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Private Pensions

= The bedrock of retirement income security
for most of the labour force

= At the bottom — the minimum wage
earners may be able to rely on social
security

= The high earners will have private savings

= For the large group between these two
extremes the private pension is the
determinant of retirement income security
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The Need for Pension Supervision

» Effective pension regulatory and supervisory structures
secure the interests of the participants and beneficiaries

» Are crucial for systemic stability and economic growth

» Supervision and regulation are distinct even if carried
out in the same institution

= Regulation - establishes specific rules of behaviour

= Supervision - observes whether the rules are obeyed
and ensures enforcement by punitive or other
measures

= Supervision may be reactive or interventionist/proactive
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Pension Rules Before Pension Reform

= Prior to Pension Reform, the Legislation was a
single section of the Income Tax Act with the
following Key Conditions/elements:

» Fund established under irrevocable trust for principal
purpose of payments of benefits to its members

» Maximum Contributions, Pensions and Lump Sums

» The Employer must contribute

» No favouritism for connected persons
» The Commissioner may:
= Demand information as he sees fit
= Withdraw approval of the fund

= Qualify approval if tax-exemption doesn’t appear
to be necessary.
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Pension Reform Changes - Jamaica

Legislation:

= Licensing, Registration and Regulation of
nvestment Managers and Administrators

* Registration of Trustees (on satisfaction of
specific criteria)

= Registration of Plans

= Aslew of required plan provisions

= Aslew of Trust Conditions

= Supervisor and Regulator the same
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Pension Reform Changes — Jamaica

» Expanded Roles and Responsibilities of Trustees
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Introduced fit and proper requirements

Requirements for composition of board of Trustees —
must include member and pensioner/deferred pensioner
representatives

Minimum Meeting Requirements — frequency and quorum

Must establish and review policies and procedures for the
governance of the Fund, related to conflicts of interest,
complaints resolution, anti money-laundering

Must appoint investment manager, administrator, actuary,
attorney

Must provide members with handbook — plan provisions
In straightforward language

Must prepare statement of investment policies and
principles
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Pension Reform Changes - Jamaica

» Trust Deeds and Rules are written with great details — not just
benefit provisions but also compliance requirements (for
example deadline for payment of contributions)

» Discretion has been removed from Sponsors. Rules must
include “everything”:

— Permissible Normal Retirement Ages (60 to 65 years)

— Maximum Retirement Age

— Maximum benefits

— Members must approve amendments to Deed or Rules
» Trustees’ duties and responsibilities are spelt out in the Deeds
» Members’ Benefit Statements must follow FSC’s templates
>

Trustees are expected to ensure implementation of internal
control mechanisms
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Pension Reform Changes - Jamaica

» Administrators and Investment Managers must be
Licensed

— Plans must have Statement of investment
Principles and Policies (SIPP)

— Prohibited transactions identified
— Conflicts of Interest policy

— Specific reporting requirements, including
timelines for submission of reports to FSC —
Annual Report, Actuarial Valuation Report. etc.

— Member’s Annual Statement must meet minimum
standard (set out in Governance Regulations)

— Prescribed benefit statements on termination of
service
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Supervision

» Supervision has remained largely reactive — though
much greater visibility

» The Supervisors — through a “check the box”
approach ensure that plan documents meet
compliance

» Supervision is then focussed on Monitoring

— Audited Financial Statements & Actuarial Valuation
Reports submitted to supervisor within set timelines

— Annual Reports
— Results of annual reviews of SIPPs

— All plan changes must be approved — following
procedures set out in the Regulations

» Not obvious whether any of the information collected
IS being analyzed
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Supervision (Cont’d)

» Ongoing reliance on the usual whistle blowers
(auditors, actuaries) to advise when breaches
occur

» Also new whistle blowers added - plan
members who have full access to the supervisor
and active roles in the management of the
plans.
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Supervisory Issues

» Monitoring and Reliance on whistleblowers is not a bad
approach in a system as young as ours — if for no other
reason than the manpower would not be available for
much else

» Drawbacks:

= The Excessively detailed plan documents complicate
the administration of the plan

= Much of the monitoring and analysis activities are
shifted from the supervisor to private third parties

= Result Iin low levels of intervention and negotiated,
corrective function

— Negotiation not done much — things are black or
white

— Tendency to tell sponsors to “go to court”.
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Supervisory Issues (Cont’d)

» Inadequate Communication

= The reactive supervisory approach with its
reliance on third parties requires:

— accountability and responsibility

— good communication on all the relevant
ISSues.

= |nformation passes among practitioners more
than from regulator to practitioners

= Few Guidelines
= | etters can seem adversarial
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Supervisory Issues (Cont’d)

» One size fits all

* |ndividual Retirement Accounts (Approved Retirement
Schemes) — Requires no Employer Involvement

= Also significant shift from the traditional defined benefit (DB)
to defined contribution (DC) plans.

* |n both the ARS and DC plans the primary responsibility for
retirement security rests with the employees.

= Profound ramifications of this change - what is the readiness
of the general populace to handle the responsibility?
= Same regulations for all plans.
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In Summary

= EXxcessive details in plan rules and deed —
complicates admin (changes are hard to make)
and abllity to negotiate is lessened

= [nability to negotiate results in adversarial
encounters

= Aot of documents are collected but it Is not
clear that anything happens with any of it

* [nadequate communication

= Slow — most things take way too long
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In Closing

Thanks for your

Attention
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