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INSTRUCTIONS TO CANDIDATES 
 

General Instructions 
 
 1. This examination has a total of 70 points.   
 
  The points for each question are indicated at the 

beginning of the question.  Questions 1 - 6 
pertain to the Case Study, which is enclosed 
inside the front cover of this exam booklet. 

 
 2. Failure to stop writing after time is called will 

result in the disqualification of your answers or 
further disciplinary action. 

 
 3.  While every attempt is made to avoid defective 

questions, sometimes they do occur.  If you 
believe a question is defective, the supervisor or 
proctor cannot give you any guidance beyond 
the instructions on the exam booklet. 

Written-Answer Instructions 
 
 1. Write your candidate number at the top of each 

sheet.  Your name must not appear. 
 
 2. Write on only one side of a sheet.  Start each 

question on a fresh sheet.  On each sheet, write 
the number of the question that you are 
answering.  Do not answer more than one 
question on a single sheet. 

 
 3. The answer should be confined to the question 

as set. 
 
 4. When you are asked to calculate, show all your 

work including any applicable formulas. 
 
 5. When you finish, insert all your written-answer 

sheets into the Essay Answer Envelope.  Be sure 
to hand in all your answer sheets since they 
cannot be accepted later. Seal the envelope and 
write your candidate number in the space 
provided on the outside of the envelope.  Check 
the appropriate box to indicate Exam DP-RU. 

 
 6. Be sure your written-answer envelope is signed 

because if it is not, your examination will not be 
graded. 
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CASE STUDY INSTRUCTIONS 
 

The case study will be used as a basis for some examination questions.  Be 
sure to answer the question asked by referring to the case study.  For 
example, when asked for advantages of a particular plan design to a company 
referenced in the case study, your response should be limited to that 
company.  Other advantages should not be listed, as they are extraneous to 
the question and will result in no additional credit.  Further, if they conflict 
with the applicable advantages, no credit will be given. 
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**BEGINNING OF EXAMINATION** 
Retirement Benefits United States – Design & Pricing 

 
 

Questions 1 - 6 pertain to the Case Study 
 
 

1. (8 points)  The CFO of NOC has engaged you to conduct an asset/liability study for the 
Hourly Pension Plan for the purpose of setting the asset allocation policy. 
 
(a) Describe the possible objectives of an asset/liability study. 

 
(b) Describe the characteristics of NOC and the Hourly Pension Plan that should be 

considered in conducting an asset/liability study. 
 

(c) Describe the development of the economic assumptions required for the 
asset/liability study. 

 
 
 
 
 
 

Questions 1 - 6 pertain to the Case Study 
 
 

2. (7 points)  You are the new actuary for the NOC Salaried Pension Plan and are 
conducting your assumption review for the funding valuation. 
 
(a) (2 points)  Identify the professional requirements that apply in selecting the 

demographic assumptions. 
 

(b) (5 points)  Evaluate the existing demographic assumptions considering the 
historical experience of the plan. 
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Questions 1 - 6 pertain to the Case Study 
 
 

3. (7 points)  You are the new actuary for NOC.  You are in the process of preparing your 
first information request for the Salaried Pension Plan valuation. 
 
(a) Identify the information and its sources required for the funding valuation. 

 
(b) Describe the quality control checks you will perform on the information obtained. 
 
 
 
 
 
 

Questions 1 - 6 pertain to the Case Study 
 
 

4. (15 points)  NOC is freezing the Salaried Pension Plan and adding a new defined 
contribution plan. 
 
(a) (6 points)  Describe the types of employer-sponsored tax-qualified defined 

contribution plans. 
 

(b) (3 points)  Describe the advantages and disadvantages for NOC’s Salaried 
employees of a money purchase plan compared to a matched 401(k) plan. 
 

(c) (6 points)  Describe the plan design decisions required to implement a matched 
401(k) plan. 
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Questions 1 - 6 pertain to the Case Study 
 
 

5. (7 points)  You are working on the design of a new unfunded SERP at NOC.  The new 
SERP will cover only the CEO, the COO and a CFO currently being recruited. 
 
You are given the following information: 
 

 Age Service Base Salary Target Bonus 
CEO 45 20 $500,000 50% 
COO 60 20 $400,000 35% 

New CFO 50 0 $300,000 35% 
 
 
Describe the plan design considerations for the SERP. 
 
 
 
 
 
 

Questions 1 - 6 pertain to the Case Study 
 
 

6. (6 points)  NOC is asking your help to establish a pension plan for its third-country 
national employees in the European Union. 
 
(a) Describe the required components of a global benefits policy. 

 
(b) Describe the issues that need to be considered when designing and implementing 

a pension benefits program in the European Union. 
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7. (8 points)  You are reviewing a pension plan’s investment performance over the past two 
years.  You are given the following information: 
 

 Actual Return Benchmark 
Return 

Actual 
Allocation Target Allocation

Asset Class 2005 2006 2005 2006 2005 2006 2005 2006 
Domestic 
Equities 11% 21% 13% 15% 51% 57% 50% 50% 

International 
Equities 17% 10% 16% 7% 9% 11% 15% 15% 

Domestic 
Bonds 3% 4% 7% 5% 38% 30% 35% 35% 

Cash 2% 2% 3% 1% 2% 2% 0% 0% 
 
 
(a) Calculate the pension fund performance in each of the last two years and in total 

relative to the benchmark returns.  Show all work. 
 

(b) Explain the difference in returns for 2005 and 2006 between the pension fund and 
the benchmark using macro attribution analysis.  Show all work. 
 

(c) Describe potential issues that should be considered when comparing the actual 
fund return with the benchmark return to assess the manager added value. 
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8. (12 points)   
 
(a) Compare and contrast hybrid plans with traditional defined benefit and defined 

contribution plan designs. 
 

(b) Describe the operation and distinct features of each of the following hybrid 
designs: 

 
(i) Cash balance 

 
(ii) Pension equity 

 
(iii) Floor offset 

 
(c) Describe the methods used to address the transition issues when converting a 

traditional defined benefit plan to a hybrid plan. 
 
 
 
 
 

**END OF EXAMINATION** 
 


