continues to pay the 
Provident Fund ("PF") benefits to Snapshot Staff on an actual basis.  Snapshot Staff are still given such 
protection in respect of their PF benefits, provided that they remain employed by the same NGO.  Nowadays, 
a number of NGOs have accrued a certain amount of Lump Sum Grant ("LSG") Reserves for the purpose of 
honouring their contractual commitments to Snapshot Staff and also to non-Snapshot Staff (i.e. those 
employed after 1 April 2000) in terms of salary packages, and for the purpose of service enhancement and 
staff development.  In this report, we define the contractual commitment to Snapshot Staff as Snapshot Staff 
Commitment ("SSC") and any similar contractual commitment to non-Snapshot Staff as non-Snapshot Staff 
Commitment ("NSSC"). 

Apart from TOG and SOG, SWD has provided additional resources to NGOs through a number of facilitating 
measures, including the postponement of coming-down to the benchmark subventions.  For non-Snapshot 
Staff working in subvented service units, while the PF subvention is set at 6.8% of the mid-point salary of the 
recognised posts, the salary structure is determined by the NGOs subject to their own human resources and 
remuneration policies.  Over the years, some NGOs may have revised the contracts with their Snapshot 
Staff in terms of salary packages, but their PF benefits are still paid by SWD on an actual basis according to 
their years of service in the same NGO. 

Although the number of Snapshot Staff has reduced significantly over the years, NGOs have expressed 
concern over their ability to meet the related commitments.  Reserves are being held by NGOs specifically in 
respect of these commitments. 

A review of the LSGSS was undertaken by the Lump Sum Grant Independent Review Committee (LSGIRC) 
with a report published in 2008 (the "Review Report") which identified areas of improvement and listed 36 
recommendations, one of which was to "make available an actuarial service for NGOs to assess their ability 
to meet Snapshot Staff Commitments." 

SWD commissioned Deloitte to conduct an actuarial study for one NGO in 2010, which we refer to as the 
prior pilot study.  The methodology developed for the prior pilot study forms the basis for the current study.  
Various important lessons were learned from that earlier study which improved the process of this one:  

a) Initially, we viewed Snapshot Staff’s and non-Snapshot Staff’s pay scales as unconnected.  
However, we identified that the NGO viewed the non-Snapshot pay scale as of comparable 
importance to the Snapshot scale; 
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b) We needed to look at all sources of income when projecting available funds for salaries, not only the 
explicit salary funding calculated by SWD; 

c) Details of the NGO's next few years' budgeting needed to be built into the model, then longer-term 
assumptions about funding used to project beyond there; 

d) When measuring the reserve needed for the SSC, it was necessary to make assumptions about 
what pay levels would otherwise have now developed for replacement staff, i.e. non-Snapshot Staff 
undertaking the same work; 

e) The reserve requirement reaches a maximum value within a limited time frame, after which excess 
funds should be released from the reserves for payroll or other purposes; 

f) Results were highly sensitive to assumptions about future staff turnover, and the salary 
characteristics of non-Snapshot Staff who replace leaving staff; and 

g) Ultimately, the affordability of the current pay policy depended critically upon: 

a. the nature of the commitments (SSC and NSSC); 

b. the relative market-level pay of non-Snapshot Staff or replacement staff; and 

c. the NGO's policy of paying service-based increments for Snapshot and non-Snapshot Staff. 

 

Despite a) above, in the prior pilot study we made a clear distinction qualitatively between the SSC and 
NSSC.  On balance, that proved useful for the illustration of future pay scenarios.  The distinction should 
depend upon the NGO's pay policy and practical options for the future. 

The remainder of this report concerns a second pilot study for YOT, a significantly larger NGO, and also, at 
the end, conclusions about the two pilot studies when viewed together. 
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2. Project Objectives, Scope and Data 

2.1  Project Objectives 

One of the principal objectives of this study is to understand better, through examining an NGO, which joins 
the study voluntarily, its ability to honour its SSC to salaries while operating quality services subvented by 
SWD (excluding self-financing activities and projects sponsored by other funding sources).  This goal is 
achieved through financial projections of future income and outgo, actuarial valuations of long-term liabilities 
related to the commitments, and the resulting availability of funds for adequate payrolls. 

Based on these financial results, the study is also intended to assess YOT’s financial viability to pay salaries 
to non-Snapshot Staff and whether it has a sound basis for considering more progressive human resources 
policies as well as deployment of further resources for staff development. 

The study combines quantitative assessment by actuarial specialists as well as qualitative assessments 
through a survey of staff's opinions on their pay and working conditions. 

2.2  Project Scope 

An actuarial model was constructed in order to quantify future cash flows and the adequacy of reserves to 
meet the above-mentioned requirements in terms of contractual commitments in salaries for both Snapshot 
and non-Snapshot Staff.  The model required substantial data input (including financial and management 
information) from YOT, both for the source of the financial projections and also for developing assumptions 
about future changes in those projections.  Substantial dialogue was conducted with YOT management to 
understand and clarify the data provided.  This dialogue also served the purpose of helping the NGO 
understand the nature of the study.  The model is discussed in Section 3. 

In addition, an online survey was developed and then approved, subject to some amendments, by YOT.  
Through communications from YOT, all staff were invited to complete the survey anonymously.  The survey 
is discussed in Section 4. 

The following outcomes were anticipated.  

• High-level conclusions concerning YOT’s financial health relative to its SSC and NSSC, and 
suggested measures that may be taken to improve it; 

• Discussion and recommendations of the scope for changing financial management and human 
resources management practices in the light of our analysis; 

• A new scientific measure of the reserve required to meet the SSC and NSSC, how this should be 
used in the future, and the implications of maintaining this financial discipline; 

• Cash flow projections of future payroll costs, future LSG funding, and the use of reserves to meet 
funding gaps.  These figures will illustrate and provide evidence for our conclusions and 
recommendations; 

• With respect to the actuarial model used to draw conclusions: 

‒ reasons for and limitations of the model; 

‒ underlying assumptions and their impacts on the results; and 

‒ the on-going process for refining the model and assumptions. 
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2.3  Data 

A copy of our data request to YOT is reproduced in Appendix I.  Missing data does increase uncertainty for 
the projection exercise.  However, we believe that the data is sufficient to shed valuable light on YOT's 
critical issues today, which concerns the affordability of its current pay policy. 

The relevant data provided by YOT can be summarized as follows: 

a. Census data in April 2012 of existing staff, listing hire date, position, relevant salary scale, current 
salary, retirement date; 

b. Details of each relevant salary scale; 

c. Lists of employees in each year 2003 to 2010; and 

d. Expected salary profiles (i.e. starting salary and salary scale) of replacement staff for leavers 
(retirements and terminations). 
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3. Observations and Methodology 

3.1  Funding 

For the purposes of our projections, we have assumed a continuation in real terms (or "constant dollar" 
terms, i.e. adjusting for future inflation) of the relevant funding available for payroll.  Special additional 
funding, such as the additional resources for paramedical staff*, is excluded from our analysis (as are the 
relevant employees) because its purpose is to fund additional staff above and beyond the ones supported by 
LSG, and its expenditure must be accounted for separately. 

[*Note: The additional resources for paramedical support have been, in lieu of Lotteries Fund, regularized 
and allocated as LSG on a recurrent basis as an enhancement of LSGSS with effect from 2014-15.] 

A similar approach is taken for Central Items (CI) and Rent and Rates (R&R), and any temporary reserves 
held in respect of them.  Currently, any leftover funds from CI and R&R grants are intended to meet these 
specific expenses and are therefore not available for YOT's discretionary expenditure on general payroll.  
Should any such reserves be made so available, this would be regarded as an additional source of funding 
for LSG subvented services, above the current level. 

3.2  Affordability Ratio 

That concept was captured in the prior study by the Affordability Ratio, i.e. an index measurement of the 
available funding to meet future projected payrolls.  This ratio has the merit of permitting us to compare 
different demographic scenarios with a single measure of their financial viability.    As previously defined, the 
ratio excluded, from both funding and payroll, the full cost of the SSC.  However, the Full Commitment 
Reserve is not relevant to this study.  Therefore for the purposes of the current analysis we will use a "total" 
Affordability Ratio, which we define as: 

[The present value of funding available for total payroll] / [The present value of projected total payroll] 

This measure establishes, at least as a baseline, equal priority between all staff payroll commitments.  The 
approach is consistent with YOT's past and current policy, which has been to debit its LSG Reserve for all 
payroll needs.  Differentiation between different payroll commitments can be achieved in the various 
scenarios, which will affect the projected total payroll in the Affordability Ratio formula. 

The Affordability Ratio is calculated for various payroll scenarios.  A ratio of 100% or more implies that the 
payroll can be funded without additional permanent funding resources, i.e. any temporary funding needs can 
be repaid out of future surplus.  The ratio is defined relative to a given period in the future, such as five, ten, 
fifteen and twenty years.  For instance, a ratio of 100% or more for a ten-year scenario implies that there is 
sufficient funding to meet the payroll over ten years.  Temporary funding resources may be needed because 
enough funds may not be available until after the payroll needs become due.  In such cases, the mis-match 
between funding and payroll needs will require financial "bridging".  So a scenario with a ratio of 100% or 
more needs also to be evaluated relative to the size and time-length of that financial “bridging”.  As the 
amount varies from year to year, the simplest measure of its burden to YOT is its maximum amount, which is 
a figure we will provide relative to a specific Affordability Ratio.  It can be viewed as a "negative LSG 
Reserve," but we will use the term Actual Commitment Reserve or ACR, as in the prior report.  In this case, 
the commitment applies to the specific pay policy for all staff assumed in the relevant scenario. 
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After identifying a broad set of scenarios with ratios of 100% or more, along with their maximum negative 
ACRs ("Lowest ACR") we then select a small number of them for a detailed illustration of their yearly 
cashflows, indicating more explicitly the bridging finance needed. 

3.3  Turnover 

The results of the study are highly dependent upon assumptions about future turnover, and the salaries of 
future hires.  Moreover, the effect of future turnover on payrolls is highly complex.  Each year, there is a 
probability that any given employee will leave service, that probability tending to be higher with shorter 
tenure.  Any employee hired to replace that employee will also be subject to a similar probability of leaving 
based upon service length, and so on with any subsequent replacement employee.  The model must 
therefore, at least in theory, generate an exponentially increasing number of possible scenarios for each 
employee, even on the given assumption that all replacements are "one for one." 

By individual, turnover will tend to reduce payroll because the new hire often begins at the start of the pay 
scale.  However, for the aggregate workforce, if new hires are subject to the same overall salary scale, 
continuation of existing turnover rates will maintain the payroll at its current level, as the average tenure of 
the workforce will remain the same.   

Where new hires replace Snapshot Staff on lower pay scales, payroll will reduce.  However, turnover other 
than retirement among this group is very light.  The rate of retirement is significant and quite steady but, 
because of reducing numbers, has reducing impact.  Therefore Snapshot Staff total turnover offers only 
limited payroll relief for the NGO. 

We would expect most turnover of non-Snapshot Staff to be concentrated among short-service employees.  
Moreover, over the study period available, the turnover experience of longer-service non-Snapshot Staff is 
very limited.  These facts make it difficult to project reliable assumptions for future turnover, when more of 
the non-Snapshot Staff will be long-service employees. 

For the purposes of the projections, we assumed no turnover prior to retirement for Snapshot Staff, but 
developed service-related turnover rates from YOT's experience of non-Snapshot Staff.  The "Base" 
assumption turnover scale ("T0") is developed from the lower rates experienced.  Alternative rates were 
developed from averaging the full experience provided.  Because of the limited service of non-Snapshot 
Staff, a choice of "tail" rate of 7%, 3% or 0% made negligible difference when applied to the historic 
population, but is known to make a significant difference for forward projections as the non-Snapshot section 
of the workforce ages.  These tail rates were adopted as further variants to the turnover assumptions.  We 
will label these later in the report as respectively "conservative," "moderate," "medium heavy" and "heavy" 
turnover.  Combined with each turnover assumption above, we assume a one-for-one replacement of both 
leaving non-Snapshot and retiring Snapshot Staff. 

3.4  Salary Scale Increments and Replacement Salaries 

For the purposes of our projections, we considered a range of sample scenarios for: 

a) Applying the increments of the salary scales that were communicated to us (7 alternatives); and 

b) Replacement starting salaries (3 alternatives). 
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3.5  Scenarios 

Given four sets of turnover rates, seven salary-scales and three replacement-salary assumptions, 
combinations of each of them give rise to 84 potential scenarios.  The scenarios modelled in this study 
depend upon: 

a. What is financially feasible?  We assume that any scenario will not be considered feasible unless it 
has an Affordability Ratio of at least 100% over twenty years, and preferably over ten years.   A 
projection of the ACR will show to what extent YOT will require bridging finance.  As a further 
constraint upon feasibility, YOT would limit consideration to those scenarios where a negative ACR, 
i.e. bridging finance, will not need to exceed a maximum figure. 

b. Given the financial feasibility of a scenario, YOT should choose: 

i. Salary scales and replacement salaries which it considers consistent with maintaining its 
necessary workforce; and 

ii. Termination rates which are not higher than expected for the future.  In the event that 
experience is lower than the expected turnover, either more restrictive salary scales (for 
replacements, possibly others) or replacement salaries, or higher bridging finance, will be 
needed. 

From the various feasible scenarios presented, we asked YOT to select an acceptable subset.  From this 
subset, we identified three pay policies which form a target and a range for future human resources policy: 

1. Target Pay Policy.  Given current funding, this outcome appears to YOT to combine the optimum 
combination of staff retention and financial goals; 

2. High-End Pay Policy.  This outcome is realistic, but optimistic in terms of financial goals; and 

3. Low-End Pay Policy.  This outcome is realistic, but conservative in terms of financial goals. 

Depending upon emerging experience, i.e. staff turnover and hiring success, YOT may trend towards either 
the high-end or low-end of the range. 

3.6  Inflation and Interest Rates 

We assume that, on average, all future funding, pay adjustments (other than salary scale) and other 
expenditures increase at the same percentage rate each year which we will also assume to be, for simplicity, 
the cost-of-living increase, or retail-price inflation.  All dollar figures are effectively projected in "constant 
dollar" or "real dollar" terms, i.e. assuming zero inflation.  Our conclusions would hold true if the uniform 
increase rate were some other measure, but retail-price inflation is normally accepted as the most neutral 
assumption. 

The explicit introduction of inflation into the calculations would have a no effect upon the results' implications, 
and would serve to obscure the relative magnitude of their financial impact.  Hence all dollar amounts 
quoted in our projections should be taken as having the same purchasing power as today's dollars. 

For the purposes of measuring present value under the Affordability Ratio, a real discount rate of 1% per 
year has been assumed.  Given the LSG Reserve level, the choice of discount rate reflects mainly the costs 
of financial bridging related to the funding of a future negative Reserve or ACR (Actual Cumulative Reserve) 
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until the negative ACR is "paid back" with future surplus funds.  Thereafter, it is the earnings on any 
cumulative positive ACR.  Thus, for the purposes of rolling forward the ACR, 1% per year (real return) is also 
assumed, both for positive and negative balances.  In practice, costs of financial bridging are typically higher 
than any interest earned on accumulated positive balances. 

In practice, it is unlikely that positive balances will be accumulated into the future – any surplus generated is 
likely to be used for improving human resources.  Therefore, for the purposes of this report, it is the costs of 
financial bridging to cover the negative ACR which are important.  While a 1% real interest rate may appear 
low in historical terms, it is in fact higher than the current HK$ prime rate, i.e. a 5.3% nominal rate versus a 
5.0% prime rate.   
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4. Employee Survey 
 

An online survey was conducted to measure the views of YOT employees on their employment terms and 
conditions.  The purpose, with respect to this study, was to measure to what extent staff might be amenable 
to changes in human resources policy that might be needed to meet YOT's financial constraints. 

We provided instructions to YOT about how we thought it best to conduct the survey anonymously, thereby 
giving the staff confidence to answer questions as they saw fit, without fear that the answers could be 
connected back to them.  Identifiers for each employee were required, in order to reduce the chances of 
anyone completing more than one survey response. 

The survey results for each question related to employment terms and conditions (items 7 through 22) are 
provided to YOT, in addition to the general comments about the overall results, and areas of particular note.  
We refer to Snapshot Staff and non-Snapshot Staff respectively as SS and NSS.  We refer to three 
groupings of staff positions, as G1-3, G4 and G5-6 for between groupings analysis.  The positions are: 

1. Management/ Administration/ IT 
2. Frontline Social Worker: Degree/ Diploma 
3. Paramedical/ Nursing staff 
4. Social care/ service posts (e.g. child care worker, health care worker, personal care worker, etc.) 
5. Clerical staff 
6. Manual work (e.g. workman, cook, driver, etc.).  

Finally, we isolated the responses of NSS hired after 2010.  The purpose was to measure any difference 
between "short-term" and average NSS responses. 
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5. Recommendations 
 

In this chapter, we will discuss the observations and recommendations that we have developed for the 
NGOs based on our actuarial findings in the two rounds of studies. 

1. In order to ensure that reserve funds are managed efficiently, and are both adequate and not 
excessive, we recommend that periodic actuarial valuation services be considered by NGOs 
that are interested in better understanding the level of reserves required, as well as monitoring 
assumptions used in existing or historical forecasts. 

a. It is likely that some NGOs’ reserves are currently needed for payroll.  We believe such 
NGOs should accord a priority on this in terms of measuring the affordability of their 
SSC as well as NSSC, where necessary; and 

b. For other NGOs, it is possible that reserves continue to grow and meet the Full 
Commitment Reserve (i.e. the full funding needed to meet the SSC) in the next few 
years.  Any reserve that is surplus to the Commitment can then be identified and used 
for other more pressing human resources management needs. 

2. The NGOs, based on discussions with actuaries, should develop more knowledge about the 
actuarial methodology and the capacity to choose appropriate sets of assumptions for the 
purposes of the actuarial valuations, and also to understand the results’ sensitivity to different 
assumptions.  Analysis of historical data is an important feature of this process. 

a. Choices of discount rate, inflation, employee turnover and non-commitment pay levels 
(as defined earlier) are critical to the results.  The assumptions chosen are applied over 
a period of twenty or more years.  Study of historical data is important for the choice of 
assumptions, but it also should reflect current trends and expected or potential changes 
in the future; and 

b. It is important that a set of assumptions shows consistency, i.e. the economic or 
demographic justifications for different assumptions are consistent with each other.  For 
example, low interest rates are typically accompanied, over the longer term, by low 
inflation.  Some education on choosing assumptions is therefore beneficial to the NGO, 
which should have responsibility for final selection of assumptions.  

3. Where applicable, a policy should be developed by each NGO for the use of excess reserves for 
other human resources management purposes, once the Full Commitment Reserve is fully 
funded. 

a. The purpose of the reserve is to pay for the cost of the Commitment over and above 
non-commitment pay.  Soon, the total value of that commitment will reduce as more 
Snapshot Staff retire, freeing more funds for payroll purposes; and 

b. The timing and amounts of freed reserves can be measured by the actuarial valuation.  
This will allow advanced preparation of the policy, potentially to fund human resources 
management needs that have been identified but not yet financed. 

4. In the cases of NGOs which have already used much of their reserves for payroll purposes, 
such that a Full Commitment Reserve is not a practical goal, an Affordability Ratio on measuring 
all staff payroll commitments on equal priority should be measured for the entire workforce.  
Tailor-made adjustments to pay structures, at least in the case of future hires, may then be 
reviewed under a range of financial scenarios, in order to manage cashflows during limited 
periods of higher payrolls prior to Snapshot Staff retirements as well as fulfilment of existing 
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replacement staff commitments.  Indeed, this second study well illustrates the merits of 
extending the analysis to provide a measure of the NGO's overall pay policy’s affordability.  As a 
baseline, all payroll costs were projected in accordance with current policy and compared with 
funding resources.  As part of each NGO’s actuarial analysis, we believe this is a valuable tool 
to determine the potential need, and appropriate timing, of changes to human resources 
management practices. 

 
As described in our Conclusions to Section 3 of the Overall Report in the first-round study, such 
a tool is an "early warning system", making adaptation to future financial constraints more 
manageable through advanced planning.  Assumptions and future experience would then be 
carefully monitored, and the projection of affordability would be regularly updated as necessary. 

 
5. In the event that an NGO revises or is considering revision of its human resources management 

practices, this may be reflected in a recalculation of its Full Commitment Reserve and its payroll-
policy affordability projection, as described in points 1-4 above.   We calculate an NGO’s Full 
Commitment Reserve (i.e. the actuarial liability of the SSC) based upon not only its Snapshot 
Staff pay, but also upon its current pay policy for non-Snapshot Staff.  If that policy for non-
Snapshot Staff should change, this may raise or lower the surplus funding and therefore the 
reserve level.  A decision as to whether or not to adjust the level of surplus funding being put in 
the reserve will depend at least partly upon the consequences for human resources 
management practices. 

 
6. The second study has highlighted the merits of conducting qualitative assessment of interviews 

with the concerned stakeholders such as the governing board members and staff, or through 
other means of employee surveys which, especially via communication with the staff will, among 
other things, encourage accountability and transparency. 

 

7. To summarize the merits of such actuarial valuations: 
a. More scientific management of the LSG reserves; 
b. In case of a need for further financing, obtaining  easier financing for any future budget 

needs because repayment is better scheduled and will be monitored, particularly for 
adjusted pay-policy compliance; 

c. Assisting a review of new hires' pay policy; 
d. Measuring the cost of turnover; and 
e. Communicating more clearly to staff about expected human resource changes. 
 

8. The principles of this type of study can be equally applied to review Provident Fund reserves for 
non-Snapshot Staff if NGOs are interested in exploring the better use of them on a more 
objective and scientific basis. 
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6. The Way Forward 
 

In this chapter, we will discuss the major considerations in carrying the actuarial study forward and making 
the actuarial valuation service available to other NGOs that are interested in more closely monitoring their 
financial viability in meeting salary commitments.   As mentioned earlier, such studies are also valuable to 
NGOs interested in exploring the better use of their Provident Fund reserves on a more objective and 
scientific basis. 

6.1 Data Requirement  

Briefly, the data items needed for a similar study would be: 

• Census data of current staff (i.e. Date of birth, date of hire, salary, position, etc.); 
• Historical data on salaries and employee turnover (5-10 years); 
• Details of pay policy, including grade structure, increases [increments] and caps [maximum point] for 

seniority; 
• Historical financials and their budgeted projections as far as known; and 
• For the case of a study on PF reserves, any special details about the PF formula used by the NGO. 

We are aware that sophistication of such record-keeping will vary substantially between different NGOs, 
particularly of different sizes, and the actuaries involved in such work can be flexible in meeting NGOs’ 
needs. It should be remembered that the actuarial study is a tool for management decisions, and an 
approximate tool is superior to no tool at all.  In the end, it is the management decisions (or needs) that 
matter for the effective use of an actuarial study to inform or improve their HR policies and financial 
management.  Without any actuarial methodology at all, at best only "rules of thumb" can be employed, 
which can create serious discrepancies for longer-term planning.  The actuarial study's goal is a substantial, 
objective improvement over current methods of planning, and for that purpose the actuary should be content 
to make use of whatever data currently exists.  Any limitations of the conclusions, with their potential 
variance, can be considered an integral part of the results. 

We suggest the first project stage to be a meeting where two topics are explored: 

• The NGO’s priorities with respect to the information they may be expecting or hoping to learn from 
the study, and any special concerns they have about the process; and 

• The nature of the NGO’s financial and staff records, available manpower to collect them, and what 
limitations this may impose on the analysis. 

As an example, an NGO may have limited information on its historical turnover.  This will not prevent a 
useful study, but may require stronger assumptions (i.e. ones that are made with less supporting data) which 
will need to be taken into account when evaluating the results.  Going forward, turnover can be measured 
more precisely and – as described above – results can be updated in the light of new data. 

Indeed, the process of actuarial valuation may encourage the NGO to make projections differently, in order 
to facilitate further studies. 

In summary, we do not think there is much advance preparation for the study needed.  The actuary’s initial 
meeting will clarify a detailed process for data collection.  Thereafter, the NGO will develop understanding of 
the methodology, and assumption-setting procedure, through further consultation with the actuary. 
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6.2 Relevant Parameters and Assumptions 

In addition to the data described above, critical to our results are the assumptions about human resources 
management and related policies, for which we would want significant input from the NGO, for example: 

• Expected future rates of turnover, and how the NGO proposes to manage it; 
• Flexibility of human resources management practices, and the likely responses of staff; 
• Potential future changes in staff structure, both qualitatively and quantitatively; 
• The impact of the labour market as it relates to the NGO, and the NGO’s pay strategy for new hires; 
• Potential changes to the business model or service focus of the NGO (e.g. slanting from social care 

to more medical concern), and its impact upon both funding and staffing; and 
• In the case of a study on PF reserves, potential changes in staff's retirement ages and contribution 

rates of the employer, i.e. the NGO. 

We emphasize that the ultimate choice of which factors to be reflected, and how strongly, is a matter for the 
NGO to decide.  The role of the actuary is to explain the consequences of certain choices, expressing an 
opinion as to their relative likelihood and financial relevance. 

6.3 Actuarial Study on Financial Condition of NGOs in Future 

The participating NGOs of the two pilot studies have their unique characteristics and challenges that might 
not be shared by other NGOs in Hong Kong.  Nevertheless, they represent quite different circumstances, 
and we believe many of the NGOs will share some of the characteristics of either or both.  It has permitted 
us to come up with a conceptual model which we think is viable for the great majority of NGOs, and which 
will permit the work to be done much more speedily in the future.  We have found that the biggest 
contribution to the studies' timeline is the need for the NGO to understand the range of choices it has under 
the analysis, and how it is often necessary to make clear choices in order to find a financially viable solution.  
The time spent on the study may be regarded as an exercise in more sophisticated forward planning, which 
we welcome the NGO to take in-house and adopt as their own. 

It is worthwhile to mention that the two participating NGOs have contributed substantive and comprehensive 
data for our actuarial analysis.  As well, their Boards and staff members have also given candid responses 
during interviews and online survey.  The overall readiness of NGOs to provide relevant and complete data 
as well as reliable and candid comments on, among others, the assumptions about historical and/or 
projected parameters in respect of human resources management and related policies will be both 
instrumental and pivotal in achieving an objective and scientific actuarial study.  While the interested NGOs 
shall continue to participate on a voluntary basis, it is the NGO management and their governance that they 
should be succinct in their needs and goals for an actuarial study and provide the necessary supports and 
maintain close communications with the actuaries in the process of the study.  

NGOs who are currently budgeting sometime in the next few years, or have already begun, a draw-down of 
their reserves in order to help finance upcoming payroll needs, will see an actuarial study addressing two 
important and imminent questions: 

• Is their pay policy sustainable, in the short, medium and longer term? 
• Will the reserves be put to their most appropriate use at the current time?  For example, is it better 

to start reviewing human resources management practices at this time, limiting the draw-down of 
their reserve, or is their reserve acting as a vital source of temporary liquidity for a policy which is 
ultimately quite affordable? 
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6.4 Conclusion 

In summary, if an NGO has any concerns about the long-term viability of future financing with respect to its 
current pay practices, the actuarial analysis provides the most potent tool for measuring the likelihood of 
future financial constraints, and also permits the modelling of alternative human resources management 
practices to plan a viable way forward.  

The finances and human resources structures of the NGOs in the two studies are quite different, requiring 
alternative approaches to defining certain key metrics used in our analysis.  However, the principles of the 
methodology are largely the same.  Each NGO has finite known resources in terms of reserves and income.  
These must be equated with future outgo, of which the studies' key concern is the progression of salaries, 
particularly as affected by future turnover.  On viewing a range of possible scenarios around turnover, 
replacement positions and starting salaries, options can be explored for different levels of pay increments for 
selected groups, e.g. new hires through a specific future date.  By equating future income and outgo in this 
way, the NGO can establish a "baseline" for a sustainable pay policy, which nevertheless remains flexible if 
actual experience begins to differ from the scenario assumptions. 

A particularly informative aspect of these studies is the fact that there is often an "expenditure bulge," as 
Snapshot Staff remain through their later years to retirement, followed by reduced financial pressure as they 
are replaced by new staff who are not subject to the same salary commitments.  This phenomenon 
demonstrates the value of the Snapshot commitment reserve, and the need to make sure that it is 
accurately measured relative to the temporary, excess outgo during that period.  Should the reserve itself 
not prove adequate, at least the NGO has advanced warning of the financial needs and can plan the 
necessary financing in adequate time. 

Such an analysis can only strengthen any forward planning undertaken by an NGO, particularly with respect 
to its staffing needs.  Noting that SWD has invited all NGOs to consider undertaking similar studies by 
making use of the Social Welfare Development Fund, we make the following recommendations: 

1. NGOs should commission actuarial studies to better understanding the level of reserves required 
to honour their Snapshot Staff as well as any non-Snapshot Staff salary commitments, and 
generally plan for future transitions from such staffs to new hires; 

2. NGOs participating in actuarial studies should work with their actuaries to develop a set of 
consistent assumptions for such valuations, so they can have “ownership” of their own figures and 
also understand the sensitivity of assumption changes; 

3. For those NGOs which project reserves which become surplus to the actuarial liability (i.e. the 
liability in respect of the Snapshot Staff as well as non-Snapshot Staff commitments), a strategy 
should be developed for the timely use of the surplus; and 

4. The principles of this type of study be equally applied to the review of Provident Fund reserves for 
non-Snapshot Staff if NGOs are interested in better planning and use of them. 
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Appendix I: Data Requirements 
 

There are two main elements to our calculations: 

1. Payroll outgo.  To project it, we need details on current employees, likely replacements, and current 
and emerging pay policy; and 

2. Payroll funding.  This funding consists of projected total NGO funding less projected expenditure 
other than payroll, together with current reserves held for payroll purposes. 

Census and Pay Data 

Note:  Employee names are not required, provided a unique identifier is attached to each record such that 
we can query the data with the client, or be able to cross-reference it with other data files. 

The following list of data requirements apply to each employee covered by the study (i.e. providing 
subvented services), including those former employees who terminated since the start of the LSGSS.    The 
format of the data supplied need not follow the list, provided the required information can be determined 
from data supplied. (For example, the MPS salary data listed below may be provided separately.) 

1. Employee identifier 
2. Gender 
3. Date of birth 
4. Date of hire 
5. Snapshot designation (i.e. Snapshot, non-Snapshot) 
6. (If applicable) date of termination/retirement (past or future, as applicable) 
7. Grade level (& grade history if applicable) 
8. Current salary 
9. Salary history (if available) 
10. Any part-time status, with relevant classification/explanation 
11. Any other item affecting salary level, or other pay elements received. 

In addition, please provide any further information about likely future turnover, relative to past experience. 

Pay Structure 

For each employee group, a full description of pay scales.  For example, for each grade or job position, 

1. Job title 
2. Starting salary for job 
3. Maximum salary for job 
4. Pay increments received, annually or otherwise (state if automatic or merit-based). 

In addition, please provide any further information available about trends or expected changes in pay, e.g. 
the need to increase certain positions' pay to respond to market needs. 
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Payroll Funding 

Please provide figures for total NGO subvention funding budgeted for available future years' projection.  For 
each source of funding, describe any uncertainties associated with them, and timing of any future updates to 
these figures. 

Please list (in summary) all expenditures other than subvented payroll for the same years for which above 
funding is provided. 
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Appendix II: Data Collected 
 

The following data was eventually provided to Deloitte for the purpose of this study: 

• Standard pay structure for relevant staff, i.e. pay scale points and corresponding salary, applied with 
retrospective effect from 1st April 2012: 

‒ Master Pay Scale ("MPS") table for all Snapshot and paramedical staff [regardless they are 
Snapshot or non-Snapshot Staff]; and 

‒ Social Service Division Pay Scale ("SSPS") for non-Snapshot Staff. 
 

• Census payroll records by individual staff: 

‒ Monthly payroll census data was given for periods 30 April 2003 to 31 May 2010 and 30 
April 2012 to 31 January 2013 for all staff below manager grade. 

‒ We have used the following information from the census data fields to put together our 
database for payroll expense projections. 

1. Staff identifier 
2. Basic salary after pay adjustment effective from 1st April 2012 
3. Salary Point effective from 1st April 2012 
4. Position of staff 
5. Date of hire, date of retirement and date of resignation (if applicable) 

‒ Census payroll records for Managerial staff being paid in December 2012. 
 

• Assumption input for replacement hire in the event of termination: 

‒ Such assumptions were provided for some percentages of staff positions by YOT in terms of 
replacement position and the replacing salary level.  Inputs for the remaining percentage 
were inferred by Deloitte and were reviewed and accepted by YOT. 
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