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hope that readers in the Northern Hemisphere are enjoying what is left of

summer. As I write this, we are still waiting for summer here in the Channel

Islands. Fortunately, we are not as badly off (yet) as some parts of the United
Kingdom. Slight variations of the phrase “...a month’s worth of rain in a day/
few hours...” seem to make a daily appearance on the news reports from vari-
ous parts of the United Kingdom. Just a few months ago, reports from many of
these same regions talked about droughts and watering restrictions for the sum-
mer. This must be causing all sorts of problems for those among us working in
casualty/non-life insurance.

Regardless of the current weather wherever you are reading this, we hope that
this issue of International News will bring some sunshine to your day as your
mind wanders off to faraway destinations while reading our collection of articles
and reports. In addition to reports from international meetings in Hong Kong
and Los Angeles, this issue features the first of our 2012 Country Feature Article
competition entries. From this year’s outstanding articles, the International
Section Council' has chosen “The Euro Crisis & Political Risks Affecting
Retirement Income Programs” by Norman Dreger (see page 5) as the win-
ner of the competition. In addition, “How the Politicians Saved One Country’s
Social Security Pension System” by Alan Cooke (see page 10) was awarded
second place. Congratulations to both authors! If you are in need of some real
sunshine and beautiful weather after reading this issue, I recommend making
your plans for the Caribbean Actuarial Association’s conference in the Bahamas
in November (see page 4 for more details). I can’t think of a better way to meet
your CPD requirements.

Other than the weather, there seem to be a large number of challenges cur-
rently facing actuaries around the world: the implementation of Solvency II and
other local insurance solvency regimes, longevity and its impact on the various
actuarial disciplines, managing risk in businesses and in financial programs, the
wide-ranging impact of current economic issues, etc. We are always happy to
have good articles on topics like these, or just general articles on the latest devel-
opments in benefits, insurance, or the actuarial profession in your country.

Carl Hansen, FSA, FCA, MAAA,
is international director at BWCI
Group in Guernsey in the
Channel Islands. He can be

Note: The International
News editorial board does
not participate in vot-
ing for Country Feature
Article Competition win-
ners.

reached at chansen@bwcigroup.

com.



Genghui Wu, FSA, CFA, MAAA,
FRM, is senior investment vice
president at Prudential Financial, in
Newark, N.J. He can be reached at
Genghui.Wu@Prudential.com.

Dear International Section Members,

My term as chair of the International Section Council ends
at the 2012 SOA annual meeting. Time has certainly passed
quickly and I believe that we have accomplished much dur-
ing my three years on the International Section Council.

I am pleased to report on a year of strong teamwork and
good progress in serving section members in several areas,
consistent with the plans the council laid out at the start of
the year. The following are a few highlights of this year’s
council activities:

*  We have sponsored sessions and arranged speakers
for the SOA Annual Meeting, Valuation Actuary
Symposium, and Life and Annuity Symposium.

*  We have agreed to provide financial support to the
Pacific Rim Actuarial Club, country ambassador events
in Indonesia, Thailand, and the United Kingdom,
sending representatives to the IAA colloquium, SOA
annual meeting section breakfast and reception, and
other SOA research efforts.

* In collaboration with the Investment Section and the
China Regional Committee, we sponsored a SOA
ALM Investment Seminar in both Shanghai and Taipei.

*  International News continues to contain many impres-
sive articles from around the world. I think that it is
consistently one of the best of the section newsletters
and this is in no small part due to the efforts of the
editorial team.

* Tam pleased to advise that we have recently completed
an updated survey of membership around the world
with an excellent response. The responses gathered
are being analyzed and will provide a wealth of valu-
able information to ensure future council priorities are
aligned with the input of section membership.

*  The International Section Council ran another Country
Feature Article Competition this year. We are pleased
to see eight great submissions entered into the competi-
tion. The winning article appears in this issue.

*  We have organized a new volunteer group this year
to take the lead in section member communication
and related international initiatives. This group will
work with the council and SOA staff to enhance the
section communication tools with our members and
be involved in other SOA activities sponsored by the
International Section. With their tremendous effort,
we recently formed a section professional group on
LinkedIn (over 300 members have registered so far),
which aims to provide more effective and advanced
ways of communication to our members.

*  The International Section continues to be an ongoing
supporter of the international experience study work.

The International Section Council has been working aggres-
sively to support the forward-looking initiatives of our
profession. We have learned a lot both from comments we
have received from our membership as well as our general
experiences in the marketplace. But, much more remains to
be done. Our ultimate success will depend upon the extent
to which we, the section council, are serving your needs as
members of this section.

As I look back on my tenure on the International Section
Council, I have been lucky to be involved with a group
that has displayed such good effort and ability across the
board. I would like to thank the other International Section
Council members and the many other volunteers who make
the section activities a reality. By the time this edition of
International News is published, section council elections
will have concluded and the new council will soon begin
its work. I want to take this opportunity to welcome new
council members, knowing they will bring a fresh vision to
our section as we move ahead on the initiatives identified. I
would also like to thank the outgoing council members who
have worked long and hard over their terms to advance our
collective goals. These individuals have devoted their time
and energy to our organization and, I believe, we are well-
positioned for the future as a section and as a profession as
a result of their efforts.

CONTINUED ON PAGE 4
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Volunteers are the fuel that powers the International Section  a highlight of the year and will give you a chance to meet
machinery. I would remind everyone reading this that there =~ many of the council members in person. And, hopefully,
are many ways to join the party—from something as simple you will be encouraged to run for council yourselves one
as writing an article or posting on our LinkedIn group', to  day. [

helping to plan a meeting or webinar—every bit counts.

'To join the LinkedIn group visit Attp://linkd.in/Oq3E18

Finally, I hope that many of you will be able to attend the
International Section reception at the annual meeting. It is

2012 CARIBBEAN ACTUARIAL CONFERENCE IN THE BAHAMAS

Attend the CAA 2012 conference in Nassau,
Bahamas and be a part of the dialogue on
actuarial issues facing the Caribbean region
and the world!

The 22nd annual Caribbean Actuarial Asso-
ciation conference will be held at the Shera-
ton Nassau Beach Resort in The Bahamas
from November 15 to 16, 2012. It will be
held in conjunction with the 1AA’s Fall Meet-
ings.

On November 14 the Institute & Faculty of
Actuaries will conduct a Professionals
Skills Course. This seminar will provide up
to 6% hours professionalism CPD credits for
gualified actuaries and students and offers a
highly recommended update on profession-
alism issues.

Conference and course details will be avail-
able soon at www.caa.com.bb.

Come experience an actuarial conference like no other
..... in a place like no other!

Imagine a world where you can't tell where
dreams begin and reality ends. These are The
Islands Of The Bahamas and they're like no
other place on Earth.

There are 700 Islands of The Bahamas start-
ing just 50 miles off the coast of Florida. They
boast the clearest water on the planet — you
can see your toes as easily as you can the
world's third largest barrier reef.

We invite you to explore our islands. One step
and you'll realize the beauty of each island
extends far beyond our extraordinary natural
wonders. It's the smiles on the faces of the
Bahamian people, the unique sounds of our
rich culture, the warm hospitality of our heri-
tage and our colorful history.

4 | INTERNATIONAL NEWS | SEPTEMBER 2012



The Euro Crisis and Political Risks Affecting Retirement

Income Programs

Editor’s Note: This article won the first place
prize in the International Section Country
Feature Article Competition.

Many of us have watched the developing
euro crisis with trepidation. What started as a
banking crisis has now turned into a govern-
ment debt crisis, in particular on the European
periphery.

One issue that has not been in the spotlight
as much as one might expect, is the implica-
tions of the euro crisis on retirement income
programs.

As countries suffer economically, so too will
their social security programs. Such programs
are typically provided on a pay-as-you-go
basis, and many of these programs were sub-
ject to structural problems long before the
European sovereign debt crisis came around.
Possible negative implications are not restricted
to government pension programs though. As
company pension benefits are highly regulated,
these benefits are also subject to political risks
to a greater extent than many other employee
benefits might be.

In the past, we have seen changes to regula-
tions which have been perceived to negatively
impact pensions. However, during the euro
crisis, we have seen governments undertake
austerity measures which dramatically reduce
pension benefits in a way never seen before in
Europe, at times even going as far as to confis-
cate pension assets in order to fill government
coffers.

This article examines such developments in
four European countries.

Norman Dreger, FSA, FCIA, is with
Mercer in Frankfurt, Germany. He can be

reached at norman.dreger@mercer.com.

After the transition to a market based economy,
the pension system in Hungary consisted of
three pillars:

e Pillar 1: A pay-as-you-go social security
system

e Pillar 2: A funded system of mandatory
individual accounts

«  Pillar 3: Company pension benefits

At the end of 2010, the second pillar pension
system had over 3m members and around 10
billion euro in assets.

Near the end of 2010, the Hungarian state was
in dire need of capital. Desperate times call for
desperate measures, and the government came
up with the creative solution of asking people
to “voluntarily” give up their second pillar sav-
ings in order to help the government deal with
its short-term liquidity concerns.

You may wonder why anybody in their right
mind would agree to “voluntarily” give up their
hard earned pension savings. The answer is
simple: The payment of the account balances to
the government was made voluntary, however,
anybody who was not willing to make such a
“donation” would not receive any additional
future benefits from the first pillar social secu-
rity system, although they would be required to
continue to contribute to the system in future.
In what basically comes down to a form of
blackmail, some 97 percent of members sacri-
ficed their second pillar accounts, handing the
government a one-off 10 billion euro windfall.

CONTINUED ON PAGE 6
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The question some pundits are asking is wheth-
er the government will stop at the second pillar.
Many doubt the government will. The third pil-
lar currently has about 3 billion euro in assets.
Will people be asked in future to “voluntarily”
give up this money as well? Watch this space!

Ireland has traditionally been a relatively poor
country. However, Ireland is also a country
with a long tradition of funded corporate pen-
sion benefits and as a result, while the govern-
ment coffers have often been quite empty, there
has traditionally been (relatively speaking) a lot
of money in Irish pension funds.

The economic situation in Ireland improved
dramatically in the late 1990s. This trend con-
tinued through to 2007/2008, and the start of
the global banking crisis. And then everything
started to go really wrong, really fast.

In September 2008, the Irish government
announced that the country had entered into a
recession, the first state in the Eurozone to do
so since the introduction of the euro.

Ireland received assistance from the EU and the
IMF in 2010, and in return was required to meet
very challenging deficit reduction targets. The
government was on the lookout for creative
solutions to try and solve what seemed to be an
impossible problem.

In May 2011, the government dropped a bomb-
shell announcement: A “temporary tax” on
pension schemes and personal pension plans of
0.6 percent per year of the value of the pension
assets would be levied. The levy is to last for
four years, and is intended to raise about half a
billion euro in each of these years.

Whether this will actually be a temporary mea-
sure remains to be seen. After all, income tax

was also introduced as a temporary measure
many years ago, and we still are living with it
today. This move may also be the death of the
Irish hosted pan-European pension plan. Can
you imagine a company wanting to transfer all
of its European assets to Ireland, only to have
these taxed at a rate of 0.6 percent per year?

Portugal is one of the countries suffering the
most as a result of the Eurozone crisis. Similar
to Ireland, Portugal received massive financial
assistance from the EU and the IMF in 2010,
and in turn committed itself to drastically
reduce its budget deficit over a short period
of time.

Presented with limited options, the Portuguese
government also needed to seek creative solu-
tions in order to meet its short-term budget
consolidation targets.

Such a creative solution was found in 2010. It
was agreed that the state would assume approx-
imately 3 billion euro in pension assets and
liabilities from Portugal Telecom. The three
billion in assets would provide Portugal with
desperately needed funds to help it deal with
its short-term spending requirements, while
reducing its budget deficit as required by the
EU and the IMF. Unfortunately, by taking on
the assets, the Portuguese government also took
on the liabilities associated with the pension
commitments. And while the assets which were
assumed were used up almost immediately, the
liabilities remain with the state on an unfunded
basis. The Portuguese state will need to pay for
these benefits through future increases in pro-
ductivity, or through future increased savings.

Because the state is not required to prepare a
balance sheet in the same manner as a pub-
licly listed company, these liabilities will not



be recorded or disclosed in a transparent way.
However, this fact does not make the future
obligations of the Portuguese government and
the corresponding financial burden any less
real. In fact, this lack of transparency might
ultimately prove to be an additional burden, as
obligations that are not accounted for properly
are perhaps less in focus and thus more difficult
to manage.

The transfer of assets and liabilities from
Portugal Telecom was intended to be a one-
time arrangement to help Portugal out of a
difficult situation. However, just one year later,
Portugal again found that it was struggling
to meet its budget deficit reduction targets.
In order to again meet these targets, another
“pension solution” was found, this time with
18 Portuguese banks. It was agreed to transfer
approximately six billion euro in assets and
liabilities from the banks to the state. And
again, while this gave the government badly
needed access to funds; it also meant that the
long-term liabilities were assumed by the state
on an unfunded basis.

The Portuguese government will need to meet
ambitious deficit reduction targets in 2013
and in future years. One has to wonder how
long Portugal can strip pension plans of their
assets and assume the pension obligations on
an unfunded basis as a type of additional sov-
ereign debt, before there are no pension plans
left to raid and the country finds itself with its
back against the wall.

The United Kingdom has also suffered greatly
as a result of the current crisis. The government

has introduced a number of extreme austerity
measures in the last several years to try and get
the country back on track. Effective April 2011,
there was a dramatic change in the amount
of pension an individual can earn in a given
year on a tax sheltered basis. This amount was
reduced by over 80 percent from 255k GBP to
50k GBP per annum.

For the purposes of determining the value of
pension benefits earned in a given year, dif-
ferent approaches are required for defined
contribution and defined benefit pension plans.
For a defined contribution plan, the value of the
pension benefits earned in a given year is sim-
ply the total contribution made. For a defined
benefit pension plan, the value is based on a
formula, essentially the increase in pension
entitlement over the year times a factor of 16.

While much smaller than before, 50k GBP
may still seem like quite a large amount of tax
sheltering for pension benefits. For instance,
for a defined contribution pension plan pay-
ing a contribution of 10 percent of salary, only
employees earning over 500k GBP would be
affected by this change.

However, for defined benefit pension plans,
especially plans which are based on final sala-
ry, the threshold is now low enough that people
in middle management or other professionals
could be affected.

Take for instance a typical middle management
employee. Let’s call her Elizabeth in honour
of the 2012 diamond jubilee. Elizabeth earns
110k GBP a year, a decent salary all things
considered, but no CEO-salary by any means.
Elizabeth participates in a defined benefit pen-
sion plan which pays 2 percent of final pay per
year of service, and has 25 years of credited
service.

CONTINUED ON PAGE 8
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Elizabeth had a very successful year in 2010.
However, as her employer had a very chal-
lenging year in 2010, it was decided globally
that there would be no salary adjustments at
the start of 2011. Elizabeth was disappointed,
but she was promised that the company would
make it up to her in 2012.

Elizabeth’s notional pension earnings in 2011 are:

110k GBP x 2 percent x (factor of 16) =
approximately 35k GBP

Since this amount is less than the tax effective
savings limit of 50k GBP, Elizabeth would
pay no tax as a result of the pension entitle-
ments she earned in 2011. After paying about
40k GBP in taxes on her regular salary, and
30k GBP in mortgage payments, this leaves
Elizabeth with 40k GBP to spend.

Lets jump ahead now to 2012. This year
Elizabeth received the salary increase she
was waiting for, a 13.6 percent increase from
110k GBP to 125k GBP. She was delight-
ed when she heard the news: however, her
celebratory mood came to an abrupt end
when she received her tax bill for 2012.

Here’s why: Elizabeth’s notional pension earn-
ings are significantly higher than in the prior
year, leading to additional tax payments. Her
annual pension entitlement at the end of 2011
was:

25 years of service x 2 percent x 110k GBP =
55k GBP per year

At the end of 2012, her pension entitlement was:

26 years of service x 2 percent x 125k GBP =
65k GBP per year, an increase of 10k GBP.

This means that Elizabeth has notional pen-
sions earnings in 2012 of

10k GBP x (factor of 16) = 160k GBP

which is significantly higher than the 50k
GBP maximum tax effective amount. Even
if Elizabeth can transfer 15k GBP of unused
tax effective pensions savings from the prior
three years (which is permitted under the new
rules), this means that she will have to pay an
additional tax on notional pension earnings of:

160k GBP — 50k GBP — 3x15k GBP = 65k
GBP.

The additional “pensions tax bill” on this 65k
GBP of notional earnings is expected to be
around 30k GBP. Thus assuming she has 45k
GBP of regular tax, an additional “pensions
tax” of 30k GBP and 30k GBP of mortgage
payments, this leaves Elizabeth with only 20k
GBP to spend in 2012, half the amount she had
in the prior year.

This admittedly overly simplified example
(U.K. actuaries: please forgive me for cutting
some corners here) demonstrates how even
ordinary employees can be hugely impacted
by this change in legislation. Companies that
have open defined benefit pension plans in the
United Kingdom will need to do some hard
thinking about how they would like to address
this problem.

The euro crisis has resulted in negative implica-
tions for retirement income programs in a num-
ber of European countries. Unless we experi-
ence a dramatic turn of events, this trend may
be expected to continue, and even to spread to
other countries. However, in spite of the risks,
I believe corporate pensions will remain a key
attraction and retention tool for employers; the
risks associated with pensions can be managed,
but it is important that companies say abreast of
developments in order to minimise the impact
of surprises, in particular in such volatile and
uncertain times.



Connection.
Community.

Join our SOA Annual Meeting community. Unite
with peers. Make new connections. Revive old ones.
Connect with speakers during our more than 100

sessions—and get loads of CPD credit.

SOA
2012

ANNUAL MEETING & EXHIBIT

National Harbor, MD
Oct. 14-17

Sign up for these sessions, sponsored by the International Section:

International Section Continental Breakfast:
SOA International Strategic Objectives

Session 8

One of the SOAs top priorities for the coming
year is to improve its international outreach and
presence. Members of the SOA International
Committee will be presenting on the current
international strategic initiatives and outreach
program. The session is intended to be interactive,
and we welcome all questions attendees may have.

Drivers and Forces in Asia: Current and
Future Insurance Markets

Session 142

The Asian insurance market is expected to
become the largest in the world over the next
few decades, especially the Indian and Chinese
insurance markets. This presentation will discuss
the current state of the Asian countries’ insurance
markets and their future potential.

Ready to connect? Head to SOAAnnualMeeting.org.
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Alan Cooke is a retired actuary
living in Vancouver, Canada. He
may be reached at vancooke@

How the Politicians Saved One Country’s Social Security

Pension System

Editor’s Note: This article won the second
place prize in the International Section Country
Feature Article Competition.

his country’s economic situation resem-

bled the condition of any one of a num-

ber of countries after the 2008 financial
crisis. Unemployment stood at more than 11
percent, the federal deficit was at record levels,
government bonds had been downgraded by
several rating agencies and there were rumours
of impending bailouts from international insti-
tutions. In addition, the country’s social secu-
rity pension plan was viewed as being bankrupt
as the fund supporting it was expected to be
exhausted in about 20 years. No, this was not
Greece or Ireland in 2012 but rather Canada in
1993. However, through the political courage
of the country’s federal Minister of Finance,
not only did Canada’s economy get put back
on a solid footing over the next four years but
its pay-as-you-go social security system was
converted to a “steady state” financing system
that stabilized its funding for the subsequent 75
years. We will start this unlikely political story
with a little background on the Canadian social
security system.

Canada has three sources of social security
pensions:

1. the “GIS” is payable to Canadian residents
over age 65 and provides a guaranteed mini-
mum income to low income retirees,

2. the “OAS” is payable to over-65s but is
taxed back entirely for high income retirees
(those earning roughly twice the average
industrial wage),

3. “CPP” is an employment- and earnings-
related plan providing retirement benefits
as early as age 60 as well as death and dis-
ability benefits. (The Province of Quebec
has a similar program to the CPP, the QPP,
but that program is outside the scope of this
article.)

GIS and OAS are funded out of general tax
revenue whereas CPP is funded from employer
and employee payroll deductions. For those of
you familiar with the U.S. Social Security sys-
tem, CPP resembles OASDI. There is a popular
perception that Canada is a “big spender” on
social welfare programs. However payments
from the three above-mentioned programs only
represent 4.1 percent of Canadian GDP where-
as the comparable figure for the United States
is 6.0 percent.

The focus of this article will be on CPP but
there will be some mention at the end of the
article to possible reforms of the OAS and GIS
systems that were announced in 2012.

Canada’s government actuary (the “Chief
Actuary”) prepares statutory actuarial valu-
ations for the CPP at least once every three
years. The Dec. 31, 1993 CPP actuarial valua-
tion revealed a deteriorating financial situation
as a result of lower than expected contributions
due to high unemployment and higher disabil-
ity pension claims. In this report, the CPP pay
as you go rate was projected to rise from 7.36
percent of covered payroll in 1994 to 14.2 per-
cent in 2030 reflecting the aging of Canada’s
population. In contrast, the actual level of



total contributions being paid by employers
and employees was only 5 percent of covered
payroll: the shortfall relative to actual benefit
expenditures was being covered by interest
income and capital from a small CPP fund
invested notionally in provincial bonds. This
CPP fund was forecast to be exhausted by 2015
under the current schedule of contributions.
The Federal Finance Department feared that the
ultimate CPP cost of 14.2 percent of covered
payroll would be unacceptable to future gen-
erations of CPP members if premiums at this
level were ever actually assessed. Thus reform
was critical.

In an act of rare political courage the Canadian
Federal Minister of Finance (comparable to
the United States Secretary of the Treasury
for those familiar with that system) conducted
a total review of CPP benefits, funding and
investment policy. Simultaneously this same
Minister was addressing the greater problems
of the country’s federal deficit and deteriorat-
ing international credit standing. This must be
kept in mind as significant federal program
cost-cutting was occurring at the same time
as difficult reforms being undertaken for the
CPP.

The Federal Minister of Finance solicited pub-
lic input on CPP options from many bodies
including the Canadian Institute of Actuaries
(CIA). The CIA’s input was largely incor-
porated into the ultimate CPP reforms so the
actuarial profession was quite happy with its
contribution to the process.

A combination of benefit reductions and
dramatic changes to its funding and invest-
ment policy resulted from the government’s
review of CPP and were reflected in the Chief

Actuary's Dec. 31, 1996 actuarial report.

1. Benefit Reductions: Changes in death,
disability and pension provisions produced
a long-term reduction in CPP costs of 1.1
percent of payroll. It should be noted that
none of the benefit changes involved raising
the age of entitlement despite the prevalence
of this practice in other countries.

2. Funding: The federal politicians decided
that future generations would never accept
a total rate of CPP contributions as high as
10 percent of covered payroll since this was
much higher than the perceived (and actual)
value of the accruing benefits. Thus a new
pattern of future contribution increases was
calculated that would quickly create a large
fund whose investment earnings would be
sufficient to keep the long-term contribution
rate below the psychologically-significant
rate of 10 percent of pay. It was determined
that this fund would ultimately stabilize at
a size equal to 4.3 times annual CPP ben-
efit payouts. To get to this large a fund, the
total CPP contribution rate increased from
5.0 percent of covered payroll in 1994 to
9.9 percent in 2003. This did not produce a
fully-funded pension plan in the manner of
a funded corporate pension plan but rather
created a steady-state funded status that
stabilized contributions for the subsequent
75 years. It is important to note that several
provisions were subsequently added to the
CPP’s regulations to preserve its steady-state
funding. Firstly, if a subsequent actuarial
valuation disclosed a long-term funding rate
above 9.9 percent of pay, benefit reductions
would be immediately implemented to bring
the system back into balance. Secondly, any
future improvements to CPP benefits could
only be adopted if they were subsequently

CONTINUED ON PAGE 12
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fully funded in accordance with private pen-
sion plan practices.

3. Investment Policy: Many Canadians felt
that the former CPP fund containing notional
provincial government debt did not consti-
tute “real” assets backing up the CPP prom-
ises. More significantly the federal govern-
ment concluded that the yields on this type
of investment were much lower than could
be achieved if the fund was invested more
aggressively, i.e., in a manner more similar
to a large private pension plan. The govern-
ment also appreciated that such a large pen-
sion fund would need to be free of political
interference so an independent investment
board was established to oversee all CPP
fund investment activities. The resulting
structure was similar to that of other large
trusteed pension plans. The Chief Actuary
revised his long-term real (i.e., net of infla-
tion) rate of investment return from 2.5 per-
cent to 3.8 percent to reflect this change of
investment policy. This change reduced the
estimated long-term funding requirement by
1.5 percent of payroll.

This entire process was not without some
related controversy. A CPP actuarial valuation
was prepared one year after the Dec. 31, 1996
valuation. Before it was finalized the Chief
Actuary allegedly refused his boss’ instruction
to change a figure in this Dec. 31, 1997 report
that would have showed that a contribution rate
higher than the politically-sensitive 9.9 percent
of payroll was required. The Government actu-
ary was subsequently fired, purportedly for
“management differences.” The CIA formally
expressed its strong concern over the indepen-
dence of the Chief Actuary in this situation.
As a result, the government invited the CIA

to solicit its membership for a team to inde-
pendently review the draft Dec. 31, 1997 CPP
actuarial report. This independent actuarial
review confirmed that a long-term contribution
rate under 10 percent was still valid. However
this controversy resulted in a new process
under which all statutory CPP reports are peer
reviewed by an independent actuarial commit-
tee made up of CIA volunteers.

Update on CPP and Other Reforms

The Chief Actuary produced a special state-
ment to Parliament in 2010 reconfirming the
stability of the long-term funding rate despite
the decline in the CPP fund’s assets after the
financial crisis. In a separate development, the
current federal government has proposed in a
March 2012 budget statement that it intends to
raise the age of entitlement under the unfunded
OAS and GIS programs from 65 to 67 over a
period of years. This change will be phased-in
starting in 2023.

Applicability of CPP Reforms to Other
Countries?

The most radical aspect of the CPP reforms
was to build up a very large fund and set up
an independent board to actively manage its
investments. This is an approach that has not
been implemented in many other countries
because it is feared that such a large fund
would be subject to political interference. I
would encourage the reader to go to the web-
site (www.cppib.ca) of the independent board
that manages CPP investments to see how they
are structured to avoid political interference.
They appear to have been successful in this
regard and their investment portfolio includes
a sophisticated range of domestic and foreign
assets. Another obstacle to the CPP approach is
that most governments see social security funds
as captive buyers of their debt so do not want to



diminish this market for their bonds. However
I would argue that the CPP fund’s mandate “to
maximize returns without undue risk of loss”
better serves the public than exclusively hold-
ing government debt.

In conclusion, the CPP reforms of the mid-
1990s restored the public’s faith in the secu-

rity of the program and helped to stabilize
costs between generations. Remarkably, it was
undertaken during one of the darkest econom-
ic periods in Canada’s history, thus refuting
the argument that reforms can only occur in
“good times.” Unfortunately there is a bigger
social security issue that Canada still has not
addressed: reforming our health care system
to make it sustainable over the long run.
Hopefully another brave politician will emerge
with the courage to address this issue.

We want to know what you think.

How has the tool and personal planning workbook
helped you design your future?

Contact Jacquenette Moody, professional development
manager, with feedback at jmoody@soa.org.

Have you used the Competency Framework Self-Assessment Tool?

Competencyrravework
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The National Strategic Plan for the Insurance Industry
in Argentina: Meeting of Actuaries at the Insurance

Regulatory Body

By Javier Campelo

n May 11" a meeting was held in

Buenos Aires at the Superintendency

of Insurance (SSN) with the leading
actuaries in the country. The aim of this meet-
ing was to present the National Strategic Plan
for the Insurance Industry in Argentina (PlaNes
2012-2020) to the attendees and invite them to
give their ideas and suggestions. The meeting
provided an excellent platform for the actuarial
community to voice their perspective. Amongst
the speakers were the National Director of
Financial Services at the Ministry of Finance,
Fernando Maitini; the Regulatory Technical
Manager at the SSN, Sebastian Marenzi and
one of the Project Coordinators of PlaNes
2012-2020, Gustavo Blutman.

There were more than fifty very prominent
actuaries in attendance, including the authorities
at the different universities, clubs and bodies
relating to actuarial studies in Argentina: the
director and the vice-director of actuarial studies
at the University of Buenos Aires (UBA); the

director of Actuarial Studies at the University of
Salvador (USAL); the president of the Actuarial
Commission at the Professional Council of
Economic Sciences (CPCE); the president of
The Argentine Actuarial Institute (IAA) and
Javier Campelo, the Society of Actuaries’
ambassador for Argentina and regional ambas-
sador coordinator for Latin America and the
Caribbean (SOA), who arranged and organized
the meeting following a request from SSN.

We are very thankful to Isidoro Felcman, the
project director of PlaNes 2012-2020 and
Santiago Fraschina, project coordinator of
PlaNes 2012-2020 who promoted this meeting
and the involvement of the actuarial community
in this thoroughly worthwhile endeavor.

PlaNes 2012-2020 is driven by SSN, through the
Superintendent of Insurance, Juan Bontempo,
with the invaluable support of the Minister of
Finance, Hernan Lorenzino. The main objective
of the plan is to design the best policies for facili-
tating growth and development of the industry in
the next decade. All the relevant parties, both in
the public and in the private sector, will actively
participate in this project. It includes the authori-
ties of the different insurance and reinsurance
chambers in Argentina, as well as: the associa-
tions of loss adjusters and expert witnesses; the
unions of insurance workers; the consumer asso-
ciation bodies; the various sales associations;
and different legal experts in this field.

On October 21* (the National Insurance Day),
the Argentine President, Cristina Ferndndez
de Kirchner, along with the authorities of the
Ministry of Finance and the SSN, will be formal-
ly unveiling the Strategic Plan for the Insurance
Industry to the Argentine nation.



Doug Carey, FSA, is a director at
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International Meetings in Hong Kong

By Doug Carey

early 300 actuaries from over 30

countries met from May 6-9 at

the Sheraton Hong Kong Hotel &
Towers. The event was a joint colloquium
of three International Actuarial Association
(TAA) sections—the Health Section (IAAHS),
the International Association of Consulting
Actuaries (IACA), and the Pension Benefits
and Social Security Section (PBSS). The event
was also supported by the Actuarial Society of
Hong Kong and the Asia Pacific Association of
Consulting Actuaries.

The overall theme of the event was The
Actuarial Profession and Social and Economic
Development. The keynote speakers provided
an excellent overview of the region and topical
issues, including:

¢ The Role of the Actuarial Profession’s
Social and Ethical Mission - Dr. Anthony
Neoh, QC, SC, former chairman of
the Hong Kong Securities and Futures
Commission and chief adviser of the
China Securities Regulatory Commission

e Aging and its impact on Governments,
Companies and Life & Health
Insurance Products - Paul Murray,
FFA, managing director of Swiss
Re Life & Health (Hong Kong)

* Consumer Protection in the
Insurance Industry - Annie Choi,
Hong Kong commissioner of insurance

e The life and non-life insurance markets
of Asia, the companies operating in them,
and the changing definition of the “multi-
national” - Simon Walpole, FIA, principal
& practice leader, Deloitte Actuarial and
Insurance Solutions (Hong Kong) Limited

e Social and Economic Trends in East

Asia: Impact on Social Protection
Systems - Mitchell Wiener, FSA EA,
senior social protection specialist,
World Bank’s Indonesia Country Office

e  The Role of Provident Funds in Social
and Economic Development - Cynthia
Hui, FIAA, executive director (supervi-
sion), Mandatory Provident Fund Schemes
Authority, Hong Kong

The various sections arranged break out sessions
with a mix of speakers presenting papers and
sharing their expertise.! The participating sec-
tions also took the opportunity to hold in-person
general meetings of their membership.

The TAA is already planning for the 2013 col-
loquium in Lyon, France, June 24-26, in con-
junction with the French Institut des actuaires.
The participating IAA sections will be Actuarial
Approach for Financial Risks/Enterprise Risk
Management (AFIR/ERM), PBSS, and the Life
Section.

1

Conference papers and pre-
sentations can be found at
http://www.actuaries.org/
HongKong2012/papers_pre-
sentations.cfm?VIDEO=Y
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Alan Cooke is a retired actuary
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Alan is the Vice-Chairperson
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The International Actuarial Association’s Los Angeles
Meetings

By Alan Cooke

The International Actuarial
Association held its annual
Council and Committee meet-
ings in Los Angeles from May
22 to May 26. Approximately
300 actuaries and their guests
from around the world attend-
ed the meetings. These meet-
ings immediately followed the
Society of Actuaries Life &
Annuity Symposium in the same
venue. This article describes the
role of the TAA and chronicles
some of its activities in Los
Angeles.

Presenters at April 2012 seminar in Nepal.
From left to right: Mayur Ankolekar, Akshay Pandit and Manalur Sandilya. In the background, Durbar
Square in Patan.

WHAT IS THE INTERNATIONAL
ACTUARIAL ASSOCIATION (IAA)?

The TAA is the worldwide association of pro-
fessional actuarial associations, with a number
of special interest sections for individual actu-
aries. The IAA exists to encourage the devel-
opment of a global profession, acknowledged
as technically competent and professionally
reliable, which will ensure that the public inter-
est is served.

The mission of the IAA, as the worldwide
organization of actuarial associations, is:

* to represent the actuarial profession and
promote its role, reputation and recognition
in the international domain; and

* to promote professionalism, develop
education  standards and  encourage
research, with the active involvement of its
member associations and sections, in order
to address changing needs.
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IAA BREAKFAST SEMINAR AT THE SOA
LIFE & ANNUITY SYMPOSIUM

The first IAA activity in Los Angeles was a
May 22 breakfast meeting for attendees of the
SOA Life & Annuity Symposium. This session
was moderated by Sunil Sen, a member of the
SOA International Section Council and the sec-
retary of the Actuaries Without Borders (AWB)
Section of the IAA. Alan Cooke, the vice-
chairperson of AWB, provided an overview
of the TAA’s structure. Currently there are 64
full IAA members (e.g., the SOA, CIA, AAA)
and 28 countries with associate membership.
Similar to the SOA, the IAA has numerous sec-
tions and committees. Alan mentioned that the
AWRB Section’s role was to provide volunteers
for projects in countries with developing actu-
arial professions. Peter Murdza, the chair of
the AWB Education Subcommittee, followed
with a discussion of the types of projects AWB
undertakes. These were illustrated by describ-
ing (with many interesting photos, including
the Nepal photo accompanying this article)
actual AWB projects in Kazakhstan, Kenya,
Azerbaijan, Albania and Nepal. Marc Slutzky,
the chairperson of the IAA Life Section, closed
the session with a discussion of the work of his
section. The Life Section’s role is to promote
actuarial research and the exchange of knowl-
edge in the field of life insurance around the
world. The results of their research are shared
through colloquia and seminars, bulletins and
webcasts.

The full presentations from the breakfast session
may be found at www.soa.org/Professional-
Development/Event-Calendar/2012/LAS/
Agenda-Day-3.aspx.

SUMMARY OF SUBSEQUENT IAA
MEETING ACTIVITIES

The TAA has recently published a special edi-
tion of its newsletter summarizing the activities
that took place at its Los Angeles meeting. This
excellent summary may be found at:
http://bit.ly/NqwOUF ]
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Increased Interest in

By Carl Hansen

ecently, we have seen renewed inter-

est in the international (or “offshore”)

pension plan. An international plan
typically provides benefits for internationally
mobile workers of a multinational employer,
but can also be used for certain other workers.
The plan is usually located in a respected inter-
national finance centre.

There are several possible reasons for the
recent renewed interest in international pension
plans (IPPs). First of all, they remain an elegant
and tax efficient way to provide retirement
benefits for workers that might otherwise have
little or no formal pension provision due to
their working location or their mobile lifestyle.
In an increasingly global economy, smaller
“emerging” multinationals are facing some of
the benefits issues once only affecting the very
largest employers. There are many fast growing
companies with only informal or less uniform
pension promises in place for internationally
mobile workers. Some employers may have
established defined benefit IPPs many years
ago, only to be discouraged by some of the gen-
eral financial and administrative frustrations
that have developed over the years with defined
benefit (DB) plans. Those employers are now
re-evaluating the IPP from a defined contribu-
tion or hybrid plan perspective in search of
more flexibility and easier administration. A
defined contribution (DC) or hybrid IPP can
supplement or replace an existing DB IPP on a
more cost effective basis.

A newer use for IPPs is to provide retire-
ment benefits for local workers in countries
with inadequate or less effective local options
because of under developed markets for local
pensions. These workers may be excluded from
participating in local retirement plans or they

reached at chansen@bwcigroup.

International Plans

could be local workers with limited options.
Typical countries where this approach is most
effective are rich in minerals or other natural
resources, so employers are often large interna-

tional oil or mineral extraction operations.

The new generation of DC IPPs are very flex-
ible to meet the needs of a variety of employer
types and sizes. Employer contributions can
be uniform or vary according to home coun-
try, host country, age, service, or a variety of
other criteria. Employee contributions may
be tax effective depending on individual cir-
cumstances. Members can choose from a wide
range of investment funds in various cur-
rencies to fit their own circumstances. Most

CONTINUED ON PAGE 18
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plans provide some sort of a “lifestyle” fund
as a default option for those employees want-
ing less involvement in the selection of their
investments. Administration packages usually
include secure websites allowing members to
access and change their retirement accounts
from anywhere at any time. Depending on
the provider, administration services may be

available only as part of a bundled package of
services or the employer may be able to dictate
their own level of involvement.

The table below gives a brief comparison of
funded plans, unfunded plans, and insured (or
contract based) arrangements.

FUNDED
INTERNATIONAL PLAN

CONTRACT BASED
ARRANGEMENT

UNFUNDED PLAN

Security for members

Security for members

No security for members

currency

limitations on currency
for premiums and
payments.

Security of externally funded of externally funded against employer
pension pension insolvency
Inflexible, must fit within
Flexible benefit and constraints of insurance Flexible benefit and
- contract. May have
Flexibility payment structures, payment structures,

currency

Investment Choices

Flexible investment
choices

May have limitations on
investment choices

N/A

Costs

Transparent costs;
investment returns
provide additional
benefits

Cost of providing
benefits is relatively
high, including insurer’s
expenses and profit

May have cost savings
on administration or
investment expenses

Mark your calendars!

The Singapore Actuarial Society is the host of the 17th East Asian Actuarial Conference (EAAC),
“Redefining Risk, Creating Value” being held at Resorts World Singapore from October 14-17,

2013. The EAAC brings together actuarial professionals in the Asia-Pacific region to discuss various
international and topical issues. If you are not familiar with Singapore, Resorts World is the premier
destination in Singapore, with Universal Studios located on site. Other attractions include the casino,
shopping and famous Singaporean food. For more details see www.rwsentosa.com.

We will continue to provide more details closer to the date.
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International Section Survey Summary

arlier this year, the International

Section Council conducted a survey of

International Section Members and other
interested parties. The purpose of the survey was
to help the council better understand the com-
position of the membership they serve, focus on
those areas that provide value to the member, and
develop future goals and objectives. This article
will provide a brief summary of the survey results
and how those results will impact council actions
going forward. It is important to emphasize that
the survey is not the membership’s only opportu-
nity to make its voice heard. The council always
welcomes input, which can be directed to Jill
Leprich, the SOA International Section Specialist.
Her email is jleprich@soa.org.

We received a total of 227 responses, 70 percent
of which are International Section Members. Of
all respondents, 35 percent are based in the United
States or Canada, 30 percent are based in Asia,
20 percent are based in Europe, and the remain-
ing 15 percent are based in Latin America, the
Caribbean, Africa, the Middle East, or Australia/
New Zealand. A little over half of the respondents
specialize in Life Insurance, with a significant
number of respondents also specializing in Retire-
ment Systems, Risk Management, Health Benefit
Systems and Finance. About half of respondents
work for insurance companies, 20 percent work
for consulting firms, 12 percent work for reinsur-
ance companies, and the remainder work for other
employer types.

Among the respondents that are members of the
International Section, 55 percent are either very
satisfied or somewhat satisfied with their section
membership, 40 percent have a neutral level of
satisfaction, and 5 percent are either somewhat
dissatisfied or very dissatisfied. The aspects of
membership that are most important to the mem-
bers are the newsletter and sponsored meetings or
seminars. Slightly less important to the members
are local networking events and communications
from the council.

Regarding the ambassador program, about 65 per-
cent of respondents are either not very familiar or
not at all familiar with the program. Another 25
percent are only somewhat familiar, leaving only
10 percent that are very familiar with the program.
Only about 20 percent of respondents know who
their local ambassador is, and about 70 percent of
those have had some interaction with their ambas-
sador in the past year. The council is working to
raise awareness of the ambassador program, and
will work with the different ambassadors to help
them in their duties. Members and other individu-
als can also learn more about the ambassador pro-
gram on the section webpage: http:/www.soa.org/
Professional-Interests/International/intl-ambas-
sador-program.aspx.

The survey produced a number of good ideas for
how [International News can be improved and
topics that respondents would like to see. These
include more locally relevant content, high level
summaries of different markets, and challenges of
being an international actuary. We will incorpo-
rate these ideas into future issues of the newsletter.
Additionally, we would encourage individuals to
submit articles or to contact the editorial staff to
determine if an article idea would be suitable for
the newsletter.

Regarding educational activities, the survey re-
spondents ranked International Financial Report-
ing Standards (IFRS), Country-specific Informa-
tion, and Economic Capital/Solvency II as the
topics that they would most like to see covered by
meetings or seminars. Respondents also showed
interest in a variety of other topics. The council
is working to expand the offerings available to its
members, including options that will be more con-
venient in terms of time and location, and that will
provide more local content.

The council would like to thank all those who re-
sponded to the survey, and would encourage you
to participate in future surveys.
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