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ABSTRACT

Actuarial calculations and reviews provide information that is often viewed ascuerial for risk
management and governance of pension funds. As such, among other things, pension fund n
and/or trustees customarily use actuarial calculations and reviews in making funding and inve
decisions and in assessing risk exposurerdfore, calculations and reviews play a significant role
the operation and, ordinarily, in the supervision of pension funds.

This Background Paper examines in details the role of actuarial calculations and reviews for g
supervision from the persptive of surveyed actuarial professionals (IAA) and pension supervi
(IOPS). It provides a comprehensive analysis of responses received from both institutions in th
of: requirements placed on actuarial professionals, expectations of supeteisarsis actuarial
calculations and reviews, responsibilities and liabilities of actuarial professionals, fit and p
requirements by pension supervisors and the importance of actuarial calculations and reviews in
schemes and their risk managemdine synthesis of this paper is published as IOPS Working P:
No. 23.

The main finding of the paper is that actuarial calculations and reviews have a crucial role
oversight function, especially when considering the supervision of defined b@Bjitand hybrid
pension funds. Their primary function in the pension supervision pro€ssgh funds is to ensure thg
the entities are complying with legal provisions on how the fund is operating, as well as in com
with requirements for funding.

The paper identifies several potential challenges that might be faced by supervisors with regare
conduct or role of actuarial professionals. These relate to: quality of actuarial assumptions,
technical language, inaccurate information, respamess by actuarial professionals, the
independence, adequacy of resources, availability of timely information and observance of st
requirements or legal changes.
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BACKGROUND PAPER: TH E ROLE OF ACTUARIAL CALCULATIONS AND REV IEWS IN
PENSION SUPERVISION

1. The International Organisation dPension Supervisors (IOPS) in collaboration with the
International Actuarial Association (IAA) conducted a survey among IOPS and IAA members pertaining
to the fArole of actwuarial <calcul ations amsBaiongy evi ew

distributed a questionnaire covering the supervision of defined benefit (DB), defined contribution (DC) and
hybrid pension schemes. The objective of the survey was to determine the importance of actuaries or other
professionals preparing the actahcalculations and reviews in the supervision of these plans as well as to
determine their main functions. Additionally, the survey aimed at ascertaining the interactions between the
supervisor and these professionals.

2. The main conclusions of this survey are presented in a short synthesis report published as IOPS
Working Paper No. 23.

3. AActuari al cal cul ations and revi ews oOactuagdl er t o
methodologies as opposed to calculations solely undertaken by (qualified) actuaries. We employ this
definition because not all jurisdictions engage the services of (qualified actuaries in pension governance
and supervision.

4, AActuari al met hodol ogy 0 o rthefagplicationaof mashematioa t h e m
and statistical methods to assess risk, in this case in pensions. In the case of DB pensions, the aim is to
ascertain if a pension fund will lzdble to meet its promised benefit payments and that the members of the
fund aretreated equitably.

5. This background paper serves as extension to the short synthesis paper referencedt above.
presents a detailed aysis of the responseseceived from 28 respondents from the IAA a#tl
respondents representing the pension supervisory authorities in IOPS member countries (see Appendix |
for the list of countries). Part | presents an analysis of the IAA responses, while Part Il presents an analysis
of the IOPS responses.

! The paper benefited from valuable input from, as well as comments by, the IOPS Members.

2 please note that responses for the UK represent the views of its actuarial association and should not be attributed to
the UK supervisory authority, i.e. The PensRegulator (TPR).



PART I. ANALYSIS OF IAA RESPONSES TO THE IOPS/IAA QUESTIONNAI RE®

Introducti on

6. Actuarial calculations and reviews (calculations and reviews) provide information that is often
viewed as very crucial in the governance of pension schemes, but especially so in the case of defined
benefit (DB)arrangements. For this reas@ttuarialcalculations and reviews usually play a significant

role in the operation and, ordinarily, in the supervision of pension schemes.

7. The survey was sent to the members of k& Pensions and Employee Benefits Committee.
There were 28 responses. A couple of these were practically empty, only stating that there was nothing to
report.

8. As regards the types of plans that were consideredt arswers (20) indicated that they were
dealing with occupational plans (it is to be not
numbers never add to the total number of answers received). Only one answer was in the area of private
cover.

0. Answers fell fairly evenly to voluntary and mandatory plans. Thirteen of the answers indicated
voluntary pensions, while eight were in the area of mandatory ones.

10. It wasclear that the emphasis was on DB plans, as 18 answers related to these systems. This can
be strengthened by the fact that 12 answers were in the area of hybrids, which also probably contained
quite strong DB elements. Hybrids can, however, also be thoaditrease the importance of DC plans.

The number of pure DC plans was ten.

I. Legislative and or prudential requirements placed on actuarial professionals

11 Usually, the actuanjs appointed by the trustees or by the board of the plan. There are
requirements placed on the actuary. The supervisor is informed of the choice, but the possibility of directly
influencing this choice will usually be limited. In some countries (e.g. SwWeidecrisis situations, the
supervisor can appoint an external actuary.

12, Fit and proper requirements are imposed on actuaries in some jurisdictions, e.g. Germany. This is
not a general rule, as in many jurisdiaticthere are no requirements.

13. Actuaries were asked to specify what legislative or prudential requirements were placed on them
in the course of undertaking actuarial calculations and reviews for the supervisor.

14. A number of respondents indicated that there was a significant degree of control of the actuary's
work through legislation or regulation, e.g. Australia, Ireland, Japan, The Netherlands, South Africa, the
UK and theUS, with some other countries having more limited restrictions, e.g. Mexico, St Lucia, St

Vincent. In a number of countries, legislation requires that the actuary be a certified member of a local

% This Part has been prepared by Mr Esko Kivisaari (the |IA@rdinator of the projectEsko.Kivisaari@fkl.fi
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association, and hence meets fit and proper requirement®léowls professional guidance where this
applies, e.g. Germany, Pakistan, Barbados, Guyana, Trinidad & Tobago, Sweden and Switzerland.

15. Some of the examples quoted were general, e.g. "the activities of thgimgrattuary are
specified in Articles 126 to 140 of the Pensions Act (The Netherlands)", and "very significant requirements
imposed by prudential standards, including some matters on which the actuary must report directly to the
supervisor APRA (Austra)". In other cases, more detail was given, e.g. "a single funding method (unit
credit) is permitted and actuarial assumptions as to discount rate and mortality are greatly limited (the US)"
and "in certain cases, mortality tables and scope for interest e mandated by the supervisor
(Mexico)".

16. Somerespondents (Austria, Canada) indicated that there were no (explicit) restrictions on the
actuary's work.

17. The survey ao sought information on the requirements, if any, to be met by the individual who
undertakes the actuarial calculations and reviews for the report to be submitted to the supervisor. In
essence, the questions were:

1 Does the individual have to be a qualifiactuary?
1 If so, does he/she have to be a member of a professional association?

1 What educatiorand continuing professional development (GR&guirements does he/she have
to fulfil?

1 Are there any other special requirements?

18. In many countries, it is a requirement of national law that the individual who undertakes the
actuarial calculations and reviews for the report submitted to the supervisor is an actuary, e.g. Australia,
Canada, The Netherlands, Spanejdnd, Finland, Japan, Mexico, South Africa, Switzerland and the UK;
other respondents reported that it is usually the case, e.g. Germany. In most of these countries, it is also a
requirement that he/she be a member of the professional associatiorgtalthisus not the case in Japan,
Sweden, Switzerland or the US (for the latter, depending on the type of work).

19 Most actuaries who fulfil the role do not have to have specialist pension education, although this
would normally form part of the syllabus for the actuarial qualifications. However, a number of
respondents referred to codes of conduct, which would not permit an actuary to undertake work for which
he/she did not have sufficient experience or knowledgentinuing professional developmers
mandatory in many countries for actuaries fulfilling this role, e.g. Australia, Canada, Finland, Germany,
Ireland, Mexico, The Netherlands, South Africa, Switzerland, the UK and the US. In other countries, it is
voluntary, e.g. Sweden, Spain and Japan. There are additional special requirements in a number of
countries, usually relating to registration or approval by the supervisor, e.g. Switzerland, Sweden, Mexico
and Japan, or certification by the professional assogjat.g. the UK and Ireland.

20. Two countries (Austria and Pakistan) reported that the person undertaking actuarial calculations
and reviews for the report to be submitted to the supervisor does not have to tuaan ac

Il. Actuarial problems that supervisors want answered by actuarial calculations and reviews

21. Generally, the respondents gave the view that actuarial calculaiwhseviewsplay a fairly
central role in the supervision process. Their importance seemed to have some correlation with the



maturity of the market, i.e. more mature markets had more requirements. This might, however, be due to
the fact that markets that are more matplace greater emphasis on DB plans, where the role of actuaries
is generally higher.

22, Actuaries reported a small number of problems being encountered by supervisors. It was
mentioned that sometimes reports amdaged and sometimes different actuaries have, for example,
different interpretations of methodology. In addition, sometimes the plans have quite small populations,
and therefore credible assumptions are difficult to establish.

23. Supervisors want actuaries to address funding issues and generally evaluate the economic
conditions of the plans. In some cases, actuaries are also expected to evaluate the governance and
operational soundness of the plan.

24 Frequency ofctuarial calculations and reviewaries considerably from country to country. In

some countries, they are needed four times a year, in others annual or even triennial analyses are sufficient.
In contrast, in some cotries such valuations are not required. Probably more frequent valuations are
required if the market is more mature and/or has a greater DB emphasis.

25. When asked what actuarial problems supervisors want to haweged by actuarial calculations

and reviews, the responses received can be categorised into six main areas: none, funding and
contributions, adequacy/funded position, calculation of benefits, data and IT and compliance. While some
of these categories ovap, a summary of answers includes only those obvious combinations as reported
by each country.

26. Six countries either left this question blank (Canada), answered not applicable (n/a) (Guyana,
India, Mexico, Pakista or said this was a question for the supervisors (Cambodia).

27. Of the remaining countries, seven answered that their response covered only one category.
Finland had a unique answer, stating that in their viewstipervisors want actuaries to answer problems
fespecially related to |IT and data issueso. Japan
calculations and reviews to deal with the financial position of the funds. Sweden seemed to digpébit

into adequacy of assumptions and investments. Ko
led us to believe they meant compliance. The Netherlands also seemed to focus on compliance. Finally, the
US actuaries felt that the supervisoetyron actuaries primarily to ensure adequate minimum funding
requirements.

28. Of the answers that covered more than one category, the combinations of funding and
contributions and adequacy/funded position (Austrdiarbados, Trinidad & Tobago and the UK) and
adequacy/funded policy and calculation of benefits (Austria, St Lucia and St Vincent) were the most
common. Switzerland answered funding and contributions, adequacy/funded position and compliance,
South Africa answered adequacy and compliance and Germany and Spain seemed to cover all the
categories except for the IT/data category.

29. It seems that for the majority of the countries outside the seven with no answer, supeels
to some extendn actuarial calculations and reviews wigdgard to plan adequacy, funding requirements
and compliance. The level of cross over between categories seemed to vary.

30. For plan design, twaountries felt the actuarial calculations and reviews are the least important

(1 on a scale of 5). Three countries selected 3 (somewhat important), eight countries selected 4 (important)
and 13 countries felt that for plan design the actuarial calculaiwhseviews are very important (selected

5).



31 For valuation and funding, all countries but two felt that actuarial calculations and reviews are
very important. Pakistan answered that they are the least imparthB8oath Africa answered that they are
somewhat important.

32 Finally, a large majority of countries also felt that actuarial calculations and resi@wgery
important in funding (funding method). However, Pakisthe US and Bangladesh thought these to be the
least important. Recent law changes in the US mandate the unit credit funding method for funding and
valuation calculation for negovernmental plans and nomion multremployer plans. South Africa and
Austria also felt actuarial calculations and reviews are not important in this area. Switzerland considered
them somewhat important and Croatia, Sweden and The Netherlands considered them important.

33. To summarise, thenajority of actuarial organisations felt that actuarial calculations and reviews
are important for plan design, valuation and funding. Some important points are as follows:

i Pakistan has no pension supervision process, so none of the above points applies.

1 South Africa does not work with the regulator, so their answers ranged from least important to
somewhat important.

1 Germany described the role of the regulator as evolutionary.
1 The UK felt that the independence of supervisors and influence of politiciarmegaroblematic.

1 The US deals with three main supervisory groups: the Internal Revenue Service, the Department
of Labor and the Pension Benefit Guaranty Corporation.

Ill. Responsibilities and liabilities of the actuarial professional

34. Usually, the actuary is responsible to the plan and its board/trustees. In some cases, actuaries also
have responsibilities within the auditing process. Only in rare cases does the actuary have direct
responsibility towards the supéser.

35. Respondentsvere asked to describe the responsibilities and liabilities of the professional
undertaking actuarial calculations and reviews towards the plan. This was interpreted in two different
ways:

1 For what issues does the actuary have responsibility, e.g. setting reserves, determining
contributions?

1 To whom is the actuary responsible, and where does liability lie if the actuary makes an error?
What are the sanctions or repercussions?

36. Those interpreting the questions as relating to the areas in which the actuary had responsibility to
advise, or to the issues he/she had to consider in giving this advice, included Canada (who identified
reasonableness of assumptamd methods, sufficiency of data testing and calculation of contributions),
Switzerland (correct provisions, funding measures etc.), The Netherlands, Korea and Finland.

37. The second interpretation was favoured larr@any, Mexico, South Africa, Spain, Sweden, the

US and the UK. In the UK, the actuary owes a professional duty to the trustees of the pension scheme, and
the respondentseferred to the code of conduct. In other countries, the responsibility may begarnhe
although in some cases the actuary may also be responsible to the sponsoring employer. In general, the

10



actuary is personally liable for the advice given (e.g. Spain, South Africa) and can therefore be sued in a
personal capacity if the advice isekd to fall short of the required standard. Many actuaries are
employed by consulting firms who would support the actuary, or he/she would have professional
indemnity insurance. If an actuary is found to have acted unprofessionally, he/she could be fesnove

the register of certified actuaries and/or disciplined by his/her association, e.g. Mexico.

IV. Actuarial professionals: approval and fit and proper requirements by pension supervisors

38 The starting point ofthe project and the questionnaire was thatlealt with the actuarial
calculations and reviewsdertaken not necessarily only tne qualified actuaries. It was however thought
necessary to ask what possible requirements are placed on the professimtatsking actuarial
calculations and reviews. It seems that when an actuary is required, approval is based on the qualifications
needed to be a full member of an actuarial body. Only in a few cases are especial-neéatsidn
requirements imposed on aaties. Probably in half of the cases, the actuary must be formally a member

of an actuarial association. In a majority of cases, actuaries must alsocat@yuing professional
development requirements.

39. Requirenents regarding the independence of the actuary differ from country to country. In some
cases, it is sufficient to follow the professional code of conduct, but the content of the code was not clear
from the responses to the survey. As regards, for exaetplieal standards, reference is usually made to

the professional code. Responsibility is mostly borne by individuals, but in some countries a consultancy
can bear responsibility.

40. The data clearly indicate that imost cases supervisory authorities do not directly approve
actuarial profesionals. In answers indicating approval, it is sometimes slightly unclear whether possible
approval is specific to a particular fund or supervised institution, or whether it iestiaquof general
approval to act as a responsible actuary in any supervised pension institution. Of the 25 answers in this
area,21 clearlyindicated that the actuary is not directly approved by the supervisor: Australia, Austria,
Barbados, Bhutan, Camhag Canada, Croatia, Finland, Germany, Guyana, India, Japan, The Netherlands,
Pakistan, Spain, St Lucia, St Vincent, Sweden, Trinidad & Tobago, the UK and the US.

41, In Korea and Mexico, the supervisor approves fygomtment of the actuary. In South Africa,
valuators must be approved and registered as a DB, DC or hybrid valuator. In Switzerland, approval is by
the Federal Regulatory Commission.

42, In many countries, the supéser relies on the actuarial association to guarantee the qualification

of the actuary. Thissithe case at least in Australia, Spain, St Lucia, St Vincent, Trinidad & Tobago and the
UK. In addition to this, in many countries it is stated that the actasy fulfil legislative requirements. In

some cases, this means relying on an actuarial association. In others (such as Finland), the qualification
process is managed by the regulator or supervisor. Usually, in these cases, the pension fund nominates the
actuary, and the supervisor does not need to explicitly act if the actuary is a qualified actuary and fulfils fit
and proper requirements.

43, In some cases, the pension supervisor has the power to remove the. &ctlibeyNetherlands,

the supervisor can make objections, which can result in the professional being barred. In Germany, the
supervisor has the right to veto if the actuary is not fit and proper. It seems, however, that usually the
process is indirect: if @erson is subject to a disciplinary process in the actuarial association, then he/she

can lose the right to continue work for a pension fund. In Canada, additionally, the supervisor can directly
ask the professional association to investigate whethertaaratas followed professional standards.

11



44, While direct approval is an exception, there are cases where the pension fund must notify the
supervisor of the appointment (or removal) of an actuary. This is therc&eatia, Finland, Japan and
South Africa.

45, In some cases, the supervisor can appoint an actuary for the pension fund. This is the case at least
in Sweden, where in crisis situations the supervisor can appoéxtenmal actuary.

46. Additionally, it is nded that at least in the US there is a different approach to governmental plans
or plans notntended to be tagualified.

47. Fit and proper requirements might be classified into two areas, i.e. general requirements and
requirements referring torgfessional qualifications. General requirements include issues such as a
criminal record check and any conflict of interest. Professionalifigations refer, for example, to
fulfilling a certain educational standard and to obeying certain rulescdotinuing professional
development.

48, As regards the general requirements, the questionnaire had mmuestindependence of the
actuary. There seem to be both explicit and implicit requirements, but also cases where there are no
requirements. Independence is explicitly required in Bangladesh, Canada, Finland, The Netherlands, Spain,
Switzerland and the UKImplicitly, independence is required (included in the professional code of
conduct) in Australia, Barbados, Guyana, St Lucia and St Vincent. Independence is not required in Austria,
Cambodia, Croatia, Germany, Japan, Korea, Mexico (it should, howevelistiesed in the report),
Pakistan, South Africa, Sweden, Trinidad & Tobago and the US (it is only required if the actuary is a
member of a professional association subject to a code of conduct).

49, For most countas, it is important to follow ethical standards. Only Austria, Bangladesh and
Korea report that there is no requirement to do so. In the US, depending on the type of work, actuaries are
either required by legislation to obey standards or they have to gaevithlthe code of conduct by being
members of an actuarial professional organisation.

50. In Australia, it is stated that th&ustralian Prudential Regulation AuthorifAPRA) imposes

significant prudential obligatits on trustees of fund&cluding a requirement that the trustees satisfy
themselves that the actuary meets fit and proper requirements. Without explicit requirements, the
supervisor in Austria has the r i gtledpersomispotoagablebi t s
of undertaking the actuarial calculations and reviews.

V. Importance of actuarial calculations and reviews in pension schemes

51 tseems that al/l countries even those that ¢
heavily on actuarial valuations in pension supervision. This is especially true with respect to DB and
hybrid plans. Actuarial valuations usually deal with tgchl provisions and the funding of the plan.

52, Generally problems between the supervisor and the person undertaking the actuarial valuations
are in the areas of appropriateness of assumptions, changes in calctdatiniques, timeliness of
responses, judgments on accounting policies and whether they are prudent enough, judgments on
investment policies and effective implementation of investments obeying the prudent person rule and
adequateness of plan funding (amtlether employer/sponsor is able to manage pension scheme risks).
Sweden reports that assumptions regarding mortal]
relatively small popul ations as are assumptions
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53. There is noticeable variance with respect to the frequency of valuations. Also any correlation
between frequency and situation cannot be found. It might be that countries with relatively larger pension
funds, omrating in a way closely resembling insurance companies, have to report more frequently.
Generally, full actuarial valuations must be performed every one to three years. It might of course be that a
guestion was not specific enough: some respondents hghktthought that a question referred only to a

full actuarial valuation, whereas others might have thought it referred to snmailker frequentvaluations.

54. Most of the value to the supervisor from actuarial valuaten reviewsseems to come in the

form of reassuring the supervisor that a fund is financially sound and properly run. Of the more developed
pension markets, only South Africa and Austria fatieglace these at the top of the list. Also, reliability

of assumptions ranked high, although having a slightly lower rank than financial soundness. Reliance on
actuarial expertise when checking compliance with legislation was again understood to benitmipott

was again slightly less important than the previous two issues. In relation to the solvency assessment, the
attitudes were fairly mixedl many countries saw this as of no importance for actuarial valuations, while
others thought this is an imgant area. This might result from the fact that the solvency regimes are very
different from country to country.

55. Within supervisors actuaries are thought to play a role in three areas: actually performing
supersion and checking results, collecting overall information from the sector and participating in
drafting new regulation. In some cases, actuaries have fairly senior positions within the supervisory
authorities whereas in othetwere are no actuaries emyéal by the supervisor.

56. In actual supervision, actuaries review assumptions and methods and review conformity of
contributions recommended by the valuation actuary. They review actuarial reports of the fundaactuary
check general compliance with the law.

57. In the collection of information, actuaries perform valuations and report to the supervisor and the
government. Actuaries also contribute in setting strategy and poticpension oversight, and draft
regulations on plan design and funding.

58. In reporting, some countries state that actuaries do not report directly to the supervisor but instead
actuaries report to the fund and thed is responsible for the reporting. When reporting is expected, from
either the actuary or the fund, there are requirements for reports on valuation, technical provisions, capital
adequacy and solvency margins. In some cases, there are requirememnisrifioediate reporting upon
special request concerning, for example, stress tests, forecasts. In the UK, there are requirements for
detailed reporting of regular actuarial valuations, including detailed actuarial assumptions, statement of
funding principlesand statement of investment principles and actuarial certification of adequacy of the
funding plan.

59. In many but not all countries, there are specific tasks in cases of underfunding. While ¢o Mexi
there are nopecific tasks (as there are no mandatory minimum funding levels), in many countries actuarial
valuations are required in order to plan for the recovery of the fund. At least in Switzerland there are
additional requirements in the case of underfunding,taedneasures decided by the pension fund must
comply with legal requirements and the supervisor mushfioemed if the fund has not taken sufficient
measures to restore financial equilibrium. In Bhutan, an underfunded plan is advised to transform into a
DC plan.

60. There seems to be some specific tasks for special situations such as mergers and liquidation of
plans. In Germany and the UK, reporting is needed if an event is considered significant. In The
Netherlandsthe actuary checks the balanced interests of all members of the fundeMpltyer plans, in
countries where they exist, have some special provisions. There seem to be very limited actuarial models
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used specifically for supervision purposes. Sweden teploat the introduction of European Solvency 2
might change many aspects of the process.

61. There seems to be a limited role for actuarial valuations in the auditing process. Mexico,
however, states that the actahnole is important, especially for larger entitidhe Netherlands says
actuaries are needed to certify the financial position of the fund.

62. Only in few cases is the actuary directly responsible to the supenvisioally the actuary is only
responsible to the fund. In the UK, the actuary is responsible, for example, for statutory reporting and
compliance with regulations.

63. Attitudeson the importance of actuarial caldidas and reviews for different areas are shown in

the following two graphs. It certainly needs to be understood that there is no possibility of a scientific basis
for the numerical values of each possible answer, so the results are in no way exady, ihdicarte the
general feelings.

Figure 1. The importance of actuarial calculations and reviews

The importance of actuarial calculations
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64. Actuarial calculations and reviews seem to play a central role in plan design and in providing
reassurance to the supervisor of the finans@mindness of a fund and the plausibility of assumptions
employed. In some countries, there is less need for mreassy which might be the case in less developed
markets and/or markets where the emphasis is more on DC funds. In the area of checking compliance with
legislation, the role of actuaries has greater significance.

65. As regards additional tasks, there are only limited requirements. Additional requirements seem to
be linked to situations where occupational benefits substitute for a public pension, or in cases where multi
employer plans exist.

66. Concerning actuarial models, there is huge variation, from exactly specified models to no
requirements at all. More analysis wouldreguiredto see what shared characteristics are behind certain
requirements.

VI. Importance of actuarial calculations and reviews in risk management

67. Risk management is a discipline that has already become of significance in financial institutions.
The IAA has stressed its importance in its docufnatdressing the isg with respect to pension funds. It

is noted (Australia) that risk management is an area in which many actuaries are working, but the market
(and the regulator) does not perceive this to be essentially actuarial. Spain also notes that actuarial review
is important for verifying that the plan has no problems and is being run in accordance with plan rules.

68. Responses to the role of actuarial valuations in risk management gave a somewhat mixed view of
the situation. Wiile the answers/ere concentrated to some extent on the significance of risk management,

it was still clear that many think the area to be not that important. When talking of controlling and
managing compliance with best practitgk management, 13 regmients gave importance to actuarial
valuations (4 or 5), six answers were fairly indifferent (3) and four answers saw only a limited role for risk
management. In the identification of critical risks, again 14 respondents gave quite strong importance
(South Africa only for DB, for DC/hybrid indifferent), six were indifferent and three saw only limited

4 Note on Enterprise Risk Management for Pensions, IAA February 2011,
http://www.actuaries.org/LIBRARY/Papers/Note ERM_Pensions EN.pdf
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importance. For coping with requirements over the next five to ten years, 15 respondents saw stronger
importance (South Africa in DB and hybrid), four wereiffedtent and four saw limited importance.

69. In the area of risk management for pension plans, the few comments received indicated that
neither the regulators nor the market recognise the value actuaries can pnotige area of risk
management. That being said, for the three questions asked regarding the importance of actuarial
calculations and reviews in risk management (in controlling and managing compliance, identifying critical
risks and the ability of the plan cope in qualitative terms over the next five to ten years), over 80% of the
countries felt actuarial calculations and reviews are at least somewhat important. Gtrerdofedt them

to be very important. Pakistan, Japan, Trinidad & Tobago are thedantries that felt actuarial valuation

and calculations are not important for risk management in all three areas.

Figure 2. Importance of actuarial calculations and reviews in risk management

Importance of actuarial review and calculations in risk management
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VII. Conclusions

70. Most of the value to the supervisor from actuavalations and reviews seeftatscome in the

form of reassuring the supervisor that a fund is financially sound and properly run. Reliance on actuarial
expertise lmen checking compliance with legislation was also understood to be important. In relation to
solvency assessments, the attitudes were fairly niixadny countries saw no importance for actuarial
valuations in the area, while some thought this is an irapbérea.

71. Problems in the relationship between supervisors and the professionals undertaking actuarial
valuations and reviews seem to be more practical than fundamental. Generally problems between the
supervisor ad the professional undertaking actuarial valuations are in the areas of appropriateness of
assumptions, changes in calculation techniques, timeliness of responses, judgments on accounting policies
and whether they are prudent enough, judgments on inweispubcies and effective implementation of
investments obeying the prudent person rule and adequateness of plan funding, and whether
employer/sponsor is able to manage pension scheme risks.
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72. It seems also that thmle of actuaries in risk management is generally understood to be less
important for pension funds than is the case for enterprises generally. It is then natural that actuarial
valuations and reviews play only a limited role in this area.

17



PART Il. ANALYSIS OF I0PS RESPONSES TO THE IOPS/IAA QUESTIONN AIRE

Introduction

73. The general message coming from IOPS resporidsntgests that actuarial calculations and
reviews are widely wused i mormextaisigelysndhe supepvisionof BBi on |
and hybrid pension schemda DC schemes, either current industry practice provides little need for the
servies of actuarial professionaler, when their services are engaged, supervisors specifically do not
utilise actuarial calculations or reviews in the supervision process. This was the view shared by supervisors
from six countries , Pilhnd, aStovakia andKTdhailang, ovhere Nhe Ipehsion e s
industry is mainly comprised of DC arrangements. Moreover, the pension industry is at a hascent stage in a
few of these countries, so the actuarial field is still developiigs is not to say that calatlons and

reviews are not useful in the supervision of DC schemed n f act , two countries
reported using actuarial calculations and reviews for different reasons (discussed in the next paragraph) in
the supervision process for DC sohes. Notwithstanding, the data largely suggest that within the
countries that primarily operate DC schemes, actuarial professionals are not heavily utilised.

74. The countries that use the calculations and revieviddrschemes are also countries which do

not mandate supervised funds to appoint actuarial professionals. Rather, the supervisors emphs/ them
gleaned from the two cases of Armenia and Chile, neither the supervisory actuarial professional nor the
calculdions and reviews in the supervised DC pension funds has a common function. For example, in
Armenia, management companies that operate DC funds do not utilise actuarial professionals. However,
the actuarial professional employed by the supervisory authorie x a mi nes t he managem
calculations methodology on aad hocbasis and uses the calculations and reviews to determine the
adequacy of the fund for expected future-pays. In the Chilean case, the supervisor constructs its own
mortality tabks for calculating pension benefits and to ensure the suitability of annuity products. In
contrast with the application in Armenia, actuarial calculations undertaken by the pension funds in Chile
have no specific reference to, and are not necessarilyinygbé supervisory process.

75. The benefits that actuarial calculations and reviews prdeigeension supervisors that make full
use of the calculations and r evi ewwgasavauahedoolini sor s
monitoring pension fundsd® compliance with applica

risks to beneficiaries of the supervised pension funds. To the extent that the pension supervisory process
relies on these callations and reviews, pension supervisors expect actuarial professionals to produce
sound calculations and reviews supported by relevant assumptions and reasonable projections. Another
common thread in the pension supervision process across jurisdistiiesvalue of the calculations and
reviews in determining the adequacy of a fund in meeting its current and forthcoming obligations.
Consequently, the calculations and reviews play a critical role in the supervisory detwsiolg process

® A total of 41 jurisdictions responded to the IOPS. However, the summary relates to 39 completed questionnaires.
One prisdiction noted that information gathered was not sufficient to complete the questionnaire. Another
provided normative responses, and since we are interested in finding out current practice, unfortunately, we
could not include the information provided this questionnaire. While a third provided an explanatory
note and did not complete a questionnaire, we used the information provided in the note within our
summary as it provides insight into industry practices.

®The term fiactuaoppodspdofesBaonahdoyadsis utilised throu
the use of neutral terminology since some countries do not specifically require actuaries to perform the
calculations and reviews.

18



and in puttingthe supervisor in an informed position to make targeted-ne@afioned decisions in their
assessment of pension funds.

Actuarial calculations and reviews in the pension supervision process

76. For pensiorsupervisors,ite overriding functiorof the actuarial calculations and reviewdB
and hybrid fundésinest abl i shing the (ftumdesrms drienatnltatal mepmnlse nt
interests are protected). The key takeaway from the supelvisorse s ponses i s that act

reviews are used as a yardstick for determining the financial health of a pension fund.

77. South Africa, Switzerland and Zambia deund by statutéo rely on actuariatalculations and

reviews wherverifying the financial soundnesd a pension fund, as well as whascertaining the level

and or adequacy of fund assets in meeting [minimum] current and future obligatistislia, Colombia,

Hong Kong (China), Indonesia | r el and, Kenya and Mal awi altho
similar basis for their reliance on actuarial reports. To the Swiss supervisor, the type of information
provided by the actuarial calculations and reviews gives sagiwation of the log-term financial stability

of the pension fundThe expectations of the pension supervisors in Ireland and in Malawi are congruent
with that of the Swiss supervisor. That is, they expect to have information on aspects sudtatisttng

solvency ratio ad recovery plan detailsyhich give an idea of the financial health of the pension plan. In

Mal awi, the focus of the actuari al professional 6:¢
meet solvency requirementsassessing the conditions thaould have an adverse impact on the
asset/liability match and evaluating the appropriateness of investments to meet the objectives of the
pension fund.

78. Further to the above, Switzerland, Malawi and Hong Kongin@hall expect actuarial
professionals to providecommendations that ensure sustainalalitg§t to provideecommendations about
empl oyer sé c ont r.ilrb Switdertamd, thmeee gisu anr aeditienaltrae for the actuarial
professional where plaree in deficit; in Hong Kong (China), in the event that the actuarial professional
issues a qualified certificate, he/she will also have to offer reasons for any shortfalls to the supervisor.

79. The second most pojaul purpose of the actuarial calculations and reviews as deduced from the
survey is a related, if not contingent, function: titevisions to be made for loftgrm liabilities This

function was emphasised by four countries: Romania, Egypt, Ireland and Rey Guinea (PNG). With
respect to hybrid funds, the Romanian supervisory authority uses the actuarial calculations and reviews to
determine aradequate value for the technical provisiaisthe pension fund during the accumulation
phase. The key role tiie professional in Egypt, Hong Kong (China), Ireland and PNG was more or less to
produce estimates, make recommendations and report on information regarding the future costs of
providing benefits (alternatively, contribution requirements) in accordante scheme rules and
regulations and to provide advice on the various ways in which these liabilities may be financed. An
additional requirement in Ireland was for the actuarial professional to provide information on the liabilities
of the fund.

80. Brazil depends heavily on the results of the actuarial calculations and reviewsskor
assessmentn Brazil, annual reports are submitted to the supervisor showing key assumptions, technical
provisions and the financial condition of a pension fund up to the report date. However, the Brazilian
supervisor treats DB plans as slightly distinct from hylpians. The supervisor relies on the actuarial
report in assessing plan riskiness through predefined criteria based on the probability and impact of
actuarial risks, with the worst cases having specific actions. For hybrid plans, they look only for data
consistency. Like Brazil, Portugal undertakeslisised supervision and uses the actuarial calculations and
reviews to complement their processes. The outputs from an actuarial professional are inputs into internal
tools developed by the supervisor to gealdifferent characteristics of the portfolio of assets and liabilities
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held by a fund. Hence, information from actuarial calculations and reviews is used as a base for
supervision.

81 The Costa Rican supervisorviews valuations and calculations of current monthly benefits
produced by actuarial professionals. With some similarity, in The Netherlands the reports produced by
actuarial professionals are used for plausibility checks and sensitivity analyses as ldteytae
valuation/reserving basis and benchmarking. In Zambia, the supervisor employs the use of the actuarial
calculations and reviews to ascertain transfer values, termination values and viability of the scheme
parametric. However, in Malawi, there isgaeater burden on the actuarial professionals as they are
responsible for: (i) assessing the integrity of data used for valuations and in the preparation of financial
statements and (ii) determining compliance with fund rules and legislation. Similar lawiM#he
professionals in Switzerland are also involved in the latter role.

I. Legislative and prudential requirements placed on actuarial professionals
I.1. General requirements

82. Eleven supervisors were ngpedfic about the type of pension scheme their answers related to,
despite acknowledging, in some instances, the existence of all three categories. It seems that in these cases
legislative requirements are not discriminatory about the fund type. As suclegtieprovisions held,
irrespective of whether the fund was DB, DC or hybrid. The most popular legislative requirement noted
among a subset of these respondémtaistria, Belgium, Colombia, Jamaica, Portugal, South Africa and
Spaini stipulates that thectuarial professionalshould have the academic background and professional
experience (to varying degrees) to undertake the role. All of these countries, except Colombia, require
educational qualifications that are within the actuarial field. In addtboe academic and professional
experience requirement, Belgium has language and nationality requirements.

83. The second most common feature in this group existed in four countries: Brazil, Jamaica, Kenya
and Trinicad & Tobago. In these countries, statute requires that actuarial professionals are members of a
professional body and/or that they abide by the standards issued by these bodies. In Brazil, the actuarial
professional that will certify a valuation report be submitted to the supervisor must be a member of
his/her national actuarial association. In the case of the Jamaican legislation, the actuarial professional is
required to be in good standing with the national association as well as the internatienaingolody.

He/she must also apply generally accepted actuarial principles when undertaking his/her work. Kenya also
has the latter provision in their legislation, but the referenced principles are those issued by the
international actuarial associatiom Trinidad & Tobago, the actuarial professional has to meet the
regional standard for actuarial practice, and is subject to the requirements of three pieces of national
legislation.

84. Another key statutory provisio i denti fi ed which is common in
Jamai ca, Portugal is that the actuari al prof e
positions that are determined to be a potential compromise to his/her independentenother way,

that may conflict with his/her duties to the pension fund. However, there are legislative provisions in
Jamaica that make exceptions to this rule t he s
actuarial professional thold any of these (specified) positions. Spain also has a requirement regarding
independence of the actuarial professional. However, in this particular case, both the pension fund
Managing Entity and its Commission of Control engage the services ofiatfuafessionals, with each

having distinct responsibilities. For the Managing Entity, the actuarial professional is required to conduct
routine actuarial functions, while the Commission of Control engages the services of the actuarial

" In South Africa, this person is termed dusor.
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professional to catuct actuarial reviews (audits) on its behalf. As such, the supervisor requires complete
independence between the individual appointed by the Commission of Control and the one employed by
the Managing Entity.

85. Lesscommon answers surround the generic duties of the actuarial professional and the reporting
requirements. For example, the law in Zambia provides guidance on the functions that the actuarial
professional [should] engage(s) in, including the responsilidithake recommendations on the actions
required of the scheme. It also places the requirement on the actuary to report issues to the supervisor. The
Jamaican legislation also places reporting requirements on the actuarial professional. Specificalg there
provisions which mandate the actuarial professional to report material errors, omissions and
inconsistencies; to generally notify (the supervisor) of adverse situations that could impact on the fund; and
to whistleblow in cases of legislative breachihe Tanzanian supervisor issues guidance on what is
expected of the professionals in the performance of their functions.

86. There were also requirements pertaining to technical rules enumerated in law. Both temBrazi

and Egyptian legislation prescribe a maximum discount rate to be used in calculations and reviews. Brazil,
however, has a further requirement with a legislative provision regarding the minimum mortality tables
that may be used in the calculations. ilemd6 s | egi sl ati ve framework stipu
based on longerm trends and requires the actuarial professional to adllie=nefits provided for in the

scheme rules.

87. Still, there are countries, whose supervisory framework rtggther legislative nor prudential
requirementsfor these professionals. These include Iceland and Namibia. However, the Namibian
authority approves the appointments of valuators, which is ateeasure of control over the actuarial
professionals employed by pension funds.

I.2. Requirements for DB and hybrid plans

88. There is convergence as well as divergence among countries with respect to requirements,
statutory or otherwise, placed on actuarial professionals engaged by DByland schemesEleven
supervisors specifically indicated their answers were in relatiothgosupervision of such schemes.
Although some of these responses relate solely to DB schemes (seven jurisdictions), the responses in this
section were integrated because the survey results demonstrate that most supervisors that had both of these
schemesoperating in their industrgtreat them in relatively the same wathat is the supervisory
approaches were not dissimilar.

89. Responses from three supervisor s i signified thatr al i a
with respect to DB and/or hybrid pension funds, legislation prescribes the minimum information that
should be contained in actuarial reports and/or the format completed reports should take. As to the
minimum information, this primarily should include fimgial details that give aimdication of the health

and longterm sustainabilityof the pension fund. Specifically, some examples of details that the actuarial
professionals were mandated to incorporate into their reports relate to the liquidity anddocsalf the

pension fund, which sometimes take the form of a statement, the results of a sensitivity analysis and the
actuarial balances before and after amendments.

0. Legislation in various countries provides camge on the preparation of the actuarial reports for

DB and hybrid schemes in terms of tieehnical ruledor calculations and reviews and tstusof the
professional executing the document. Egyptian laws include provisions on maximum rates ofmeturn o
investment, as well as the administrative expenses used in the calculations and reviews. Regulations
existing in Costa Rica enumerate rules for (the preparatiovabfations and the use of official mortality

tables Although legislation in Italy and eéfand is similar with respect to the status of the professionals
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carrying out actuarial functions, the duties enun

actuaryo is required to cal cul atlesrelatingcthtineievaladtionr e s e r
method as well as to the demographic, economic and financial assumptions, while in Ireland, only
Airecognised individualsd may <certify the report

legislative framework mandies funds and fund management entities to appoint an actuary for each plan,
and, similar to Ireland, the framework requires that this person must certify the actuarial report. This report
contains calculations, methods, assumptions, funding levels angiraanoon compliance with rules and

asset liability adequacy. In addition to the duties to the fund, the actuarial professionals in this jurisdiction
are also expected to report to the supervisor orcoanpliance with laws as well as on situations thag ma
adversely affect the pension fund. In less egregious cases (example, identifying material errors and
inconsistencies), the actuary should report to the fund management company, with recommendations for
the resolution of any issues that have arisen.

91 In addition to the aforementioned requirements, other legal frameworks require the actuarial
professional to match pension fund assets against current and future obligations, as well as to be
prescriptive, such as remmnendingcontribution rates if, for example, the fund is not in a satisfactory
financial position In more particular cases, requirements are imposed on actuarial professionals engaged in
auditing to offer an opinion on ttHimancial conditionas well as on the adequacy of the fund in meeting its
current and future obligations. While The Netherlands impose a duty on the actuarial auditor to provide an
opinion, the role is not limited to this function, as legislation also imposes an obligatitve auditor to

provide statutory information and to notify the supervisory authority. These requirements are further
complemented by the expectation that actuarial professionals adhere to the code and standards issued by
their professional bodies.

92 With respect to the supervision of DB and hybrid schemes, Australia shares attributes with the
countries for which the three pension fund arrangements are supervised in much the same way. Education
and experience play eole in the expected standards for actuarial professionals. Legal standards in
Australia require that an actuary possesses fori
experience in providing actuarial services to pension funds. Actuaofgsgionals must also be a fellow

or accredited member of the national professional body. Another key feature that Australia shares with
those countries is the prohibition on actuarial professionals from holding certain positions; that is, the
professionkishould not accept or hold the position of CEO or Director of a pension fund and related
corporate body, and must not be the auditor, or a partner of the auditor, of the fund.

93. Currently, in countries such as Imiisia, Papua New Guinea (PNG) and Mafatkiere are no
legislative or prudential requirements placed on the actuarial professional employed to DB schemes, hybrid
schemes or both, as the case may be. The professional body in Indonesia sets the stamdéesisiaial
practice that the actuarial professionals should adhér&te.only legislative requirement in Switzerland
relates to the approval of actuarial professionals.

I.3. Requirements for DC plans
94. For DC schemes, the most common legislative and/or prudential requirement surrounded

technical provisions. In Hong Kong (China), legislation stipulates the framework to bdéousedking
provisions (reserves) for investment guarantéeshe Dominican Republigrofessionals are required to

8 Malawi intends to develop requirements to include screening actuarial professionals prior to their appointment by a
pension fund.

® The Indonesian supervisor noted that actuarial professionals rarely comply with the standards issued by the
professional body. As such, the authority is in the process of assigning this function to a unit within the
supervisory authority.
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abide by I egislative provisions relating to mort
statute specifies that a certified actuary should calctgatenical reservesvhich must be in accordance

with  metodological principles relating to evaluation and to demographic, economic and financial
assumptions. This requirement was restricted to DC plans paying out annuities directly. Although
regulations issued in Israel do not relate specifically to technietiiads of calculation, some legislative
provisions exist.

95. The legislation in FYR Macedonia is comparable to Italy in the sense that it requires that
professionals be certified (with an active license). However, 8 j ur i sdi cti ondés | eqgi
that the professional must not be a related party to the pension company, must have previous experience
and must provide recommendations from a minimum of two persons (who meet certain criteria) regarding
thequality of his/her professional engagement in the actuarial profession.

96. In the Czech Republic, there are no legislative or prudential requirements in relation to DC
schemes.

Il. What problems do supervisors want aasswered by actuarial calculations and reviews?

97. In a general sense, the type of information that the pension supervisor required was often a
reflection of legislative requirements (already discussed) or the typlef@nsion fund(s) supervised by
the authority.

I1.1. General issues

98. This section summarises the responses of supervisors who do not have different standards for
different fund types. The supervisors gave diveesponses regarding their expectations of the type of
information that actuarial calculations and reviews should provide. This was often unique to a particular
jurisdiction. However, a common thread among supervisors is the expectation that the cadcaladio
reviews would provide answers regarding the longevity of the fund and how the interests of members and
beneficiaries were, or could be further, protected. These expectations were a function of the statute within
the jurisdictions. However, there veesome jurisdictions that did not rely on any element of calculations
and reviews.

99. With respect to technical details, the Austrian pension supervisor expected to obtain balanced
technical results across all bemg&ries over time, while the Belgian supervisor expected that the actuary
would provide an explanation where there were deviations from the technical bases. In addition, the
Belgian authority showed interest in whether or not these deviations would teteeaschange in the
financing plan. Experts are expected to provide an opinion on the compatibility of a financing plan with the
evolution of the technical provisions of a fund. This is believed to be more useful than a mere description
of the financing fan. Further, this supervisory authority is of the view that actuarial calculations and
reviews should provide an opi ntero obligations, tdmsderihguita d 6 s
financing plan and technical provisions as well as the retevisks, with recommendations. The
requirement in Tanzania is not significantly dissimilar to the requirements from Belgium as the pension
authority in Tanzania is interested in information linked to the sustainability of the fund. However, for the
Brazilian pension supervisor, plan costs, solvency and any-tfésléo be made between contribution and
future plan benefits were important factors. The Trinidad & Tobago supervisor is also interested in seeing
more detailed sensitivity and solvency analyses] justification from the actuarial expert regarding the
assumptions used in the calculations and reviews.

100 Further, the Trinidad & Tobago supervisory authority would like the actuarial professional to
provide along-term recovery plan for amortisation where a funding deficit exists as well as to indicate the
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appropriateness of the Statement of l nvest ment I
liability, as appropriate. The South African authorigdisimilar expectations, as they would like to receive
recovery plans for restoring pension funds that are not financially sound. Zambia expected the actuarial
professional to provide information that would indicate the suitability of the investmentsimadedition,

in Zambia, the supervisor sees a need for the actuarial professional to include projections that could assist
in ascertaining contribution rates prior to scheme registration as well as information regarding the financial
viability of the fund including necessary (recommended) adjustments to pension fund parametrics to
ensure its sustainability. In South Africa, the interest is in obtaining information that would reveal or
confirm that the fund and any amendments are financially sound. Tanzasi i nt er e st al ¢
information relating to the options for benefit increases as well as the impact of demographic dynamics on
the pension system.

101 The main answers that Spain required from the review coadavhen plans are in deficit. They
are interested in knowing the origin of the deficit, if the assumptions are correct and are relevant to the
market, and if corrective measures for deficit financing are appropriate.

102 Namibia is interested in obtaining calculations for conversion of funds from DB to DC,
confirmation as to whether or not member transfers are reasonable between funds and a comment on
targeted replacement ratios in both DB and DC funds. For SoutbaAbther expectations are for the
actuarial professional to provide confirmation that transfers of members from pension schemes meet the
statutory requirements.

103 Iceland does not review the results of the daloans done by the actuarial professional.
I1.2. DB and hybrid plans

104 With respect to the DB and hybrid plans, pension supervisors generally rely on the actuarial
report for the type of information illustrated Trable 1. The most principal expectation shared among six
countries (Australia, Costa Rica, Iceland, Jamaica, Kenya and Papua New Guinea) is that actuarial reports
would include the contributions required for funding benefits that accrued in the pensibmhe table

il lustrates the range of answers in order imf pop
accordwith the legislative requirements of the particular jurisdiction. For example, in Iceland, the fund is
expected to maintain aastitorily prescribed solvency ratio, and, as a result, the supervisor expected that
the actuarial report would provide this calculation. The detailed responses are outlined in the table.

Table 1. Main problems to be answered by actuarial reviews and the countries that want the answers

A calculation of the cost of funding benefits, the long-term funding target or the  Australia, Costa Rica, Iceland,
contributions necessary and that it is properly determined and is at the level Jamaica, Kenya, PNG
needed to meet future benefits [ex. as PNG noted, using a representative

sample of benefit payments] given the liabilities and profile of the fund

Advice on investments necessary to meet future liabilities. Australia, Costa Rica, Kenya,
Malawi

The provision of reasonable and appropriate information regarding the value of  Australia, Iceland, Jamaica,

[accrued] liabilities (using appropriate methods and assumptions) and noting Malawi, Portugal

the impact of any change in the underlying assumptions on the expected
present value of liabilities and the funding level

[Recommendations for] the future sustainability of the fund Australia, Costa Rica, Kenya
Calculation of the value of accrued liabilities/transfer values in case of mergers Iceland, Jamaica

An impact assessment of exogenous factors (risks) that could potentially affect  Egypt, Jamaica
fund performance
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105 Other problems include: (i) advice and opiniondamgevity risk and corrective action strategies

for funds with increasing DB liabilities; (ii) adequacy and appropriateness of a shortfall limit; (iii) analysis

of the effects of a retrenchment program on the financial position of a pension fund; (isgtbe[lower]

interest rates that correspond to a greater degree with the market so as to provide a better reflection on the
financial position of the fund, especially if other key variables (rate of death/disability) deviate from
expectations; (v) an asssment of the annual change in salary scales due to legislative/government
decisions, and the impact they have on the actuarial balance of the fund; (vi) details of a recovery plan;
(vii) an indication as to whether or not there are sufficient surplustsass buffer against adverse
circumstances, and, if not, a statement as to whether trustees are aware of these risks and whether or not
mitigating strategies are in place; (viii) details of any benefits payable to exiting members; (ix) data checks
to enswe data integrity; (X) the use of reasonable and consistent valuation methodology(ies); (xi)
calculations to ensure liabilities correspond with the benefits structure; (xii) ensuring that adequate
allowances are made for guarantees; (xiii) legal requiresndriv) appropriateness of financing and
funding; and (xv) appropriateness of measures against déficits.

11.3. DC plans

106. With respect to DC funds, seven countries reported on the issues they wanted actuarial
professionals to address. There were a few similarities identified among the responses. However, responses
were, for the most part, particular to the countries that provided responses. For instance, both the
Dominican Republic and Malawi desire completenegsality and reliability from the information

provided by actuarial professionals. The former expressed an interest in receiving correctly completed
information regarding the granting of pensions in a timely manner and needed the assurance that
assumptios used in the actuarial valuation of a specific pension plan is well founded and supported.
Similarly, Mal awi 6s primary concern is data qual
that reasonable rates are applied when calculating bonusesiitbers.

107. Another similarity is found in Israel, Italy and FYR Macedonia. In these countries, the
supervisors expressed their expectation that actuarial calculations and reviews must be done in compliance
with the laws and regulations. FYR Macedonia cited such examples as mortality tables and the interest
rates used. Additionally, FYR Macedonia went a step further by stating that they were interested in
obtaining directions for the calculation of programmed wilagls, as well as opinions on specific actions

that should be taken regarding these calculations, and for the actuarial professional to perform liquidity
checks of the pension fund.

108 No further trends were idefiti ed and Hong Kong (China)b6s resfg
With specific reference to investment guarantees, the Hong Kong (China) pension supervisor is interested

in receiving information that suggests whether reserves and provisions held by banksuaexd are

sufficient to support investment guarantees.

109 As regards the Czech Republic, there are no legislative requirements placed by the supervisor on
the professionals undertaking actuarial calculationsravigws. However, the supervisor can request any
information for the purposes of supervision, including actuarial calculations and reviews.

Ill. Responsibilities and liabilities of the actuarial professional

110 Similar to supervisory expectations, the responses generated regarding the responsibilities and
liabilities of the actuarial professionals often corresponded with the legislative and prudential requirements

YAustralia reported problems (i) (iii); Egypt (iv) and
TheN¢ her |l ands (xiii); and Switzerland (xiv) (xv).
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that are imposed on the professionals. Conselyeint this section, we will only elaborate the
responsibilities and liabilities that are an extension to those already discussed, making cross references
where necessary. In sequence, the paper discusses the responsibilities and liabilities of tlenalafess

first towards the plan, in the auditing process and, finally, towards the supervisor.

[11.1. Towards the plart*

111 In several jurisdictions, it is customary for pension funds to appoint actuarial professional
Because of this, the professionals are daynd to provide fund trustees with appropriate advice to
facilitate the financial management of the pension plan. Some responsibilities and liabilities are distinct to
particular jurisdictions, while othersutacross several. Some liability relates to conduct and others to
prudential factors. To a greater extent, most jurisdictions outlined the responsibilities of the actuarial
professional with no specific reference to their liabilities.

112 In Australia, Austria, Colombia, Costa Rica, Ireland, Italy, Jamaica, Kenya, Namibia and Papua
New Guinea, pension funds/trustees usually appoint the actuarial professionals. The specific
responsibilities and liabilities of theseofgssionals are established and defined by the provisions of a
contract with the pension fund. As such, professional responsibility is owed to the clients, the pension fund
managers and the trustees. As the respondent from Namibia indicated, the gutof@salonal needs to

certify to the trustees and to the managers that the fund is in a financially sound position. Both the Costa
Rican and Kenyan supervisory authorities do not have explicit liabilities or punitive sanctions that the
supervisor administe in respect to professionals. However, the actuarial professionals may be subject to
litigation if they violate their professional responsibility to the pension fund/trifsbedenya, in addition

to the previously referenced responsibilities to thetéres, the actuarial professionals are also expected to:

() provide advice to sponsors regarding the appropriate contribution rates needed to fund future benefits or
to eliminate any deficit, and (ii) prepare a cost analysis to determine the increpsasitms being paid in

order to advise trustees on the most suitable rate to apply during thesilot&tion period. In Mauritius, to

be licensed as an actuarial service provider, a company has to obtain professional indemnity insurance,
which covers actarial professionals against financial loss but also protects a pension fund from
negligence. Further, in order to determine the funding method for accrued benefits, the actuarial
professional must consider the characteristics of the scheme as well pantbaring employer. They must

also calculate technical provisions of a DB scheme in accordance with the statement of funding policy for
the schemeln Austria, the actuarial professionals must also ensure that they fulfil certain duties and
obligations inkeeping with supervisory standards and legal provisions so as to ensure that the pension fund
is in compliance with these standards and requirements and in good standing with the supervisory
authority. In this case, the actuarial professional must enbatethe fund adheres to a business plan
submitted to the supervisor.

113 Egypt articulated several responsibilities and liabilities of the professional towards the plan, some
of which overlap with responsibilities ddiabilities noted by the jurisdictions discussed above. The only
distinctive responsibilities are: (i) demonstrating how different designs can meet different objectives when
considering scheme design; (ii) assisting employers and trustees in commgnécatirexplaining the
funding level and its implications for members; (iii) illustrating the impact on future cash flow of different
tiered contribution structures for the employer, and explaining how levels of recruitment, staff turnover and
salary progresion will affect it; and (iv) advising on appropriate investment selection and methods for
minimising various risks.

™ Since trustees represent the plan on behalf of members or sponsors as the case may be, responsibilities to trustees
are regarded as responsibilities to the plan.

12 As noted by the Irish and Jamaican superyisaithorities.
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