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Executive Summary

1. During its fifty-fifth session, which had been held in Rome from 10-18 July
2008, the United Nations Joint Staff Pension Board (UNJSPB) considered a
note that referred to various proposals for changes in the benefit provisions of
the Fund that had been advanced during the last several sessions of the Board
and the diverse views concerning such changes that were being maintained by
different constituents of the Board. In order to examine and prioritize the pro-
posals being advanced in a more integrated and comprehensive manner, the
Board decided to establish a Working Group, which was tasked with providing
specific proposals that could help guide the Board over the next several years.

2. The Board agreed on terms of reference that requested the Working
Group to (a) assess the major developments to be taken into account in defin-
ing the future needs of the Fund; (b) examine the remaining economy meas-
ures adopted since 1983 but not yet addressed, as well as any additional
measures that have been under recent consideration by the Board and/or that
may arise from the assessment referred to in (a) above; and to (c) formulate
and prioritize proposals to meet the future long-term needs of the Fund and its
constituent groups.

3. The Working Group recognized three major developments, namely: (i) the
significant volatility in the market value of the assets of the Fund since the 31
December 2007 actuarial valuation; (i) the continuing increase in life expect-
ancy of individuals covered by the Fund with its adverse impact on the actuarial
valuation carried out as at 31 December 2007, and (iii) trends in pension re-
form. In addition to these three developments, the Group took into account the
needs of staff with shorter careers and workforce mobility. The Group also rec-
ognized the significant and unprecedented growth in the number of individuals
serviced by the Fund since 1998, along with the increasing risks associated
with such a vast, growing and globally dispersed population.

4. As provided for in its terms of reference, the Group used the report of the
2000 Working Group as its starting point. The Working Group also recalled
that it was requested to continue to consider issues aimed at enhancing the
mobility of staff and the portability of pensions. In addition, and while car-
rying out its work, the Group was mindful of the principles suggested in the
report of the Committee of Actuaries relating to: income replacement, long-
term solvency, intra and inter-generational equity, cost control and stability,
simplicity of administration and reduction of risks. The Group also remained
cognizant of the relevant General Assembly resolutions, which are reflected in
paragraphs 10; 11; 15; 18 and 20.

5. The Working Group also examined trends over the ten-year period
elapsed since the 2000 Working Group. It noted the following key elements:



* The number of active participants had significantly increased (contrary
to the assumptions) by 65% over the 10 year period;

® The number of beneficiaries had increased over the same period to a
lesser extent (30%);

* A significant number of participants separate from the Fund after hav-
ing served for less than 5 years;

* Average length of service of those taking periodic benefits had re-
mained stable over the same period at some 22-23 years;

e All six actuarial valuations - since 1997 — had been in surplus varying
between 0.24% and 4.25% of pensionable remuneration;

* Rates of early retirement and withdrawal settlements had remained sta-

ble; and

e life expectancy of individuals covered by the Fund worldwide had sig-
nificantly increased for both men and women.

6. On the basis of the various briefings received and its assessment of the
recent developments, including the significant volatility in the market value of
the assets of the Fund, the improved mortality rates and other trends, the Work-
ing Group considered a long list of general topics and possible measures
that could be proposed in order to address the long term needs of the Fund.
A summary of the Group’s initial consideration of this wide range of issues is
provided in paragraphs 46-77. The Working Group requested the Consulting
Actuary to provide comments and/or actuarial cost/savings estimates in re-
spect fo those issues the Group agreed would merit a more focused analysis.
The specific questions posed by the Group on these issues and the replies
provided by the Consulting Actuary are provided in paragraphs 85-99.

7. Following several discussions with the Consulting Actuary, the Working
Group decided to narrow its focus to specific measures that could be taken
with the aim of meeting the long-term needs of the Fund. Taking into account
the views expressed during the fifty-sixth session of the Board in 2009, the
Group aimed to provide specific proposals that would be most relevant to the
Board over the next several years, reflecting emerging trends and anticipated
challenges. A detailed analysis of specific measures that could be taken is
reflected in paragraphs 102 - 199.

8. In respect to benefits, and as mandated in its terms of reference, the
Group felt that the balance of the 2002 recommendations continued to de-
served special consideration, having already been agreed to by the Board
and approved in principle by the General Assembly. The Group also exten-
sively examined several other issues which could lead to possible changes
in plan design including the accumulation rates, withdrawal settlements for
participants with shorter term contributory service and possible reduction in
the vesting period.



9. The Working Group also considered possible measures that would result
in actuarial savings. It had extensive discussions on the normal retirement age
provision and the early retirement age and reduction factors. The Working
Group also, as a matter of principle, considered the eligibility period under
article 21. It agreed that, in principle, amendments to current practice in all
these areas could be beneficial to the Fund.

10. In addition, the Working Group reviewed a number of possible amend-
ments that would involve minimal actuarial costs. These measures related to
survivor benefits under articles 35 bis and 35 ter and child benefits under
article 36. Further consideration was also given to possible amendments to
certain provisions of the Pension Adjustment System.

11.  In preparing its final report, the Working Group referred to its extensive
consultations with the Consulting Actuary and elaborated its conclusions and
proposals essentially on the basis of the information and available actuarial
cost/savings estimates provided as part of such consultations. As requested
by the Board, the views of the Committee of Actuaries on the conclusions and
proposals of the Working Group are reproduced in paragraphs 206-213 of
this report.

12. At the time of adoption of its final report, the results of the actuarial
valuation as at 31 December 2009 were not available to the Working Group.
The Group nevertheless felt that since it had been requested to “provide spe-
cific proposals that could help guide the Board over the next several years”
it would make proposals with different implementation timeframes, which, to-
gether with all the supportive information, would give the Board a “flexible
roadmap” intended to assist the Board in making timely and appropriate deci-
sions in relation to the matters addressed by the Group.

13. The proposals of the Working Group on plan design are included in the
table below. These measures include the two benefits already approved by
the Board and also approved in principle by the General Assembly, which the
Group felt belonged to a special group of measures:

(a) Measures involving a cost which should be implemented
as soon as feasible:

- Amended withdrawal settlements for short-term staff
(estimated actuarial cost of 0.12 % of pensionable re-
muneration) [paras. 108 - 113]

- 4 amendments to article 35 (bis) (costs assumed to be
minimal) [paragraphs 166 - 173]

- Pension Adjustment System: elimination of negative
cost of living adjustments (measure not costed but as-
sumed to be minimal) [para. 198]



Vi

(b) Measure with a cost which remains desirable:

- Accumulation rate (partial and progressive return to
pre-1983 rates would carry a lower cost than full re-
version (full reversion at an estimated actuarial cost of
2.16% of PR)) [paragraphs 102 - 107]

(c) Measures which would produce gains:

- Reduction in the eligibility period for participation from
6 months to 60 days (gains not determined, should be
implemented as soon as feasible) [paragraphs 162 -
164]

- Increase in the early retirement reduction factors (esti-
mated actuarial savings of 0.14% of PR) [paragraphs
153 - 161]

- Increase in the normal retirement age to 65 (estimated
actuarial savings of approximately 1.00% of PR) [par-
agraphs 130 - 152]

(d) Studies to be carried out immediately:

- Study on enhancing the scope and flexibility in admin-
istering the Emergency Fund [para. 199]

- Study by Consulting Actuary on early retirement provi-
sions [paragraphs 153 - 161]

(e) Measures already approved by the Board and approved
in principle by the General Assembly, for priority consid-
eration by the Board:

- COLA for deferred retirement benefits commencing as
of age 50 (estimated actuarial costs of 0.36% of PR)
[paragraphs 114 - 120]

- Elimination of the 0.5% reduction of the first adjust-
ment due after retirement (estimated actuarial costs of
0.15% of PR) [paragraphs 121 - 129]

The above proposals are submitted without conditional linkages between them
and carry their own timeframe for implementation.

As found by the 2002 Working Group and confirmed by events and develop-
ments of the last decade, the Working Group concluded that the UNJSPF is
fundamentally sound in its principles, design and implementation. The Fund
is constantly subjected to pressures and challenges requiring effective cop-
ing and adaptive mechanisms. Existing oversight processes are sensitive fo
change and identify vulnerabilities in a manner that allow both administration
and governance to react effectively to evolving needs. The Working Group
hopes that its proposals will allow the Board to further the Fund’s capacity to
respond to change, ensure its sustainability and continue to serve its growing
number of clients.
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I. Introduction

1. During its fiftyfifth session, which had been held in Rome from 10-18 July
2008, the United Nations Joint Staff Pension Board (UNJSPB) considered a
note that referred to various proposals for changes in the benefit provisions of
the Fund' that had been advanced during the last several sessions of the Board
and the diverse views concerning such changes that were being maintained
by different constituents of the Board. In order to examine and prioritize the
proposals being advanced in a more integrated and comprehensive manner,
the Board decided to establish a Working Group with an equal number of
members representing each group. It had been recalled that a similar ap-
proach was followed in 2000, when the Board decided to establish an ear-
lier Working Group to deal with similar issues. The review and analysis that
emanated from the previous Working Group provided the Board with a “road
map” that has helped guide it during the past several years. Similarly, it was
expected that following its review, the Working Group on plan design would
be in position to formulate specific proposals that could help guide the Board
over the next several years

2. The Board decided to nominate an equal number of members from the
Governing Bodies, the Executive Heads, the Participants and FAFICS. It also
requested the CEO of the Fund to nominate a staff member from the secretariat
of the Fund who could serve as Secretary to the Group. It was subsequently
agreed that the Working Group on plan design would be comprised as fol-
lows:

Members Alternates

Governing Bodies ~ Ms. V. M. Gonzalez Posse (UN) Mr. G. Kuentzle (UN)
Mr. A. Kovalenko (UN)
Dr. J. Lariviere (WHO)

Executive Heads Mr. D. Northey (IAEA) Ms. C. Hennetier (WHO)
Ms. R. Pawlik (UN)
Mr. S. Tabusa (ILO)?

Participants Ms. S. Hansen-Vargas® (WMO) M. Q.-L. Sim*> (WIPO)
Mr. F. Léger (ILO)
Mr. A. Lakhanpal* (UN)

FAFICS Mr. A. Castellanos del Corral Mr. G. Schramek
Mr. R. Eggleston
Mr. W. Zyss
3. The CEO of the Fund decided to nominate Mr. Frank DeTurris, Chief
of Operations of the UNJSPF, as Secretary and focal point to the Working
Group. It was decided by the Working Group that the following individuals
would serve as officers of the Group:

' Fund, unless otherwise noted, shall mean the United Nations Joint Staff Pension Fund. 1



Chairman

Dr. J. Lariviére (Governing Bodies — WHO)?
Vice-Chairman

Mr. F. Léger (Participants representative — ILO)3
Vice-Chairman

Mr. D. Northey (Executive Heads representative — IAEA)*
Rapporteur

Mr. W. Zyss (FAFICS representative)

Il. Terms of reference

4. During its session in 2008, the Board agreed that the Working Group
would be tasked with carrying out its work in accordance with the following
terms of reference:

(a) Assess the major developments to be taken into account in defining
the future needs of the Fund;

(b) Examine the remaining economy measures adopted since 1983 but
not yet addressed, as well as any additional measures that have been under
recent consideration by the Board and/or that may arise from the assessment
referred to in (a) above; and to

(c) Formulate and prioritize proposals to meet the future long-term needs
of the Fund and its constituent groups.

The Working Group was requested to limit its focus to prioritizing possible
measures that could be taken in light of the continued actuarial surplus, as
well as consider measures that could provide savings, which would allow for
other changes in the plan design. The Board agreed that the final report of
the Working Group established in 2000 should serve as the basis for the new
Working Group.

The balance of the 2002 recommendations, already approved in principle by
the Assembly, should continue to be considered as priority issues. The Group
should also continue to consider issues aimed at enhancing the mobility of staff
and the portability of pensions through a possible reduction in the minimum

2 Following notification from Mr. M. Pace that he would be unable to continue serving as Chair of the Group,
the Working Group agreed, during its third meeting in Vienna on 17 July 2009, that Dr. J. Lariviére would
replace him as Chairman.

3 In order to avoid having two officers from the same constituent group, the Working Group also decided that
Mr. F. Léger of the Participants would replace Ms. V.M. Gonzalez Posse as Vice-Chairman, also as from 17
July 2009.

* The Working Group decided that Mr. D. Northey would replace Mr. S. Tabusa as Vice-Chairman as from its
17-19 February 2010 meeting.



period to qualify for a periodic benefit and through possible enhancements in
the amount payable for withdrawal settlements.

The Board also requested that, during its deliberations the Working Group
take into account the principles suggested in the report of the Committee of
Actuaries relating to: income replacement, longterm solvency, intra and inter-
generational equity, cost control and stability, simplicity of administration and
reduction of risks.

The Board further requested that a preliminary report be presented to the
Board in 2009. The Group was also expected to incorporate the views of the
Consulting Actuary and the Committee of Actuaries in its final report, which
would be presented to the Board in 2010.

Any additional costs for the services of the Consulting Actuary that relate
directly to the Working Group of the Board, as well as the usual costs for
travel and related daily subsistence allowance for the members of the Working
Group (and including the members of the Committee of Actuaries) would be
included in the Fund’s budget and charged against the Fund as administrative

expenses. This would be in accordance with a decision taken by the Board
in 2006.

lll. First meeting of the Working Group?®

5. The Working Group held its first meeting at the Geneva office of the Fund,
from 22-23 January 2009. This meeting was essentially a brainstorming ses-
sion, during which the Working Group elected officers, agreed on a working
agenda that would provide a blueprint for its future meetings and delineated
a number of the many and various issues that would need to be addressed
before the Group would be in position to issue its final report. The Group
also reviewed a substantial number of background documents that had been
requested by various members and other information that was considered
useful during the initial discussions of the Group. It agreed to set up a portal
through the Fund’s website where all documentation used by the Group would
be available online to the members and alternate members of the Working
Group. The Group was also provided with access to the Fund’s Knowledge
Management System, where previous documents of the Pension Board, the
Standing Committee and the Committee of Actuaries could be accessed di-
rectly online.

6. The Working Group recalled that its terms of reference requested that
it limit its focus to prioritizing possible measures that could be taken in light
of the continued actuarial surplus including the elimination of the remaining
0.5 per cent reduction in the first consumer price index adjustment due after

5 The members/alternate members of the Working Group attending the first meeting were |i) for the Govern-
ing Bodies: Ms. V. Gonzalez Posse (UN); Mr. A. Kovalenko (UN); Dr. J. Lariviére (WHO), (ii) for the Executive
Heads: Ms. C. Hennetier (WHO); Mr. S. Tabusa (ILO), {iii) for the Participants: Ms. S. Hansen-Vargas (WMO);
Mr. F. Léger (ILO); Mr. M. Pace (FAO); and (iv) for FAFICS: Mr. A. Castellanos del Corral; Mr. G. Schramek; Mr.
W. Zyss. Mr. F. DeTurris attended as Secretary and focal point to the Group. 3



retirement, as well as consider measures that could provide savings, which
would allow for other changes in the plan design. It was also cognizant of
the fact that the terms of reference might need to be viewed in a special light
given that the financial situation of the Fund had changed quite dramatically
since the Group was first established by the Board in July 2008. The Group
recalled that although the actuarial valuation carried out as at 31 December
2007 revealed a surplus of 0.49 per cent of pensionable remuneration (PR),
the effective surplus should be considered as 0.24 per cent of PR after account-
ing for the revised lump sum commutation factors that took effect as from 1
January 2009. The decline in the value of the surplus when compared to the
results revealed as at 31 December 2005 (i.e. 1.29 per cent of pensionable
remuneration), was largely attributed to the revised mortality tables reflecting
increased longevity rates that were incorporated in the 31 December 2007
valuation. It was also recognized that the 31 December 2007 valuation results
did not yet reflect the significant fluctuations in the market value of the assets
of the Fund since the most recent valuation was carried out. The Group noted
that an increase in the normal retirement age, as a response fo the increase in
longevity of the participants, retirees and other beneficiaries, might be needed
to address the impact of declining mortality rates on the Fund. Other members,
while agreeing that this might need to be examined at greater length, also
noted the need to further consider the overall assumptions used in the actu-
arial valuations. In any event, the Group agreed that in the early stages of its
deliberations all views expressed would be considered only as preliminary in
nature.

7. The Group agreed that given its terms of reference and the complex sub-
jects that it was requested to address, the next meeting would need to be long-
er than the two days initially planned. In addition to and as part of the subject
matter that would need to be addressed, the Group also agreed to meet with
representatives from other relevant bodies outside the Working Group. In this
connection, it requested the Secretary to set up meetings with the CEO of
the Fund; the Consulting Actuary; the Director of the Investment Management
Service; a representative of ICSC who could provide the Group with the Com-
mission’s most up to date views in respect fo the mandatory age of separation;
and a representative who could update the Group in respect to the views of
the CEB/HLCM/HR-Network. With this in mind, the Group decided that its
next meeting should be for five working days. The Working Group decided it
would hold its second meeting at the Fund’s New York Office from 4 to 8 May
20089. It further agreed that a synopsis of its subsequent meetings would be
provided in annex fo its final report (annex XII).

IV. Synopsis of recent decisions on plan design

8. The Working Group recognized at the outset, that most of the issues it
would need to address should be considered in the context of discussions
and decisions that have been evolving since 1998, when the improved ac-



tuarial situation first began to emerge. It decided that in order to proceed in
a fully integrated and comprehensive manner it would therefore need to take
info account the relevant decisions reached since that time. The discussions
and subsequent decisions have focused almost exclusively on reversing the
economy measures taken in the 1980s. A summary the of economy measures
is provided in annex |. A comprehensive list of the possible measures that
have been reviewed, considered, recommended and in some cases approved
since 2000 is provided in annex Il. A chronological synopsis of the related
decisions taken since 1998 is provided below for information. The Working
Group took these decisions into account when formulating its final proposals.

1998

9. During its session in 1998, on the basis of an improved actuarial situa-
tion after nearly 20 years of actuarial deficits, the Board considered possible
changes in the plan design of the Fund. Two conditional decisions taken by the
Board and reported to the General Assembly that year were to: (a) to change
the interest rate applicable to lump-sum commutations of periodic benefits from
6.5 per cent to 6.0 per cent, with respect to contributory service performed
as from 1 January 2001; and (b) to recommend to the General Assembly that
the threshold for effecting cost-of-living adjustments of pensions in award be
reduced from 3 per cent to 2 per cent, effective from the first adjustment due
on 1 April 2001.

10. The General Assembly, in its 1998 resolution (A/53/210) had taken
note of the Board's intention to further review the changes made in the pension
system since 1983, and concurred with the Advisory Committee on Adminis-
trative and Budgetary Questions that “the Board should continue to monitor
closely the evolution of the actuarial valuation of the Fund and that no attempt
should be made to reduce the present rate of contributions to the Fund or
change any other features unless and until a pattern of surpluses emerges in
future valuations”. The Assembly further requested the Board “should there be
a positive trend towards actuarial surpluses in future valuations, to consider
favourably a reduction in the present contribution rate”.

2000

11. During its fiftieth session in 2000, the Board considered various meas-
ures that could be taken in light of the positive results revealed in the actuarial
valuations carried out as at 31 December 1997 and 31 December 1999.
Those valuations revealed surpluses of 0.36 and 4.25 per cent of pensionable
remuneration, respectively. The Board approved the two conditional decisions
it had taken in 1998. It therefore took action to lower the inferest rate for lump
sum commutations under its authority in accordance with article 11 (a) of the
Regulations of the Fund. It also recommended, and the General Assembly ap-
proved the reduction in the threshold for cost-of-living adjustments in its 2000
resolution (A/55/224).



12. During its further discussions in 2000 on other possible modifications,
the Board reviewed the “economy measures” it had taken in respect to the
plan design of the Fund since 1983 to redress the serious actuarial deficits be-
ing experienced at that time. After an extensive exchange of views, the Board
decided to establish a tripartite Working Group to undertake a fundamental
review of the Fund. The 2000 Working Group was to carry out its work in
the light of developments in staffing and remuneration policies in the mem-
ber organizations of the Fund and pension arrangements at the national and
international levels. That Working Group carried out its review on the basis
of guidance that was provided in its terms of reference established by the
Board, by subsequent comments made during the 2001 Standing Committee
and by the Committee of Actuaries in 2001 and 2002. The 2000 Working
Group remained mindful of the emerging views to address the trend towards
shorterterm employment contracts and the need to provide for better mobil-
ity and portability of pension rights. It also remained cognizant of the views
expressed, which as a general principle favoured the reversion of the 1983
economy measures over providing for new benefits.

2002

13. The Board revisited the plan design issues during its session in 2002
on the basis of the Working Group's final report and in light of the results
of the actuarial valuation carried out as at 31 December 2001, which had
revealed a surplus of 2.92 per cent of pensionable remuneration. After a
comprehensive review and extensive consideration of the proposals of the
Working Group, the Board decided to recommend three specific changes in
the plan design of the Fund. In its report that year (A/57/9), the Board had
noted that “these measures further promoted the human resources framework
adopted by ICSC and the Assembly. In particular, the measures would serve
to enhance the mobility of staff and the portability of pensions”. The Board
therefore recommended the following changes:

a. costofliving adjustments to be applied to deferred retirement benefits
as from age 50;

b. costofliving differential factors for deferred retirement benefits to be
applicable as from the date of separation; and

c. elimination of the limitation on the right to restoration based on years
of contributory service.

14. The Board also approved the recommendation to eliminate the 1.5 per-
centage point reduction in the first consumer price index (CPI) adjustment due
to existing and future retirees and other beneficiaries, with the understanding
that the implementation of this modification would be subject to a surplus be-
ing revealed in the next actuarial valuation.



15. In its 2002 resolution (A/57/286), the General Assembly approved,
in principle, the changes recommended by the Board that would: (a) apply
cost-ofliving adjustments to deferred benefits as from age 50; (b) apply cost
ofliving differential factors to deferred retirement benefits as from the date of
separation; and (c) eliminate the limitation on the right to restoration, “with
implementation to begin at such time as the actuarial valuation of the Fund
shows a clear upward pattern of surpluses”.

16. The Assembly also noted that the Board had approved the recommenda-
tion to eliminate the 1.5 percentage point reduction in the first consumer price
index adjustment due to existing and future retirees and other beneficiaries,
subject to an actuarial surplus being revealed in the valuation to be performed
as at 31 December 2003. The Assembly also took note of the decision of the
Board fo continue to study the problems associated with the adjustment of pen-
sions affer award.

2004

17. During its session in 2004, the Board considered the results of the actu-
arial valuation performed as at 31 December 2003. That valuation revealed
a surplus of 1.14 per cent of pensionable remuneration, which was the Fund’s
fourth consecutive surplus. The Board noted however that the 1.14 per cent
surplus was lower than the 2.92 per cent surplus revealed in the previous
valuation. It further noted that the Committee of Actuaries had cautioned a
“prudent approach” in any use of the 1.14 per cent surplus. The Board re-
considered its 2002 recommendations in light of the reduced surplus and
therefore decided to recommend a phased approach to the elimination of the
1.5 per cent reduction in the first consumer price index (CPI) adjustments due
after retirement. As a first step, it recommended that the reduction rate be re-
duced from 1.5 per centto 1 per cent, with effect as from 1 April 2005. It also
agreed to address in 2006, the possible total elimination of the balance of the
1.5 per cent reduction and, on an equal footing, the possible elimination of
the limitation on the right to restoration based on length of prior service. In ad-
dition, and on the basis of a review carried out in respect to the problems as-
sociated with the adjustment of pensions after award, the Board also decided
to recommend a new provision that would provide for an adjustable minimum
guarantee at 80 per cent of the United States dollar track amount for those
who have opted to be paid under the two track feature of the Pension Adjust-
ment System. Retirees and other beneficiaries who had opted for the two-track
feature and who resided in countries that experienced steep currency declines
without offsetting adjustments for inflation were found to be adversely affected
by the 1980s economy measure that introduced the cap provision.

18. In its 2004 resolution (A/59/269), the General Assembly approved,
with effect from 1 April 2005, the phased approach in the elimination of the
1.5 per cent reduction in the first CPl adjustment and the addition of the new
provision for an adjustable minimum guarantee at 80 per cent of the United



States dollar track amount. In that same resolution, the Assembly decided “not
to consider any further proposals to enhance or improve pension benefits until
action is taken on the issues contained in section |, paragraph 4, and section
Il, paragraphs 2 and 3, of its resolution 57/286".

2006

19. In 2006, the Board considered again its 2002 recommendations in
light of the actuarial valuation performed as at 31 December 2005, which
revealed a surplus of 1.29 per cent of pensionable remuneration. This was
slightly higher than the previous result and it was the Fund’s fifth consecutive
surplus. The Board recalled its decision in 2004 when it agreed to address, in
2006, the possible total elimination of the balance of the 1.5 per cent reduc-
tion, and on an equal footing, the possible elimination of the limitation on the
right to restoration based on length of prior service.

20. TheBoard decided to recommend, and in its 2006 resolution (A/61/240)
the Assembly approved: (a) that the reduction in the first consumer price index
adjustments due under the pension adjustment system be lowered from 1.0 per
cent to 0.5 per cent, and (b) elimination of the limitation on the right to restora-
tion based on the length of the prior contributory service.

2008

21. During its session in 2008, the Board considered a number of requests
for further and more various changes in the plan design of the Fund. One is-
sue considered extensively in 2008 was the impact of currency fluctuations
on UNJSPF pension benefits, which the Board decided to continue monitoring.
The Board also reviewed a note (JSPB/55/R.35) by the CEO of the Fund,
which had recalled that due to the improved actuarial situation reflected in
the valuations performed as at 31 December 1997, 1999, and 2001, the
Board had recommended a number of benefit improvements to the General
Assembly in 2002. In its resolution that year (A/57/286) the Assembly had
approved, in principle, the Board’s recommendations, with implementation to
begin when the actuarial valuation of the Fund would show a clear upward
pattern of surpluses. In 2004 and 2006, the Assembly approved implementa-
tion of some of those recommendations on the basis of the continued actuarial
surpluses revealed as at 31 December 2003 and 2005. Although the sur-
pluses that were revealed in the valuations had declined, the valuation carried
out as at 31 December 2007 confirmed that the Fund was experiencing its
sixth consecutive actuarial surplus.

22. In light of the consistently positive actuarial results, the Board was there-
fore requested in 2008 to decide whether it wished to recommend that the
General Assembly approve, for implementation, the balance of the 2002 rec-
ommendations concerning (a) the elimination of the remaining 0.5 per cent
reduction in the first consumer price index adjustment due after retirement



resulting from the 1983 economy measures and still pending and (b) cost-of-
living adjustments applicable for deferred retirement benefits as from age 50.
In the note to the Board it had been suggested that action in respect to the
third measure, concerning application of cost-ofiving differential factors for
deferred benefits as from the date of separation, be deferred. It was noted that
further consideration would need to be given as to whether all deferred retire-
ment benefits (i.e. including those not eligible for the COLD factor) should have
their local currency track benefits established on the basis of the 36 month av-
erage rate of exchange at the time of separation or as from the 36 consecutive
months up to and including the month of first payment, as currently provided
for in paragraph 27 of the Pension Adjustment System. To take a decision in
respect to those eligible for the COLD factor but not apply it in respect to the
other deferred retirement benefits would result in an inconsistency. In the mean-
time, the previous action taken in the matter at the Board in 2000 and ap-
proved by the General Assembly in resolution A/RES/55/224, consisting of
sub-paragraph 5 (d) to the Pension Adjustment System, would be maintained.

23. In 2008, the Board therefore considered its 2002 recommendations
made in respect to (a) the 0.5 per cent reduction in the first consumer price
index adjustment due after retirement and (b) costofliving adjustments for
deferred retirement benefits to commence as from age 50. The Board took
into account the estimated actuarial costs of implementing these measures in
the context of the results of the most recent actuarial valuation performed as
at 31 December 2007. Although it was not prepared to recommend these
measures to the General Assembly in 2008, given the importance of the mat-
ter the Board decided to include reference to this in the terms of reference for
the Working Group. The Working Group remained cognizant of the fact that
the Board had expressly requested that the “balance of the 2002 recommen-
dations, already approved in principle by the Assembly, should continue to be
considered as priority issues”.

V. Basic Principles

24. As provided for in its terms of reference, the Working Group considered
the final report of the 2000 Working Group. It reviewed the basic principles
listed by the earlier Working Group and agreed that they were still valid, al-
though it agreed to review them further. In particular, the need to maintain the
defined benefit nature of the Fund was reconfirmed. The Group also agreed
that given the importance of this issue, it should be given particular attention
in its final report. In addition, the Group recognized that, although the income
replacement ratios ultimately obtained by the retirees appeared to be in line
with the provisions of the plan, staff members who would not have had the op-
portunity to contribute for at least 25 years, and who had no other additional
pension rights or other outside savings, might consider them to be inadequate.
It was in this connection that some members of the Group suggested exploring
the feasibility of providing for a supplementary, defined contribution type plan



(i.e., not as a replacement to the existing plan, but one that could be offered
either as a separate option, or in addition to and in “parallel” to the Fund's
existing defined benefit plan). Other alternatives along these lines would be
for the Fund to make an education drive to underscore the importance of sav-
ing for the so-called third pillar of retirement planning.®

25. The Working Group recalled that, as indicated in the Fund’s third Man-
agement Charter, “pensions are a critical element of the overall conditions of
service for all staff of the member organizations. They are an integral part of
the package of pay and benefits that determines the competitiveness of the
organizations as employers in the labour market. Taken together, they must
adapt to a changing environment in order to continuously attract, retain and
reward staff in a competitive and equitable manner, based on merit, skills,
competence and performance”. The pension benefits provided by the Fund
are therefore among the most important features that make the United Nations
system an employer of choice. As noted in article 101 of the Charter of the
United Nations, “the paramount consideration in the employment of the staff
and in the determination of the conditions of service shall be the necessity of
securing the highest standards of efficiency, competence, and integrity.”

26. The 2008 Working Group reviewed the basic principles underlying
the Fund, which had been initially established by the 1960 Pension Review
Group. The report of the Review Group reflected on the Fund’s nature and role
as a defined benefit plan and examined the actuarial bases, the level of pen-
sionable remuneration, the plan design, including adjustments after award.

27. Following its review of the basic principles that were delineated by the
2000 Working Group, it agreed that a firm set of principles would be needed
to serve as the basis for its ensuing discussions. The 2008 Working Group
also agreed that the fundamental tenets of the Fund continue to remain un-
changed from those of the 1960 review. The Fund should continue to provide
a retirement benefit for the official and his or her dependants and the benefits
should continue to be in proportion to the years of contributory service.

28. The Working Group recalled and agreed that the unique circumstances
of employment of the participants of the United Nations Joint Staff Pension
Fund required the incorporation of certain features generally found in a social
security scheme. Moreover, it further recalled and agreed with the following
principle included in the report of the 2000 Working Group: “Recognizing
that many officials are not covered by other social security schemes, the Group

¢ As indicated in the report of the 2000 Working Group, “it is important to distinguish between trends in de-
veloped and developing countries, particularly important as participants in the Fund reside in 190 countries in
all stages of development. In developed countries, major reforms were necessary in the 90s to make pension
schemes fiscally sustainable and to link them more closely to economic growth, forging a tighter link between
contribution and benefit. Today, in these countries, retirement income is generally based on the “three pillars”,
reducing risk through diversification. The first pillar refers to the mandatory and public social security scheme
which should provide a moderate replacement rate of 30 — 40 per cent of the individual’s income upon retire-
ment. The second pillar is the occupational pension scheme, an insurance component based on employer/
employee contributions. Added to the first pillar, this enables the retiree to make up (after a full career) about
two thirds of the pre-retirement income. The third pillar results from voluntary savings accumulated through an
individual’s working life”.



reaffirmed, as did the 1960 Pension Review Group, that the benefits of the
United Nations Fund should be framed on the supposition that none of the
participants had national social security coverage. The Fund was designed to
provide a “complete package” as opposed to national systems which were de-
signed as part of the package. On retirement, officials should be able to count
on a pension that, in line with the concept of income replacement, provided
a standard of living compatible with that enjoyed in the last years of service”.

29. The Working Group recognized that it had been requested to use the
final report of the 2000 Working Group as its basis. In other words, rather
than reinvent the wheel, the Working Group was to use the previous findings
as its foundation. The 2008 Working Group decided therefore to review and
reiterate the relevant conclusions reached by the previous Working Group,
which it considered still valid; the 2008 Working Group:

e agreed with the general view taken by the 1960 Review Group, that
“the United Nations pension scheme must be framed in the light of the
best outside practice, making due allowance for any inevitable differ-
ences in circumstances between infernational and national administra-
tions;”

e agreed on the need to maintain the defined benefit nature of the Fund.
The Fund might need to adapt to the trend, both within the organiza-
tions and outside, tfowards more task oriented types of employment
arrangements rather than lifetime contracts. In recognizing the need
to respond to greater mobility in the workforce, the Group felt that
pension arrangements, as part of the overall compensation package,
should be designed to protect beneficiaries while responding to the
changing needs of the organizations;

e reaffirmed that the Fund should continue to apply the income replace-
ment ratio policy adopted by the General Assembly;

e re-affirmed that the purchasing power of pension benefits be protected;

e agreed that, while a balanced approach should be used in dealing
with any actuarial surplus, the primary focus should be on reversing
the impact of the economy measures adopted in dealing with past
actuarial deficits;

e agreed that the present (2:1) contribution ratio should be maintained;

* agreed on the need to provide greater latitude in responding to special
needs, such as payments from the Emergency Fund.

® agreed to endorse the principles suggested in the 2009 report of the
Committee of Actuaries relating to: income replacement, longterm sol-
vency, intra and inter-generational equity, cost control and stability, sim-
plicity of administration and reduction of risks;



e recalled past practice and agreed that in the course of its review and
when formulating its recommendations in respect to benefit improve-
ments, that due consideration be given to applying such improvements
prospectively to benefits already in payment.

VI. Defined benefit nature of the Fund

30. As noted in the section on the basic principles, the Group agreed on
the need to maintain the defined benefit nature of the Fund. Indeed, given the
importance of the matter, it decided that the issue would merit particular atten-
tion in its final report. Here again, it is useful to begin by recalling the findings
of the previous reviews on the matter.

31. First, the principles upon which the Fund is based were determined
largely by the 1960 Pension Review Group. The Review Group had conclud-
ed that “The Pension scheme is simply one element in the conditions of service
of the Secretariat ... the United Nations Pension Scheme is essentially a civil
service pension scheme in which the benefits should be more or less propor-
tional to the period of contributory service which a participant has spent in the
organization. There are, however, circumstances surrounding employment in
the international service — in particular, its predominantly expatriate character
— which makes it necessary, in our view, to incorporate in the pension scheme
some features more typical of the social security scheme.”

32. Before further reflecting on the merits of one type of plan over the other,
it is important to be clear as to the distinction between a defined benefit plan
and a defined contribution plan.

(a) Defined Benefit: a defined benefit plan is one in which a participant
in the plan receives an established monthly benefit amount as from the date
of his or her retirement. Such a benefit is guaranteed for the lifetime of the
participant or for the joint lives of the participant and his or her spouse. The
monthly amount is established on the basis of a pre-determined formula, which
takes into account the participants’ salary, length of service, accumulation
rates and age upon retirement. The benefits are not determined or dependent
upon the investment return of the plan, since investment risk is assumed by the
plan, or ultimately by the employer. An advantage to this type of arrangement
is the very long-term investment horizon typical of the defined benefit plan; the
longer the investment horizon the lower the risk. In addition, in most pension
systems the benefit also includes cost-of-living adjustments. The provisions in
the UNJSPF defined benefit plan in particular also provides for currency pro-
tection.

(b) Defined Contribution”: a defined contribution plan is one in which
the participant contributes to his or her individual account an amount that
the employer may or may not match (or possibly even exceed). There is no

7 The Working Group considered the possibility of offering a defined contribution type “option” to new partici-
pants during its second meeting as reflected in the summary of that meeting contained in annex.



guaranteed benefit amount. The benefit is based on how much the individual
participant contributes and how well the individual’s investments perform. In
other words, in a defined contribution plan, the individual assumes the invest-
ment risk. The investment horizon is therefore shorter than for a typical defined
benefit plan and therefore the risks are greater. In addition, in a defined con-
tribution plan the benefit ceases once the individual account balance reaches
zero, regardless of the individual’s age or circumstances and notwithstanding
the fact that he or she might have survivors.

33. In considering the distinction between defined benefit plans and defined
contribution plans, the 2000 Working Group found a number of variables that
confirmed the defined benefit plan as the better and most logical choice for the
“multi-national population” of the Fund. It found that “ultimately, this is a ques-
tion of choice and of transfer of risk between individuals and organizations.
The UN Pension Fund is generally viewed by governments as an instrument of
solidarity for the multi-national international community entailing some sharing
of risks. However, the choice should never be against the interest of officials;
the ultimate objective is to provide them with reasonable income replacement
and the maintenance of the real value of pensions.® This concept has been
repeatedly affirmed by the General Assembly during the last decade and
constitutes one of the underlying tenets of the Fund. The original intention of
the Fund was to provide approximately 2/3 of the pre-retirement income to
officials with a full career. If one were to make a parallel with modern trends,
this would mean that the Fund would have to constitute both the first and sec-
ond pillars, i.e. the social security benefit plus the benefit from an occupational
pension scheme, since many officials of the UN system are excluded from
participating in national social security schemes. Furthermore, the UN benefit
package does not include certain benefits such as unemployment insurance,
an essential element of social security protection. The benefits provided by the
Fund must therefore represent an adequate level of income replacement and
preserve its competitiveness. Only a defined benefit plan can fully ensure this
protection. Moreover, recalling that the Fund has been able to consistently and
satisfactorily operate within the limits set by the General Assembly, the Work-
ing Group felt that the main reason which prompted some pension systems to
depart from the defined benefit formula was not applicable to the UNJSPF”.

34. The Working Group considered several papers prepared by the Interna-
tional Social Security Administration (ISSA), which examined the evolution of
pension reforms. One paper in particular examined pension reform in Chile.
It was noted that “The Pension Reform includes a wide range of measures that
combined constitute a new global pension system rather than a collection of
partial measures. This change allowed the transfer from a funded individual

¢ The Group recognized the significance of the UNJSPF Pension Adjustment System and the important protec-

tion it provided in respect fo inflation. It was recalled that the need to provide such protection has been under-

scored from time to time in judgments of the United Nations Administrative Tribunal (i.e. judgment number 378

of December 1986 stipulated, infer alia, that “Every staff member entering the service of a member organiza-

tion of the Fund who acquires the status of participant may consider the adjustment system as part of his or her :

terms of appointment. The right to benefits granted to participants in the Fund includes this system”). 13



account system to one which includes funded individual account within a so-
cial protection system based on solidarity financed through taxation and with
an important element of voluntary pension savings. In this way, the combina-
tion of contributory financed and non-contributory financed pensions ensures
that the incentive value of individual contributions is maintained while at the
same time the risks of poverty in old-age and disability are minimized.”?

VIl. Assessment of major developments'®

35. As requested in its terms of reference, the Working Group also assessed
the major developments that needed to be taken into account in defining the
future needs of the Fund. It recognized two important and most significant
developments, namely: (i) the significant volatility in the market value of the
assets; (i) the improved longevity in life expectancy of individuals covered by
the Fund and the consequent and adverse impact on the results of the actuarial
valuation carried out as at 31 December 2007, and (iii) trends in pension
reform. The Working Group also anticipated that the next actuarial valuation
could reveal a worsened situation. The Group recalled, however, that it has
long been recognized that the results of one valuation would not indicate a
trend. It was also recalled that as provided for in its terms of reference, “the
Working Group was requested to limit its focus to prioritizing possible meas-
ures that could be taken in light of the continued actuarial surplus, as well as
consider measures that could provide savings, which would allow for other
changes in the plan design.”

36. The Working Group therefore would first need to consider possible pro-
posals in the event of a continued actuarial surplus. Under this scenario, it
would be incumbent upon the Group to remain mindful that its terms of refer-
ence specifically noted that:

(a) the balance of the 2002 recommendations, already approved in prin-
ciple by the Assembly, should continue to be considered as priority
issues; and

(b) the Group should also continue to consider issues aimed at enhancing
the mobility of staff and the portability of pensions through a possible
reduction in the minimum period to qualify for a periodic benefit and
through possible enhancements in the amount payable for withdrawal
settlements.

37. The Working Group noted that one possible provision, which could pro-
vide savings that would allow for other possible changes in the plan design
would be the normal retirement age. In this connection, the Group reviewed
the most recent actuarial valuation carried out as of 31 December 2007 and
recalled the significant impact that the revised mortality tables reflecting in-

? “What lessons can we learn from systematic reforms, in particular countries that have funded systems” — Paula
Benavides — Ministry of Finance, Chile — 2009.
19 This was the first of 3 main points included in the terms of reference for the Working Group.



creased longevity rates had on the results of that valuation. As reflected in the
last valuation report, the positive investment experience recorded as at 31
December 2007 reduced the required contribution rate by 1.78 percentage
points. That gain, however, was more than offset by the adoption of the 2007
mortality tables and the strengthening of the forecast longevity improvements,
which increased the required contribution rate by 1.82 percentage points.
In addition, although the actuarial valuation carried out as at 31 December
2007 revealed a surplus of 0.49 per cent of pensionable remuneration, the
Group had noted that the effective surplus should be considered as 0.24 per
cent of pensionable remuneration after accounting for the revised lump sum
commutation factors that took effect as from 1 January 2009 (i.e. after reflect-
ing the revised mortality tables reflecting increased longevity rates).

38. At the time of the second meeting of the Working Group, the assets had
declined to about 31 billion dollars from the nearly 42 billion dollar level it
had reached as at 31 December 2007 the date upon which the last valuation
was carried out. The Working Group reviewed documentation provided on
the experience of some pension schemes in other international organizations
and national schemes regarding the normal retirement age. From this informa-
tion the Working Group noted an emerging trend for increasing the age of
retirement as a response tfo financial pressure from increased longevity. With
this in mind, the Group decided to consider an increase in the normal retire-
ment age (NRA).

39. In addition to the significant fluctuations in the market value of the assets
of the Fund and the notable improvement in longevity and the related mortal-
ity tables of the Fund, the Working Group also took into account the needs
of shorterterm careers. It recalled that the need to address this had been rec-
ognized by the 2000 Working Group as well. Although the 2000 Working
Group also agreed on the need to maintain the defined benefit nature of the
Fund, it had recognized that the Fund might need to adjust to the trend, both
within and outside the organizations, towards more task-oriented arrange-
ments rather than lifetime contracts. It had been noted by the 2000 Working
Group that defined benefit plans in general, and including the Fund, tended
to favour longer serving staff. In recognizing the need to respond to greater
mobility in the workforce, the 2008 Working Group believed that it should
aim to provide an overall compensation package that would be designed to
strike the right balance between protecting the longerterm and more interme-
diate term staff, while at the same time providing for the changing needs of
the organizations towards shorterterm careers. The Group recalled that the
Fund had been initially established for career officials, however, today it is at
the same time required to be responsive fo flexibility of employment for short-
term recruits and the need to provide for better portability of pension benefits
to compensate for service of a shorter span.

40. The members recalled and agreed with the findings of the 2000 Work-
ing Group: “Although the organizations were facing accelerating changes in



their strategies, programmes and delivery of tasks, their staffing policies, con-
ditions of employment and the structure of compensation packages have not
kept pace: they remain in essence those inherited from the days of the League
of Nations. Traditional structures were based on the premise that a significant
proportion of staff would function as a long-term career civil service in which
staff rose through the ranks in an organizational pyramid on the basis of sen-
iority. However, the notion of a lifetime career in the international civil service
is less prevalent today.

41. In parallel with changing staffing trends, new types of contractual mo-
dalities have become more common, particularly short or fixed term contracts.
The phenomenon of “rosaries” of successive shortterm contracts is now com-
mon and the “permanent” contract is held by lesser number of participants as
a lifetime employment mechanism: more emphasis is being placed instead on
open-ended or indefinite contracts for long-term work”.

42. The 2000 Working Group had also referred to reviews carried out by
the International Civil Service Commission (ICSC). It had noted that “specific
issues addressed by the Commission so far in its review of pay and benefits in-
clude confirmation of the Noblemaire and Flemming principles, which are the
foundations for the pay philosophy of the common system and of the process
of pay setting. Here the problem was felt to lie with the practical application
of those principles and the inflexibilities of the classification, pay and benefits
processes. The present system was designed to reflect work practices and as-
sumptions about the nature of work which are no longer valid. For example,
a system which rewards a lifetime career in preference to shorter term service
does not meet the needs of many organizations whose work is predicated
on the regular rotation of staff (IAEA, UNDP, UNHCR), specialized technical
inputs (ICAO, ITU, WMO) or time limited service (UN peacekeeping and
related field operations). Increasingly, in the face of budgetary constraints,
organizations have no choice but to offer non-career appointments of limited
duration. The labour market in information technology professionals is char-
acterized world-wide by young expertise, high pay and frequent moves — in
few instances does the United Nations common system compete effectively in
such a market. ...." In its report, the 2000 Working Group went on to note that
“much has been made of the “shortterm” problem, or more specifically how
the pension system should respond better to the needs of shorterterm staff.
There has been considerable discussion of the need to introduce flexibility in
the pension system for “portability” of pensions, i.e. the terms and conditions
under which short term service is recognized and rewarded. ... It would ap-
pear that the main initiatives in this area should focus on such elements as
the recognition of prior service or the better terms under which to make with-
drawals from the Pension Fund at the end of shortterm service. Other areas
for review would be provident funds and the retirement age, issues that are
receiving greater interest”. Annex Il contains relevant data on the evolution of
the Fund’s active population.



43. Another development recognized by the Working Group was the sig-
nificant and unprecedented growth in the number of individuals serviced by
the Fund since 1998 and the growing operational risks associated with such
a vast and widely dispersed population. As reflected in annex IV, the Fund is
currently servicing nearly 173,000 participants, retirees and other beneficiar-
ies residing in some 190 countries worldwide. This represents an increase of
more than 53 percent in just 10 years. The Working Group was also mindful
of the fact that such growth, along with the Board’s desire to address a wider
scope of circumstances, was also resulting in an increase in the complexity
of the provisions governing the Fund as reflected in its Regulations, Rules and
Pension Adjustment System (annex V). With this in mind, the Group recog-
nized that in formulating its final proposals for changes in the benefit provi-
sions, it should take into account the principles cited by the Committee of
Actuaries and relating to simplicity of administration and reduction of risks, as
included in its terms of reference.

44. Following its consideration of the major developments over the last sev-
eral years, the Working Group was aware that in light of the significant fluc-
tuations in the value of the assets of the Fund and the impact of the improved
mortality rates, it might reach agreement on certain changes in the benefit
provisions but any recommendation for implementation of such changes might
need to be deferred until the results of at least of two more actuarial valuations
are known. Moreover, the Working Group was mindful of another Committee
of Actuaries’ principle enumerated in its terms of reference and related to the
need for long-term solvency. Given the recent turmoil in the markets, the benefit
of two more valuation results might therefore be considered advisable as it
would place the Board in a better position to gauge the financial situation of
the Fund. The Group considered this alternative for two reasons, namely: (i) in
the current environment it would be difficult to foresee what the financial situa-
tion would be 3-4 years henceforth; and (i) as both the Management Charter
and the Whole Office Review contained recommendations that changes in the
benefit provisions should be avoided or at least kept to a minimum during the
transition to the new Integrated Pension Administration System (IPAS) platform.

VIIl. UNJSPF: 2000-2010 - A memorable decade

45. The Working Group agreed that before beginning a comprehensive
evaluation and assessment of various proposals put forth since the last Work-
ing Group's report on plan design, it would also be useful to recall the major
milestones and developments in the Fund over the last decade. A brief review
of the major events and developments that took place in the Fund over the last
ten years is provided below:

e The Fund began the new Millennium and its sixth decade on a very
positive note, having entered favorable actuarial valuation territory af-
ter several difficult years, as a result of the effectiveness of economy
measures infroduced earlier and the impact of a buoyant global mar-



ket. The first Working Group on plan design issues since the 1960
Pension Review Group was established by the Board in 2000. This
Working Group provided the Board with a blue-print that helped guide
the Fund for nearly a decade. In its conclusions in 2002, the Working
Group charged with undertaking a fundamental review of the Pension
Fund, created in large part to review and possibly restore pension
entitlements temporarily suspended in the early 80’s as part of the
economy measures, stated inter alia: “the adaptability of the Fund and
its soundness stem largely from its sound management and investment
policies..., the present financial position of the Fund is very solid”. The
Working Group was also fully aware that the longterm health of the
Fund would be increasingly linked to the financial markets, its cycles
and volatility. Consequently, together with several strong recommen-
dations to strengthen the Fund’s governance, it recommended that an
‘actuarial reserve’ of 1% should be maintained.

A new administrative regime, implemented at the beginning of the new
decade, allowed the Fund to successfully cope with the sudden global
economic adjustments to the overheated IT investment market (i.e. the
so called “dotcom bubble”). In several countries, this economic crisis
drew close attention to the precarious funding status of many public
and private pension funds, not only fuelling debates on equitable long-
term liability management, but also leading to shortterm reforms, often
with uneven results. In a number of countries, new regulations have
emerged which are designed to offer better protection both to plan
sponsors and retirees. Having adopted benchmarks both for the pay-
ment of benefits and the management of investments, the Fund is now
better able to track its performance and compare itself to “industry
standards”. During the decade, the Fund had a strong performance.

The Fund experienced steady growth since its inception and unprec-
edented growth during the last ten years in the population it provides
services to. From 1998 to 2008 there has been a 67 per cent increase
in active participants being serviced by the Fund and a 34 per cent
increase in the total number of benefits in payment. At the end of 2008,
the Fund was servicing 53 per cent more in total active participants, re-
tirees and other beneficiaries compared to 1998. As of 31 December
1998, the Fund was servicing a total of 112,373 individuals; today it
is servicing nearly 180,000 individuals, working and residing in some
190 countries. While the active participant count could begin to level
off in coming years, the number of retirees and other beneficiaries is
expected fo continue growing significantly due to participants retiring
in greater numbers and overall improvements in mortality rates.

In addition fo the significant growth in the overall number of individuals
being serviced, the number of member organizations has also grown.
At the beginning of the decade there were 19 member organizations



covered by the Fund; today there are 23. The growth in the number of
member organizations has inevitably raised questions concerning the
allocation of member seats and the overall size and composition of the
Board. Since 2002, there have been several reviews as to the size and
composition of the Board, including a Working Group that considered
the matter extensively. Although the Board ultimately decided to main-
tain its existing arrangements throughout the last decade, it also agreed
to adopt six principles that would serve as the criteria for determining
its size and composition well into the future. The Board also adopted
several recommendations for improved participation and efficiency of
its meetings, including guidance on setting up its agenda, special train-
ing sessions for its members and the holding of group meetings prior
to the substantive discussions of the Board; the Board also decided to
revert to holding annual sessions as from 2007. It had been holding its
meetings every other year since 1995.

Following the introduction and adoption of the Fund's First Manage-
ment Charter in 2002, there have been notable improvements and bet-
ter monitoring of the Fund’s administrative processes. The Management
Charter identifies the challenges and action plans to meet such chal-
lenges over the medium-erm. Since the introduction of its first Charter,
the Fund has presented its Second and Third Management Charters.
The Third Management Charter, covering the period 2008-2011, rec-
ognized the most important challenges facing the Fund as the: (i) grow-
ing complexity of the Fund’s operations; (ii) growing interdependency
of its assets and liabilities; (i) aging of its information systems and the
growing demand for services; (iv) growing need for quality service and
high operational standards; and (v) growing social and environmental
responsibility.

The Fund also initiated a new Communications Policy in early 2000.
As part of this policy, it began publishing individual booklets on some
of the more complex provisions provided for in the Regulations, Rules
and Pension Adjustment System of the Fund. The introduction of these
booklets was intended to provide more user friendly information to the
participants, retirees and other beneficiaries of the Fund. In addition,
the Fund began publishing policy documents, in pamphlet form, for
the use of the relevant constituents involved with the governance of the
Fund. In 2002, the Fund also issued its first annual report to comple-
ment the information generally provided in the CEOQ’s annual letter to
all participants and beneficiaries of the Fund. The annual report also
contains key information on the Fund’s operations and aims to highlight
a number of significant issues that are important to the Fund's various
partners. Finally, the Fund also launched its first website in 2001 and
has been making enhancements to this site throughout the last decade.



20

In 2008, for example, there had been 328,386 user sessions, an in-
crease of some 30 per cent over the previous year.

Over the last decade, the Fund has been strengthening its risk assess-
ments and management through periodic comprehensive risk reviews
and improved governance mechanisms. An Audit Committee of the Pen-
sion Board was established in 2006 as an integral part of the Board's
machinery fo increase transparency and communication with respect to
the audit activities of the Fund. The Audit Committee meets three times
per year and reports to the Board on progress made in strengthening
the risk management culture of the Fund.

The Fund also carried out several reviews of its governance mecha-
nisms with a view fo establish terms of reference for its various com-
mittees, working groups and other advisory groups. It has published
policy documents with terms of reference for the Audit Committee of the
Board, for the Committee of Actuaries and for the SPC secretaries. It
has also developed conflict of interest disclosure forms for the Commit-
tee of Actuaries and the Investments Committee and a memorandum of
understanding between the Representative of the Secretary General for
investments and the CEO, which has resulted in improved consultation
and coordination between the two offices.

In recognition of the increasing maturity of the Fund and the enhanced
reliance on income from the performance of investments for the pay-
ment of pensions, the Fund also initiated regular joint sessions between
members of the Investments Committee and the Committee of Actuaries.
The first joint session was held in 2002 with the aim of presenting an
opportunity for dialogue between these two important committees. The
decision fo initiate such gatherings was based on the need to enhance
the important link between the Fund’s investment performance and its
long-term liabilities. This has resulted in closer cooperation and coordi-
nation between the investment services and benefits administration of
the Fund.

In addition, in 2007 the Fund carried out its first Asset-Liability Man-
agement (ALM) study, which confirmed the soundness of the actuarial
model and processes. An ALM study is a disciplined way of generating
long-term projections of future liabilities and assets, and of integrating
both in order to make informed decisions as to the Fund’s plan design
and/or its investment policy.

The Fund has made notable progress over the last decade in respect
to its social agenda, as it has improved the overall equity and pension
entitlements in respect to divorced spouses, child benefits and spouses
in various family situations.

As an example of the Fund’s increasing maturity, the ratio of active par-
ficipants to retirees and other beneficiaries has decreased from about



6.5 10 1.0 in the early 1970s to about 1.7 to 1.0 where it has hovered
during most of the decade. Although the first shortfall between contribu-
tions collected and pensions in payment was first recorded in 1994,
the gap has persisted throughout the last decade, being met by draw-
ing on the income generated by the Fund's investments. Recognition of
the increasing longevity of the Fund participants was recently reflected
in the adoption of new mortality tables used for the first time in the
31 December 2007 actuarial valuation. Improved life expectancy and
the forecast future improvements in longevity represented an actuarial
cost exceeding 2% of pensionable remuneration. Given the important
impact of life expectancy on the Fund's financial status, close monitor-
ing of the element will continue to be carried out.

In order to address the unprecedented growth in its operations over
the last decade, the Fund decided to relocate to new premises so that
it could accommodate such growth, and which would also provide for
anticipated growth well into the future. In 2005, the Fund moved into its
new office located in close proximity to the United Nations secretariat
building in New York. For similar reasons, and to better accommodate
the increasing concerns regarding accessibility to the Palais des Na-
tions by the Fund’s growing clientele in the Geneva areaq, the Fund also
relocated its Geneva Office in 2007.

After nearly two decades of deficits, the Fund has experienced six con-
secutive surpluses as revealed in the actuarial valuations since 1997.
The surpluses expressed as a per cent of pensionable remuneration
from the valuation carried out as at 31 December 1997 to the valua-
tion as at 31 December 2007 were, respectively: 0.36 per cent; 4.25
per cent; 2.92 per cent; 1.14 per cent; 1.29 per cent; and 0.49 per
cent. The latest valuation results reflect the impact of increased longev-
ity as reflected in the new mortality tables.

In its report in 2008, the Committee of Actuaries recommended the
adoption of a principle-based approach towards plan design in order
to maintain plan stability, solvency and manageability. This approach
was intended to serve as a guide in the work of the Board and its
Working Groups, the Consulting Actuary, the Committee of Actuaries,
the Fund’s secretariat, or other constituencies when designing, ana-
lyzing or recommending any changes to the plan design. The Board
embraced this approach and requested that the 2008 Working Group
consider the following guiding principles in its work: income replace-
ment, long term solvency, intra- and inter-generational equity, cost con-
trol and stability, plan design stability, simplicity of administration, and
reduction of risks.

The decade has also seen comprehensive reviews and analyses on the
impact that currency fluctuations have on UNJSPF pension benefits and

on the ensuing income-replacement (I/R) ratios. The Board has also o1
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been examining, for the first time, the impact of the special index on
such I/R ratios. Recent studies of the pension adjustment system, while
recognizing that improvements are always possible, clearly indicate
that in general pension entitlements are being met fairly and in accord-
ance with agreed policies and regulations.

® The 2008-2009 period was characterized by unprecedented turbu-
lence in the area of investments: As reflected in the CEO’s introduction
to the Fund’s 2009 annual report, the market value of the Fund's assets,
which rose from 36.3 billion dollars at the end of 2006 to 41.3 billion
at the end of 2007, had decreased to 31.0 billion dollars at the end
of 2008. By March 2009, the value had declined further to 26.5 bil-
lion dollars. Despite this significant decline, however, the Fund’s ability
to meet its obligations and pay benefits remained fully intact. By 31
December 2009, the market value of the assets had increased again to
above 37 billion dollars.

* The decade concluded with the Board’s second Working Group, estab-
lished to undertake a fundamental review of the Fund’s plan design.
The Working Group was established with the aim of addressing the
various proposals for changes in the benefit provisions of the Fund that
had been advanced during the last several sessions of the Board and
the diverse views concerning such changes that were being maintained
by different constituents of the Board. In order to examine and prioritize
the proposals being advanced in a more integrated and comprehen-
sive manner, the Board established the Working Group in 2008. The
Group was requested to present its findings and recommendations to

the Board in 2010.

IX. Examination of economy measures and other possible
changes in plan provisions11

46. At its first meeting, the Working Group had a first and very preliminary
round of discussions in respect to specific plan design issues. It had before it
detailed worksheets that delineated the previous economy measures as well
as modifications in the plan design that had been reviewed, considered and
in some cases recommended and/or approved since the 2002 conclusion of
the last Working Group on plan design. As indicated earlier, this information
can be found in annexes | and Il. The Working Group agreed that these issues
would need further consideration and that an early exchange of views would
be useful. The Group recalled the importance it gave to returning the full CPI
adjustment due to retirees and beneficiaries in order to fully compensate for
the effects of inflation. Notwithstanding this, the Group also referred to the
principles cited by the Committee of Actuaries concerning the need to provide
for intra- and inter-generational equity among the participants of the Fund
and how the Fund had digressed from this principle when it adopted lower

" This was the second of 3 main points included in the terms of reference for the Working Group.



accumulation rates for new participants entering the Fund on or after 1 Janu-
ary 1983. The Group agreed that reversal of this previous economy measure
should continue to be considered. However, the Group also recognized that
the challenges of reversing this particular measure should not be underesti-
mated. In any event, it was noted at the same time that efforts could be made
to find a way to neutralize the costs of providing for a consistent accumulation
rate.

47. During its second meeting, the Working Group reviewed the extensive
list of provisions that had been put forth since 2000 on an item by item basis.
It recognized that it would need to consider certain measures in the context of
the actuarial implications and especially in the light of recent developments.
On the basis of its review and taking into account recent developments and
emerging trends, the Group decided to focus more closely on a number of
specific topics as described below.

A. 2002 recommendations

48. Asindicated earlier, the Group recalled the balance of the 2002 recom-
mendations already approved, in principle, by the General Assembly. These
measures were aimed at reversing some of the 1980s economy measures. The
Group noted that its terms of reference requested that it consider as priority
issues: (a) the elimination of the remaining 0.5 per cent reduction in the first
consumer price index adjustment due after retirement and (b) cost-ofliving
adjustments applicable for deferred retirement benefits as from age 50. In a
note to the Board in 2008, the CEO had suggested that action in respect to
the third remaining measure, approved in 2002 and concerning cost-of-living
differential (COLD) factors for deferred benefits, be delayed. It was noted
that further consideration would need to be given as to whether all deferred
retirement benefits (i.e. including also those not eligible for the COLD factor)
should have their local currency track benefits established on the basis of the
36 month average rate of exchange at the time of separation or as from the
36 consecutive months up to and including the month of first payment, as cur-
rently provided for in paragraph 27 of the Pension Adjustment System. To take
a decision in respect to deferred benefits eligible for the COLD factor but not
apply it in respect to the other deferred retirement benefits would result in an
inconsistency. In the meantime, the previous action taken in the matter at the
Board in 2000 and approved by the General Assembly (A/RES/55/224),
which added new sub-paragraph 5 (d) to the Pension Adjustment System,
could continue to be maintained.

49. The Working Group recalled that the proposal to apply COLD factors
to deferred pensions as from the day of separation was not a proposal to
enhance or improve pension benefits, nor was it a reversal of a previous
economy measure. The proposal in this regard was in response to a specific
request from the Board to consider amendments to the Pension Adjustment

System (PAS) to better align the provisions with a decision taken by the Ad- ’
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ministrative Tribunal, which had been taken to address an issue that had not
been provided for in the PAS up until that time. It was noted that the Tribunal
decision did not indicate how its conclusion in the related case could be rec-
onciled with the actual provisions of paragraphs 5, 6 and 27 of the PAS. In
other words, if COLD factors for deferred benefits were to be applied as from
the date of separation, then in order to be consistent the 36 month average ex-
change rate would have to be applied also as from the same date of separa-
tion. However, if this were to be the case, the amended provision would not be
consistent with the provisions governing regular deferred benefits (i.e. those
without application of a COLD factor) since paragraph 27 of the PAS states
that the two-track feature becomes operative on the date of commencement of
the payment of the periodic benefit. For such benefits the local currency base
amount is established using the 36 month rate of exchange up to and includ-
ing the month of first payment, not as from the date of separation as would
be done if this measure were to be implemented. Moreover, regular deferred
retirement benefits are not adjusted for inflation until the retiree reaches age
55. Under the circumstances, and unless and until deferred retirement benefits
are again adjusted as from the date of separation, it would appear that the
only alternative would be to maintain the decision reached by the Board and
approved by the Assembly in 2000. The date from which deferred pensions
are fo be adjusted is one of the issues which should be examined again at an
appropriate time.

50. On the basis of the foregoing, and in accordance with its terms of refer-
ence, the Group noted it would focus on (i) the elimination of the 0.5 per cent
reduction in the first adjustment due after retirement and (i) the cost-of-living
adjustments applicable for deferred retirement benefits as from age 50.

(i) elimination of 0.5 per cent reduction in the first adjustment due after
retirement

51. The Group noted that this measure, already recommended by the Board
and approved in principle by the General Assembly, should continue to remain
a priority issue as requested by the Board. It agreed that it would therefore be
further considered along with the other measures identified, in the course of
the Group's current review, as meriting closer consideration.

(i) costofliving adjustments for deferred retirement benefits as from
age 50

52. The Working Group recalled that when the Board had agreed to the
2002 recommendations, including the recommendation to adjust deferred
benefits as from age 50, it had noted that the measures “further promoted the
human resources framework adopted by ICSC and the Assembly. In particular,
the measures would serve to enhance the mobility of staff and the portability of
pensions.” The Group noted in this connection that the adjustment of deferred
benefits from an earlier age would also serve to address the need to provide
more enhanced benefits for shorterterm staff members who contribute to the



Fund for five or more years, but who separate from service before a full ca-
reer, at an early age and well before age 55 when cost-of-living adjustments
for deferred benefits would begin. In accordance with its terms of reference,
the Group remained mindful that it was requested to consider the adjustment
of deferred benefits as from age 50 as a priority issue. It also agreed to
keep under consideration the possibility of further advancing the cost-of-living
adjustments to an earlier age, such as from age 45, as initially proposed by
the 2000 Working Group. The Group also did not rule out the possibility of
a full reversal of the 1983 economy measure, so that adjustment of deferred
benefits could begin as from the date of separation, though it recognized that
this would involve considerably higher actuarial costs. The Group agreed that,
as with the elimination of the 0.5 per cent reduction in the first adjustment due
after retirement, costofliving adjustments for deferred pensions as from age
50 should be further considered along with the other measures identified as
meriting a closer focus.

B. Reduced vesting period and enhanced withdrawal settlements

53. The Working Group recalled that its terms of reference also requested
that it consider issues aimed at enhancing the mobility of staff and the port-
ability of pensions through a possible reduction in the minimum vesting period
to qualify for a periodic benefit and through possible enhancements in the
amount payable for withdrawal settlements. It decided therefore to assess the
merits of both shorter vesting periods and enhancing the amounts payable
under the full withdrawal settlement provision.

54.  The Group first recalled the comments made by the Committee of Ac-
tuaries in respect to the possibility of shorter vesting periods. In its report on its
47th session in 2008 (JSPB/CA/47/R.19), the Committee agreed that if the
Fund were to provide for vesting after 3 years of service for example, there
would be a substantial increase in the number of retirement entitlements with
the associated benefit options (i.e. deferment, two-rack feature, commutation
of one third the actuarial equivalent, efc.), which would require a significant
investment in human and technical resources. Additionally, due to the reduced
contributory period, the monthly benefit amounts would be relatively small and
more likely affected by proportionately higher banking charges, especially as
many of the shorter term staff serve in peace-keeping missions where the local
salary scales are considered relatively low. Although it would unlikely result
in significant numbers of individuals formally opting for the periodic benefit,
the entitlement to such a benefit would inevitably lead to significant increases
in requests for estimates, follow-up explanations and what-if scenarios related
to the usual requests for information concerning the two-rack feature of the
Pension Adjustment System (PAS). The Group further considered that if a par-
ticipant separated after three years, he or she would only have accumulated a
benefit of 4.5 per cent of their final average remuneration, provided of course
that there are no reductions for early retirement or commutation. In addition, if

25
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such participants are less than age 55 there would be no adjustments for cost
of living increases, often for many years. In this connection, the Group noted
that if the Fund were to begin adjusting deferred benefits as from the date of
separation then this measure might merit further attention. In the meantime and
in addition, the Group was mindful that if the Fund were to accept shorter vest-
ing periods at this stage, then the cost of the 2002 recommendation to adjust
deferred benefits as from age 50 would increase. Addressing the reduced
vesting issue first could therefore have an inadvertent and adverse effect on the
measure that the Board had requested the Group to consider as a priority issue.

55.  Asrequested in its terms of reference, the Group also focused on the
possibility of enhancing the amounts payable for withdrawal settlements for
individuals serving for less than five years, as a possible means to improve
the benefit package for the short term staff. In this connection, it is useful to
make a distinction for the purposes of this discussion. In the context of this
review, “shortterm” shall mean participants who serve for less than five years
as opposed to “shorterterm” staff which shall mean those who may still have
a career with the organizations and who may serve considerably longer than
five years but not as long as the “long-term” career staff for whom it has not
been unusual to serve 25 or more years. As reflected in paragraphs 40-42,
the Group agreed that the Fund would need to be more responsive to the
“shortterm” staff members who serve for less than five years, notwithstanding
the importance the Fund still gave to providing for career staff. The Group
recognized that while newer staff may no longer be inclined to serve 25-30
plus years, as had more often been the case when the Fund was initially es-
tablished, staff members were still serving the organizations for a substantial
number of years as reflected in annex lll, tables 6-8 and annexes XIV and
XV. Having said this, the Group agreed that it should not underestimate the
needs of the Fund’s “shortterm” staff, who serve for less than five years. It
was against this background that the Group decided to focus on enhancing
the withdrawal settlement benefits for those who have less than five years,
which it noted would be a departure from the approach taken in earlier years
where the focus was on enhancing withdrawal settlement payments for those
who serve for more than five years but who separate well before age 55,
when cost of living adjustments would become applicable. The Group made
a preliminary review of a number of options for enhancing the full withdrawal
settlement benefit and agreed to revisit the issue after it had received from the
Consulting Actuary additional cost estimates for enhancing this provision for
the shortterm staff.

C. Accumulation rates

56. In carrying out its work, the Group had in mind the principles suggested
by the Committee of Actuaries, particularly concerning the need to provide
for intra- and inter-generational equity among the participants of the Fund.
It noted, however, that the Fund had digressed from this principle when it



adopted the lower accumulation rates for new participants entering the Fund
on or after 1 January 1983. Some members felt that after 27 years, there was
no longer justification to address this economy measure, which is now part of
the existing plan design of the Fund. The Group agreed that reversal of this
previous economy measure would be desirable but at the same time it was
fully aware of the actuarial savings that were being realized as a result of this
1980s decision. While it decided to review the actuarial costs of fully revers-
ing this measure, it also recognized that it might be more viable to explore
the possibility of partial and progressive reversals. It was recalled that this
approach had been adopted in respect to the elimination of the 1.5 per cent
reduction in the first CPl adjustment due after retirement. The Group agreed
that any change in the accumulation rate should be designed so as to protect
the acquired rights of existing staff. In addition, the Group further agreed (as
did the 2000 Working Group) that any enhancement to benefits, in this case
the accumulation rate, should apply to all currently serving participants as well
as to future participants. The Group also intended to explore the possibility of
reflecting any improvement in the accumulation rate to those already retired
and who had their pension entitlements calculated on the basis of the reduced
accumulation rate (without any retroactive payments).

57. In addition to considering the reversal of the 1980s economy measure
either in full or in part, which would involve actuarial costs, the Group also
discussed the possibility of a regressive scale of accumulation rates that could
be designed to have no additional actuarial costs. Under this scenario, the
earlier years of service would be credited with higher accumulation rates to
better compensate for the earlier years served and so as to better address the
needs of the shorterterm staff, who serve for more than five years, but not
necessarily for 20 to 25 plus years. The later years of service would therefore
be credited with regressively lower accumulation rates. In order to ensure the
acquired rights of existing participants, such a provision would apply to future
participants only. The scale would be developed to achieve an actuarial cost
neutral accumulation rate and might involve a lower maximum total accumula-
tion rate for new participants than currently prescribed in the Regulations for
existing participants.

58. Noting that the accumulation rate was one of the most significant fac-
tors used in defermining a periodic benefit from the Fund, the Group agreed
that a further and more focused review of the accumulation rate would clearly
be merited. It decided therefore to request the Consulting Actuary to provide
further cost/savings estimates of the various rates under consideration for both
reverting the 1983 economy measure (either in full or in part) and for the pos-
sibility of regressive rates.

D. Defined Contribution plan as an option

59. It was suggested during the discussions of the Working Group to con-

sider also the possibility of providing future participants with an “option” to .-
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choose a defined contribution type arrangement rather than the Fund's exist-
ing defined benefit plan. The Group took into account the emerging trends
summarized in paragraphs 40-42 as it had done in connection with the full
withdrawal settlement provisions and reiterated the need to be more respon-
sive to the “shortterm” participants who serve for less than five years. During
its discussions on this matter, the Group recognized the fine line that needed to
be drawn in balancing the needs of the shortterm participants with the needs
of the participants who will have intermediate to longer term careers within the
organizations and who had been contributing to the Fund for a longer period.
It recognized that in order to provide a competitive package of benefits that
would be attractive to all potential new recruits, it would probably need to
address both needs.

60. The Group recalled that the 2000 Working Group had also explored
the possibility of enhancing the amounts payable under the full withdrawal
settlement provisions for the same reasons. It further recalled that in reply to a
specific question in respect to increasing the interest rate payable under the
full withdrawal seftlement provision, the Committee of Actuaries had noted that
while such a measure would make the Fund more aftractive for shorter term
staff, the Fund already had favourable features for such staff. In other words,
the Regulations of the Fund, as a defined benefit plan, already had certain
elements of a defined contribution plan that provided benefits for that type of
participants. It had the full withdrawal settlement for the shortterm and short-
erterm participants that provided a defined contribution type arrangement,
which also included provisions for long term disability and death benefits. It
also provided for an additional 3.25 per cent inferest rate to be credited over
the participants’ contributions and additional 10 per cent increments to be
credited for each year served over five years. At the same time, the existing
provisions of the plan also provided for the longer serving participants through
the existing defined benefit nature of the plan.

61. The Group recognized, however, that the 2000 Working Group had
focused more on the “shorterterm” participants who would have intermediate
careers rather than on the “shortterm” participants who might be able to serve
only for five years or less. The 2008 Working Group agreed that in addition
to considering enhanced full withdrawal settlements for such short-term partici-
pants, it would be useful to also consider exploring the feasibility of providing
an “optional” defined contribution type plan. It was recognized, however,
that the advantages of tax deferred earnings, generally offered in typical de-
fined contribution plans, might pose particular challenges to an international
population such as the Fund’s. In addition, there would still be complex issues
related to currency matters that would need to be addressed. Notwithstanding
these challenges, the Working Group agreed to request the Consulting Actu-
ary to provide its views on the matter, including actuarial implications if the
Fund were to offer the same employer to employee contribution ratio of 2:1.



The information provided by the Consulting Actuary on this matter is reflected
in paragraphs 95-96.

E. Two-track feature

62. The Working Group had an extensive exchange of views on the princi-
ples of the two-track feature of the Pension Adjustment System. Although it did
not examine the specific details of the provisions, the Group reviewed a break-
down of the countries where the option to be paid under the two-track feature
was most prevalent (annex VI). It noted that although about 90 per cent of all
two-track cases related to retirees and beneficiaries residing in Europe, there
was evidence that the system was increasingly being used by those in other
parts of the world as well. It recalled that the two track feature of the pension
adjustment system has been in existence for some 30 years and a number of
reviews had confirmed that the system had done what it was intended to do.
This is to say that it has been providing stability in times of global financial
uncertainty. The Working Group also recalled that the actuarial cost of this
feature, which had been estimated at 1.90 per cent of pensionable remunera-
tion, must be seen in the context of the impact of currency fluctuations (i.e.
upward and downward movements in the value of the US dollar). Although
the two-track feature was responding in large part as was intended, the Group
also recognized, however, that the two-track feature in certain softer currency
countries was not responding as well due to inconsistencies in the relativi-
ties between local currency exchange rates and officially published consumer
price index data.

63. In its initial discussion on the matter, the Working Group also recalled
the comprehensive report on the impact of currency on pension benefits pay-
able by the Fund, which had been presented to the Board in 2008. This
review identified a notable difference in the local currency track amounts for
separations between 2002-2005. While recalling the importance of the mat-
ter and the wide reaching implications of any decision that might be taken in
this regard, the Group decided not to pursue this issue as the Board was cur-
rently and closely monitoring it. The Group did, however, request the Consult-
ing Actuary to provide additional information that might be useful to the Board
during its ongoing consideration of this item. In this connection, the Working
Group requested an updated estimate of the actuarial costs of adopting the
120 month average rate of exchange option presented to the Board in 2008
(JSPB/55/R.39). In addition, the Group also requested the Consulting Actu-
ary to provide an estimate of the potential savings that could be achieved if
the comparative provision of the two-track feature were to be eliminated. This
information is provided in section X of this report.

64. The Group also considered proposals from FAFICS on the pension ad-
justment system which sought to address adverse effects of wide currency
fluctuations on local track pensions, by allowing a one-time reversion to the

US dollar track. The proposal aimed to provide a solution for cases where a ”o
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beneficiary’s local track pension is blocked by the 110% cap at a rate much
lower than the dollar track amount. The rationale was that future exchange
rates were impossible to predict and in many cases the local track option
turned out to be very unfavourable to the beneficiary. It was suggested that
the rule be changed to allow a beneficiary to return from the local track to the
dollar track one time in his life, after a minimum period of retirement.

65. The Group was sympathetic to the plight of those beneficiaries affected
from the currency fluctuations that produced lower than anticipated pension
benefit payments. Nevertheless, the Group felt that the real solution to this
issue would lay in the context of the Board’s ongoing consideration of the
impact of currency fluctuations on the value of pensions under the two-rack
system. It hoped that a remedy will be agreed upon in that way to address
these wide variations which may result in different levels of benefits depending
on the date on which benefit payments begin.

66. It is hoped that approaching the issue from this angle might make it
possible to address the problem for participants contemplating taking the lo-
cal track option in the future. However, as the local track option is generally
considered to be chosen if it is to the advantage of the beneficiary, and there-
fore is a cost to the Fund, the Group felt unable to support the proposal which
would allow for what would be seen as a second adverse selection against
the Fund. The Group felt that it was difficult to find a feasible solution for pen-
sions already in payment but that efforts might be focused on information to
beneficiaries prior to making the selection.

F. FAFICS proposals

67. In reviewing the list of benefit provisions considered since 2000 (as
provided in annex ll), the Group noted that a number of other possible op-
tions, which had been put forth over the last several years, had emanated from
FAFICS. Many of the options proposed involved family related issues, rights of
survivors (including divorced spouses), small pension entitlements and several
issues related to adjustment of pensions after retirement. The Group agreed
that it would be more expedient if FAFICS would prepare a prioritized list of its
preferred options, along with a summary of any relevant justifications. Noting
the importance of the issues, the Group agreed to take this information into ac-
count after it was made available to the members. Given the time constraints,
however, it would not be possible for the Working Group to discuss these is-
sues until its meeting after the 2009 session of the Board. FAFICS provided its
preferred options during the 56th session of the Board in 2009. An extract of
the relevant text providing the views of FAFICS is provided in section XI.

G. Partial disability

68. The Working Group noted that the Fund should continue to follow emerg-
ing trends in respect to possible changes in the provisions for partial disability
benefits. It recalled that the 2000 Working Group had considered the issue



in the context of Fund participants who might be affected by minor disabilities
but not to an extent that would justify a disability benefit under article 33 of
the Regulations. After revisiting the issue, the Group agreed that while partial
disability should be kept under consideration, it also recognized that it would
be more of a Human Resources issue that should first be addressed by the
member organizations.

H. Child benefits for children born after separation from service

69. The Group also revisited the issue concerning child benefits, recalling
that in accordance with the definitions included in the Regulations of the Fund,
“child shall mean a child existing on the date of separation or death in service
of a participant and shall include the step-child or adopted child of a par-
ticipant, and a child in utero upon its birth; in the event of uncertainty as to
whether adoption has taken place, the matter shall be decided by the Board”.
The Group agreed that this issue could be addressed in the larger context of
overall family benefits that would be taken up together with a paper to be
submitted by FAFICS.

I. Reduced period for eligibility to participate (article 21)

70. The Group considered the possibility of reducing the period of eligibility
for participation under article 21 of the Regulations of the Fund. It considered
this issue ultimately as one of providing basic social security protection. While
it also recognized the potential advantage that this could provide to the indi-
vidual participants concerned, it also noted that if the eligibility period were to
be reduced from six months to three months or less, it would involve additional
costs to the organizations. The Group recalled that should the participants
involved be in service long enough to become eligible, there was already an
optional provision to validate such prior service that could be exercised and
which would achieve the objective of providing additional contributory serv-
ice fo the participants concerned. The Group also recalled that the six-month
rule for eligibility for Fund participation was introduced, with effect as from 1
January 1983 (replacing the previous 12-month rule) as part of the economy
measures taken to improve the actuarial situation at that time. Although the
Fund was not currently experiencing a serious trend of actuarial deficits, as
it had been when it last reduced the eligibility period, the Group believed
that the importance of providing death and disability coverage from day one
could outweigh the increased financial and administrative requirements. It was
on this basis that the Group agreed to further review this provision in its later
discussions.

J. Increase in time-limit for option to validate

71. The Group discussed the possibility of increasing the time limit for elect-
ing to validate under article 23 of the Regulations. It took into account an
earlier review of this issue, as reported to the Standing Committee in 2003
31
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(JSPB/SC/186/R.23). In that report by the CEO, it was noted that the Com-
mittee of Actuaries had recalled that “there would be actuarial costs associ-
ated with the elimination of the one-year time limit for electing to validate or
restore prior service. It also took the view that these costs ought to be borne in
full by the Fund participant concerned. However, it was noted that difficulties
would be encountered in ensuring that those actuarial costs would be fully
borne by participants so that no cost would fall on the Fund. The Committee of
Actuaries noted that, in fact, the existing period of one year for making such
elections “was already unusually long”. Based on its analysis of the issue, the
Committee felt unable to support a recommendation that would provide for the
elimination of the current one-year time limit for electing validation or restora-
tion of prior service”.

72. The Working Group noted however that if it were to increase the time
limit to opt for validation only, the costs would not be as significant as for
eliminating the time-limit in respect to restoration. It further noted that rather
than eliminate the time-limit entirely it could explore the possibility of extending
the time-limit from one-year to three years. Under these new parameters, the
Working Group decided to seek the views of the Consulting Actuary on the
viability of increasing the one-year deadline for opting to validate from one
year to three years. The Group decided therefore that it would consider this
issue further when it would be in position to take into account such views and
subsequent to the 2009 meeting of the Board.

K. Normal Retirement Age

73. Recalling the significant impact that the revised mortality tables reflecting
increased longevity rates had in respect to the results of the actuarial valuation
carried out as at 31 December 2007, the Group agreed to consider the nor-
mal retirement age (NRA) in the context of ensuring the Fund's sustainability. It
recognized, however, that this issue should only be dealt with in synergy with
other bodies, such as ICSC and the CEB/High Level Committee on Manage-
ment (HLCM)/HR Network. In other words, any formal increase in the NRA
could only be done after the member organizations had first agreed to raise
their mandatory age of separation, otherwise the participants in the Fund
would be forced to retire before they could qualify for unreduced retirement
benefits. It was with this in mind that the Group agreed it would need to sched-
ule joint meetings with the other relevant bodies on this matter.

74. Also in this connection, the Group noted comparisons of the UNJSPF
to pension schemes of other organizations (annex VII); it also requested and
reviewed information in respect to the member organizations’ practices for
“employment after retirement” as well as a survey of the normal retirement
age in other infernational organizations, which is provided in annex VIII. The
Group also noted developments affecting national social security schemes.

75. In addition, and in order to get an idea as to the magnitude of the sav-
ings that could be realized by increasing the NRA, the Group reviewed a



2003 note on the subject that had been prepared by the Consulting Actuary
(JSPB/CA/42/R.7). The Group recognized that the savings rate reflected in
that report was due to rather severe early retirement reduction penalties and
therefore requested that future estimates also be provided with less onerous
early retirement reduction factors. It agreed that the 2003 savings estimate
would need to be updated. It also agreed that additional savings estimates
should be provided in respect to age 64 as well as 65 and that estimates
should be provided if provision were made to allow existing staff to remain in
service on an optional basis until age 64 and 65.

76. The Group also considered a note on the mandatory age of separation
and normal retirement age, which had been prepared by the FAFICS repre-
sentatives on the Working Group. The note included relevant background infor-
mation on these two issues, a chronological review of the matter, as well as an
update as to the current status of the two issues. The Working Group agreed
that as the early retirement provisions are closely linked with the normal retire-
ment age provisions, both issues should be considered. The Group further rec-
ognized that if the actuarial situation deemed it necessary, it would be possible
to propose changes in the early retirement provisions, without and/or prior to
changing the normal retirement age provisions. The Group had a preliminary
exchange of views on the early retirement provisions on the basis of a note
prepared by the FAFICS representatives, which is included as annex XVII.

77. The Group recalled that the 2000 Working Group had also addressed
the issue of increasing longevity. In fact, referring to the Fund in its report, the
2000 Working Group had already noted that “its demographic characteristics
(longevity, flow of new entrants,) will certainly continue to be major factors
affecting its financial position. Corrective measures were taken to absorb the
impact of these effects within the established contribution rate of the Fund.
Increased longevity remains, however, a main point on which actuaries must
continue fo focus their attention”. Given the significant impact that changes in
the normal retirement age and early retirement age provisions could have on
the actuarial situation, the Group agreed to focus more closely on these issues
after the actuarial cost/savings estimates would be available.

X. Actuarial considerations

78. In order to make an assessment of the current actuarial situation, pend-
ing the results of the next actuarial valuation that would be carried out as at 31
December 2009 but for which the results would not be known until late spring
2010 the Group reviewed a number of documents containing relevant and up
to date information and statistics. An illustration of the market values, actuarial
asset values and actuarial asset values needed to be in balance is provided in
annex X. The evolution of actuarial results, including actual contribution rates
and the required contribution rates to be in actuarial balance is provided in
annex XI. The average age of entry into the Fund and the average age of

retirement from 1980 to 2007 are provided in annex lll, tables 3 and 5. %
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79. In addition and as specifically requested by the Board in the Working
Group's terms of reference, the Group carried out its work mindful of the princi-
ples recommended in the report of the Committee of Actuaries (CA/47/R.19;
paragraph 105). It was recalled that the Committee of Actuaries had sug-
gested that “the Board may wish to consider the following guiding principles:
income replacement, long term solvency, intra- and inter-generational equity,
cost control and stability, plan design stability, simplicity of administration and
reduction of risks”.

80. The Group also took into account the most recent comments on the im-
pact of the world-wide financial crisis on the UNJSPF as provided by the CEO
of the Fund in an article posted on the Fund’s website and through a more
recent briefing given by the CEO to the Group during its second meeting.

A. Committee of Actuaries

81. As also provided for in its terms of reference, the Working Group was
requested to incorporate the views of the Consulting Actuary and the Commit-
tee of Actuaries in its final report. The Group decided it would first be useful to
review the comments that had been provided by the Committee of Actuaries
in respect to the earlier examination of plan design issues carried out from
2000-2002. In this connection, the Working Group recalled that during the
meeting of the Committee of Actuaries in 2001, the Committee had reiterated
its support for the provision of cost-of-living adjustments to deferred retirement
benefits from the date of separation, the elimination of the limitations on res-
toration, and an increase in the interest rate for withdrawal settlements from
3.25 per cent to 5.00 per cent. The Committee of Actuaries had noted at that
time that the highest priority should be given to the provision of cost-of-living
adjustments to deferred retirement benefits. As a general principle, the Com-
mittee agreed that restoring benefits which had been cut should be given
priority over providing for new benefits. It noted, however, that the cost of
returning the pension accumulation rate to 2 per cent for the first 30 years of
contributory service would be very high. The Committee felt that the reserve
which was to be retained from the surplus might be reduced below 2 per cent
if the financial markets fell significantly below the present level. The five-year-
moving-market-average methodology (coupled with the 15 per cent limitation)
was intended to protect the valuation results from the impact of wide market
fluctuations and should not be considered a safety margin.

82. The Committee of Actuaries had commented again in 2002 on the spe-
cific benefit modifications that the 2000 Working Group had agreed upon. In
this connection, the Committee reiterated its support for providing cost-of-living
adjustments for deferred pensions as from the day of separation, at an esti-
mated actuarial cost of 0.74 per cent of pensionable remuneration. It was re-
called that the Committee had commented favourably on other items in 2000
and again in 2001 (e.g. concerning eliminating the limitation on restoration
and increasing the interest rate for withdrawal settlements from 3.25 to 5 per



cent): the Committee was asked which other items still merited consideration.
The Committee had no other set order of priorities, provided that the total costs
of proposals would fall “within the disposable surplus revealed.” With specific
reference to a question posed in respect to increasing the interest rate for
withdrawal settlements, the Committee noted that while such a measure would
certainly make the Fund more attractive for shorterterm staff, the Fund already
had favourable features for such staff. Although the Committee would not be
strongly in favour of increasing the interest rate for withdrawal settlements,
neither would it oppose such an idea. The Committee nevertheless pointed out
that in light of the recent drop in interest rates being offered elsewhere, a 5 per
cent rate might be considered high. Not expressing a preference in respect
to the elimination of the limitation on restoration, the Committee noted that it
would be a sensible change and, since it involved a small cost, the Committee
was “actuarially at ease” with it.

83. The Working Group agreed that given the difficult scheduling constraints
and the short time period between when the results of the next actuarial valu-
ation as at 31 December 2009 would be known (i.e. end of May/early June
2010) and the July 2010 session of the Board, it would be more practical to
include the Committee of Actuaries’ comments on the Working Group find-
ings, in full, in the final report of the Group. The Committee of Actuaries’ views
on the recommendations of the Working Group are therefore provided, in full,
in paragraph 206.

B. Consulting Actuary

84. The Working Group met with the Consulting Actuary during its second
(5 May 2009), fourth (4 November 2009) and fifth (18 February 2010) meet-
ings. It had a preliminary exchange of views during its meeting in May. During
that meeting, the Consulting Actuary provided the Group with detailed com-
ments concerning the recent and significant decline in the market value of the
assets of the Fund. He recalled the methodology for determining the actuarial
asset value used in the valuations and noted that while the recent develop-
ments would certainly have an impact on the 31 December 2009 valuation
results, in order to make a more meaningful assessment of such developments,
he noted it would be advisable to await the results of the next two actuarial
valuations. Taking this into account, the Working Group requested specific
information and actuarial implications for a number of items the Group had
identified, which could address the long-term needs of the Fund. The ques-
tions raised by the Working Group and the information provided by the Con-
sulting Actuary are provided below under seven categories, namely: (a) full
withdrawal settlements; (b) accumulation rates; (c) normal retirement age; (d)
early retirement reduction factors; (e) defined benefit and defined contribu-
tion plans; (f) expanded deadline for opting for validation; and (g) two-rack
adjustment feature. The questions posed by the Working Group appear in
bold and the replies provided by the Consulting Actuary are reflected in full

immediately following the questions: 35
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1. WITHDRAWAL SETTLEMENTS (ARTICLE 31)

85. What if the Fund were to provide for full withdrawal settlements using
the additional 10 per cent increments as from the completion of one year
rather than 5 years? The 10 per cent increments should be in addition to the
3.25 per cent interest and costing under this option should be carried out in
respect fo both current and future participants. The first costing should be done
on the basis of a maximum of 10 years (i.e. 200 per cent of own contributions
after 10 years).

Calculations were made to estimate the actuarial cost of changing the in-
crements schedule for full withdrawal seflements as described above. The
cost estimates were calculated based on the data and model used for the 31
December 2007 actuarial valuation (after modification to reflect the effect
of changes in commutation factors adopted by the Board in July 2008). The
estimated cost of changing the increments schedule is 0.12 per cent of pen-
sionable remuneration.

86. The Working Group recalled the possibility of providing for a 50 per
cent return of total organization contributions for separations with less than 5
years of contributory service (there is no request for the Consulting Actuary to
provide estimates under this item at this stage, as the Working Group will use
the previous estimate of 0.70 per cent; however, the Working Group would
like to know if it were to consider providing for a 100 per cent return rather
than a 50 per cent return, could it consider the estimated actuarial cost to be
about double, i.e., 1.40 per cent?).

It is noted that the 0.70 per cent of pensionable remuneration estimated cost
described in the above paragraph was calculated based on the data and
model used for the actuarial valuation as of 31 December 1999. There have
been substantial changes in the census data and assets during the period be-
tween the 1999 actuarial valuation and the most recent valuation conducted
as of 31 December 2007. Therefore, the Consulting Actuary elected to re-
calculate the cost estimate based on the data and model used for the 31
December 2007 actuarial valuation. The recalculation produces an updated
estimated cost of 0.7 1 per cent of pensionable remuneration.

The withdrawal settlement is currently calculated as the sum of (A) and (B):
A. The participant’s own contributions (with interest at 3.25%)

B. 10% of (A) for every year of contributory service between five and fif-
teen years, resulting in a maximum of 200 per cent of the participant’s
own contributions (with inferest).

When estimating the cost of providing for a 50 per cent return of total or-
ganization contributions for separations with less than 5 years of contribu-
tory service, it was assumed that the withdrawal settlement for separations
between five and fifteen years of service would increase to 200 per cent of



the participant’s own contributions (with interest). That is, it was assumed that
there would not be a sharp decrease in the amount of benefits payable to
separations with 4 years of service, for example, compared to separations
with 10 years of service, for example.

If the Working Group were to consider providing for a 100 per cent rather
than a 50 per cent return, the withdrawal settlement amounts would increase
significantly. Some examples of the increase in Full Withdrawal Settlement
amounts are shown in the following table.

WITHDRAWAL SETTLEMENT AS % OF PARTICIPANT’S
OWN CONTRIBUTIONS

Years Of Current Provide 50% Return | Provide 100% Return Ratio Ratio

Contributory Regulations [1] Of Organization Of Organization mym | m/m
Service egulations Contributions [Il] Contributions [Il1]

4 100% 200% 300% 2.00 3.00

10 150% 200% 300% 1.33 2.00

15 200% 200% 300% 1.00 1.50

As indicated in the above table, the 100 per cent return scenario would pro-
duce larger increases in the withdrawal seftlement amounts than would be the
case under the 50 per cent return scenario. And since the 100 per cent return
would also apply to separations with 15 or more years of contributory service,
the 100 per cent return scenario would affect a much larger number of partici-
pants than the 50 per cent return scenario. Therefore, the Consulting Actuary
would expect that the actuarial cost of the 100 per cent scenario would be
substantially more than double the cost of the 50 per cent scenario.

2. ACCUMULATION RATES

87. What would be the cost of applying 1.75 per cent to all currently serv-
ing staff who joined after 1983 and future participants for the first 10 years,
then the regular 2.00 per cent accumulation rates thereafter?

The rates of benefit accumulation applicable to participation commencing af-
ter 1982 are currently 1.5 per cent for the first five years of service, 1.75 per
cent for the next five years of service, 2 per cent for the next 25 years and
1 per cent for service in excess of 35 years (but not more than 3.75 years).
Calculations were made to estimate the actuarial cost of applying a 1.75 per
cent accumulation rate to all currently serving staff who joined the Fund after
1982 and future participants for the first 10 years of contributory service. No
other changes in the rates of benefit accumulation were assumed other than
limiting the 1 per cent accumulation rate for service in excess of 35 years to a
maximum of 2.5 years (to limit the maximum total benefit accumulation to 70
per cent). The estimated cost assumes there would be no change in pensions
for participants who have retired or terminated service and whose benefits

were determined on the 1.5 per cent/1.75 per cent/2 per cent accrual rate. o
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The cost estimates were calculated based on the data and model used for the
31 December 2007 actuarial valuation (after modification to reflect the effect
of changes in commutation factors adopted by the Board in July 2008). The
estimated cost of applying a 1.75 per cent accumulation rate for the first 10
years of contributory service as described above is 0.57 per cent of pension-
able remuneration.

88. What would be the estimated savings if, for all future par-
ticipants, the accumulation rate were to be 1.75 per cent for
each year, for the entire career (i.e. no maximum number of
years of service would be applicable).

The rates of benefit accumulation applicable to participation commencing pri-
or to 1 January 1983 are 2 per cent for the first 30 years of service and 1 per
cent for service in excess of 30 years. The rates of benefit accumulation ap-
plicable to participation commencing after 1982 are currently 1.5 per cent for
the first five years of service, 1.75 per cent for the next five years of service, 2
per cent for the next 25 years and 1 per cent for service in excess of 35 years.
Calculations were made to estimate the actuarial cost of applying a 1.75
per cent accumulation rate for future participants for each year of their entire
career. No other changes in the rates of benefit accumulation were assumed.

The cost estimates were calculated based on the data and model used for the
31 December 2007 actuarial valuation (after modification to reflect the effect
of changes in commutation factors adopted by the Board in July 2008). The
estimated savings of applying a 1.75 per cent accumulation rate for future
participants for each year of their entire career as described above is a de-
crease of 0.31 per cent of pensionable remuneration.

89. If the Fund were to begin using, for example, a 2.0 per cent accumula-
tion rate (or more) for the first 5 year(s) and then a regressive scale thereafter
for all new participants only. The Working Group requests the Consulting Ac-
tuary to use its judgment as to the best scale of regression to achieve a cost
neutral accumulation rate.

The benefit accumulation rate for new participants was set to 2.0 per cent
for the first five years of service and a series of calculations was then per-
formed to determine the accumulation rate applicable to service in excess of
5 years that would result in an overall cost equal to that revealed by the 31
December 2007 actuarial valuation. Based on the data and model used for
the 31 December 2007 actuarial valuation, the accumulation rate applicable
to service in excess of 5 years was calculated to be 1.775 per cent of pen-
sionable remuneration. Reflecting that result, new participants would have a
total benefit accumulation larger than that provided by the current 1.5 per
cent/1.75 per cent/2 per cent accrual rates for periods of contributory service
less than 21.666 years. However, for periods of contributory service greater
than 21.666 years the total benefit accumulation would be smaller than that
provided by the current 1.5 per cent/1.75 per cent/2 per cent accrual rates.



It should be noted that this breakeven point could change in the future as the
result of demographic changes and especially if the actuarial assumptions are

modified.

90. What would be the estimated actuarial cost if the Fund were to adopt a
flat two per cent accumulation rate for new participants only2

Based on the data and model used for the 31 December 2007 actuarial valu-
ation (after modification to reflect the effect of changes in commutation factors
adopted by the Board in July 2008), the estimated cost of providing a 2.0
per cent accumulation rate for future participants is 1.35 to 1.40 per cent of
pensionable remuneration.

3. NORMAL RETIREMENT AGE

91. The Working Group used savings estimates already provided by the
Consulting Actuary for all future participants.

It requested further estimates, however, if the Mandatory Age of Separation
and the Normal Retirement Age were increased on a mandatory basis to age
65 for all future participants, but also for existing staff on an optional basis.
Assumption as to the utilization rate could be if 25 per cent; 50 per cent and
75 per cent of existing staff decided to optionally remain in service with 65 as
Normal Retirement Age.

For purposes of preparing these cost estimates, it has been assumed that there
would be no change in the Regulations applicable to existing staff other than
allowing such staff to remain in service on an optional basis with age 65 as
Normal Retirement Age. Also, for purposes of preparing these cost estimates,
it has been assumed that the normal retirement age for future participants
would be increased to age 65 and early retirement entitlements would begin
from age 55 (as described in paragraphs 11 through 14 and 21 through 24
of document JSPB/CA/48/R.6, based on the “illustrative” retirement rate as-
sumptions). In addition, it has been assumed that the increase to 65 in both
the normal retirement age and the mandatory separation age would apply
without any phase-in.

Increasing the normal retirement age (coupled with the change in mandatory
separation age) for existing staff will result in changes to the early retirement
behavior of such staff. It is not possible to assess with any precision the extent
to which early retirement behavior would be changed.

The Consulting Actuary estimated the effect on costs of increasing the normal
retirement age for existing staff by assuming the sample early retirement rates
contained in annex Xlll (Tables 1 through 4). For comparison purposes, the
tables in annex Xl also show the rates of early retirement currently assumed
for present participants with a normal retirement age of 60 and 62.
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The weighted average retirement age can be derived by applying the follow-
ing formula, modified so that the “1/2" is not used when FRA = ERA.

FRA-ERA

z (Peea) * (Aeen.) * (ERA+1+2)

FRAERA .

E‘o (Peea) (qrERA . r)

where  FRA = age by which everyone is assumed to retire

ERA = age before which nobody is assumed o retire
Peea probability of surviving at work to age ERA +
Q'een.; = Probability of retiring at age ERA +t

The effect of the changes in retirement assumptions on the weighted average
retirement age for existing staff was calculated using the above formula and
the results are shown in the following table.

Normal Retirement Age Increases From 60 To 65 Normal Retirement Age Increases From 62 To 65
RETIREMENT WEIGHTED AVERAGE INCREASE IN WEIGHTED WEIGHTED AVERAGE INCREASE IN WEIGHTED
ASSUMPTIONS RETIREMENT AGE AVERAGE RETIREMENT AGE RETIREMENT AGE AVERAGE RETIREMENT AGE

Age Participant Joins The Fund
25 30 35 40 25 30 35 40 25 30 35 40 25 30 35 40
MEN — PROFESSIONAL STAFF
Current 582 594 600 600 - - - — 585 600 608 609 - - -— -
Sample 590 603 609 609 08 09 09 09 59.3 608 617 61.8 08 0.8 09 09
MEN — GENERAL SERVICE STAFF
Current 57.3 585 60.1  60.1 - - - - 574 588 609 612 - - - —
Sample 580 594 612 612 07 09 11 11 582 59.6 619 623 08 08 1.0 1.1
WOMEN — PROFESSIONAL STAFF
Current 580 593 600 600 - - — — 584 600 610 612 - - - -
Sample 588 602 608 608 08 09 08 08 591 607 617 620 07 07 07 08
WOMEN — GENERAL SERVICE STAFF
Current 571 583 598 598 — - - - 572 586 606 60.7 - - -— —
Sample 577 591 606 606 06 08 08 08 579 594 612 615 07 0.8 06 0.8

To reflect a 25 per cent utilization rate for existing staff, it was assumed that
75/25 per cent of such staff would retire under the current/sample assump-
tions, respectively. The 50 per cent utilization rate was reflected by assuming
that 50/50 per cent of existing staff would retire under the current/sample as-



sumptions, respectively. And, the 75 per cent utilization rate was reflected by
assuming that 25/75 per cent of existing staff would retire under the current/
sample assumptions, respectively.

The following examples examine the potential effect on the Fund if existing
staff were to remain as active participants past their current normal retirement
age. As these examples show, such continuing participation would be some-
what beneficial, at least from the Fund’s perspective.

Example 1 (Normal retirement age 60; 1.5%/1.75%/2% accrual rates)

Participant A is age 60 as of 31 December 2009, 24 years of service with
FAR of $100,000. Compare Fund liabilities and contributions income if A
retires at Age 60, 62 or 65.

Age 60 - Retire effective 31/12/2009

[1] FAR = $ 100,000

[2] Normal retirement benefit = $ 44,250

[3] Annuity value* = 18.847

[4] Retirement liability = [2] x [3] = $ 833,980
Age 62 - Retire effective 31/12/2011

[5] FAR = $ 112,254

[6] Normal retirement benefit = $ 54,163

[7] Immediate Annuity value* = 18.124

[8] Retirement liability = [6] x [7] = $ 981,650
[9] Present value of [8] as of 31/12/2009 = $ 849,454**
Age 60 vs. 62 Comparison

[10] Contributions for 2010 and 2011 (Participant and Organization) =$
48,822

[11] Present value of [10] as of 31/12/2009 = $ 45,397
[12] Net effect to Fund of delayed retirement = [9] - [11] - [4] = $ (29,923)

decrease in Fund obligation

Age 65 - Retire effective 31/12/2014

[13] FAR = § 132,564

[14] Normal retirement benefit = $ 71,916

[15] Immediate Annuity value* = 16.962

[16] Retirement liability = [14] x [15] = $ 1,219,839

* Male Participant, female beneficiary three years younger

**  Discounted at the nominal valuation interest rate of 7.50% per year A1
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[17] Present value of [16] as of 31/12/2009 = $ 849,689**

Age 60 vs. 65 Comparison

[18] Contributions for 2010-2014 (Participant and Organization) =$ 133,325
[19] Present value of [18] as of 31/12/2009 = $ 110,941

[20] Net effect to Fund of delayed retirement = [17] = [19] - [4] = $ (95,232)
decrease in Fund obligation

Example 2 (Normal retirement age 62; 1.5%/1.75%/2% accrual rates)

Participant A is age 62 as of 31 December 2015, 18 years of service with
FAR of $100,000. Compare Fund liabilities and contributions income if A
retires at Age 62, 63 or 65.

Age 62 - Retire effective 31/12/2015

[1] FAR = $ 100,000

[2] Normal retirement benefit = $ 32,250

[3] Annuity value* = 18.124

[4] Retirement liability = [2] x [3] = $ 584,499

Age 63 - Retire effective 31/12/2016

[5] FAR = $ 105,800

[6] Normal retirement benefit = $ 36,237

[7] Immediate Annuity value* = 17.746

[8] Retirement liability = [6] x [7] = $ 643,062

[9] Present value of [8] as of 31/12/2015 = $ 598,197**

Age 62 vs. 63 Comparison

[10] Contributions for 2016 (Participant and Organization) =$ 23,700
[11] Present value of [10] as of 31/12/2015 = $ 22,858

[12] Net effect to Fund of delayed retirement = [9] - [11] - [4] = $ (9,160)

decrease in Fund obligation

Age 65 - Retire effective 31/12/2018

[13] FAR = § 118,093

[14] Normal retirement benefit = $ 45,171

[15] Immediate Annuity value* = 16.962

[16] Retirement liability = [14] x [15] = $ 766,191

[17] Present value of [16] as of 31/12/2009 = $ 616,754**



Age 62 vs. 65 Comparison
[18] Contributions for 2016-2018 (Participant and Organization) =$ 75,278
[19] Present value of [18] as of 31/12/2015 = $ 67,475

[20] Net effect to Fund of delayed retirement = [17] = [19] - [4] = $ (35,220)
decrease in Fund obligation

JSPB/CA/48/R.6 (dated 29 April 2009) presented estimates related to the
actuarial savings of increasing the normal retirement age for future partici-
pants only. The estimates were based on the data and model used for the
actuarial valuation as of 31 December 2007, except for the changes in early
retirement assumptions for future participants described in JSPB/CA/48/R.6.

Actuarial savings estimates were presented for four scenarios (1) normal retire-
ment age is increased to 65 with early retirement entitlements beginning from
age 55, (2) normal retirement age is increased to 64 with early retirement
entitlements beginning from age 55, (3) normal retirement age is increased to
65 with early retirement entitlements beginning from age 58 and (4) normal
retirement age is increased to 64 with early retirement entitlements beginning
from age 57. A savings range was calculated for each scenario by applying
three sets of retirement assumptions (“Current”, “40% of Current”, “lllustrative”
and, in the Scenarios with early retirement entitlements beginning from age 57
or 58, “Modified lllustrative”).

In July 2009 the Working group requested further estimates, however, if the
Mandatory Age of Separation and the Normal Retirement Age were increased
on a mandatory basis to age 65 for all future participants, but also for existing
staff on an optional basis. Assumption as to the utilization rate could be if 25
per cent; 50 per cent and 75 per cent of existing staff decided to optionally re-
main in service with 65 as Normal Retirement Age. So these further estimates
presuppose that the Normal Retirement Age has already increased to age 65
for future participants.

For purposes of preparing these further estimates, it was assumed that for
future participants Scenario 1 would apply (normal retirement age 65/early
retirement entitlements from age 55) and the early and normal retirement rate
assumptions for future participants are the “illustrative” rates (shown in Tables

2 and 3 of document JSPB/CA/48/R.6).

The following table (extracted from page 9 of JSPB/CA/48/R.6) shows the
estimated decrease in the required contribution rate arising from increasing
the normal retirement age to 65 (without any phase-in) for future participants
and assuming early retirement entitlements begin from age 55 (Scenario 1)
and the early and normal retirement rate assumptions for future participants
are the “illustrative” rates.
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ESTIMATED DECREASE IN CONTRIBUTION RATE AS PER CENT OF PENSIONABLE REMUNERATION
Normal Retirement Age 65

RETIREMENT Early Retirement Entitlements Begin From Age 55
ASSUMPTIONS Future Participants Current Participants All Participants
Exemple 1.26 0.00 0.91

The further cost estimates presented in the Note dated 29 October 2009
reflect the assumption that the change in Normal Retirement Age to age 65
for future participants on a mandatory basis had become effective and also
reflect the estimated decrease in contribution rate of 1.26 per cent of pension-
able remuneration for future participants and 0.91 per cent of pensionable
remuneration for all participants.

The actuarial savings estimates shown in the table on page 8 of the Note
dated 29 October 2009 represent the additional savings estimates if the Nor-
mal Retirement Age were also increased to age 65 for existing staff but on an
optional basis.

To present a more comprehensive overview, the following table shows the
estimated decrease in the required contribution rate arising from increasing
the Normal Retirement Age to 65 for future participants and the estimated ad-
ditional actuarial savings if the Normal Retirement Age were also increased to
age 65 for existing staff but on an optional basis.

ESTIMATED DECREASE IN CONTRIBUTION RATE AS PER CENT OF PENSIONABLE REMUNERATION

Retirement Age 65
Early Retirement Entitlements Begin From Age 55
[A] Mandatory For Future Participants
[B] Optional For Current Participants

[A] Scenario 1

[A] Scenario 1 For Future

[A] Scenariol For Future Participants [A] Scenario 1 Participants And

For Future  And lllustrative Retirement For Future Participants lllustrative Retirement

Participants Assumptions  And Illustrative Retirement Assumptions

And lllustrative [B] 25% Assumptions [B] 75%

PARTICIPANT Retirement  Utilization Rate For Current [B] 50% Utilization Rate For  Utilization Rate For

GROUP Assumptions Participants Current Participants Current Participants

Futurs 1.26 1.26 1.25 1.25

Current 0.00 0.30 0.60 0.89

All 0.91 1.01 1.06 1.11
Estimated
additional

actuarial savings N/A 0.10 0.15 0.20

4. EARLY RETIREMENT REDUCTION FACTORS

Given the significant actuarial costs of providing for early retirement ben-
efits, the Consulting Actuary was requested to provide actuarial savings esti-
mates for the following:

92. What would be the estimated savings if the early retire-
ment provision were to be eliminated for all future participants?



For purposes of preparing these cost estimates, it was assumed that if the
early retirement provision were to be eliminated for all future participants, ben-
efit payments for such participants would commence at age 62 (no election to
commence from as early as age 55). Eliminating the early retirement provision
for future participants will result in changes to the “retirement” behavior of
affected participants (compared to the current early retirement assumptions).
It is not possible to assess with any precision the extent to which retirement
behavior would be changed. In addition, data on any such changes would
only become available after elimination of the early retirement provision had
been in effect for many years.

The Consulting Actuary estimated a savings range for eliminating the early
retirement provision for future participants. The range was estimated by as-
suming the following alternative patterns of “retirement” behavior for future
participants:

(i) The rates of retirement for future participants is exactly the same as
currently assumed for present participants with a normal retirement
age of 62. Under this alternative, eliminating the early retirement pro-

vision for future participants is assumed to have no effect on the “re-
tirement” behavior of future participants.

(i) The rates of retirement for future participants is exactly fifty per cent of
those currently assumed between ages 55 and 61 for present partici-
pants with a normal retirement age of 62. The age 62 retirement rates
for men and women were increased from the current assumptions so
that the proportion of future participants assumed to continue in active
service after age 62 is the same as that for present participants with
a normal retirement age of 62. Under this alternative, the increase in
normal retirement age is assumed to have a significant effect on the
early retirement behavior of future participants.

The cost estimates were calculated based on the data and model used for
the 31 December 2007 actuarial valuation (after modification to reflect the
effect of changes in commutation factors adopted by the Board in July 2008).
The estimated decrease in the required contribution rate arising from eliminat-
ing the early retirement provision for future participants is shown below:

RETIREMENT ESTIMATED DECREASE IN CONTRIBUTION RATE AS PER CENT OF PENSIONABLE REMUNERATION

ASSUMPTIONS Future Participants Current Participants All Participants
Current 1.22 0.00 0.92
50% of Current 1.04 0.00 0.79

The long-term effect of eliminating the early retirement provision is indicat-
ed by the decrease in the required contribution for future participants. There
would be no immediate effect on the closed group contribution rate (current
participants only). Under the open group funding method, which takes into
account all participants (current and future), the overall contribution required

to balance the projected liabilities and assets of the Fund would be reduced. 45
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93. What would be the estimated savings if, for all future par-
ticipants, the early retirement reduction factor were to be a flat
6.00 per cent per year for each year the separation is less than
the current normal retirement age; and if the early retirement
reduction factor were to be a flat 5.00 per cent for each year.

Under the present Regulations, a participant who has at least five years of
contributory service may elect an early retirement benefit beginning from age
55. For each year or part thereof by which the age of the participant on retire-
ment is less than their normal retirement age, the standard retirement benefit is
reduced by 6 per cent; with smaller reductions being applied for participants
who complete 25 or more years of contributory service at the date of retire-
ment (but the lower reductions are applicable to no more than five years).

The estimated savings of a flat 6.00 per cent or 5.00 per cent early retire-
ment reduction factor for future participants were calculated based on the data
and model used for the 31 December 2007 actuarial valuation (after modifi-
cation fo reflect the effect of changes in commutation factors adopted by the
Board in July 2008). The estimated decrease in the required contribution rate
arising from applying a flat 6.00 per cent or 5.00 per cent early retirement
reduction factor for future participants is shown below:

EARLY RETIREMENT ESTIMATED DECREASE IN CONTRIBUTION RATE AS PER CENT OF PENSIONABLE REMUNERATION

REDUCTION FACTOR Future Participants Current Participants All Participants
Flat 6.00 per cent per year 0.46 0.00 0.34
Flat 5.00 per cent per year 0.16 0.00 0.12

94. What would be the estimated savings if, for all future par-
ticipants, the early retirement reduction factor for those with 25
years of service or longer but less than 30 years were increased
from 3 per cent to 4 per cent a year for each year the separa-
tion is before the normal retirement age; and what would be
the estimated savings if the early retirement reduction factor for
those with 30 years or more were increased from 1 per cent
to 2 per cent a year for each year the separation is before the
normal retirement age. Likewise, what would be the savings if
these same changes were to be introduced in respect to exist-
ing participants for all service as from 1 January 2011. In other
words the Fund would apply a composite reduction factor for all
subsequent service in the same manner it had done as from 1
January 1985 when these factors were last modified.

The estimated savings of increasing the early retirement reduction factors,
as described in the above paragraph, were calculated based on the data and
model used for the 31 December 2007 actuarial valuation (after modification
to reflect the effect of changes in commutation factors adopted by the Board in



July 2008).The estimated decrease in the required contribution rate is shown
below:

ESTIMATED DECREASE IN CONTRIBUTION RATE AS PER CENT OF PENSIONABLE

REMUNERATION
EARLY RETIREMENT REDUCTION FACTOR Future Participants Current Participants All Participants
4.00 per cent per year for participants with 25 or more
but less than 30 years of service and 2.00 per cent per
year for participants with 30 or more years of service. 0.12 0.18 0.14

5. DEFINED BENEFIT — DEFINED CONTRIBUTION PLANS

95. As discussed with the Consulting Actuary on 5 May, the
Working Group requests the actuarial cost implications if new
participants were to be offered the option to join a Defined Con-
tribution plan as an alternative to the existing plan. The assump-
tions should be that 25 per cent; 50 per cent and 75 per cent
of all new participants decide to join the Defined Contribution
plan and that the Employer would contribute at a 2:1 ratio to
the participants as in the existing UNJSPF. While the Working
Group noted there would be immediate costs involved, it would
also like to have information in respect to potential long-term
savings.

For purposes of this current discussion, a defined contribution plan is a
retirement savings arrangement in which an employee’s benefits during retire-
ment depend solely on the contributions made to and the investment perform-
ance of the assets in his or her account, rather than on the employee's years
of service and earnings history.

The structure of a defined contribution plan is usually driven by the provi-
sion of any tax relief, regulation of plan design, governance requirements,
contribution limits (both employee and employer), investment choices, vesting
rules/schedule, payout options at retirement, and many other considerations.

The characteristics and risk/reward of defined contribution and defined
benefit plans has been a matter of academic and policy debate for a long
period of time, and such issues are outside the scope of this Note.

Investment of the assets and administration of a defined contribution plan
are usually outsourced to a third party commercial organization (concern of
fiduciary liability for investment decisions plays a key role in how extensively
employers are involved in sponsoring defined contribution plans).

If new participants were offered the option to join a defined contribution
plan, all contributions, investment earnings and assets related to that defined
contribution plan would all belong to those participants. Therefore, the defined
contribution plan assets would be separate and apart from those related to the
existing defined benefit plan and could not be used to fund the existing plan.
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It is very important fo note the positive effect of future new participants on the
funding requirements of the UNJSPF. The 31 December 2007 actuarial valu-
ation revealed the following contribution rate requirements to attain actuarial
balance of the Fund (as a per cent of pensionable remuneration).

CONTRIBUTION RATE REQUIREMENTS

Present Participants ......o.iieiiii e 30.80%
Future Participants .......oooiiiiii e 20.72%
All PArficipants oeeee e 23.21%

Contributions on behalf of future participants at the standard rate of 23.70
per cent of pensionable remuneration (Organization and participant com-
bined) is critical to the overall funding requirements of the Fund. As an extreme
example, if the Fund were closed to new participants, the required contribu-
tion rate to attain actuarial balance would be 30.80 per cent of pensionable
remuneration. Therefore, any reduction in the number of future new partici-
pants that would result if they were to join a defined contribution plan, rather
than the Fund, will increase the Fund's required contribution rate.

Calculations were made to estimate the actuarial cost implications for the
UNJSPF if new participants were to be offered the option to join a defined
contribution plan as an alternative to the existing plan. The cost estimates were
calculated based on the data and model used for the 31 December 2007
actuarial valuation, after modification to reflect the effect of changes in com-
mutation factors adopted by the Board in July 2008.

The estimated increase in the required contribution if new participants
were offered the option to join a defined contribution is shown in the tables
on the next page. The estimated cost implications expressed in dollar terms is
shown in the second table.

These tables indicate the significant increase in the Fund’s required contri-
bution rate if future new participants were to join a defined contribution plan.
In dollar terms, the Fund would be in deficit (based on the standard 23.70 per
cent contribution rate) for both current participants and all participants (cur-
rent and future participants) if future new participants were to join a defined
contribution plan.



ESTIMATED ACTUARIAL COST IMPLICATIONS OF OFFERING A
DEFINED CONTRIBUTION PLAN OPTION TO NEW PARTICIPANTS

ESTIMATED INCREASE |

PER CENT OF NEW PARTICIPANTS JOIN CONTRIBUTION RATE AS PER CENT OF
DEFINED CONTRIBUTION PLAN PENSIONABLE REMUNERATION
25, 0.58
50. . 1.51

74T 3.24

ESTIMATED ACTUARIAL COST IMPLICATIONS OF OFFERING DEFI-
NED CONTRIBUTION PLAN OPTION TO NEW PARTICIPANTS
ESTIMATES IN DOLLAR AMOUNTS

(all amounts in millions)

% OF NEW PARTICIPANTS

JOIN DEFINED CONTRIBUTION PLAN NONE « 25% 50% 75%
ASSETS
Actuarial asset valueb $35,620,4 $35,620,4 $35,620,4 $35,620,4
Present value of future contributions on behalf of:
Present participants 15,575,1c 15,575,1c 15,575,1c 15,575,1c
Future participants 47,397,2c  35,547,9c 23,698,6c 11,849,3c
Total assets $98,592.7 $86,743.4 $74,894.1 $63,044.8
LIABILITIES¢
Present value of benefits payable to or on behalf of $21,893.0 $21,893.0 $21,893.0 $21,893.0

retired and deceased participants

Present value of benefits expected to be paid on behalf

of:
Present participants $34,224.8 $34,224.8 $34,224.8 $34,224.8
Future participants 41,824.9 31,368.6 20,912.4 10,456.2
Total liabilities $97,942.7 $87,486.4 $77,030.2 $66,574.0
SURPLUS/(DEFICIT)
Zzs:gste%ag;crltpi)g;:arlsncludmg present retired and $(4,922.3) $(4,922.3) $(4,922.3) $(4,922.3)
All participants, including future participants $650.0  $(743.0) $(2,136.1) $(3,529.2)

@ “Regular” 31 December 2007 valuation results after reflecting effect of changes in commutation factors

b 5-year moving average method.

¢ Based on a net rafe of 23.33 per cent (excludes expenses of 0.37 per cent) of pensionable remuneration.
4 Includes loadings for two-track pension adjustment system.

If, say, 50 per cent of new participants were to join a defined contribu-
tion plan then the Fund's required funding rate, based on the results of the 31
December 2007 actuarial valuation would increase from 23.21 per cent to
24.72 per cent of pensionable remuneration. Of course the total pensionable
remuneration would be smaller if new participants were to join a defined
contribution plan. So the contributions paid to the Fund would reflect a higher
theoretical contribution rate but a smaller level of pensionable remuneration.

Assuming the total contributions (Organization and participant) to a de-
fined contribution plan were set equal to the standard 23.70 per cent, the
Organization’s contribution to the defined contribution would be set at a fixed
rate of 15.80 per cent of pensionable remuneration for those participants who
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join the defined contribution plan. But the Organization’s theoretical required
contributions to the Fund would increase form 15.80 per cent to 17.31 per
cent of pensionable remuneration for those who are Fund participants (assum-
ing 50 per cent of new employees join the defined contribution plan).

As discussed in the above paragraphs, offering a defined contribution plan
to new employees would have a significantly negative effect on the Fund's
required contribution rate, at least in the immediate and likely long-term. How-
ever if, say, 50 per cent of new employees were to join a defined contribution
plan the Fund’s projected total liability would decrease from $97,042.7 mil-
lion to $77,030.2 million (a reduction of $20,012.5 million). So in the very
long-term the total funding requirements of the Fund would be lowered if new
employees were fo join a defined contribution plan.

96. The Working Group also requests a summary of the views
by the Consulting Actuary in respect to the below proposal. The
summary should provide comments and potential actuarial im-
plications if possible based on the information provided:

Combine the current defined benefit with a defined contri-
bution plan:

A combined DB and DC plan on an optional basis for cur-
rent staff members who wish to convert part of their accrued
rights (perhaps up to 50%) into a contribution based plan. For
new staff members, a partial DB plan combined with an addi-
tional DC plan could be offered. Both should be offered at no
additional cost to the organizations, and should be structured
in a way that reduces the funding risks of the Fund.

Although the question uses the term “combined” we assume that there
would be a separate defined contribution plan. Under a defined contribu-
tion plan the participant assumes the investment risk/reward (unlike a defined
benefit plan where the sponsor assumes that risk/reward). So a new defined
contribution plan would need to be established and all contributions, invest-
ment earnings and assets related to that defined contribution plan would solely
belong to those plan participants.'?

If new staff members are offered a partial DB plan with an additional DC
plan, the benefit accrual rates under the Fund for new members would neces-
sarily be less than the current accrual rates. It would be an extremely interest-
ing (and difficult) exercise to determine an “appropriate” balance between the
DB and DC plans.

12 It would be possible to establish a hybrid program which has certain defined contribution plan “like” fea-
tures. For example, under a cash balance plan participants have an individual account balance (notional) and
the sponsor makes contributions to those accounts and credits interest earnings. The cash balance plan sponsor
assumes the investment risk/reward so that a participant’s account balance value will not decrease. Because a
cash balance plan is a defined benefit plan, it can be combined with a traditional defined benefit plan and all
the contributions, assets, etc. would be available to fund the combined plan.



For purposes of this discussion, suppose the benefit accrual rates under the
Fund for new participants are 50 per cent of those currently applicable to par-
ticipants who join on or affer 1 January 1983. Suppose further that the “bal-
ance” exercise results in a split of the standard contribution between the Fund
and the DC plans. So 11.85 per cent of pensionable remuneration would be
contributed to each of the DB and DC plans.

From the Fund’s perspective, such a split of accrual rates and contribu-
tions would be practically equivalent to the scenario discussed in paragraph
11, where 50 per cent of new employees join a defined contribution plan.
So the UNJSPF's contribution rate requirements to attain actuarial balance of
the Fund would increase significantly (estimated increase of 1.51 per cent of
pensionable remuneration).

If current staff members were offered the option of converting part of their
accrued benefits info a DC plan, the meaning of “accrued rights” would need
to be determined. For example, a participant with 8 years of contributory
service would have a total accumulation of 12.75 per cent of their current
FAR. If the participant continues in active service their benefit related to those
8 years of service will increase as FAR increases. And when the participant
retires they will expect periodic cost of living adjustments (COLAs) to their
pension. Should FAR increases and COLAs be considered as accrued rights
for purposes of determining the lump sum conversion value if the participant
elects to convert part of their accrued rights into a DC plan? If the answer is
yes, (i) what assumptions should be used to project FAR increases and COLAs,
(i) how many years should FAR increases be projected (to first early retirement
age, normal retirement age or some other period) and (iii) if the participant
terminates before the projection period the calculated conversion value would
be too generous? If the answer is no, would the conversion value be “fair” to
the participant who elects to convert part of their Fund benefit to a DC plan
relative to a similarly situated participant who did not make such an election?

Any conversion of accrued rights under a defined benefit plan into a con-
tribution based plan raises many issues/questions, some of which would in-
clude:

(A)  What mortality assumptions should be used

(B) Should turnover/retirement be reflected in the calculation
(C) Should conversion value be different if married/single
(D) Should conversion value be different if male/female

(E) How should antiselection risk be addressed

Another important issue is the interest rate assumption used to determine

the conversion values. Currently the Fund assumes a real return assumption of

3.5 per cent. Some participants may feel that such a level of return is unach-

ievable under the DC plan. But if the Fund calculates conversion values based
51



52

on an interest rate lower than 3.5 per cent real, it will lose a portion of the
expected investment return.

Would the commutation factors be an upper bound for the conversion val-
ve factors?

If current staff members could convert part of their accrued rights into a
contribution based plan, there could be a significant amount of moneys trans-
ferred from the Fund to the DC plan, particularly when the option is first of-
fered. Depending on the timing and if the Fund needs to sell stocks/bonds to
cover the amounts transferred, the Fund could realize investment losses.

And, of course, such an option would greatly increase the administrative

burden.

In summary, the proposal to combine the current defined benefit plan with
a new defined contribution plan poses many challenges for both participants
and the Fund, only some of which are addressed in the above paragraphs.

6. EXPAND DEADLINE FOR OPTING FOR VALIDATION

97. The Working Group also sought the views of the Consulting
Actuary on the viability of increasing the one year deadline for
opting for validation from one year to three years.

At its fifty-first session in July 2002, the Pension Board requested the Secre-
tary/CEO to undertake a study of the provisions in the Fund’s Regulations on
validation, restoration and leave without pay, in order to provide consistency
with respect to the time limit for making such elections, and on the elimina-
tion of the one-year time limit for electing to validate or restore prior service.
The study was to determine resource requirements and be presented to the
Standing Committee, together with observations thereon of the Committee of
Actuaries.

In considering these matters at its June 2003 meeting, the Committee of
Actuaries had before it a note prepared by the Consulting Actuary (JSPB/
CA/42/R.8). The Committee noted there would be actuarial costs associated
with the elimination of the one-year time limit for electing to validate or restore
prior service. It also took the view that these costs ought to be borne in full by
the Fund participant concerned. However, it was noted that difficulties would
be encountered in ensuring that those actuarial costs would be fully born by
participants so that no cost would fall on the Fund. The Committee of Actuaries
noted that, in fact, the existing period of one year for making such elections
was already unusually long. Based on its analysis of the issue, the Committee
felt unable to support a recommendation that would provide for the elimina-
tion of the current one-year time limit for electing validation or restoration of
prior service.



7. TWO-TRACK ADJUSTMENT FEATURE

98. Given the recent movements in exchange rates since the Con-
sulting Actuary presented its note to the Board (JSPB/55/R.39/
Add.2) on the estimated costs of addressing the impact of cur-
rency fluctuations on UNJSPF pension benefits, could you con-
firm whether the estimated additional costs of providing for a
120 month average exchange rate in the establishment of the
local currency track amount would still be valid today. It should
be recalled that the estimated additional actuarial cost for this
change in the provisions of the Pension Adjustment System was
given at 0.67 per cent of pensionable remuneration.

The cost estimates presented in JSPB/55/R.39/Add.2 were based on a
twenty-year history of monthly currency conversion rates (obtained from un-
ispf.org), between June 1998 and May 2008. For purposes of this costing
exercise, the historical data was updated to reflect the twenty-year period

ending December 2009.

Applying the same model described in the Appendix of JSPB/55/R.39/
Add.2 and the updated currency exchange history, produces the following es-
timates of the ranges of costs of providing for a 120 month average exchange
rate in the establishment of the local currency track amount:

Cost As Percent of Pensionable Remuneration

Currency Exchange Additional cost vs. current
Modeled Range of costs Average of range design
36 Month Average

(Current) 1.65% -2.26% 1.96% -
120 Month Average 1.97% - 3.20% 2.59% 0.63%

99. What would be the estimated savings if the Fund were to
reduce the cap on the US dollar track from 110 per cent to 100
per cent. In other words there would be no more opportunity to
gain from a strong US dollar and once a beneficiary selected the
local track, there would no longer be a comparative feature.

The estimated savings if the Fund were to reduce the cap from 110 per
cent to 100 per cent for all future retirees was determined by applying two
methodologies.

e The Appendix of JSPB/CA/48/R.7 reviewed an actuarial model for
estimating the long-term cost of the two-track system. That model was
adjusted to reflect an assumed 100 per cent cap for future separations.

* Benefit payments to retirees and beneficiaries is reported by the Fund
for each year since 1990, including payments under the two-track op-
tion. That data is used to monitor the emerging costs of the two-track
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adjustment system and to also provide an assessment of the savings
from reduction of the cap from 120 per cent to 110 per cent (effective
for separations on 1 July 1995 or later). That data was used to estimate
the savings if the cap is reduced to 100 per cent for future separations.

Based on the actuarial model, the estimated savings if the cap is reduced
to 100 per cent range from 0.20 per cent to 0.50 per cent of pensionable
remuneration, with the higher savings reflecting a reduction in utilization rate
from 35 per cent to 25 per cent.

Applying the actual twotrack data, the estimated savings if the cap is re-
duced to 100 per cent range from 0.15 per cent to 0.20 per cent of pension-
able remuneration, which estimate does not reflect any reduction in utilization
rate.

Based on these results, the actual savings if the Fund were to reduce the
cap to 100 per cent will depend on the effect of such a change on the utili-
zation rate of the two-track option. Reducing the cap to 100 per cent would
decrease the potential value of the two-rack system for future separations. But
using the average exchange rate for the 36 consecutive months up to and
including the month of separation when deriving the retiree’s dollar pension
amount establishes the value of the two-track system at the retiree’s date of
separation. Therefore, reducing the cap to 100 per cent may not materially
change the utilization rate of future separations.

100. The Working Group decided that given the time constraints and the
fact that it would not have the results of the actuarial valuation as at 31 Dec
2009 until June 2010, that it would be more practical to present its report to
the Committee of Actuaries and then to incorporate the Committee of Actuar-
ies views thereon in full, in a separate section in the final report of the Working
Group.

Xl. Views expressed during 56th session of the Board in 2009

101. As noted earlier, the Working Group was also requested to present a
progress report fo the Board during its 56th session in 2009. The Rapporteur
of the Working Group introduced the interim progress report (JSPB/56/R.20),
which updated the Board as to the work of the Group.

An extract from the Board’s report, reflecting its views on the Working
Group's progress report, is provided below:

* “There was also an extensive exchange of views as to what should be
included in the final report. It was noted that the Group should put forth
concrete proposals that would be based on technical analysis rather
than on broad statements of opinion. It was also recognized that the
review being carried out in respect to the plan design of the Fund was a
work in progress. Although many views were expressed concerning the
need to focus on the normal retirement age provision, there was also



a wide range of other issues that should be considered as well. The
Board therefore agreed that there would be no reason to focus on one
particular issue. It was noted that the Working Group had discussed
the possibility of considering the impact of currency fluctuations on
UNJSPF benefits, however, as the Board was currently considering the
issue, the Group had decided to await the conclusion of the Board on
the matter. It was also pointed out that the Working Group should take
info account the emerging trends and changes in the personnel policies
of the member organizations.

FAFICS provided the Group with a list of its priorities, namely that:
(i) the defined benefit nature of the Fund should be maintained; (i)
the normal retirement age should be extended to age 65; [iii) the ac-
cumulation rate should revert to 2 percent a year; (iv) full withdrawal
setflement provision should provide for enhanced benefits for those
separating with less than five years; (v) benefits for family members
should be enhanced; and (vi) the 0.5 per cent reduction in the first CPI
adjustment due after retirement should be eliminated. It was noted that
increasing the normal retirement age should not only be looked at in
terms of the positive financial impact, but consideration should also be
given to increasing the age, believing that employees should have the
right fo go on working to any age as long as they are capable of doing
the job well.

Given the impact that increasing longevity will have on the financial
situation of the Fund, the Group would need to consider the emerging
trends in personnel policies further and possibly in conjunction with the
normal refirement age provisions. It was stressed, however, that such
issues would require close consultations with ICSC and the HLCM.

Several members of the Board recommended that the Working Group
should take info account the recent developments identified in its
progress report. The Working Group should also aim to provide spe-
cific recommendations that would be most relevant to the Board over
the next several years, especially given such developments and the
emerging trends in the personnel policies of the organizations.

Given the wide range of issues that were to be addressed,
the short time frame between when the results of the next
actuarial valuation would be known, the next meeting of
the Committee of Actuaries and the 57th session of the
Board, consideration was given to extending the mandate
of the Working Group until July 2011. However, following
an extensive discussion of the progress report, the Board
decided that the Working Group should present its final
report in July 2010. If during that meeting, the Board de-
cides that further work is required it could reconsider ex-

tending the mandate of the Group at that time. “ 55
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Xll. Measures considered subsequent to 56th Session of the
Board

A. Accumulation rates

102. Following its extensive exchange of views regarding the accumulation
rate during its second meeting in May 2009, the Group agreed that the ac-
cumulation rate was one of the most significant factors used in determining
a periodic benefit from the Fund. It had recalled the principles recommend-
ed by the Committee of Actuaries concerning the need to provide for inter-
generational equity among the participants of the Fund and agreed that the
Fund had digressed from this principle when it adopted lower accumulation
rates for new participants entering the Fund on or after 1 January 1983. The
Group recognized the high estimated actuarial cost for reversion of the 1983
economy measure, which had been estimated at 2.16 per cent of pension-
able remuneration if it were to be applied to both existing and future active
participants. It was of the view, however, that should the funds be available, it
would recommend reversion of the 1983 economy measure so that all existing
and future participants would benefit from a 2.0 per cent accumulation rate
for their first 30 years of contributory service. The Group noted that should
this be the case, further consideration should also be given to revising the
accumulation rate for those who had already retired but who had had the
lower accumulation rate applied in the determination of their benefits. In this
connection, the Group recalled that the estimated cost (2.16 per cent of pen-
sionable remuneration) of reversion of the 2.00 per cent accumulation rate did
not include those already in receipt of a periodic benefit. It noted that should
it decide to pursue extending this measure to the broader population, there
would be additional costs and further costing exercises would be required.
Recognizing that the Fund would not have an adequate level of surplus in the
near future for a full reversion of the accumulation rate, the Group decided
to explore several variations that would be aimed at reversing the relevant
1983 economy measure in increments. The Group also agreed to give further
consideration to the possibility of regressive rates of accumulation so that the
more favourable rates would be credited during the earlier years of service.

103. The Working Group requested the Consulting Actuary to provide com-
ments and actuarial cost/savings estimates in respect to the various rates un-
der consideration for both partially reverting the 1983 economy measures
and for regressive rates. This information is provided in section X part B of this
report. It was noted that should the Fund modify its accumulation rates so that
a 1.75 per cent rate would be applied for the first 10 years to all currently
serving staff who joined after 1983 and to all future participants who were
yet to join the Fund, and then the regular 2.00 per cent accumulation rate
thereafter, the estimated actuarial cost would be 0.57 per cent of pensionable
remuneration. The Group also explored the possibility of revising the accumu-
lation rate downward, if in the event the Fund might need to find savings. In
this connection, it requested the Consulting Actuary to provide the estimated



savings if, for all future participants, the accumulation rate were to be 1.75
per cent for each year for one’s entire career. The Consulting Actuary noted
that the estimated actuarial savings under this scenario would be about 0.3 1
per cent of pensionable remuneration.

104. In addition to the modifications that would increase the accumulation
rate at an additional cost to the Fund, and other modifications that could yield
savings, the Working Group also explored the possibility of regressive rates
of accumulation, which would be intended to provide greater accumulation
rates during the early years of one’s career and then lower rates towards the
later years. The Group recognized that this could be designed in such a way
so as to not involve additional actuarial costs. As part of a paper prepared
on this subject, the Consulting Actuary noted that if the Fund wished to apply
2.00 per cent for the first 5 years of contributory service, then based on the
data and model used for the 31 December 2007 actuarial valuation, the ac-
cumulation rate applicable to service in excess of 5 years would be 1.775 per
cent of pensionable remuneration should the Fund wish to incur no additional
costs. If the Fund were to adopt such regressive rates of accumulation, using
a 2.0 per cent accumulation rate for the first 5 years and then 1.775 per cent
thereafter for new participants only, then the new participants would have a
total benefit accumulation rate larger than that provided for by the current
accrual rates (i.e. 1.5 per cent / 1.75 per cent / 2.0 per cent) for periods of
contributory service less than 21.66 years. However, for periods of contribu-
tory service greater than 21.666 years the total benefit accumulation would
be smaller than that provided for by the 1.5 per cent / 1.75 per cent / 2.0
per cent accrual rates.

105.  While many members of the Group were of the view that if changes
were to be made it should be in the direction of a full reversion to the pre-1983
rates, the Group agreed that most scenarios envisaged would result in the ad-
dition of a new tier of participants, which was something the Working Group
aimed to avoid. In addition, any change in the accumulation rate for existing
participants would need to be done in such a way so as to protect acquired
rights; especially for those who had already served ten years or more and
who were therefore currently accumulating 2.0 per cent per year. The Group
further noted that if the intention were solely to provide more equitable ben-
efits for shorterterm staff, as some members of the Group preferred, it might
be more appropriate to focus on the possibility of a reduced vesting schedule
and/or further enhancements in the withdrawal settlement provisions [i.e. as
addressed in the following paragraphs). It was in this connection that the
Working Group recalled its terms of reference, where the Board had request-
ed it to continue fo consider issues aimed at enhancing the mobility of staff and
the portability of pensions through a possible reduction in the minimum period
to qualify for a periodic benefit and/or through possible enhancements in the
amount payable for full withdrawal settlements.
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106. Following its extensive consideration of the accumulation rates the
Working Group agreed that this issue must be one area in the plan design of
the Fund where the Board should continue to focus its atftention, with a view
towards finding a more equitable arrangement. The Working Group re-
calls and associates itself with the conclusions of the 2002 Work-
ing Group relative to the accumulation rate that in the event of
a sustained improvement in the actuarial situation of the Fund,
the Board should consider restoration of the contributory service
accumulation rate back to 2 per cent. The issue was debated
extensively by the 2008 Working Group. Aware that the full re-
version of a 2 per cent accumulation rate, desirable as it may be,
carried a significant cost, the Working Group explored several
approaches aimed at mitigating the inter-generational inequities
resulting from the current practice and also aimed at improving
the situation of participants separating from the Fund after a
short period of employment. The Working Group examined sev-
eral scenarios, which would progressively move accumulation
rates closer to 2 per cent per year of contributory service.

107. The Working Group discussed the accumulation rates mindful of its
terms of reference, which stipulate inter alia, that the Working Group should
“examine the remaining economy measures adopted since 1983 but not yet
addressed...” There was general agreement in the Working Group that the
adoption of lower rates of accumulation in 1982 as part of the economy meas-
ures to improve the actuarial imbalance of the Fund was a severe measure
which not only affected future generations of participants but also digressed
from the principle of intra-and inter-generational equity among the participants
of the Fund. The Group therefore agreed to consider the possibility of chang-
ing the current accumulation rates. The various options considered by the
Group are summarized below in tabular form reflecting both the estimated
costs\savings and the different ensuing total benefit accumulation rates for

While the above cost/saving estimates for the proposals are very impor-
tant, equally important is to consider what would be the effect of the proposed
accumulation rates on the initial pension level. The following table shows what
the pension level after 10, 15, 20, 25 and 30 years of service would be ap-
plying the proposed accumulation rates.



Total accumulation rates under various scenarios

Pension level as percentage of FAR

Years of service
Proposal 10 15 20 25 30
Current accumulation rates (1.5/1.75/2.0) 16.25 26.25 36.25 46.25 56.25

2.0 per cent for all years 20.00 30.00 40.00 50.00
60.00 of service up to 30 years
(pre-1983 rate) 20.00 30.00 40.00 50.00 60.00

1,75 per cent for the first 10 years, then 2.0 per cent 17.50 27.50 37.50 47.50 57.50

2.0 per cent for the first five years and then 1.775 per
cent 18.88 27.75 36.63 45.50 54.38

1.75 per cent for all years 17.50 26.25 35.00 43.75 52.50

Following its extensive consideration of the accumulation rates, the Working
Group agreed that this issue must be one area in the plan design of the Fund
where the Board should continue to focus its attention, with a view towards
finding a more equitable arrangement.

B. Reduced vesting period and enhanced withdrawal settlements

108. In preliminary discussions of the measures considered since 2000, the
Working Group had recalled that its terms of reference also requested that it
consider issues aimed at enhancing the mobility of staff and the portability of
pensions through a possible reduction in the minimum vesting period to qualify
for a periodic benefit and through possible enhancements in the amount pay-
able for withdrawal settlements. Following its first round of discussions on
these issues, the Group agreed to consider further and assess more carefully
the merits of both shorter vesting periods and enhancing the amounts payable
under the withdrawal settlement provisions provided for under article 31 of the
Regulations of the Fund.

109. In this connection and following the 56th session of the Board, the
Working Group decided to examine more closely specific data on the aver-
age contributory service in years, by year of separation from 1995 to 2008.
The Group analyzed the data provided in annex XIV, on the average contribu-
tory service in respect to withdrawal settlements, periodic benefits and with-
drawal settlements combined with periodic benefits. The Group also reviewed
the average contributory service for those who opted for deferred retirement
benefits, early retirement benefits and full retirement benefits separately and
combined. The Working Group concluded that there was no discernable trend
towards shorter averages in the participants overall contributory service. In ad-
dition to the detailed analysis provided in annex XIV, the Group also reviewed
information covering the period 1980 to 2007 that had been provided in the
actuarial valuations carried out by the Consulting Actuary. This information,
which is provided in annex XV, demonstrates similar findings.

110. Although there has been an increase in the number of shorterterm

contracts, there was no emerging trend towards shorterterm overall careers. 5
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The data provided in annexes XIV and XV appear to confirm what the previ-
ous Working Group had referred to as “rosaries” of successive shortterm con-
tracts. The Group had given serious consideration to providing more favour-
able benefits for the shortterm staff by reducing the five year vesting period.
A summary of its initial discussions on the matter is included in section IX of
this report. Based on its findings, however, the Group decided that although
shorter vesting periods would be desirable, this issue should not be its immedi-
ate focus. In addition to the findings based on its statistical analysis, the Group
also recalled the comments made in respect to the possibility of shorter vesting
periods by the Committee of Actuaries, as well as the Group’s earlier discus-
sion on the matter. The Group recalled that if the Fund were to accept shorter
vesting periods at this stage, then the cost of the 2002 recommendation to
adjust deferred benefits for cost of living increases as from age 50 would
increase. Addressing the reduced vesting issue first could therefore have an
inadvertent and adverse effect on the measure that the Board had requested
the Group to consider as a priority issue. In addition the Group recognized
that the 2002 recommendation, for the adjustment of deferred benefits from
an earlier age, would provide a better opportunity to those with five or more
years of contributory service to maintain money in a pension vehicle as from
their date of separation. This measure would therefore, effectively, better ad-
dress the Board's request to consider issues aimed at enhancing the portability
of pensions, since if this measure were to be implemented the entitlement to
a lifetime annuity (with survivor benefits) would be maintained in significantly
more instances. After its further consideration of this issue, the Group decided
therefore not to focus at this time on shorter vesting periods. The Group recog-
nized, however, that although there was no discernable downward trend in
the average number of years of contributory service, there were nevertheless
many participants who were in fact serving for less than 5 years and that this
group should not be forgotten.

111. Instead of introducing shorter vesting periods as a possible means to
improve the benefit package for short-term staff, the Group decided to give fur-
ther consideration to enhancing the withdrawal setlement provision for partici-
pants with less than 5 years of contributory service (which would also improve
the amounts payable for those serving for up to 15 years). The Group recalled
its initial discussions on this issue as reflected in section IX of this report and the
subsequent actuarial cost estimates provided by the Consulting Actuary and
included in section X. The Group also considered a note (attached as annex
XVI) by the representatives of FAFICS on other changes that would enhance
the withdrawal settlement provision for shortterm staff through greater use of
the principles applied in transfer agreements. That note, in order to enhance
the portability of pensions, considers the possibility of providing enhanced
withdrawal settlements solely to those former participants who use their with-
drawal settlement to purchase (or transfer) pensionable service in another
qualified plan. The rationale behind this proposal would be that the purpose
of increasing the amount payable for withdrawal settlements is to prevent,



or at least reduce, the portability losses for the shortterm staff who wish to
purchase (or fo transfer) pension rights to another pension plan. Although the
Group recognized the merits of this idea, especially as it would encourage
former staff members to maintain their pension money in a retirement vehicle,
it was unable to support such an approach. The Working Group recalled
the multinational status of the member organizations and the fact that many
former participants would not have the opportunity to transfer their money
to a qualified retirement vehicle. In addition to the inequities that this would
create, the Working Group also recognized the administrative complexities
that this would add, especially at a time when the Board had requested the
Working Group to carry out its work mindful of the principles recommended
by the Committee of Actuaries; most notably the need for simplicity of admin-
istration and reduction of risks. More specifically, should the Fund provide for
enhanced withdrawal settlements under this scenario, it would be required to
ascertain that the monies it paid out were actually transferred to qualified re-
tirement plans in any of the some 190 countries where the Fund pays benefits.

112. The Working Group nevertheless agreed that enhanced withdrawal
settlements for participants with less than five years of contributory service
(which would also improve the amounts payable for those serving for up to 15
years) should continue to be considered as a priority. The results of the modifi-
cation in the withdrawal settlement provision, as costed by the Consulting Ac-
tuary and summarized in paragraph 85 above, would be as reflected below:
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Withdrawal settlements

difference difference
current proposed absolute percentage
0 100% 100% 0% 0%
1 100% 110% 10% 10%
2 100% 120% 20% 20%
3 100% 130% 30% 30%
4 100% 140% 40% 40%
5 100% 150% 50% 50%
6 110% 160% 50% 45%
7 120% 170% 50% 42%
8 130% 180% 50% 38%
9 140% 190% 50% 36%
10 150% 200% 50% 33%
11 160% 200% 40% 25%
12 170% 200% 30% 18%
13 180% 200% 20% 11%
14 190% 200% 10% 5%
15 200% 200% 0% 0%
16 200% 200% 0% 0%
17 200% 200% 0% 0%
18 200% 200% 0% 0%
19 200% 200% 0% 0%
20 200% 200% 0% 0%
21 200% 200% 0% 0%
22 200% 200% 0% 0%
23 200% 200% 0% 0%
24 200% 200% 0% 0%
25 200% 200% 0% 0%
26 200% 200% 0% 0%
27 200% 200% 0% 0%
28 200% 200% 0% 0%
29 200% 200% 0% 0%

113. It decided therefore to review more carefully the various proposals for
withdrawal settlements that have been considered since 2000 and the most
recent formulas it had referred to the Consulting Actuary for actuarial cost esti-
mates. Following this further review, the Group decided to propose that
the withdrawal settlement provision under article 31 be amend-
ed to provide for additional 10 per cent increments as from the
completion of one year of contributory service rather than the
existing five year requirement. Under this arrangement, the 10 per cent
increments would be in addition to the provision for 3.25 per cent interest. The
new schedule would be applicable in respect to both current and future partici-
pants for a maximum of 10 years (i.e. 200 per cent of the participant’s own
contributions after 10 years). As calculated by the Consulting Actuary
in 2009, the estimated actuarial cost of changing the increment
schedule in accordance with this arrangement is 0.12 per cent of
pensionable remuneration.



C. 2002 recommendations

114. In establishing the Working Group, the Board mandated in its terms of
reference that the balance of the 2002 recommendations, already approved
in principle by the General Assembly, should continue to be considered as
priority issues. In its preliminary consideration of the matter, as reflected in
section IX of this report, the Group noted it would focus on: (i) the cost-ofliving
adjustments applicable for deferred retirement benefits as from age 50, and
(i) the elimination of the 0.5 per cent reduction in the first adjustment due
after retirement. The Working Group recalled the discussions that the previous
Working Group on plan design had had on these two issues and agreed that
the points made in 2002 would still be valid today.

Cost-of-living adjustments for deferred retirement benefits as
from age 50

115. The recommendation to provide for costof living adjustments for de-
ferred retirement benefits as from an earlier age was initially discussed during
the Board’s session in 2000. At that time, it was recalled that the Committee
of Actuaries had previously reviewed the possibility of providing for cost-of-
living adjustments for deferred pensions as from the date of separation, as had
been the case prior to the 1983 economy measure. The Committee agreed at
that time that this measure might be given favourable consideration. In addi-
tion, the Working Group, which had been established by the Board in 2000
to consider possible reversion of a number of the 1980s economy measures,
concurred with the Board that this measure (along with the other measures
considered at that time) would help redress those economy measures that had
made the United Nations pension system less attractive.

116. As part of its reply to the 2000 Working Group on the matter, the
Consulting Actuary had recalled that commencing in 1983, the cost-of-living
adjustments for deferred benefits was changed to begin at age 50; a change
was also made at that time to semi-annual adjustments of pensions rather
than quarterly, with a 5 per cent trigger. These two measures led to estimated
savings of 0.97 per cent of pensionable remuneration. Starting in 1990, the
cost-ofliving adjustment for deferred benefits was changed to begin as from
age 55, yielding further estimated savings of 0.91 per cent of pensionable
remuneration.

117. The Consulting Actuary had been requested to also prepare estimates
of the actuarial costs of reversing the above limitations on cost-of-living adjust-
ments to future deferred benefits and to benefits which were already in the
deferral period. Those estimates took into account a change in the actuarial
model to reflect the estimated proportions of participants, by age, electing
deferred pensions as against withdrawal settlements. The actuarial model,
as revised, was applied to the data used in the actuarial valuation as of 31
December 1997 to produce an estimated cost of 0.65 per cent of pension-
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able remuneration to change the effective age of cost-ofliving adjustment from
age 55 to age at separation. To take into account the effect of removing the
partial commutation option for deferred benefits and the change in tabular
rates of withdrawal for General Service Staff, adopted for purposes of the
actuarial valuation as of 31 December 1999, the Consulting Actuary updated
the estimated actuarial cost. The actuarial model, revised as described above,
was applied to the data and assumptions used for the actuarial valuation as
of 31 December 1999. Based on the methodologies applied and the assump-
tions made at that time, the estimated cost of changing the commencement
date for cost-of-iving adjustments of deferred pensions from age 55 to age at
separation was 0.74 per cent of pensionable remuneration. Also at that time,
the estimated cost of changing the commencement date to age 45 had been
calculated to be 0.48 per cent of pensionable remuneration.

118. It had been recognized that the group of participants impacted by the
1983 economy measure, to delay cost-of-living adjustments for deferred ben-
efits, had been particularly and adversely affected. In fact, the 2000 Working
Group noted that reversal of the measure “would make the UN pension system
more attractive for the shorterterm, task oriented type of personnel” which it
had cited in its report as being an important population group. The favour-
able surplus that had been revealed in the 1999 valuation (i.e. 4.25 per cent
of pensionable remuneration), however, had declined to 2.92 per cent of
pensionable remuneration as of the 2001 valuation. Moreover, at the time of
the 2002 meeting of the Board, serious concerns were being raised as to the
declining value in the assets of the Fund.

119. Given the circumstances, the Board decided to recommend that the
General Assembly approve cost-of-living adjustments, which would be applied
to deferred retirement benefits as from age 50, instead of as from age 45,
as had been recommended by the 2000 Working Group. In its 2002 report
(A/57/9), the Board noted that this measure, along with its other recommen-
dations that year, “further promoted the human resources framework adopted
by ICSC and the Assembly. In particular, the measures would serve to enhance
the mobility of staff and the portability of pensions”. This measure was subse-
quently approved, in principle, by the General Assembly in its 2002 resolution
(A/57/286), “with implementation to begin at such time as the actuarial valu-
ation of the Fund shows a clear upward pattern of surpluses”.

120. Based on its review of the earlier findings in respect to this measure
and on its further consideration of the issue, and taking into account the
Board’s request that it be considered as a priority issue, the Group decided
it would reiterate, as a priority, the recommendation that had
already been approved in principle by the General Assembly,
that cost-of-living adjustments be applied to deferred retirement
benefits as from age 50. Although the cost estimate may need
to be reviewed again by the Consulting Actuary, the estimated



actuarial cost of this modification was calculated in 2002 to be
0.36 per cent of pensionable remuneration.

Elimination of the 0.5 per cent reduction in first adjustment due
after retirement

121. The proposal to eliminate the reduction in the first costof-living ad-
justment due after retirement was discussed, during the 2002 session of the
Board, on the basis of the report of the 2000 Working Group. That previous
Working Group had also considered the specific economy measures and re-
lated provisions, which had impacted solely on the retirees and other benefi-
ciaries. It noted that the decision to reduce the threshold for effecting cost-of-
living adjustments from 3 per cent to 2 per cent had not gone far enough to
address the fact that the beneficiaries had assumed a significant share of the
past economy measures. Key among the measures affecting this group were
the reduction in the first cost-of-living adjustment by 1.5 per cent, a mechanism
which had a compounding effect. Other changes that had also been consid-
ered in this regard were the payment in arrears of new periodic benefits; and
the change from quarterly, to semi-annual and then to annual adjustments of
pensions in award.

122.  With effect from 1 January 1985 the Pension Adjustment System was
modified to provide for a 1.5 per cent initial reduction in the first cost-of-living
adjustment that became due for all beneficiaries. This measure had a direct
and adverse impact on the pension benefit in relation to the last years of sal-
ary. The 2000 Working Group had agreed that upon retirement, beneficiaries
should be able to count on a pension that, in line with the concept of income
replacement, provides a standard of living compatible with that enjoyed in
the last years of service. It recognized that the reversal of this measure would
involve two population groups for costing purposes. It was agreed that to be
equitable, the elimination of the 1.5 per cent reduction due in the first CPI
should apply to existing, as well as future, beneficiaries.

123. The estimated cost of prospectively eliminating the 1.5 per cent initial
reduction in adjustment for pensions in award was estimated by the Consulting
Actuary in 2002 to be 0.35 per cent of pensionable remuneration. Calcula-
tions had also been made to estimate the actuarial cost of increasing the pen-
sions of beneficiaries who had been already affected by this earlier economy
measure. In other words, there would be a pension increase for such existing
beneficiaries that would equal 1.5 per cent. The Consulting Actuary estimated
the cost at that time of the 1.5 per cent increase in respect to existing ben-
eficiaries at 0.11 per cent of pensionable remuneration. The total estimated
actuarial cost of this recommendation, applicable to both existing and pro-
spective beneficiaries, would therefore be set at 0.46 per cent of pensionable
remuneration.
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124. In 2002, the Board recommended, and the General Assembly ap-
proved in principle, a number of measures that would serve to enhance the
mobility of staff and the portability of pensions. In addition, the Board also
recommended the elimination of the 1.5 percentage point reduction in the first
adjustment based on the consumer price index due to existing and future ben-
eficiaries, with the understanding that the implementation of this modification
would be subject to a surplus being revealed in the next actuarial valuation, to
be performed as at 31 December 2003.

125. The Board considered the results of the actuarial valuation performed
as at 31 December 2003, during its session in 2004. That valuation revealed
a surplus of 1.14 per cent of pensionable remuneration, which although it was
the Fund’s fourth consecutive surplus, it was notably lower than the 2.92 per
cent surplus revealed in the previous valuation. The Board noted in 2004 that
the Committee of Actuaries had cautioned a “prudent approach” in any use
of the 1.14 per cent surplus. At its session in 2004, the Board reconsidered its
2002 recommendations in light of the reduced surplus. It was on this basis that
the Board decided to recommend a phased approach fo the elimination of the
1.5 per cent reduction in the first consumer price index (CPl) adjustments due
after retirement. As a first step, it recommended to the General Assembly that
the reduction rate be reduced from 1.5 per cent to 1 per cent, with effect as
from 1 April 2005. The Board noted in its report that this modification would
have an estimated actuarial cost of 0.15 per cent of pensionable remuneration.

126. In its 2004 resolution (A/59/269) the General Assembly approved,
with effect from 1 April 2005, the phased approach in the elimination of the
1.5 per cent reduction in the first CPl adjustment due after retirement. Also
reflected in that same resolution, the Assembly decided not to
consider any further proposals to enhance or improve pension
benefits until action was taken on the issues contained in its
2002 resolution (A/57/286).

127. In 2006, the Board again considered its 2002 recommendations in
light of the actuarial valuation performed as at 31 December 2005. That
valuation revealed a surplus of 1.29 per cent of pensionable remuneration.
This surplus was slightly higher than the previous result and it represented the
Fund's fifth consecutive surplus. The Board recalled its decision in 2004 when
it agreed to address, in 2006, the possible total elimination of the balance of
the 1.5 per cent reduction.

128. Based on the results of the latest actuarial valuation, and the fact that
the Fund was experiencing its fifth consecutive surplus, the Board decided to
recommend, and the Assembly approved (A/61/240) that the reduction in
the first consumer price index adjustments due under the pension adjustment
system be lowered from 1.0 per cent to 0.5 per cent. This measure (at an esti-
mated actuarial cost of 0.15 per cent of pensionable remuneration), together
with the Assembly’s formal approval of the 2002 recommendation to eliminate
the limitation on the right to restoration based on length of prior service (at an



estimated actuarial cost of 0.17 per cent of pensionable remuneration) would
have a total combined cost of 0.32 per cent of pensionable remuneration. It
was noted that given the surplus as at 31 December 2005 was 1.29 per cent,
the approval of these two measures would retain an estimated surplus of 0.97
per cent of pensionable remuneration. The Board agreed that this would be
an acceptable level.

129. Based on its review of the earlier findings in respect to the reduction in
the first adjustment due after retirement and on its further consideration of the
issue, and taking into account the Board's request that it be considered as a
priority issue, the Group decided it would recommend implementation of the
final phase in the elimination of the balance of the 1.5 per cent reduction. As
concluded in the earlier review, the Working Group agreed that upon retire-
ment, beneficiaries should be able to count on a pension that, in line with the
concept of income replacement, provides a standard of living compatible with
that enjoyed in the last years of service. The Group therefore agreed
to propose, as a priority, that the Board should recommend the
removal of the remaining 0.5 per cent reduction in the first con-
sumer price index adjustment due after retirement. Although the
cost estimate may need to be reviewed again by the Consulting
Actuary, the Working Group recalled that the total elimination
of the 1.5 per cent reduction was initially estimated in 2002 at
an actuarial cost of 0.46 per cent of pensionable remuneration.
With respect to each of the first two phases, the Board assumed
an actuarial cost of 0.15 per cent of pensionable remuneration.
As in the case of the cost estimate for the adjustment of deferred
retirement benefits as from age 50, it was recognized that this
estimate may need to be reconfirmed as well.

D. Increase in the Normal Retirement Age

130. In the context of its assessment of the major developments that need to
be taken into account in defining the future needs of the Fund, the Working
Group recognized the improved longevity in life expectancy of individuals
covered by the Fund and the consequent and adverse impact this had on the
results of the actuarial valuation carried out as of 31 December 2007. In fact,
the adoption of the 2007 mortality tables and the strengthening of the forecast
longevity improvements increased the required contribution rate as a percent
of pensionable remuneration by 1.82 percentage points. In addition, after ac-
counting for the revised lump sum commutation factors that were to take effect
as from 1 January 2009 in order to incorporate the improved mortality rates,
there would be an additional estimated increase in the required contribution
rate of 0.25 per cent of pensionable remuneration. In other words, when
the improved mortdality rates being experienced by the Fund
participants and beneficiaries were fully reflected there would
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be an estimated net increase in the required contribution rate of
over 2.00 per cent of pensionable remuneration.

131. It was with this in mind that the Working Group discussed the issue
of increasing the normal retirement age at its second meeting in May 2009.
Given the significant impact that the revised mortality tables and the increased
longevity rates had on the results of the actuarial valuation carried out as at 31
December 2007, the Group agreed to further consider the normal retirement
age (NRA) as one means of mitigating the financial pressure on the Fund. It
carried out its review of this subject on the basis of a note prepared by the
representatives of FAFICS and on additional information provided by the Con-
sulting Actuary. The Group recalled that this issue could only be addressed in
concert with other bodies, such as ICSC and the CEB/High Level Committee
on Management (HLCM)/HR Network. In other words, a formal increase in
the normal retirement age could only be approved once the member organi-
zations had also agreed to increase their “mandatory age of separation”.
Failing that agreement, the participants in the Fund would be forced to retire
before qualifying for unreduced retirement benefits.

132. In order to give due consideration to this important issue, the Work-
ing Group had requested the Consulting Actuary to provide an update to the
2003 note that it had prepared on the subject. An extract of the updated
note, which is provided in annex IX, reflects an estimated “il-
lustrative” rate of potential actuarial savings of 0.57 per cent
of pensionable remuneration, if the Fund were to increase the
NRA to 64 for future participants only, while maintaining the
early retirement option as from age 55; it also provides an esti-
mated “illustrative” rate of actuarial savings of 0.91 per cent of
pensionable remuneration if the Fund were to increase the NRA
to 65, again for future participants only, while maintaining the
early retirement option as from age 55. The savings estimates would
be slightly different if the Fund were to revise the early retirement age to 57
and 58, respectively.

133. Further information concerning a possible option to serve until age 65
for existing participants only was also provided by the Consulting Actuary and
is included in the section on Actuarial Considerations (section X). In this connec-
tion, the Working Group noted that the additional estimated actuarial savings,
assuming 25/50/75 per cent utilization rates, would be 0.10/0.15/0.20
per cent of pensionable remuneration, respectively. In other words, the
estimated illustrative rate of potential savings would be 0.91
per cent of pensionable remuneration if the normal retirement
age were to be increased to age 65 for future participants only
(again maintaining the early retirement option at age 55). The
estimated illustrative rate of potential savings would be 1.01
per cent of pensionable remuneration, if the normal retirement
age were to be increased to age 65 for future participants and



if there is a 25 per cent utilization rate by existing participants
to remain optionally to age 65. Under the same circumstances,
the estimated savings rate would increase to 1.06 per cent of
pensionable remuneration, if there is a 50 per cent utilization
rate and 1.11 per cent of pensionable remuneration, if there is
a 75 per cent utilization rate. In sum, the Working Group noted
that if the normal retirement age were to be increased to age
65, then the estimated decrease in the required contribution rate
would be in the range of 1.00 per cent of pensionable remu-
neration. The Group also noted that increasing the mandatory
age of separation without changing the normal retirement age
would also result in savings.

134. The Working Group recalled that in 2008, when considering the re-
port of the United Nations Secretary-General on the employment of retirees
and extension of staff beyond the mandatory age of separation (A/63/310/
Add.2), ACABQ had stated that “the Secretary-General and the International
Civil Service Commission (ICSC) may wish to explore the possibility of chang-
ing the mandatory age of separation, taking into account such issues as the
rejuvenation of the Secretariat, vacancy rates and the actuarial implications
of that course of action for the Pension Fund” (A/63/526, paragraph 78). In
its resolution (A/63/250), the General Assembly endorsed the recommenda-
tions contained in the report of ACABQ.

135.  As requested by the Pension Board, the Working Group consulted with
ICSC on this subject during its initial consideration of the issue. It also met with
representatives from the HLCM during its meeting in Geneva in November
2009. The representatives of the HLCM updated the Working Group as to
the current status of the discussions within the Human Resources Network. It
was noted that following a protracted discussion, the Network agreed that
more work needed to be done to make the business case for the change of
retirement age. The Network was of the view that there was not a sufficient,
compelling reason to increase the mandatory age of retirement to 65 at this
time, but that it could approach the change in a phased manner. Finally, the
Network agreed to propose that:

(a) The age of separation for all current staff members would be set at 62
by 1 January 2012; and

(b) Staff currently eligible to retire at age 60 would retain that right, with
full retirement benefits or remain in service until the age of 62.

136. The Human Resources Network noted that a few organizations had
expressed concern about the proposal owing to current operational require-
ments. It agreed, however, to review the possibility of increasing the manda-
tory age of separation to 65 for all staff members once the Pension Fund had
completed its actuarial study in 2010.
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137. The Working Group noted that the ICSC had considered the Human
Resources Network paper “Review of the Mandatory Age of Retirement”
(ICSC/69/R.2) during its 69th session in July 2009. During the discussion
in the Commission, the Federation of International Civil Servants’ Associa-
tions (FICSA), the Coordinating Committee for International Staff Unions and
Associations of the United Nations System (CCISUA) and the United Nations
International Civil Servants’ Federation (UNISERV) supported the proposal to
extend the mandatory age of separation to 62 for all staff without prejudice
to the acquired right of eligible staff to retire at 60. The three federations
believed that the decision to retire, or to continue service, should not be left
to the discretionary authority of the executive head but should rest solely with
the staff member concerned. They also supported a possible further review
to increase the mandatory age of separation to 65 for all staff following the
completion of the actuarial study by the Pension Fund in 2010 and a decision
by the Pension Board related to the retirement age.

138. The Commission recalled that the General Assembly (A/63/250) had
endorsed the recommendation of the Advisory Committee on Administrative
and Budgetary Questions that the Secretary-General and ICSC should explore
the possibility of changing the mandatory age of separation, taking into ac-
count such issues as the rejuvenation of the secretariat, vacancy rates and the
actuarial implications of that course of action for the Pension Fund. It noted
that the Pension Board was presently undertaking a review of the pension
system, including its plan design, the statutory age of retirement and actuarial
matters. It was important that the proposed study be conducted in tandem with
that review, which was scheduled to be completed in 2010. Several members
of the Commission supported an increase in the mandatory age of separation
in view of the social and demographic changes which had occurred since the
subject was last reviewed in the late 1980s and spoke in favour of harmoniz-
ing the mandatory age of separation for all staff. They also considered that the
extension of service of eligible staff should be dependent on the choice of the
staff member, not on the discretion of the executive head.

139. The Commission requested its secretariat (A/64/30), in cooperation
with the organizations and the Pension Fund, to prepare a comprehensive
report on the possibility of changing the mandatory age of separation, taking
account of the various implications in the human resources and pension areas,
namely (i) geographical distribution; (i) gender balance; (iii) rejuvenation of
the workforce; (iv) career development and succession planning; (v) the actu-
arial situation of the Fund; and (vi) the financial situation of the organizations.
The Commission also decided to revert to the issue at its seventy-second ses-

sion in 2011.

140. In its resolution (A/64/231) on the United Nations com-
mon system: report of the International Civil Service Commis-
sion for 2009, and concerning the mandatory age of separation,
the General Assembly “requested ICSC to report to the General



Assembly, at its sixty-sixth session [in 2011], on the results of
the comprehensive analysis of the possibility of changing the
mandatory age of separation, including the implications in the
areas of human resources policies and pensions, and further re-
quested that the Commission report to the Assembly at its sixty-
sixth session with advice and recommendations on succession
planning within the common system”.

Working Group considerations

141. The Working Group noted that based on the discussions in the Human
Resources Network it appeared that not all organizations were in favour of
raising the mandatory age of retirement to age 65. Likewise, it appeared that
not all of the ICSC members would support an increase in the retirement age.
The Group noted that one reason for the reluctance is the concern expressed
by organizations and the ICSC that raising the mandatory age of separation
would have a negative impact on the rejuvenation of the UN workforce. This
concern is apparent in the relevant section of the ICSC report on its 69th
session where the Commission discussed the results of the global staff survey
(emphasis added):

142.  “While lack of career advancement appeared to be a serious impedi-
ment to staff satisfaction, the data shows that staff do tend to stay with the
organizations, and this is a pattern, which is replicated in other public services
and not unique fo the United Nations. It was also noted that if the mandatory
age of separation were at some point in the future to be raised to above the
current 60 or 62 years of age, then the longer service combined with the al-
ready limited promotion opportunities would only further limit the prospect of

promotion.” (ICSC/69/R. 13, para.37)

143. Given the importance of the matter, the Working Group decided to
request the Consulting Actuary to provide additional actuarial cost/savings
estimates on various scenarios. The Group had extensive discussions on the
basis of the information provided by the Consulting Actuary. The information
provided included savings estimates if (i) the Fund were to increase the nor-
mal retirement age to 65 for new participants only and (i) should the Fund
also make it optional for all existing participants (assuming of course that the
organizations agreed to increase the mandatory age of separation to 65 as
well). Based on the information provided, if the normal retirement age were to
be increased to 65 for all new participants and if early retirement age were
to be modified to age 58, while maintaining the early retirement reduction
factors in line with the existing provisions, the savings would range between
0.78 per cent and 1.31 per cent of pensionable remuneration. If the increased
normal retirement age were to also be offered on an optional basis to exist-
ing participants and 25 per cent of such participants were to decide to opt
for retirement at age 65, then there would be an additional 0.43 per cent of

estimated savings; if 50 per cent of such existing participants were to opt for .
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retirement at age 65, then the additional estimated savings would be 0.58 per
cent; and if 75 per cent of existing staff were to opt to serve until age 65, the
additional estimated savings would be 0.80 per cent of pensionable remuner-
ation. The Group recognized, however, that although making retirement age
65 optional for existing participants would provide additional savings, such
an approach would have an undesirable impact on the rejuvenation of the
workforce and on the other personnel policies of the member organizations.

144. The Working Group recalled that various proposals and comments
offered in the Fifth Committee on the subject of increasing the retirement age
from 60 to 62 were studied by the Board. As reflected in the Board's report to
the General Assembly in 1982:

145. “One of the proposals (A/36/773, paras. 7 and 8) requested the
Board, in co-operation with the International Civil Service Commission, to con-
sider action which might be taken to increase beyond age 60, the statutory
age of separation in member organizations of the Fund, without however
reducing the entitlements linked to age as at present established under the
Regulations of the Fund.

146. The Board noted the arguments advanced during the discussion in the
Fifth Committee in favour of such a change. They were based not only on the
resulting actuarial savings as noted by the Advisory Committee on Administra-
tive and Budgetary Questions in its report (A/36/624, para. 24) but were
drawn also from the practices of the comparator civil service system used for
the Professional category of staff to establish the United Nations common
system of salaries, allowances and other conditions of service as well as from
biological, medical, social and economic advances made since the time when
age 60 had been adopted in some organizations as the age of mandatory
separation. The Board took note also of the views on retirement age expressed
during the World Assembly on Aging and of the recommendations it adopted
on the subject.

147. The Board also had before it the outcome of the consideration of this
issue by ICSC. It noted with regret that the Commission had not been able to
pronounce itself on the personnel policy aspects of such a change - the only
aspect on which the views of the Commission were relevant — but instead
proposed to study in the future the entire question of the rationale of any man-
datory age of separation or of retirement, including presumably the need or
otherwise for uniform practices in this matter in all organizations adhering to
the United Nations common system of salaries, allowances and other condi-
tions of service in the “broader context of an overall retirement policy”.

148. The Board believed that whatever merit and importance there might
be in the broad study envisaged by the Commission, at the present time it
was the responsibility of the Board to come to a clear-cut conclusion on what
it considered a vital element in any measures designed to improve the Fund's
actuarial balance, namely the raising of the present mandatory age of separa-



tion and making it uniform in all member organizations of the Fund. The Board
noted that the reason cited by the Commission for its inability to make concrete
recommendations was that at the time it considered the question the Pension
Board had not yet taken a position on it. The Board is convinced that once
its own recommendations reach the General Assembly the fact that the Com-
mission intends to examine a different and wider issue in the future would not
serve as a bar to action being taken at its thirty-seventh session as envisaged
in Assembly resolution 36/118.

149.  On this basis and without wishing to affect whatever conclusions might
be reached in the undetermined future on establishing a personnel policy for
the common system on retirement age, the Board proposes the raising of the
mandatory age of separation to 62, this being the age already set for such
separation in one of the member organizations of the Fund, the Food and Ag-
riculture Organization of the United Nations. Entitlements to rights currently ex-
isting under the Fund’s Regulations on separation from service before that age
would continue to be maintained in their present forms. Pending the adoption,
by legislative action or otherwise, of age 62 as the mandatory age of sepa-
ration laid down in the statutory provisions of the organizations, the Board
urges that the executive head of each organization be granted discretionary
authority to extend service beyond the present statutory age of separation in
their organization, at least up to age 62, such discretion to be exercised with
the utmost flexibility and liberality.” (A/37/9; paragraphs 17-21).

150. The Working Group recalled that the Board had reaffirmed its 1982
recommendation on several occasions, but it took seven years before the in-
crease of the mandatory age of separation to 62 was approved by the Gen-
eral Assembly. Taking into account the fact that the ICSC will not take up the
issue before its spring session in 2011 and considering the Commission’s
lengthy decision making process, it may again take several years before an
increase of the mandatory age of retirement is approved.

151. Recent studies on national and public service pension schemes show
that because of demographic developments, expenditure for pensions are ex-
pected to increase considerably. The main reason is increasing life expectancy
coupled with low average retirement ages and financial difficulties being faced
by national pension schemes. Consequently, different pension plans reacted in
various ways, including by raising the normal retirement age, tightening ben-
efits and increasing contributions. The selection or the combination of those
measures was in large part determined by the pursuit of political and effective
management objectives. For the Working Group (and the Pension Board), the
issue of raising the normal retirement age to 65 should be considered in light
of the financial situation of the Fund and its actuarial balance and the impact
on it of such factors as the increase in the life expectancy of the participants
and the fluctuations in the market value of the assets of the Fund. It should also
be taken into account that increasing the normal retirement age to 65 would

represent significant changes in the conditions of service for new staff.
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152. The Working Group concluded that increasing the normal
retirement age to 65 would be beneficial to the Fund by yielding
actuarial savings in the order of 1.00 per cent of pensionable
remuneration (as described in paragraph 128). The Group also
noted that increasing the mandatory age of separation without
changing the normal retirement age could generate savings in
the range of between 0.11 to 0.33 per cent of pensionable re-
muneration, if the option would apply to all participants and
assuming utilization rates of between 25 - 75 per cent.

E. Increase in the early retirement age and reduction factors

153. The Working Group noted that the early retirement provisions were
closely linked to the normal retirement age. It also recognized that although
a change in the normal retirement age may not be agreed upon and imple-
mented in the near future, since it could not be decided upon in isolation by
the Board, it would nevertheless be possible for the Board to approve changes
in the early retirement provisions without waiting for such a decision on the
mandatory age of separation/normal retirement age.

154. The Working Group recalled that in 1984, the Board had recommend-
ed (and the General Assembly approved) that the reduction factor for partici-
pants who retire between the ages of 55 and 60, with 25 years or more but
less than 30 years of contributory service, be increased from 2 per cent for
every year below age 60 to 3 per cent for service performed as from 1 Janu-
ary 1985. The Board had recommended this economy measure, as it would
contribute to the alleviation of the serious actuarial imbalance the Fund was
experiencing in the 1980s. At that time, the Consulting Actuary had estimated
the resultant savings at 0.07 per cent of pensionable remuneration.

155. Given the impact that the improved mortality rates are having on the
actuarial situation of the Fund (i.e. an estimated increase in the required con-
tribution rate of 2.00 per cent of pensionable remuneration), and the observa-
tion that the ICSC may not take a decision in respect to the mandatory age
of separation for several years, the Working Group agreed to explore more
closely the possibility of increasing the early retirement reduction factors as a
possible means to address future actuarial deficits should the need arise. The
Working Group further agreed that, although it would prefer an increase in
the normal retirement age first, if required, the Board could recommend an
increase in the early retirement reduction factors prior to any decision on the
mandatory age of separation/normal retirement age. Under the circumstanc-
es, the Working Group requested the Consulting Actuary to provide savings
estimates if the Fund were to increase the early retirement reduction factors
from 3 per cent to 4 per cent for those participants who retire between the
ages of 55 and 60/62 and who have from 25 to 30 years of contributory
service and to increase the reduction factors from 1 per cent to 2 per cent,
for those participants having 30 or more years of contributory service. The



Consulting Actuary estimates the resultant savings of this poten-
tial increase in the early retirement reduction factors at 0.14 per
cent of pensionable remuneration. The Working Group decided
to propose these changes be considered in light of the future
needs of the Fund as a possible means of providing savings.

156. As explained in annex XVII, the early retirement provisions for partici-
pants with at least 25 years of contributory service were introduced as a “serv-
ice both to the individual and to the organizations”. However, since the “true”
actuarial reduction factor should be é per cent for each year below 60 or 62,
the reduction factor currently applied to retiring participants, with between 25
and 30 years of contributory service (2 per cent per year with respect to serv-
ice performed before 1 January 1985, and 3 per cent per year with respect
to service performed thereafter and 1 per cent for participants with 30 years
or longer), constitute an actuarial loss to the Fund. While there may be good
reasons for maintaining the current early retirement provisions, the Working
Group nonetheless considered changes in the early retirement provisions with
a view fo reduce the actuarial cost of this benefit.

157. The Working Group decided it would not propose any change in the
reduction factors for those with less than 25 years of contributory service. In
addition, it was recalled that the Committee of Actuaries had indicated when
it last considered this item that the simplified rounded factor (i.e. 6.0 per cent)
was an approximation of the precise actuarial equivalent, and thus did not
involve any change in the cost of the plan. The 6 per cent reduction factor was
embodied in the Regulations of the Fund with effect from 1 January 1977 and
continues to be reflected in article 29(b) of the Regulations currently in force.

158. The Working Group further agreed that any increase in the reduction
factors would have to apply only to service after 31 December of the year the
decision is approved (or possibly after 31 March of the following year for ad-
ministrative purposes), so as not to violate the acquired rights of participants.
This was the same principled approach taken in 1984 when the early retire-
ment reduction factors were last increased.

159.  The Working Group would stress however that as in the case of the last
decision concerning an increase in the normal retirement age, the 1984 deci-
sion fo increase the early retirement reduction factors was taken in the context
of a trend in actuarial deficits. At the time the 2008 Working Group discussed
this possible savings measure, the latest actuarial valuation (i.e. as at 31 De-
cember 2007) had revealed the Fund's sixth consecutive surplus.

160. The Working Group considered the issue of the cost of the early retire-
ment provisions in the context of a possible increase in the normal retirement
age. The Group was cognizant of significant human resource management
and social reasons for maintaining the attractive provision of the Plan for par-
ticipants with over 25 years of service. The Group also noted that the early
retirement provision for those with less than 25 years of participation should
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be cost neutral to the Fund. Any increase in the normal retirement age may
not necessarily require an accompanying change in the early retirement age
provided there is not added cost to the Fund.

161. The Working Group recommends that the Board request the Consult-
ing Actuary to review the current reduction factor of 6%, for participants who
have less than 25 years contributory service, and for those with more than 25
years but who separate more than 5 years before their normal retirement age,
to determine if the 6.0 per cent reduction rate may still be considered as cost
neutral to the Fund. This recommendation is made without prejudice to the
need fo preserve the provisions which apply under Article 29 (b) (i) and (ii).

F. Reduction in eligibility period required for participation: article 21

162. As noted during its preliminary discussion concerning a possible reduc-
tion in the 6 month rule for participation, the Working Group agreed that the
issue should ultimately be considered as one of providing social security. Social
security is a fundamental human right recognized in numerous international
declarations and conventions, in particular the Universal Declaration of Human

Rights (1948) adopted by the General Assembly of the United Nations.

163. The Group recalled that when the six-month rule for eligibility for Fund
participation was introduced with effect from 1 January 1983, it replaced the
previous 12-month rule as part of the economy measures taken to improve
the actuarial situation at that time. While further reducing the period would
increase the inflow of money into the Fund, the Working Group stressed how-
ever that this should not be the underlying reason for reducing the eligibility
period. In addition, the Group also noted that although the participants could
currently validate the initial six month period, provided they served six months
without an interruption of more than thirty days, the death and disability cover-
age would likely be of greater value than the added contributory service. The
group further noted that in some cases, succession of contracts of less than
6 months with interruptions may lead to situation where some staff members
would be left without any pension coverage from the Fund for periods of up
to several years without any legal possibility to get any other pension cover-
age in national pension schemes. The Group was fully cognizant that such a
change would involve additional costs to the organizations and increases in
the administrative workloads of the organizations, as well as the Fund, but
the Group concluded that the importance of providing earlier coverage might
outweigh the increased financial and administrative requirements.

164. Having noted this, the Group decided to recommend that
the six month rule for eligibility be reduced to 60 calendar days.

G. Elimination of comparative provision of the two-track feature

165. During its discussions in respect to the two-track feature, the Working
Group decided to request the Consulting Actuary to provide an estimate of the



potential savings that could be achieved if the comparative provision of the
two-track feature were to be eliminated. As indicated in paragraph 96, after
applying the actual two-track data, the estimated savings, if the cap were to be
reduced to 100 per cent would range from 0.15 to 0.20 per cent of pension-
able remuneration (which does not reflect any reduction in the utilization rate).
Board document JSPB/57/R.35 demonstrates the benefit of the comparative
provision, especially for those who separate during periods when the income
replacement (I/R) ratio is close and/or at times below the targeted I/R ratio.
Given that the comparative provision provided for certain periods when the
US dollar track entitlements would yield some off setting payments in excess of
the local currency track entitlements (especially when the local currency track
is below the target rate), the Working Group was not inclined to support the
elimination of the comparative provision. Moreover, FAFICS submitted a sum-
mary which reviewed this matter over the years and which basically came to
the same conclusion. That note is provided in annex XVIII.

H. Benefit enhancements with minimal actuarial costs

166. The Working Group also considered various enhancements in the ben-
efit provisions that could be adopted with minimal actuarial costs. During its
discussions concerning some of these measures with the Consulting Actuary,
it was cautioned that although such measures when taken alone would have
minimal or negligible costs, when taken together with other measures con-
sidered to have minimal actuarial costs, they could begin to have an impact
on the actuarial valuation results. The Group noted that the measures with
minimal costs identified in its current review would fall under survivor benefits.
It should be noted that the related measures reflected under this section and
under the following section on the pension adjustment system were consid-
ered on the basis of proposals submitted by the FAFICS representatives on the
Working Group.

Divorced surviving spouse’s benefits under article 35 (bis)

167. The possibility and the advisability of awarding a survivor’s benefit
to (former) divorced spouses have been under consideration by the UNJSPB
since 1978. It was only in 1998, following years of studies and efforts, that
Article 35bis, introducing divorced spouse’s benefit, subject to a considerable
number of restrictive eligibility conditions, was added to the Fund Regulations
by the Board at its 48th session. It was done on the basis of a proposal made
on behalf of representatives of the Executive Heads submitted at the last mo-
ment, with little discussion during which the members of the Board could point
out its shortcomings or suggest amendments.

168. The Group felt that several restrictions applicable to the eligibility to
a survivor's spouse benefit are unreasonably restrictive leading to inequita-
ble treatment of older surviving spouses and possible unacceptable hardship.

Mindful that in most instances, changes to article 35 (bis) would involve a -
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redistribution of survivor benefits in payment, the Group was aware that the
proposed changes could have a cost. Such costs have been qualified by the
actuaries in the past as “actually immaterial”, as the number of such cases
would likely be quite low.

169. Art. 35 (bis) para (b)(i) requires a former spouse to have been married
to a participant at least 10 years during which contributions were paid to the
Fund. The Group agreed with a proposal from FAFICS to reduce
this period to 5 years to align this period with the 5 years of em-
ployment required to become entitled to a pension. The Group
recalled that this proposal from FAFICS to reduce the period to 5
years had been approved by the Board in 2008.

170. Art. 35 (bis) para (b)(ii) permits the payment of a survivor spouse bene-
fit only if the participant’s death occurred within 15 years of the date when the
divorce became final. The WG could not understand the rationale or
fairness of this restriction and agreed with the FAFICS proposal
to delete this provision from the Regulations.

171, Art. 35 (bis) para (b)(iii) stipulates that payment of a survivor spouse
benefit may be made only if the former spouse has reached the age of 40; if
not payment will be withheld until the former spouse reaches 40. The Group
agreed with the FAFICS proposal that a benefit could be paid to
a surviving divorced spouse before the age of 40 if the spouse
had custody of one or more dependent children resulting from
the marriage.

172.  Art. 35 (bis) (e) provides for the payment of twice the minimum surviv-
ing spouse’s benefit under Art. 34 (a) under specific conditions. The Work-
ing Group agreed with FAFICS that this amount remains very
low and agreed with the proposal to increase such benefit to
three times the minimum surviving spouse’s benefit and four
times if the marriage lasted 25 years or more, all the required
conditions having been met.

173. The Working Group felt that taken together, the adoption
of the proposed measures might simplify administration, thus
offsetting in part the small but real cost associated with their
implementation.

Spouses married after separation under article 35 (ter)

174. Another issue which was raised by FAFICS was in respect to article
35 ter. Under these provisions, the election to provide a periodic benefit to a
spouse married after the former participant’s separation from service must be
made within one year following the date of marriage. Cases have been known
of former participants who were not aware of this time limit and even of the
possibility of making such an election. The Working Group recalled that the



time limit had just recently been extended from 6 months to one year to put
it more in line with other deadlines in the provisions of the Fund. The Work-
ing Group agreed that extending the deadline would not address the issue,
which was more related to communications. In addition, to increase the time
limit under article 35 ter would result in an inconsistency with other provisions
under the Regulations of the Fund. Given the circumstances, the Group was un-
able to support an extension in the deadline beyond one year. Instead, the
Working Group suggests that indication of this provision, and the
relevant deadline should be clearly communicated on a regular
basis through the annual letter of the CEO. In addition, the Work-
ing Group also proposes that clear indication of this provision be
included in the future versions of UNJSPF booklets on benefits.

Survivor entitlements and extended child benefits to age 25 un-
der article 36

175. The Working Group also considered the possibility of increasing the
age at which child benefits would cease, from 21 to 25, for those children
of individuals in receipt of survivor benefits. Although the Group recalled that
the Board had recently eliminated the non-marriage condition for eligibility to
a child benefit for mostly practical reasons, it was of the view that the right
to child benefits up to age 25 could be subject to the condition that the child
is continuing his or her education. The Group recognized, however, that if
this benefit were to be subject to the condition clause, it would likely involve
additional resource requirements, since verification would need to be done
on an annual basis to determine whether the child was in fact still continuing
his or her education. It therefore also considered the possibility of proposing
this entitlement without any condition. Although the Group did not request
estimated actuarial costs for this change, it noted that the total annual child
benefit amount payable to survivors, based on the December 2009 payroll,
would be about USD 5,800,000. As of December 2009 there were 2,304
such benefits being paid. This would compare to about USD 21,700,000
payable in respect to all child benefits. The total number of all child benefits
being paid at the end of 2009 was 8,208. The Working Group decided not
to pursue this proposal at this time.

I.  Pension Adjustment System

176. The Working Group also discussed various provisions of the pension
adjustment system mostly on the basis of previous reviews summarized in notes
submitted by the FAFICS representatives to the Working Group. Although the
Group did not raise these provisions during its discussions with the Consulting
Actuary, it agreed that given the importance of the issues, each should remain
under consideration. It also agreed, however, that given there would be some
actuarial costs involved, these measures should be addressed by the Board in
the context of all the proposals that have a possible cost.
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Pension Adjustment System: threshold for adjustments

177. When the Fund was established in 1949, no provision was made for
the compensation of losses in the purchasing power of pensions and their ad-
justment to take account of those losses. The contribution rates and actuarial
bases were fixed by the General Assembly, on the advice of consultants, with
no special regard for a need to maintain the purchasing power of the benefits
produced by the pension scheme during the remaining lifetime of the benefi-
ciaries.

178.  When the first comprehensive review of the pension scheme was car-
ried out in 1960, the Pension Review Group recognized that the scheme was
essentially a civil service scheme, with special features reflecting the interna-
tional (and largely expatriate) character of the service. Indeed, it was the Pen-
sion Review Group which first recommended, together with some other major
changes in the scheme, acceptance of the principle of pension adjustment. This
was to be what was termed a “universal” basis: a basis on which each retiree
was to receive the same percentage cost-of-living increment to his/her pension
regardless of: (i) whether he/she had been a member of the Professional or
General Service category; and (i) where he/she took up residence upon re-
tirement. The Group recognized that this basis would produce “uneven” results
because of the varying rates of cost-of-living increases in different parts of the
world. However, it also felt that any form of attempted “country-by-country”
adjustment would have been so difficult at the time as to be impracticable.
Because the Fund had not been financed for such a purpose, the Group felt
that it could recommend no more than what was a virtually token 1 per cent
per annum adjustment for pensions in payment, which, however, it deemed
important because it embodied recognition of the need for the adjustment of
pensions after award.

179. Between 1 January 1962 and 31 December 1974, benefits paid to all
beneficiaries continued to be expressed solely in US dollars and were adjust-
ed uniformly: by a token amount, of one per cent annually in 1962, 1963 and
1964. In the years thereafter, it was adjusted according to various measures
of average post adjustment movements and, over the period 1971 - 1974, by
additional ad hoc supplemental adjustments.

180. Between 1 January 1975 and 31 December 1978 participants could
avail themselves of one of two options: their pension could be denominated
in US dollars and adjusted by the WAPA index, or it could be denominated in
the currency of their country of residence and adjusted by the local consumer
price index (CPI).

181. Between 1975 and 1978, considerable experience was gained un-
der the dual WAPA/CPI system. Given the extensive criticism of the system
— particularly of the choice that pensioners were required to make and the
inevitable difficulties that arose in the event of a “wrong” choice made - and
taking info account the widespread perception that the irrevocability of choice



was unfair, the Board continued its efforts to devise alternative arrangements,
in the light of the comments of ACABQ and of the mandate it had been given
by the General Assembly.

182. In 1978, the Board proposed, and the General Assembly approved
(RES/33/120), a unified pension adjustment system — the “two-track” pension
adjustment system - which entered into effect on 1 January 1979.

183. The two-rack pension adjustment system has been reviewed regularly
since its introduction on 1 January 1979 and over the years a number of
modifications have been approved by the General Assembly. In determin-
ing the degree of protection to be provided, the current and future financial
resources of the Fund had to be taken into account on the occasion of each
review, since the General Assembly stipulated consistently that changes in the
two-track system should not give rise to increases in the present and future fi-
nancial liabilities of Member States. A detailed description of the history of the
Pension Adjustment System and the two-rack feature was published in Annex
1 of document JSPB/55/R.39.

184. The pension adjustment system is not part of the Regulations of the
Pension Fund. It is governed by resolutions of the General Assembly. The
United Nations Administrative Tribunal (UNAT) has, however, stated in several
judgements that participants have a right to a meaningful pension adjustment
system.

185. In Judgement 378 (1986), the UNAT stated “the pension adjustment
system is a benefit to which the participants in the Fund are entitled and of
which they may not be deprived.” and “There is indeed an obligation on the
part of the Fund to maintain a pension adjustment system which takes account
of changes in the cost of living.” The Tribunal concluded that “the revisions in
the pension adjustment system are applicable without retroactivity to all benefi-
ciaries of retirement pensions. These modifications must not be arbitrary. They
must be reasonable and must be adapted to the aim of the system: adjustment
of pensions to costof-living changes in the various countries of residence of
the retired staff members. They may not be used for purposes other than the
protection of the purchasing power of retired staff members — nor with greater
reason can they be allowed to result in forfeiture or deprivation.”

The threshold for cost-of-living adjustments of pensions in award

186. The costofliving adjustment of pensions in award is governed by the
provisions in paragraphs 18 and 19 of the pension adjustment system:

“No adjustment is made in either the dollar amount or the local currency
amount if the applicable CPI has moved by less than 2 per cent since the date
of the last adjustment. The ratio of the CPI one time to the CPI at another time
is rounded to three decimal places.
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If the applicable CPI has moved by 10 per cent or more since the date of
the last adjustment, the adjustment of the dollar amount or the local currency
amount, as the case may be, is made on a semi-annual basis on 1 April as
stated in paragraph 17 above and also on 1 October.”

187. Since the introduction of the two-track system the threshold for adjust-
ing pensions in award has changed several times.

1979 The trigger point for costof-living adjustments was established at
3 per cent.

1983 The trigger point was raised from 3 to 5 per cent.
1985 The trigger point was reduced to from 5 to 3 per cent.
2001 The trigger point was reduced from 3 to 2 per cent.

188. The last change in the threshold for costof-living adjustments of pen-
sion in award was initiated by FAFICS in 1996 and discussed once more by
the Board in 1998. The relevant part of the Board’s report (A/53/9) reads
as follows:

“Proposal to change the method for determining cost-of-living
adjustments of pensions in award

At its July 1996 session, at the request of FAFICS, the Board had considered
a proposal to change the method for determining cost-ofliving adjustments of
pensions in award.

Under the pension adjustment system, the dollar pension and, if applicable,
the local currency pensions, were adjusted on an annual basis on 1. April.
The adjustments were made in accordance with the movement of the United
States consumer price index (CPI) and, if applicable, of the CPI of the country
of residence, subject to the requirement that the relevant index had moved by
at least 3 per cent since the last adjustment. If the CPl changed by 10 per cent
or more since the last adjustment, then a further adjustment would be made as
of 1 October of that year.

During the present period of relatively low inflation in many countries, FAFICS
has received numerous representations regarding the hardship caused to ben-
eficiaries when they have had to wait two years before their benefits were
adjusted for cost-ofliving movements, because the 3 per cent trigger for such
adjustments had not been reached after the first year. This had occurred three
times during the past six years with respect to adjustments in the Unites States
dollar track. It was quite possible that the 3 per cent trigger for the United
States dollar track would not be reached by December 1998, resulting in a
three year waiting period for an adjustment that would only be due effective
1 April 2000.



The proposals made by FAFICS in 1996 for changing the Fund’s current sys-
tem for the adjustment of pensions in award were as follows:

(a) Maintain the annual adjustment as of 1 April, but eliminate the 3 per cent
trigger; retain the 10 per cent threshold for semi-annual adjustments as of 1
October; or

(b) Maintain the 3 per cent trigger and annual adjustments, but provide for
adjustments as at the beginning of a subsequent quarter if the threshold was
not reached for an April adjustment.

In 1996, the Committee of Actuaries had indicated that, as a matter of general
principle, it favoured annual pension adjustments without any trigger, as was
the case with the pension plan in many national services and in other interna-
tional organizations. The Board, at its 1996 session, having been provided
with cost estimates by the Consulting Actuary and in the light of the Fund’s
continuing actuarial imbalance at that time, was unable to agree to recom-
mend fo the General Assembly approval of either of the FAFICS alternatives.

In view of the Fund'’s current actuarial situation, as shown by the most recent
actuarial valuation as at 31 December 1997, FAFICS renewed its 1996 pro-
posals and included a third alternative: to retain both the annual adjustment
and the 3 per cent trigger, but provide for measurement of CPl movements
twice a year, with possible adjustments to take place on either 1 April or 1
October, with effect from 1 April 1999.

During the course of the discussion, the suggestion was made by a number of
speakers to reduce the trigger from 3 to 2 per cent. The Consulting Actuary
noted that if the trigger were to be reduced in this manner, the actuarial cost
would likely be in the order of 0.07 per cent of pensionable remuneration,
assuming a gradual increase in inflation followed by a period of stabilization.

The representatives of the General Assembly saw no compelling reason to
remove or lower the current 3 per cent threshold at a time when inflationary
pressure was low and the purchasing power of pensioners was therefore rea-
sonably protected.

The representative of an executive head proposed reducing the threshold for
annual cost of living adjustments from 3 to 2 per cent effective as from the
adjustment due on 1 April 2001, subject to a favourable actuarial valuation

as at 31 December 1999.

In the absence of a consensus on this issue and in accordance with the ap-
plicable procedure, the Chairman proceeded with a roll-call vote. By a vote of
18 in favour, 12 against and 1 abstention, the Board decided to recommend
to the General Assembly that the threshold for effecting cost-ofliving adjust-
ments of pensions in award be reduced from 3 to 2 per cent, with effect from
the adjustment due on 1 April 2001, subject to a favourable actuarial valua-
tion as at 31 December 1999.”
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189. The General Assembly, in resolution A/RES/53/210,

“Takes note of the decision of the Board to recommend to the General Assem-
bly that the threshold for implementing cost-ofliving adjustments of pensions in
award be reduced from 3 to 2 per cent, with effect from the adjustment due on
1 April 2001, subject to a favourable actuarial valuation as at 31 December
1999, to be confirmed by the Board at its session in 2000.”

190. At its session in July 2000, the Board concluded that

“In view of the favourable result of the actuarial valuation of the Fund as at
31 December 1999 and as indicated in paragraph 56 above, the Board
decided to recommend to the General Assembly that the threshold for cost-of-
living adjustments for pensions in award should be reduced from 3 to 2 per
cent, effective from the adjustments due on 1 April 2001.”

191. This recommendation was approved by the General Assembly in reso-
lution 55/224.

192. It should be noted that the changes in the threshold for cost-of-living ad-
justments was never based on a technical rationale, it was always an arbitrary
decision that took into account the financial situation of the Fund.

193. To establish a threshold for annual costofliving adjustments runs
counter to the basic aim of the pension adjustment system, i.e. protecting the
purchasing power of pension benefits in award from subsequent erosion by
inflation. Even if inflation is below 2 per cent, any delay in the adjustment
of pensions by one year or more, means a loss of purchasing power for the
retiree.

194. In light of the foregoing and considering that in 1996 the Committee
of Actuaries, “as a matter of general principle” had favoured annual pension
adjustments without any trigger, the Working Group may wish to review the
current provisions for the cost-of-living adjustment of pensions in award.

195.  The following options could be considered by the Working Group:
(a) Abolition of the threshold;
(b) Reduction of the threshold from 2 per cent to 1 per cent;

() Maintaining the threshold of 2 per cent. But in the event that the refer-
ence CPl does not move by the required 2 per cent within a period of
24 month, an adjustments should nevertheless be made on the basis
of the movement of the CPI in the 24-month period.

196. If implemented, any of the above options would improve the two-track
system. It would also be in line with the conclusions of the Administrative Tri-
bunal to the effect that “there is indeed an obligation on the part of the Fund
to maintain a pension adjustment system which takes account of changes in
the cost of living.”



197. After giving further consideration to this issue based on a
detailed review on the history of the matter, the Working Group
agreed that this proposal could be considered in the future, at
which time updated actuarial costs would need to be provided.

Pension Adjustment System: elimination of negative adjustments

198. The Working Group considered the provision in the Pension Adjust-
ment System, whereby any movement of 2 per cent or more in the CPI data
would result in an adjustment in the pension entitlement amount, regardless
as to whether the movement was upwards or downwards. During its discus-
sion the Group felt that in principle, the mechanisms designed to adjust pen-
sions as a result of cost of living should be consistent with similar mechanisms
aimed at adjusting salaries, thus generally adhering to the policy of income
replacement. The Working Group agreed that this provision should
be revised so that in the event of downward movements in the
CPI, the amount of the benefit entitlement would be frozen until
subsequent movements of the reference CPl overtakes the nega-
tive CPl movement. The Group recognized that approval of this
measure would involve a cost that was assumed to be minimal,
but agreed that it should be implemented as soon as feasible.

J. Emergency Fund

199.  The Working Group also considered the criteria for making payments
from the Emergency Fund. The Group recalled that while an amount not to
exceed USD 200,000 is approved in each of the Fund’s biennium budget pro-
posals, that amount has never been expended in full and, in fact, the amount
actually paid out normally falls substantially below this sum. The Working
Group proposes that the Board request the secretariat to carry
out a study with the view of enhancing the scope and flexibility
in the administrative requirements of the Emergency Fund. That
study should be presented to the Board in 2011.

XIll. Preferred options to meet long-term needs of the Fund: the
roadmap'’

200. After further assessing the major developments and taking into account
the information provided by the Consulting Actuary, the views expressed dur-
ing the 56th session of the Board (2009) and at the 49th session of the Com-
mittee of Actuaries (2010), the Working Group decided to submit its propos-
als to the Board in five groups as outlined in paragraph 202 below. While
the results of the next actuarial valuation to be carried out as at 31 December
2009 were not know at the time the Group formulated its conclusions, the
Group recalled that it has long been recognized that the results of one valu-

17 This is the third of the 3 main points included in the terms of reference of the Working Group. 85
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ation would not indicate a trend. The Group decided to propose certain pre-
ferred measures, which could be used by the Board as a “flexible roadmap”
over the next several years, in light of the next and future actuarial valuations.

201. Therefore, following its closer and more extensive review of specific
measures that have been under consideration by the Board since 2000, as
well as other possible measures that had not yet been considered, the Working
Group decided to propose measures that should be considered by the Board
over the next several years as means to address the long-term needs of the
Fund. The consideration, analyses, and reasoning for selecting each of these
proposals are summarized in section XIl. Account was taken of current trends
in social security. As a result of the impact that the revised mortality rates had
on the Fund’s actuarial valuation results and the recent market volatility with
their consequent effect on the results of future actuarial valuations, the Group
decided to submit its proposals on the basis of whether they would involve
additional actuarial costs or if they would result in savings. The Group also
identified measures that would have minimal actuarial costs, some of which it
proposes be approved soon, and others which it noted could be considered
in the future.

202. In sum, the Group decided to submit to the Board the fol-
lowing proposals as measures which the Board should consider
in light of the needs of the Fund over the next several years;
these measures include the two benefits already approved by
the Board and also approved in principle by the General As-
sembly to be given priority consideration. The latter two ben-
efits were deemed by the Group to belong to a special group of
measures when compared to the issues it examined in details.
These two benefits appear in the last block of proposals. Actu-
arial costs/savings appear in parenthesis.

(a) Measures involving a cost which should be implemented as soon as fea-

sible:

— Amended withdrawal settlements for — 4 amendments to article 35
shortterm staff (estimated actuarial (bis) to be minimal) (costs
cost of 0.12 % of pensionable assumed [paras. 166-173]

remuneration) [paras. 108-113]

- Pension Adjustment System: elimination
of negative cost of living adjustments
(measure not costed but assumed to be
minimal) [para. 198]

b) Measure with a cost which remains desirable:

- Accumulation rate (partial and progressive return to pre-1983 rates would carry
a lower cost than full reversion (full reversion at an estimated actuarial cost of
2.16% of PR)) [paras. 102-107]

c) Measures which would produce gains:



— Reduction in the eligibility period — Increase in the early retirement

for participation from é months to reduction factors (estimated
60 days (gains not determined, actuarial savings of 0.14% of
should be implemented as soon s PR) [paras. 153-161]

feasible) [paras. 162-164]

- Increase in the normal retirement
age to 65 (estimated actuarial
savings of approximately 1.00%
of PR) [paras. 130-152]

(d) Studies to be carried out immediately:

- Study on enhancing the scope and flexibility in administering the Emergency
Fund [para. 199]

- Study by Consulting Actuary on early retirement provisions [paras. 153-161]

(e) Measures already approved by the Board and approved in principle by
the General Assembly, for priority consideration by the Board:

— COILA for deferred retirement - Elimination of the 0.5%
benefits commencing as of age reduction of the first adjustment
50 (estimated actuarial costs of due after retirement (estimated
0.15% of PR) [paras. 114-120] actuarial costs of 0.15% of PR)

[par. 121 & 129]

203. The above proposals are submitted without conditional linkages be-
tween them and carry their own timeframe for implementation. For example,
while the study on enhancing the scope and flexibility of the administrative
requirements of the Emergency Fund could be completed and considered as
early as July 2011, it may take some time before an increase in the normal re-
tirement age is implemented and impacts positively on the economic situation
of the Fund. Other measures, known to be “actuarially insignificant”, such as
the proposed amendments to article 35 (bis) could be endorsed by the Board
at its 2010 session.

204. Before concluding, it should be stressed that the Working Group had
extensive discussions and exchanges of views in respect to changes in the
accumulation rate, some of which would result in added costs, others would
result in savings and others would be cost neutral but could be intended to
provide better accumulation rates for those having shorter careers. The Group
agreed that the 1982 decision to reduce the accumulation rate has resulted
in inter-generational inequity that the Group would like to have addressed.
However, it recognized that a full reversion to the pre-1983 rates would be of
significant cost. It considered increasing the rate partially and progressively,
but also recognized that this approach could result in the addition of new tiers
of benefit entitlements for different cohorts that the Group was trying to avoid,
or at best, it would maintain the current situation, whereby there already are
different tiers of accumulation benefits, depending on years of service and/
or year of entry into participation. Indeed, this would be in contradiction to
the inter and intra generational equity principle that the Board had asked the
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Working Group to keep in mind. Moreover, some members felt that unless
the changes were to be applied also to those already in receipt of a periodic
benefit, then the inequity would be perpetuated. Those members recalled that
it has been a practice of the Fund to apply prospectively (i.e. without retroac-
tive payment) enhancements to existing pensioners, as explained in a note
included as annex XIX. If this were to be done, the Group noted the estimated
actuarial costs would be in excess of 2.16 per cent of pensionable remunera-
tion. Some members felt that after 27 years, there was no longer justification to
address this economy measure, which is now part of the existing plan design
of the Fund. Following its extensive consideration of the accumulation rates,
the Working Group agreed that this issue must be one area in the plan design
of the Fund where the Board should continue to focus its attention, with a view
towards finding a more equitable arrangement. In order to assist the Board
in its future consideration of this issue, the Working Group identified a wide
range of actuarially costed scenarios, which are provided in section XII.

205. The Working Group recalled the 2002 recommendations, as the Gen-
eral Assembly had already approved these measures in principle, as reflected
in paragraph 202 box (e). In this connection, the Group remained mindful of
the 1998 resolution (A/53/210), in which the Assembly requested the Board
that “should there be a positive trend towards actuarial surpluses in future valu-
ations, to consider favourably a reduction in the present contribution rate”.
Under the circumstances, the Group noted that any other recommendations
for modifications to the benefits might need to be carefully weighed in connec-
tion with the possibility of a reduction in the contribution rate. In addition, the
Group was also cognizant of the 2004 General Assembly resolution, when
the Assembly had decided “not to consider any further proposals to enhance
or improve pension benefits until action is taken on the issues contained in
section |, paragraph 4, and section Il, paragraphs 2 and 3, of its resolution
57/286". In other words, the Assembly maintained that any future changes in
the pension benefit entitlements would be conditional on the implementation
of the 2002 recommendations, which it had already approved in principle.

XIV. Committee of Actuaries’ comments on the Working Group’s
report and its final recommendations

206. The Committee of Actuaries took note of the comprehensive report of
the Working Group on plan design and welcomed the useful presentation pro-
vided by the Chairman and the FAFICS representative to the Working Group.
It commended the Group for the scope and depth of the report, which was
infended as a flexible road map to the Board over the next several years. The
Committee also recognized the merit of the report, which examined cost esti-
mates provided by the Consulting Actuary for possible changes to the Regula-
tions of the Fund that were considered by the Working Group. The Committee
also noted with satisfaction that the Working Group carried out its work mind-
ful of the principles it had suggested to the Board relating to: income replace-



ment, longterm solvency, intra and inter-generational equity, cost control and
stability, simplicity of administration and reduction of risks.

207. The Committee noted, in particular, the importance of increasing the
normal retirement age provision. Given the serious impact that increased lon-
gevity has had on the results of the actuarial valuations, the Committee agreed
that increasing the normal retirement age should be a top priority for the
consideration of the Board. The Committee stresses as a fundamental require-
ment the need to consider this issue in the context of ensuring the solvency and
long-term sustainability of the Fund.

208. The Committee wishes to highlight important elements of the overall
context of the pension fund, currently and for future years, as well as consid-
erations related to the guiding principles identified above.

® The UNJSPF is a long-term arrangement, which requires sound govern-
ance in order to meet benefit promises decades into the future. There-
fore, it should be characterized by the stability of its provisions, and
benefit improvements or reductions should not be introduced simply
because there is a surplus or deficit emerging at given points in time.

® The UNJSPF has reached a high level of maturity and cannot be consid-
ered anymore as a savings or an accumulation vehicle capitalizing on
dynamic financial markets and high investment returns. It should rather
be seen as a collective mechanism providing income replacement and
security in the context of a highly volatile financial and economic en-
vironment. That situation should imply reinforced risk management in
order to avoid either one of the three options that would have to be
considered in the context of significant deficits: reduction of benefits
for future accruals, limitation of indexation of benefits in payment, or
increase of the contribution rates.

* The UNJSPF is directly impacted by the structural demographic chang-
es associated with an increased healthy life expectancy and a reduced
level of investment return; at the same time, it should be aware of policy
responses taken by member states to cope with this reality, especially
through increases in the normal retirement age and reductions in incen-
tives for early retirement.

e There are currently significant levels of intra- and inter-generational
transfers in the pension fund. If some aspects of those transfers are high-
ly desirable to provide income security, for instance to people living
longer, other aspects have to be kept in mind when looking at potential
amendments to the scheme. In particular it should be stressed that:

O Future participants are implicitly subsidizing present participants
and the Fund would be facing a substantial actuarial deficit if new
entrants were not assumed to join the scheme, and if current partici-
pants had to finance their own pension.
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O With regards to intra-generational transfers, and having in mind the
policy options envisaged by the working group, it should be remem-
bered that people joining the UN for a limited number of years are
on the one hand more at risk for their retirement and on the other
hand subsidizing long-standing employees.

209. The Committee recognized that the results of the regular actuarial valu-
ation as at 31 December 2009, which revealed a long-term contribution de-
ficiency of 0.38 per cent of pensionable remuneration and a lower funding
ratio, were not available to the Working Group during the formulation of its
conclusions. The Committee noted comments by the Consulting Actuary con-
cerning the market value of the assets of the Fund, which were below expecta-
tions, and agreed that given the continued volatility in the markets since the
previous actuarial valuation, it would be advisable to await the results of the
31 December 2011 valuation before considering any significant changes in
the plan design of the Fund.

210. The Committee recalled its long held view that, although recognizing
the merits of several of the proposals submitted by the Working Group, the
Fund should maintain an appropriate safety margin of about 1.00 to 2.00
per cent of pensionable remuneration before using funds to reverse previ-
ous economy measures and/or to introduce other amendments that would
result in improved benefits. In comments concerning possible benefit enhance-
ments with minimal costs, the Consulting Actuary cautioned that although such
measures when taken alone would have minimal or negligible costs, if taken
together they could have a notable impact on the actuarial valuation results.
The Committee further recalled that several measures with negligible costs had
been approved by the Board over its last few sessions.

211. Concerning deficits, the Committee agreed with the Working Group
that one deficit should not be considered a trend and that cost savings meas-
ures should therefore not be considered necessary on the basis of one actu-
arial deficit. The Committee further suggests a deficit threshold in the range of
about 1.00 to 2.00 per cent before implementing economy measures.

212. Concerning the specific measures contained in paragraph 202 of the
Working Group's report, the Committee would note the following:

(a) Measures involving a cost that the Working Group suggests be imple-
mented as soon as feasible:

Given the actuarial deficit revealed in the valuation as at 31 December
2009 and the continued volatility in the markets, the Committee would suggest
that the Board consider deferring any measure that would incur additional
costs. The Committee noted that the Consulting Actuary had provided specific
comments and cost estimates in text submitted to the Working Group in respect
to the withdrawal settlement provisions, but did not submit such information
on the possible elimination of negative cost-of-living adjustments or on the four



proposed amendments to article 35 (bis). The Committee would be unable to
support the elimination of the provision for negative cost-of-living adjustments,
in particular, without a careful analysis as to the potential costs and especially
in the light of the current uncertainty in the worldwide economic environment.
In addition, the Committee would not consider a negative cost-of-living adjust-
ment as a penalty on pensions, given that such action would be reflective
of decreases in overall prices as measured in the respective consumer price
indices.

(b) Measure with a cost, which the Working Group noted remained desir-

able:

The Committee recognized the importance the Working Group gave to the
possible partial and progressive return to the pre-1983 accumulation rates.
The Committee also recalled the substantial actuarial costs that would be in-
volved should a decision be made for a full reversion of this benefit to exist-
ing and future participants, which was initially estimated at 2.16 per cent of
pensionable remuneration some years ago and which would surely be higher
today.

(c) Measures which would produce gains:

With respect to measures identified by the Working Group to produce
“gains”, the Committee would note that should the early retirement reduction
factors be increased, the savings would come from reduced benefits. On the
other hand, should the Fund reduce the eligibility period for participation in
the Fund, the savings would come in the form of additional contributions from
the member organizations.

Concerning the possible increase in the normal retirement age, the Com-
mittee recalled its comments reflected in the report on its forty-eighth session
(JSPB/CA/48/R.10). In that report, the Committee concluded that it is both
technically sound and consistent with the plan design principles it endorsed
during its 2008 meeting to reflect the natural link between longevity and re-
tirement age. The Committee would again strongly recommend that the Pen-
sion Board consider recommending an increase in the normal retirement age
together with an appropriate transitional schedule that could give effect to the
change for existing staff as well, but as from a certain age. The Committee
recognizes that the organizations would first need to agree on an increase
in the mandatory age of separation. The Committee nevertheless agreed that
from the point of view of the Fund, this recommendation should be applied on
a technical and financial basis with due consideration given to the solvency
and long term sustainability of the Fund. The Committee recalled the signifi-
cant financial impact that increased longevity has had on the Fund. The 2007
update in the mortality tables, which are now reflected in the Fund’s last two
actuarial valuations, has had an estimated increase in the required contribu-

tion rate of 2.07 per cent of pensionable remuneration. The Committee further o1
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noted that should there be no change in the normal retirement age the Fund
might eventually need to consider either a reduction in benefits or a further
increase in the contribution rate or possibly some combination of both.

(d) Studies to be carried out immediately:

The Committee noted the Working Group's proposal for two studies that would
be carried out in respect to the Emergency Fund and on the early retirement
provisions. The Committee would suggest that an additional study should be
carried out with respect to the two track feature of the Pension Adjustment Sys-
tem, with a view towards finding an equitable, viable and less complex system
that is more in line with the guiding principles of the Committee.

(e] Measures already approved by the Board and approved in principle by
the General Assembly, for priority consideration by the Board:

The Committee noted that, as reflected in the report of the Working Group,
the two measures in respect to cost-of-living adjustments for deferred retirement
benefits as from age 50 (at an estimated actuarial cost of 0.36 per cent of
pensionable remuneration) and the elimination of the remaining 0.5 per cent
reduction in the first adjustment due after retirement (at an estimated actuarial
cost of 0.15 per cent of pensionable remuneration) belonged to a special
group of measures that had already been approved by the Board and, in
principle, by the General Assembly. The Committee would suggest that, as
the cost estimates in respect to these two measures were provided before the
mortality tables were updated, both estimates should be updated by the Con-
sulting Actuary.

213. In concluding, the Committee reiterates the importance of a longterm
view on the sustainability of the Fund, which requires observance of the guid-
ing principles relating to: income replacement, longterm solvency, intra and
inter-generational equity, cost control and stability, simplicity of administration
and risk control. The Committee was also pleased to conclude that in recogniz-
ing these principles in its work, the Working Group provided a report that will
serve as a useful tool and important reference to the Board for years to come.

XV. Conclusion

214. Upon reaching the end of its task, after having examined several key
elements of the Pension Fund fundamental design, the Working Group con-
cluded that the Fund is basically sound and continues to be efficiently man-
aged.

215. Although internal pressures on the Fund, such as the increasing life
expectancy of participants and retirees, an unprecedented growth during
the last 10 years of over 50% in the number of its clients (participants, reti-
rees and other beneficiaries), as well as the growing complexity of its global



operations, continue to impose demands on human and financial resources,
the UNJSPF is able effectively to respond to these challenges through rapid
and responsible actions. As confirmed by the last Asset-Liability Management
study, current actuarial surveillance policies and procedures allow transparent
oversight of possible vulnerabilities of the Fund.

216. Similarly, the Fund is subjected to the vagaries of its global external en-
vironment, notably market fluctuations, rapid currency exchange movements
and dissimilar cost-of-living changes worldwide. As evidenced by an assess-
ment of the last decade, during which it has successfully met the challenges
of two serious global market crises, the Pension Fund is healthy, resilient and
effectively managed. The strengthening of audit and governance mechanisms
has enhanced the Fund's capacity to rapidly identify vulnerabilities and imple-
ment appropriate solutions.

217. Eventual actions taken by the Board in the areas identified by the
Working Group will no doubt strengthen the Fund and improve its capacity
to dispense future pension benefits to its clients in a sustainable and effective
manner. In the context of the Fund’s robust and sound plan design, the inter-
ventions suggested by the Group should be viewed as important and timely
fine tuning.

218. The Working Group acknowledges and thanks the Consulting Actuary,
the management and staff of the UNJSPF in both the New York and Geneva
offices, the representatives of ICSC and the HLCM for their contributions and
support. In particular, the Working Group wishes to express its gratitude to
Frank DeTurris for his dedicated and untiring efforts as Secretary of the Group.
The efforts he deployed during and between meetings were most impressive.

219. In closing, during its deliberations, the Working Group learned with
great sadness that one of its members, Mr. Satoru Tabusa of ILO, colleague,
friend and a long-serving member of the Board, had passed away on 20 De-
cember 2009. Satoru left a permanent imprint in the minds and hearts of all
those who knew him. The present report is also part of his legacy.
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Annex |

Economy Measures Taken in 1980s

Implementation

Estimated reduction

year Mesure (% of PR)
A. Measures that increased money inflow into
Fund
1983 Discontinue refunds to organizations 0.52
1983 Introduce 6-month rule for Fund participation not quantified
1983 Require concurrent contributions for IWOP not quantified
1984-1990  Increases in contribution rates (in stages) 2.70
1985 Organizations contributions due by second working day 0.05
Sub-total 3.22
B. Measures that decreased money outflow
from Fund
1983 Reduced rates of accumulation for new entrants 1.84
1983 Raised interest rate for lump-sum commutations from 4.0 to 0.12
4.5 per cent
1983 COL adjustment for deferred benefits to begin only at age 0.97
50; semi-annual adjustment of pensions, with a 5 per cent
trigger
1983 Limitations on right of restoration not quantified
1985 Raised interest rate for lump-sum commutations from 4.5 0.22
to 6.5 per cent, with application of 1984 Unisex Mortality
Table
1985 Changes in Pension Adjustment System
Annual adjustment of pensions, with a 3 per cent trigger 0.33
Reduction of first COL adjustment by 1.5 percentage points 0.38
iii) Introduction of 120 per cent cap 0.20
Raised reduction factor to 3 per cent for early retirement 0.07
with at least 25 years (but less than 30 years) of
contributory service
Payment in arrears of new periodic pensions 0.08
1990 Increase normal retirement age to 62 for new Fund 1.27
participants
Reduction factor of 6 Eer cent between ages 55 and 57 in
all cases for those with normal retirement age of 62 0.16
1990 COL adjustment for deferred benefits to begin only at 0.91
age 55
1990 Introduction of 110 per cent cap 0.20
Sub-total 6.75
Total 9.67
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Annex Il (continued)

2005; A/RES/61/240 (2006) approved a further lowering of the reduction in the first CPI adjustments from
1.0 to 0.5%. An additional 0.5% increase was applied to existing retirees and beneficiaries who had 1.0%
reduction applied to their benefits. Removal of the remaining 0.5% reduction in the first CPl was considered
by 2008 Board.

7 This will be reflected in data as from 1 Jan 2009 and a cost of 0.25% of PR should be taken into account in
0.49% surplus as at 31 Dec 2007. Therefore, the effective working surplus would be 0.24%.

& |f COLAs for deferred were to commence as from date of separation, the estimated cost would be 0.74% of
PR; at age 45, the estimated cost would be 0.48 % of PR; at age 50, the estimated cost would be 0.36%
of PR.

? Explanation to maintain GA decision (A/RES/55/224) provided in JSPB/55/R.35.

19 Participant was in active contributory service in a pension plan, based on employment, for a period at least
equivalent to that being purchased; participant completed at least 5 years of contributory service in UNJSPF
and was at least 40 years of age at the time of the election; the maximum period open to purchase at the
then actuarial cost to the Fund is four years when the conditions under (a) + (b) are satisfied; further maximum
period of three years, again at the then actuarial cost to the Fund, may be purchased when the participant
has reached age 50 and completed 15 years of UNJSPF contributory service. Three restrictions were sug-
gested by CoR as outlined in Board report to GA A/59/9 of 2004 para 154. CoA also discussed giving
current participant a “one time option” to purchase additional years of service (to avoid anti selection issues).

1" Option of early retirement on a parttime basis and drawing a benefit calculated according to the reduction
in working time. S/M remain active participant on a parttime basis and draw the balance of pension upon
final separation from service.

12 “Corresponds to the percentage disability certified by the medical adviser. The benefit is calculated by first
determining the full disability benefit and then applying the relevant percentage. S/M remain active partici-
pant for the balance of the working time and draw the balance of retirement benefit upon final separation
from service.

(to reduce costs where a participant is forced to accept full disability).”

13 Considered similar proposals by IAEA in 2007 as initially considered in 2002 (JSPB/51/R.30).
142008 Board decided to refer this issue to the WG established to review the overall plan design of the Fund.

'3 Initially it was proposed that the margin be 2.00% but the Board subsequently decided that a range of be-
tween 1.00% - 2.00 % would be appropriate.

16.0.75% reduction in contribution rate is for illustrative purposes only; General Assembly resolution 53/210
recalled but appropriate level not yet determined.

17 Current methodology for establishing the local currency track amount: 36-month average (actuarial cost
range: 1.65%-2.28% = Avg 1.96%); costs provided relate to additional costs versus current design.
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Table 3. Average Age at Entry into the Fund

Year Total Professional General Service
1980 35.9 41.6 31.5
1982 35.9 40.7 32.4
1984 36.0 40.6 32.6
1986 35.9 41.0 32.3
1988 36.4 44.3 32.9
1990 36.7 41.5 33.7
1993 36.4 40.7 34.4
1995 36.1 41.0 34.5
1997 36.3 40.8 34.6
1999 37.2 40.6 35.0
2001 37.7 40.5 35.5
2003 37.3 40.6 35.8
2005 37.8 40.8 36.1
2007 37.5 41.2 36.0

Source: Sixteenth through twenty-ninth actuarial valuations of the UNJSPF.

Table 4 Number of Periodic Benefits in Award, by Benefit Type

of which of which of whichin ~ of which ~ of which of which Se.zyg{%ig
Year Total Retirement Farly/Deferred Retraite en Deferral Children Spouses Disability ~ Dependant
1980 15,734 5,386 2,638 2,550 2,97 1,852 356 31
1982 18,925 6,458 3,497 2901 3,403 2,213 417 36
1984 22,170 7,571 4,637 2,877 3,991 2,578 477 39
1986 25,311 8,619 5,857 2,797 4,459 3,016 520 43
1988 28,120 9,528 6,926 2,894 4,668 3,489 570 45
1990 30,673 10,395 7,879 2,806 4928 4,029 585 51
1993 35,253 11,688 9,513 2,650 5714 4963 669 56
1995 38,709 12,790 10,773 2,553 6,278 5,547 718 50
1997 43,149 13,803 12,659 2,266 7,391 6,214 768 48
1999 46,199 14,599 13,797 2,203 7,795 6,958 803 44
2001 49,416 15,558 15,105 2,130 8,049 7,687 845 42
2003 52,496 16,713 16,703 1,602 8,221 8,294 1 42
2005 55,140 17,992 17,612 1,436 8,120 8,923 1,015 42
2007 58,084 19,482 18,461 1,395 8,001 9,597 1,106 42

Source: Sixteenth through twenty-ninth actuarial valuations of the UNJSPF.
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Table 5. Average Age at Retirement from the Fund (regular and early)

of which of which of which of which
Year Total Professional General Service Male Female
1979/1980 59.80 60.00 59.40
1981/1982 59.90 60.10 59.40
1983,/1984 60.10 60.20 59.60
1985/1986 60.10 60.20 59.70
1987/1988 60.00 60.10 59.80 60.00 59.90
1988/1990 60.00 60.20 59.80 60.00 59.80
1991/1993 60.06 60.42 59.66 60.14 59.84
1994 /1995 59.92 60.39 59.43 60.07 59.60
1996/1997 59.89 60.56 59.35 60.18 59.37
1998/1999 60.04 60.76 59.39 60.15 59.93
2000,/2001 59.75 60.58 59.09 60.18 59.16
2002/2003 60.11 60.87 59.43 60.50 59.56
2004/2005 60.61 61.13 60.08 60.90 60.20
2006,/2007 60.63 61.17 60.14 60.95 60.22

Source: Sixteenth through twenty-ninth actuarial valuations of the UNJSPF.

Table 6. Active Participants: Total Years of Service

0-5 6-10 11-15 16-20 2125 2630 >30 Total
1980 22,472 10,862 8,374 4,007 1,850 1,135 397 49,097
1982 23,004 10,904 8,602 4,812 2,209 915 520 50,966
1984 23,612 11,522 8,122 5,900 2,665 990 393 53,204
1986 22,046 12,626 8,382 6,825 3,055 1,044 31 54,289
1988 19,810 13,539 8,537 6,460 3,979 1,351 330 54,006
1990 22,438 13,078 9,142 6,547 5,028 1,666 364 58,263
1993 26,632 11,264 10,441 6,852 4,953 2,593 594 63,329
1995 30,045 12,549 10,036 7,214 5,011 3,209 644 68,708
1997 30,368 12,770 8,874 1,392 4,788 2,984 564 67,740
1999 30,308 14,412 8,044 7,610 4,879 2,793 889 68,935
2001 40,104 14,631 9,129 7,296 5113 2,828 981 80,082
2003 42,771 14,802 10,994 6,234 6,028 3114 1,346 85,245
2005 51,405 15,471 10,631 6,682 5410 2915 1,169 93,683
2007 55,235 22,768 10,882 7,844 4,992 3,483 1,362 106,566

Source : Source: Sixteenth through twenty-ninth actuarial valuations of the UNJSPF.
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Table 7. Active Participants: Professional Years of Service

0-5 6-10 11-15 16-20 21-25 2630 >30 Total
1980 9,281 3,847 2,897 1,540 172 573 270 19,180
1982 9,176 3,743 2,860 1,764 909 a7 316 19,185
1984 8,951 3,769 2,679 1,951 1,003 427 234 19,014
1986 8,383 3,870 2,723 2,146 1,043 432 149 18,746
1988 7,623 3,947 2,699 2,012 1,246 494 132 18,153
1990 8,250 3,965 2,675 2,044 1,515 542 155 19,146
1993 9,096 3,643 3,035 2,226 1,574 813 241 20,628
1995 9,086 3,889 2,976 2,152 1,658 972 239 20,972
1997 9,176 3,869 2,690 2,181 1,546 927 195 20,584
1999 10,766 4,464 2,579 2,229 1,605 897 280 22,820
2001 14,143 4,977 3,012 2,327 1,585 946 302 27,292
2003 14,997 5748 3,851 2,055 1,869 1,092 393 30,005
2005 18,708 6,544 4,022 2,345 1,748 921 340 34,628
2007 18,348 9,040 4,567 2,861 1,695 1,114 411 38,036

Source : Sixteenth through twenty-ninth actuarial valuations of the UNJSPF.

Table 8. Active Participants: General Service Years of Service

0-5 6-10 11-15 16-20 21-25 26-30 >30 Total
1980 13,191 7,015 5,477 2,467 1,078 562 127 29,917
1982 13,828 7,161 5,742 3,048 1,300 498 204 31,781
1984 14,661 7,153 5,443 3,949 1,662 563 159 34,190
1986 13,663 8,756 5,659 4,679 2,012 612 162 35,543
1988 12,187 9,592 5,838 4,448 2,133 857 198 35,853
1990 14,188 9,113 6,467 4,503 3,513 1,124 209 39,117
1993 17,536 7,621 7,406 4,626 3,379 1,780 353 42,701
1995 20,959 8,660 7,060 5,062 3,353 2,237 405 47,736
1997 21,192 8,901 6,184 5211 3,242 2,057 369 47,156
1999 19,542 9,948 5,465 5,381 3,274 1,896 609 46,115
2001 25,961 9,654 6,117 4,969 3,528 1,882 679 52,790
2003 27,730 9,054 7,143 4179 4,159 2,022 953 55,240
2005 32,697 8,927 6,609 4,337 3,662 1,994 829 59,055
2007 36,887 13,728 6,315 4,983 3,297 2,369 951 68,530

Source : Sixteenth through twenty-ninth actuarial valuations of the UNJSPF.
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Annex IV
Graph lllustrating Unprecedented Growth:
Total Active Participants and Benefits in Payment 1998-2008

Total Growth 1998-2008 = +53 %
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Annex V

Graphs lllustrating Increased Complexity in the Provisions of the UNJSPF
(@) Increasing Complexity of Separation Provisions under Regulations
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Example: Separation Provisions for Child Benefits
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2009 (42 provisions)

DISABLE  (NIP) 36(c)
$1800-MAXIMUM (NIP) ~ 36(c)

$300 MINIMUM (NIP) 36(c)
$600 MAXIMUM (NIP) 36(c)

ORPHAN FAR - MAXIMUM (NIP) 36(c)
ORPHAN $1800 MAX (D)  36(d)/(e)/(f)
CHILD IN PAY - RE-EMPLOYED
CHILD NOT-IN-PAY - RE-EMPLOYED
PENDING-AWAITING PI

REGULAR 1/3 OF 1/50 FAR  36(d)
REGULAR 1/3 OF 1/30 FAR  36(d)
REGULAR 1/3 OF $180 36(d)
$300 MINIMUM 36(d)

$600 MAXIMUM 36(d)
DISABLE 1/3 OF 1/50 FAR  36(d)
DISABLE 1/3 OF 1/30 FAR  36(d)
DISABLE 1/3 OF $180 36(d)
DISABLE $300 MINIMUM 36(d)
DISABLE $600 MAXIMUM 36(d)
ORPHAN-REG PARA () 36(d)/(e)
ORPHAN REGULAR 36(d)  36(d)/(e)

22
23
24
25
26
27
28
7
30
31
32
33
34
35
36
37
38
39
40
41
42

ORPHAN REG. PARA(e)+(d)
ORPHAN - MINIMUM
DISABLE ORPHAN (e)  36(b)/(d)/(e)
DISABLE ORPHAN (d)  36(b)/(d)/(e)
DISABLE ORPHAN (d)+(e) 36(b)/(d)/(e)
DISABLE ORPHAN - MINIMUM
ORPHAN FAR - MAXIMUM 36(f)
$1800-MAXIMUM 36(f)/(d)
REGULAR 1/3 OF 1/50 FAR (NIP) 36(c)

36(d)/(e)
36(d)/(e)

FAR-MAXIMUM  (NIP) 36(c)
FAR ORPHAN 36(d)/(€)/(f)
ORPHAN $1800 MAX (D)  36(d)/(e)/(f)
PENDING-AWAITING Pl

ORPHAN-REG PARA () 36(d)/(e)
ORPHAN REGULAR 36(d)  36(d)/(e)
ORPHAN REG. PARA(e)+(d)  36(d)/(e)
ORPHAN - MINIMUM 36(d)/(e)
DISABLE ORPHAN (e)  36(b)/(d)/(e)
DISABLE ORPHAN (d)  36(b)/(d)/(€)

DISABLE ORPHAN (d)+(e) 36(b)/(d)/(e)
DISABLE ORPHAN - MINIMUM

o g s W NP

1971 (6 provisions)

REGULAR 37(d)
MINIMUM or MAXIMUM 37(d)
ORPHAN 37(e)

FROM EARLY RETIREMENT BENEFIT 37(c)
REINSTATED AFTER DISCONTIN. BENEFIT 37

DISABLED 37(b)

Miscellaneous

Participants
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(b)

Increasing Complexity of Provisions of the Pension Adjustment System
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Annex VI

Graphs Reflecting Benefits Paid by Mailing Address and Country of Resi
dence

May 2009 Periodic Payroll - Total Benefit Count = 60,404

Two-Track Benefits

) 18,735
US$ Track Benefits 31%
41,669
69%

Top 50 Country of Mailing Address Top 50 Two-Track Countries
Benefit Count = 51,395 (85% of Total Payroll) Benefit Count = 18,573 (99% of Two-Track Benefits)

NEPAL [l 239
UGANDA [ 240
POLAND [l 240
NIGERIA [l 241
zAvBIA [l 243

INDONESIA [l 256
coLomsiA [l 258

CONGO, DEM. REP. [l 275
JORDAN [l 279

ISRAEL [l 286

BURKINA FASO [l 295
RUSSIAN FEDERATION [l 298
MEXICO [l 304
AFGHANISTAN
TANZANIA, UNITED REP. OF [l 325
SUDAN [l 332

PERU [l 342

SRILANKA [l 357

NO COUNTRY SPECIFIED * [l 358
BANGLADESH [l 387
DENMARK [l 387

GHANA [l 395

JAPAN

ARGENTINA [l 423
BELGIUM [l 430

LEBANON [l 453
NETHERLANDS [l 454
SweDeN [l 465

BRAZIL [l 488

PHILIPPINES
SENEGAL [l 562

conGo [l 565

PAKISTAN [l 584
AUSTRALIA [l 594
GERMANY [ 652

KENYA [ 677

ETHIOPIA [ 788

ecyrT [ 799

THAILAND [ 1.109
CHILE [ 1228

ISRAEL |10
TURKEY |11
SRILANKA |12
MONACO |14
PHILIPPINES |15
CHINA |15
ETHIOPIA |16
ANDORRA | 16
SYRIAN ARAB REP. |18
MOROCCO |18
UsA |19
MALI |19
CZECH REP. | 20
COTE D'IVOIRE | 22
MALTA |23
ARGENTINA |25
URUGUAY | 26
TOGO |26
BENIN |27
REP. OF KOREA |29
HUNGARY | 30
INDIA 37
POLAND [41
SENEGAL [ 44
FINLAND | 46
NORWAY [ 47
CYPRUS [ 47
BURKINA FASO ] 48
NEW ZEALAND [|53
PORTUGAL [|69
CONGO [ 72
BRAZIL [ 75
GREECE [ 77
IRELAND [] 113
CHILE []116
NETHERLANDS [ 154
AUSTRALIA [f] 157
SWEDEN [I] 183
DENMARK [l 206
BELGIUM [I] 207
JAPAN [ 234
THAILAND [I] 313

CANADA [N 1.451
INDIA [ 1530
UNITED KINGDOM [ 2.367
AusTRIA [ 653
ALy [ 213

GERMANY [IH 381
CANADA [ 519
SPAIN [ 598
UNITED KINGDOM [ 1,361
AUSTRIA [ 2,073
swiTzerLAND (I - 619

maLy [ 229
France [ 1051 O3 SWITZERLAND. [ ] 3650
usA

FRANCE (] 4 945

* This refers to some deferred and child benefits not in pay status.

109




901AI8S JO
siDek G Yim 79

‘uoyndidyiod

§O $ID3A G [ 1sD3] D Yim
(Gg o1 Joliadns o jpnba
3q 4snw uoyoddyind
jo sineA ey} pup sbo

(€9 puo

09 usamjeq abo
¥002/50/10
21043 30lAJAS
ul s1equisw yois
10§ 24NSDAW

ERINERII LIS

01 pup 9 s1 by
1BWAYIG UOISUS] MAN|

51094 ()9 spaadXa

10 s|onba #o1Al8s + 86D
350UM pUD BDIAISS JO
sipek G pajejdwoo 1o
1301A135 JO 1034 ()|

96 ‘684 Joy0 8y} Jo UOHIPPD By |n (GG 4epun  |puoHisuby) £9 yim 79 9By :upjg 18N 821A18S JO 1094
paily ‘aoinies 68 3y} yim seijdwoo i 195&% uoisuad)  Jo 821AJ8S Ul Ji IO ’ G Yim g obp ‘484 |
40 51034 G ym juodioyind usym Jo GG 90D 10 80118 9DIAIBS SI0BA ()| 8_28% 109k ()| Ieyo paily ‘8d1n18s J0
‘diysiequisw jo s103k 09 6D ‘044 | uoyodidipind s10ak G | sioak ¢ yim uoisusd  yym uoisuad Joj  pup (g 8by :awisydg sIDak G Yim 9 a
Gg pup ¢g aby al0feq paiiy ulw pup 69 6o Jayg loj 8|qibipe :09 9By 9|qibije :gg 8By uoIsusy pajpuIpIo0) 179 9By :upjq sso15 ‘0661 iojeq paiy NN
"papuny/eid si puny 8y
*Alinuup up Jo aspydIn
Y4 10 pjnuLioj g o Buisn ‘suolngLyuod
uoisued D joajes Aow AIpjun|oa uo pauins
juodiyind ‘pus ayj jy  ejos jsausjul seajupIond
's3jnqu02 JeAojdwa sy 4Qy inq ‘uoyngujuod
yiim JayjeBoy jundioiind 4qy Buiyoow ou
2I9UM 'Jun0oD UMO  !uoisuad |pUOLIPPD Jo.
soy juodioyind yong 9ADS O} sjundidHID
“solistiepIDY D) 10} 8WaYDs sjyauaq up|d soup|pq
uoynqgiuo)) pauyeq  Aipuoljelosip Aiojunjon yspo pup upjd jijeusq
Hyeueq  yyeuaq paulep 3OS YjiM UD|4 D yim ‘uoid jijeusq un|d yyeueq pauljep Alojnqujucd upjd pyeueq
paulyep Aloingiijuor) Aiojnqupuo) Hjeusg pauyaq pauljep Aloingiiuor) paulep Alojngiijuor) -uou Jo uoypuiquio)  paulyep Alojnqijuo)  upjd jo adA|
N§30 OIM SYO JINVE NOINN ad31o JINVE TIOM 4dSINN
INIWJOT3IAIA NVISY NY3d0dn3

suoypziunBiQ [PUOHDUIBJU| JAYQ JO SAWBYIG uoIsudq o} 4dSFNN Jo uostndwo)
lIA X3uuy

o



“(owiayos ayy
40 4502 wia} Buo| sy

Yiuow
1DpUBs|P2 Jo Aop §sD) JO
S0 ,{UN022Y SIUDJO

ysoD), s undioyio
O} JUNOWD sy} s}1paId
Jakojdw3 Aupjps jau Jo

—_

1:¢ = oupy o A o Aod
|:Z oy ﬁuo \o\ow.vo @wmo“_vwmp %G =99kojdwa upjd joN
A e %L % 6= A
wp oo 1z ouoy LA e o fsuoyonion e
"0€ :84D1 DO 0 9.¢ ' BWAYDG UOISU] M3 ! ¥4 1o
88°0€ b4 |pio] 4d J° %G CC Yos d MON [PUDNRD U0 pesdg) dd4
BRI 0I0L  "4d 40 %0" LT 2P [PioL qol| puny Aijos unjd oy jo saiiqo) %/ €T = P [oIo]
“(K1ojos sjgouoisuad) 0} AISs308U JUNOWD SO 51500 40 %46°0 | (awayos sy} o 4502 sy} Buipuny Jo s0d
Auojos eousisjel o 96"/ :@ekodw  uoyDIsUNWEI SjgpUOISUEd  UOLDN|DA [OLIDNID Ag ”mm\o_o_em wiey Buojeyyjo /1) 8yt jo piod sajnquyuod %6/ = sehojdwg 3jp
o 47°0)| :00kordu 00,/ :90kojdwy  PauILLIBep UOHNGLIUOD Aupjps 215D 40 9 '8 JeAojdw Auipjos ssoib .m_p: uolpIeUNWaY 1InqLIu0Y)
%6201 [aw3 10 %L |aw3 [ 2% | I
%0'S1 jupg :jundiond Aq jbpnqngof  =sskodw aweydg jo 9, /=s8kojdws m_mcco_mcom_ jo Jekojdwy
%6607 Hekojdwy ;@Au_asm_ 9%y |ekoidwy  uoypieunwal Jo %eg'6  pabioyd 987z uoisusy pejoulpioo)) 1upj4 55019 %8'G | =iokojduig sakojdwiz
'6og A
P3PIAIP 82IAISS _m%wwom
X Alpjps jou 8BoJeAD
1syBiy Jo 9| :up|q 19|
“asnods Jay /s1y Jo 4oyt WO %1 U0l N %0, 40 Wnuxow
(eBo1en00 diysioaiains jo g ejnpayds D UM ‘aroqo so
2500 ayy ulj pup o6 13y Jod pajnduiod st 04| mEcw\%m *omwmuxw ul
/81y 18pisu0d Euh $3|qo} Aoy | Joud sd1A1as s108A 51084 G xeu
_ctc:Mc uo spuadsp m:u oy uoisuad |ouLoN y wﬂw.m_ m“w%bmwﬂm_“ “M
ay} ‘Ajinuup up asoydIn %SL |, L
! oj sido ,Eca_u_mcm I "G9g Aq pepmip  9,6"| ‘g6 Asonuof |
s109k wﬁo sse0xe Ul Joyo Jo uo Ayug “%0/
801A185 40 SADP X AIDIDS  JO 9j0I WINWIXDW Jnq
. ( ss0.B mmo;mmc 153y >:_ 03k D 9| Ge61 AN
s108A ()] pxeu 'sIDek ()] xeu sy %z jog | snd cog Aq | wouy so pauliops
mealosl 62 Hﬁw_@wﬁﬁ 09K B ovhos o stopxao1bs o sinay. siook
cozo_wcuEe w_gcco_w_,._ma aoiMes 9qiblje Ul Ewyhme.tcﬁ % Auojps sso1 omE%\,o ‘c¢ mco 0§ uoamia
'sIpak aBpJaAD jundidiind jo supeA Aq paydyjnw 0§ 2INSDAWI  :3WBYIG UOISUSY MAN| 1s8yBly o o477 % 'sipek g Joy pa
GE JO wnwixow o 100k O jo % :bjnwioj  Uoypisunwal 8bpISAD |PUOKISUDH)  PUD BWaYIG UoIsuSy ‘0661 ADW | Jeyp D 9z ‘e84 Apnupf |0y
oy dnoek sed 97 Joj 108k D o7 1yetieq pauyep 0] 153481y J0 %4667 100K 0 94| pajpuIpioo) yog  /uo Ajus :upjq $5015) | o+Joud Ayu3  uoyp|AWNOY
N¥3D OIM Syo JINYE NOINN ads>3o JINYE d1IOM 4dSINN
INIWdOTIAIA NVISY NV340dNn3




Annex VIII

Survey of Normal Retirement Age in Other International Organizations

As of July 2009
Normal
Retirement
Organisation Acronym  Age Remarks
1 European Organisation CERN 65
for Nuclear Research
(CERN)
2 European Patent Office EPO 65 60 without any reduction
3 ECB ECB 65 Proposed new scheme
4 Organisation for OECD* 65 Since 1-1-2003 old staff
Economic Co-operation grandfathered age 60
and Development
5 European Investment EIB* 65 65 for new staff after 1-1-09
Bank
6 European Commission EC* 63 Transition measure: 60-63
Council of Europe CoE* 63 Since 1-1-2003 old staff
grandfathered age 60
8 World Organisation for OIE 63
Animal Health
9 European Union Satellite EUSC* 63 63 for staff recruited after 1-7-
Centre 2005
10 Inter-American IDB 62
Development Bank
11 World bank WB 62
12 International Monetary IMF 62 Or earlier if age + service is 85
Fund or more (minimum age 50).
13 Comprehensive Nuclear CTBTO 62
Test Ban Treaty
Organisation (in prep)
14 World Trade WTO* 62 60 for staff joined before
Organisation 01.01.90 Plans fo increase to 65
15 Caribbean Development CDB 62
Bank
16 United Nation Joint Staff UNJSPF* 62 Since 1.1.1990. prior age 60,
Pension Fund old staff grandfathered
17 Bank of International BIS 60 Zone 60-65
Settlements
18 Western European WEU 60
Union
19 European Molecular EMBL 60 Mandatory age of refirement at
Biology Laboratory age 65
20 European Centre for ECMWF 60
Medium-range Weather
Forecasts
21 Hague Conference on HCCH 60

Private Infernational Law
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22 Black Sea Trade and BSTDB 60 Mandatory age of refirement at

Development Bank age 65

23 African Development AIDB 60 Or earlier in case age + service
Bank is 75 or more

24 Inferpol Inferpol 60

25 European Space Agency ESA 60

26 Council of Europe CEB 60 Mandatory age of retirement at
Development Bank age 65

Anytime  DC provident fund (only cash
lump sum)
27 North Atlantic Treaty NATO * 60-65 DB Co-ordinated fund

Organization

50-65 DC scheme (pension benefit after
5 yrs)

* Normal Retirement age increased in the last years (8 out of 27).

Annex IX

Consulting Actuary Note on Normal Retirement Age (Extract)
estimated effect on the required contribution rate

(b) Calculations were made to estimate the actuarial savings of increasing
the normal retirement age for future participants. The estimates were based on
the data and model used for the actuarial valuation as of 31 December 2007,
except for the changes in early retirement assumptions for future participants
described earlier.

() The long-term effect of increasing the normal retirement age is indicat-
ed by the decrease in the required contribution for future participants. Increas-
ing the normal retirement age would have no immediate effect on the closed
group contribution rate (current participants only). Under the open group fund-
ing method, which takes into account all participants (current and future), the
overall contribution required to balance the projected liabilities and assets of
the Fund would be reduced.

(d) The estimated decrease in the required contribution rate arising from
increasing the normal retirement age to 64 or 65 (without any phase-in) for
new participants entering the Fund, and from also increasing the age early
retirement entitlements begin is shown below:
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RETIREMENT ESTIMATED DECREASE IN CONTRIBUTION RATE AS PER CENT
ASSUMPTIONS OF PENSIONABLE REMUNERATION
Normal Retirement Age 64 Early Normal Retirement Age 65
Retirement Entitlements Begin Early Retirement Entitlements Begin
From Age 55 From Age 55

Future Participants | All Participants | Future Participants| All Participants
Current 1.26 0.92 2.08 1.52
40% of Current 0.47 0.33 1.08 0.78
llustrative 0.79 0.57 1.26 0.91

ESTIMATED DECREASE IN CONTRIBUTION RATE AS PER CENT
OF PENSIONABLE REMUNERATION
RETIREMENT Normal Retirement Age 64 Early Normal Retirement Age 65 Early
ASSUMPTIONS | Retirement Entitlements Begin From | Retirement Entitlements Begin From
Age 57 Age 58

Future Participants | All Participants | Future Participants | All Participants
Modified Current 1.06 0.78 1.79 1.31
40% of Modified
Current 0.56 0.40 1.08 0.78
Modified
lllustrative 0.76 0.56 1.29 0.94

Consulting Actuary Note on Normal Retirement Age (Extract)

(e) The estimated decrease in contribution rate shown in the “current”
assumptions row above is essentially the effect of increasing the normal retire-
ment age under an environment of no changes in rates of retirement, with-
drawal, efc. As indicated earlier, it is expected that the rates of retirement
would change in the future if the normal retirement age is increased for future
participants. In practice it is not possible to predict with any precision the
extent to which behavior will be changed. Therefore, a range of the possible
decreases in the contribution rate has been calculated. The actual effect on
the Fund of increasing the normal retirement age will depend on the actual
change in retirement elections by future participants.



Annex X

Market Values, Actuarial Asset Values and Actuarial Asset Values needed for
Fund Balance 1976 - 2007

(US$ millions)
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Annex XII
Synopsis of meetings

A summary of the first meeting is included in the main body of the report in
order to provide the reader with relevant context. The Group agreed it would
be useful to include a brief synopsis of all subsequent meetings as an annex
to its report.

Second meeting'® (4-8 May 2009)

The Group had decided at its first meeting that given its terms of reference, the
intricate subject matter and the number of briefings that it would require from
representatives from outside the Group, it would need to meet for five days
during its second meeting.

During its second meeting, which was held in New York from 4-8 May
2009, the Working Group received briefings from the CEO of the Fund, from
the Director of the Fund's Investment Management Service; from a representa-
tive of the ICSC secretariat; and from the Consulting Actuary of the Fund. The
Group was unable to schedule a meeting with a representative of the HLCM/
HR-Network at this time, but agreed it would be necessary to do so during
its next meeting. It should also be noted that due to unexpected scheduling
conflicts, the Executive Heads were unable to attend the full meeting of the
Working Group. The views of one member of the Executive Heads was sub-
mitted in writing and considered on an item by item basis by the Group. Two
representatives from the Executive Heads, however, did meet with the Working
Group via a video-conference during the morning meeting of the Group on 7
May. They were briefed by the Chairman and had an opportunity to express
their views. It should therefore be noted however that given the circumstances
the progress report presented to the Board in July 2009 should be read with
this in mind.

The CEO of the Fund provided the Group with an extensive briefing as
to the current status of the Fund. A summary of the CEO presentation to the
Group was made available to the members and alternate members of the
Working Group through the website portal that was set up by the Fund. The
CEO reported on the unprecedented growth experienced by the Fund over the
last ten years. It was noted that the total number of participants and benefits

18 The members/alternate members of the Working Group who attended the second meeting were (i) for
the Governing Bodies: Ms. V. Gonzalez Posse (UN); Mr. A. Kovalenko (UN); (i) for the Executive Heads: for
reasons of force majeure the Executive Head representatives were unable to attend the meeting. However,
Ms. C. Hennetier (WHO) and Mr. S. Tabusa (ILO) participated in the morning meeting on 7 May via telecon-
ference; (iii) for the Participants: Ms. S. Hansen-Vargas (WMO); Mr. F. Léger (ILO); Mr. M. Pace (FAQ); and
(iv) for FAFICS: Mr. A. Castellanos del Corral; Mr. G. Schramek; Mr. W. Zyss. Mr. DeTurris attended as Secre-
tary and focal point to the Group.

Briefings were provided to the Group by Mr. B. Cochemé, CEO of the Fund who was accompanied by the
Deputy CEO, Mr. S. Arvizu; Ms. S. Bishopric, Director of the Investment Management Service of the Fund, who
was accompanied by Mr. T. Shindo and Mr. A. Singh; Ms. E. Phillip, representative of the ICSC secretariat; and
Mr. J. McGrath, Consulting Actuary to the Fund.



in payment had increased by about 53 percent during this time. This growth,
as indicated in the Fund’s third Management Charter, was one of the main
challenges facing the Fund. The CEO also recalled that the Fund was gearing
up fo move to a new Integrated Pension Administration System (IPAS). It was
recognized that this could be expected to impact on the operations of the Fund
over the next few years.

Having said this, the CEO stressed however that the major development
that would need to be taken into account by the Working Group would be
related to investments and the significant decline in the market value of the as-
sets of the Fund and the anticipated impact that this would have on the results
of the next actuarial valuation to be carried out as at 31 December 2009. He
noted that as the Fund was maturing, there would be an increasingly impor-
tant reliance on investment returns and that the Fund would therefore need to
focus on the related risk management needs. The CEO also recalled the sig-
nificant impact that the improved mortality rates already had on the actuarial
valuation carried out as at 31 December 2007 and which would be further
reflected in future valuations.

After highlighting the major developments, the CEO stressed that the Work-
ing Group should keep in mind that the Fund was initially established and still
intended to be a retirement scheme and not a savings plan. As indicated in its
terms of reference, the Working Group should therefore remain mindful of the
income-replacement principle that had been cited by the Committee of Actuar-
ies as one of the Fund’s main principles. Turning more specifically to the ben-
efit provisions and the plan design of the Fund, the CEO noted the success the
previous Working Group had in setfting up a “road map” that served the Board
well over the last several years. He noted that the new Working Group could
provide the same assistance, by sorting through and prioritizing the many and
various proposals for changes in the plan design that have been advanced
since the previous Working Group concluded its work. The CEO noted that
the Board had already requested that the balance of its 2002 recommenda-
tions be considered as priority issues. He also noted that the provisions in the
Regulations should be more responsive to the needs of the Fund’s shorterterm
participants. While noting that the 2002 recommendation to provide for ear-
lier cost-of-living adjustments for deferred retirement benefits aimed to address
such needs, he further noted that the Group might wish to also explore the
possibility of increasing the amounts payable for the full withdrawal setlement
provision under article 31 of the Regulations. The CEO noted that this would
be more effective than lowering the vesting period since, although a 2-3 year
vesting period might provide the participants with an entitlement to a periodic
benefit, it would most likely not be utilized often. In other words, under such
circumstances the large majority of participants would find that a benefit at
3.0 to 4.5 per cent of their final average remuneration, without any provision
for cost of living adjustments until age 55, would not be in their interest.
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In addition, the CEO recalled the need to carefully assess the recent de-
velopments before making any proposals to enhance the benefit provisions.
He reiterated the important impact that the revised mortality tables reflecting
increased longevity rates had on the actuarial situation of the Fund and the
effect that the significant decline in the market value of the assets would have
on the next valuation to be carried out as at 31 December 2009. With this in
mind, the CEO noted that it would probably be prudent and technically logical
for the Group to consider the normal retirement age as well, notwithstanding
that the mandatory age of separation would need to be addressed first by the
member organizations.

The Working Group was also provided with a briefing from the Director
of the Investment Management Service (IMS) of the Fund. A summary of this
presentation was provided to the Group and also made available through
the website portal set up by the Fund secretariat. The Director of IMS noted
the significant decline in the market value of the assets, which had declined
from a peak of about 42 billion dollars, where it stood at the end of 2007 to
about 31 billion dollars at the time of the Working Group's second meeting.
She noted that the Fund had outperformed its benchmark during the recent
downturn in the markets, but pointed out that given the Fund's relatively con-
servative approach it was not unusual that it would have better results than
its benchmark. The Director stressed however that notwithstanding this, IMS
was carrying out its work during one of the most financially volatile periods in
history. With this in mind, she also pointed out that it appeared that the worst
might be over, since the value of the assets seemed to have leveled off at its
current value. While it would be difficult to ascertain when the return on the
assets would revert to their long-term historic rates, she noted that during the
recent Joint Session between the Investments Committee and the Committee of
Actuaries there was general agreement that the real rate of return assumption
of 3.5 per cent, as incorporated in the actuarial valuations, continued to be
realistic.

The Working Group also met with a representative of the International Civil
Service Commission (ICSC) secretariat. The Group requested an update as to
the current work of the Commission and more detailed information concerning
its views in respect to the mandatory age of separation from the organizations.
The representative of the ICSC secretariat provided a detailed evolution of the
Commission’s previous consideration of the mandatory age of separation. She
described the circumstances and evolution of the deliberations on the subject
as from the early 1980s until 1990 when the organizations and the Fund last
increased the mandatory age of separation and the normal retirement age,
respectively. She noted that while the Commission had not taken a position in
the current matter, the CEB had prepared a paper on the subject, which for the
most part considered the possibility of offering those participants who were
subject to a mandatory age of separation at age 60 an option to serve until
age 62. While the issue was ongoing, she informed the Group that the item



would be discussed further at the upcoming meeting of the Commission in July
2009 to be held in Montreal.

The Working Group also thought it would be useful to request an update as
to when the next comprehensive review on pensionable remuneration would
begin. The representative of the ICSC secretariat noted first that the Commis-
sion had decided to review the common scale of staff assessment every five
years rather than every two years as had been done in the past. As the scale
was last reviewed in 2006, it was scheduled to be reviewed again in 2011.
With respect to the next comprehensive review of pensionable remuneration,
she informed the Group that preparatory meetings would begin in 2010, so
that it could be included on the Commission’s agenda for early 2011. With
this in mind, the Working Group noted that the Pension Board had decided in
2004 to set up a Contact Group of the Board that would collaborate with the
ICSC on the review of pensionable remuneration. The Working Group further
noted that the Contact Group was to be comprised of the Officers of the Pen-
sion Board however it also recalled that this was decided at a time when the
officers of the Board served two years; at that time the Board only met in the
even-number years. Given that the Board had reverted to annual sessions, the
composition of the Contact Group might need to be revisited so as to provide
for better continuity of its participation in respect to the next review on pension-
able remuneration.

The Working Group also had a meeting with the Consulting Actuary of
the Fund. The Consulting Actuary provided the Group with detailed comments
concerning the recent and significant decline in the market value of the assets
of the Fund. He recalled the methodology for determining the actuarial asset
value used in the valuations and noted that while the recent developments
would certainly have an impact on the 31 December 2009 valuation results,
in order to make a more meaningful assessment of such developments, he
noted it would be advisable to await the results of the next two actuarial valu-
ations.

The Consulting Actuary also provided a brief update as to the recent Joint
Session between the Investments Committee and the Committee of Actuaries,
which had been held one week earlier. He was pleased to note that the posi-
tive outcome of that meeting was the agreement between the two Committees
that the long-term real rate of return assumption of 3.5 per cent continued to be
reasonable. He pointed out that for all periods reviewed of 15 years or longer,
the annualized real rate of return on the assets exceeded the real rate of return
assumption of 3.5 per cent. The Consulting Actuary noted the importance of
this information, especially in light of the fact that actuarial valuations are of
a very long-term nature.

The Working Group had previously requested the Consulting Actuary to
prepare a note on the actuarial implications of increasing the normal retire-
ment age (NRA) to 64 and to 65. The Consulting Actuary introduced that note,
which reflected an estimated range of potential actuarial savings of 0.40 to
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0.78 per cent of pensionable remuneration if the Fund were to increase the
NRA to 64; it also provided an estimated range of actuarial savings of 0.78
to 1.31 per cent of pensionable remuneration if the Fund were to increase the
NRA to 65. Both of these estimates assume that early retirement would begin
as from ages 57 and 58, respectively. The savings estimates would be slightly
different if the Fund were to maintain the right to early retirement as from age
55, as currently provided for in the Regulations. The Consulting Actuary noted
that the Committee of Actuaries had a preliminary and informal exchange of
views concerning a possible increase in the normal retirement age and that it
intended to provide its views on the matter in the report on its next session, fo
be held in Geneva from 8-10 June 2009.

The Working Group also had an extensive discussion with the Consulting
Actuary concerning other possible changes in the plan design that were under
consideration. Based on a preliminary exchange of views on the possibility of
offering new participants an “option” to choose to be covered under a defined
contribution type plan, the Group decided to request the Consulting Actuary
to submit his views in a short note on the subject, including any actuarial
implications. The Working Group also agreed to request the Consulting Actu-
ary to provide actuarial cost estimates for a number of other measures that it
decided might need to be considered to address the long-term needs of the
Fund. A summary of those cost estimates and the Group's findings thereon will
be provided to the Board in the Working Group's final report to be presented
to the Board in 2010.

In sum, on the basis of the briefings received and on its assessment of
the recent developments, including the revised mortality tables reflecting in-
creased longevity rates, the significant decline in the market value of the assets
and the emerging trends, the Working Group decided during its second meet-
ing fo focus on the following general topics:

i. normal retirement age;
ii. possible “option” of a defined contribution type plan;
iii. 2002 recommendations already approved in principle by the Assem-
bly;
iv. enhanced full withdrawal settlements for participants with less than
five years;
v. accumulation rates, progressive and regressive;
vi. earlier costof-living adjustments for deferred retirement benefits; and
vii. FAFICS prioritized list of options to be submitted at the next meeting.
The Working Group agreed that these items were not to be considered
exclusive nor in any order of priority. In addition, it should also be noted that
the Group requested further information from the Consulting Actuary concern-

ing a possible increase in the time-limit for electing to validate and concerning
trends in respect to partial disability and child benefits for children born or



adopted after the participants’ retirement from service. The Group agreed it
would therefore further assess these issues at its subsequent meetings. It also
recalled that it would need to take into account the views that were yet to be
expressed by the Board during its 56th session to be held in July 2009 and the
views of the Committee of Actuaries, which were expected to be made during
the Committee’s 2010 meeting.

So far the Working Group was able to carry out only preliminary work to de-
fine the main lines of its programme and the main issues fo be considered. The
substantive work of the Group will have to start following the 2009 session of
the Board, taking into account the observations of the Board on the progress
report submitted to it. The Group plans to hold one or two short meetings dur-
ing the 56th session of the Board in order to take note of these observations
and to plan its work for the period between the conclusion of the 56th session
of the Board and the 57th session to be held in 2010.

Third meeting'? (17 July 2009)

The Group met briefly in Vienna after the conclusion of the 56th session
of the Board. Following notification from Mr. Pace that he would be unable
to continue serving on the Working Group, it was agreed that Dr. J. Lariviére
would replace him as Chairman. In order to avoid having two officers from the
same constituent group, the Working Group also decided that Mr. F. Léger of
the Participants would replace Ms. V.M. Gonzalez Posse as Vice-Chairman,
also as from 17 July 2009.

The Group considered the comments made at the Board during its discus-
sion of the Working Group’s progress report, which are reflected in the Boards

sessional report (JSPB/56/R.33).

The Working Group also reconsidered a list of inquiries it had intended to
make to the Consulting Actuary and decided to narrow its requests for actu-
arial cost estimates in respect to certain changes in the provisions of the plan
that were under consideration. The Group agreed that it would meet again in
Geneva from 27-30 October 2009.2°

Fourth meeting?' (3-6 November 2009)

The Group met in Geneva for its fourth meeting from 3-6 November 2009.
It met via video-conference with the Consulting Actuary on 4 November. It

also met with Mr. Llobera (ILO) and Ms. Martin (IFAD) both members of the
HLCM on 5 November. The Group decided not to include a full summary of

19 The members and alternates who attended the third meeting were Ms. V.M. Gonzalez Posse (UN),
Mr. A. Kovalenko (UN), Dr. J. Lariviere (WHO), Mr. D. Northey (IAEA), Mr. S. Tabusa (ILO), Ms. Susan
Hansen-Vargas (WMO), Mr. F. Léger (ILO), Mr. A. Castellanos del Corral, Mr. R. Eggleston, Mr. W. Zyss
and Mr. G. Schramek.

20 The Group subsequently decided to meet from 3-6 November 2009 instead of 27-30 October 2009.

21 The members and alternates who attended the fourth meeting were Mr. A. Kovalenko (UN), Dr. J. Lariviére
(WHO), Mr. D. Northey (IAEA), Ms. C. Hennetier (WHO), Mr. A. Lakhanpal (UN), Ms. Susan Hansen-
Vargas (WMO), Mr. F. Léger (ILO), Mr. A. Castellanos del Corral, Mr. R. Eggleston, Mr. W. Zyss and Mr.
G. Schramek.
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its fourth and subsequent meetings as part of its report, since all discussions,
henceforth, would be fully reflected in the working draft.

Fifth meeting?? (17-19 February 2010)

The Group met in Geneva for its fifth meeting. It held a video-conference with
the Consulting Actuary on 18 February 2010, at which time it sought clarifica-
tion in respect to certain actuarial cost/savings estimates and further informa-
tion that would help guide the Group in formulating its final recommendations.

Sixth meeting?® (5-7 and 10-11 May 2010)

The Group met in Geneva for its sixth meeting, at which time it formulated its
final conclusions and proposals, which would be presented to the Committee
of Actuaries during its session from 9-11 June 2010. The comments of the
Committee would then be included, in full, in the report to be presented to the
Board during its 57th session in July 2010.

22 The members and alternates who attended the fifth meeting were Ms. V.M. Gonzalez Posse (UN), Mr. A.
Kovalenko (UNJ), Dr. J. Lariviere (WHO), Mr. D. Northey (IAEA), Ms. R. Pawlik (UN), Ms. C. Hennetier (WHO),
Mr. A. Lakhanpal (UN), Ms. Susan Hansen-Vargas (WMO), Mr. F. Léger (ILO), Mr. A. Castellanos del Corral,
Mr. R. Eggleston, Mr. W. Zyss and Mr. G. Schramek.

23 The members and alternates who attended the sixth meeting were Ms. V.M. Gonzalez Posse (UN), Mr. A.
Kovalenko (UN), Dr. J. Lariviere (WHO), Mr. D. Northey (IAEA), Ms. C. Hennetier (WHO), Mr. A. Lakhanpal
(UN), Ms. Susan Hansen-Vargas (WMO), Mr. F. Léger (ILO), Mr. A. Castellanos del Corral, Mr. R. Eggleston,
Mr. W. Zyss and Mr. G. Schramek.



Annex XIII
ANNUAL RATES OF RETIREMENT AND EARLY RETIREMENT

Table 1: Rates Currently Assumed For Present Participants With Age 60
Normal Retirement Age
And Sample Assumed Rates If Normal Retirement Age Increases

To 65
Professional Staff
LESS THAN 25 25-30 30 OR MORE
YEARS OF SERVICE YEARS OF SERVICE YEARS OF SERVICE
AGE Normal Retirement Age
Men
60 Current | 65 Sample | 60 Current | 65 Sample | 60 Current | 65 Sample
55 0.09 0.07 0.12 0.10 0.27 0.21
56 0.06 0.05 0.10 0.08 0.20 0.16
57 0.06 0.05 0.10 0.08 0.20 0.16
58 0.07 0.05 0.13 0.10 0.20 0.16
59 0.10 0.08 0.15 0.12 0.22 0.18
60 0.65 0.40 0.65 0.40 0.65 0.40
61 0.45 0.30 0.45 0.30 0.45 0.30
62 0.55 0.30 0.55 0.30 0.55 0.30
63 0.50 0.30 0.50 0.30 0.50 0.30
64 0.50 0.30 0.50 0.30 0.50 0.30
65 0.50 0.95 0.50 0.95 0.50 0.95
66 0.50 0.50 0.50 0.50 0.50 0.50
67-69 0.50 0.50 0.50 0.50 0.50 0.50
70 1.00 1.00 1.00 1.00 1.00 1.00
Women

60 Current | 65 Sample | 60 Current | 65 Sample | 60 Current | 65 Sample

55 0.07 0.05 0.12 0.09 0.30 0.24
56 0.05 0.04 0.09 0.07 0.20 0.16
57 0.04 0.03 0.10 0.07 0.18 0.14
58 0.05 0.04 0.10 0.07 0.18 0.14
59 0.07 0.05 0.16 0.11 0.20 0.15
60 0.80 0.50 0.80 0.50 0.80 0.50
61 0.55 0.35 0.55 0.35 0.55 0.35
62 0.75 0.40 0.75 0.40 0.75 0.40
63 0.65 0.40 0.65 0.40 0.65 0.40
64 0.75 0.40 0.75 0.40 0.75 0.40
65 1.00 1.00 1.00 1.00 1.00 1.00
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Annex XIllI (continued)
ANNUAL RATES OF RETIREMENT AND EARLY RETIREMENT

Table 2: Rates Currently Assumed For Present Participants With Age 60
Normal Retirement Age

And Sample Assumed Rates If Normal Retirement Age Increases
To 65

General Service Staff

LESS THAN 25 25-30 30 OR MORE
YEARS OF SERVICE YEARS OF SERVICE YEARS OF SERVICE
AGE Normal Retirement Age
Men
60 Current | 65 Sample | 60 Current | 65 Sample | 60 Current | 65 Sample
55 0.07 0.05 0.20 0.16 0.40 0.32
56 0.06 0.04 0.17 0.14 0.30 0.24
57 0.06 0.04 0.18 0.14 0.30 0.24
58 0.06 0.04 0.18 0.14 0.28 0.22
59 0.10 0.07 0.25 0.18 0.27 0.22
60 0.65 0.40 0.65 0.40 0.65 0.40
61 0.45 0.30 0.45 0.30 0.45 0.30
62 0.55 0.30 0.55 0.30 0.55 0.30
63 0.50 0.30 0.50 0.30 0.50 0.30
64 0.50 0.30 0.50 0.30 0.50 0.30
65 0.50 0.95 0.50 0.95 0.50 0.95
66 0.50 0.50 0.50 0.50 0.50 0.50
67-69 0.50 0.50 0.50 0.50 0.50 0.50
70 1.00 1.00 1.00 1.00 1.00 1.00
Women

60 Current | 65 Sample | 60 Current | 65 Sample | 60 Current | 65 Sample

55 0.07 0.05 0.23 0.18 0.45 0.36
56 0.06 0.05 0.17 0.14 0.30 0.24
57 0.07 0.05 0.17 0.14 0.30 0.24
58 0.08 0.06 0.18 0.14 0.30 0.24
59 0.10 0.07 0.25 0.18 0.33 0.25
60 0.80 0.50 0.80 0.50 0.80 0.50
61 0.55 0.35 0.55 0.35 0.55 0.35
62 0.75 0.40 0.75 0.40 0.75 0.40
63 0.65 0.40 0.65 0.40 0.65 0.40
64 0.75 0.40 0.75 0.40 0.75 0.40
65 1.00 1.00 1.00 1.00 1.00 1.00




Annex XIIlI (continued)
ANNUAL RATES OF RETIREMENT AND EARLY RETIREMENT

Table 3: Rates Currently Assumed For Present Participants With Age 62
Normal Retirement Age

And Sample Assumed Rates If Normal Retirement Age Increases
To Age 65

Professional Staff

LESS THAN 25 25-30 30 OR MORE
YEARS OF SERVICE YEARS OF SERVICE YEARS OF SERVICE
AGE Normal Retirement Age
Men

62 Current | 65 Sample | 62 Current | 65 Sample | 62 Current |65 Sample

55 0.09 0.07 0.12 0.10 0.27 0.21
56 0.06 0.05 0.10 0.08 0.20 0.16
57 0.06 0.05 0.10 0.08 0.20 0.16
58 0.07 0.05 0.13 0.10 0.20 0.16
59 0.10 0.08 0.15 0.10 0.22 0.16
60 0.13 0.09 0.15 0.10 0.22 0.16
61 0.17 0.10 0.20 0.14 0.25 0.17
62 0.65 0.35 0.65 0.35 0.65 0.40
63 0.50 0.30 0.50 0.30 0.50 0.35
64 0.50 0.30 0.50 0.35 0.50 0.35
65 0.50 0.90 0.50 0.90 0.50 0.90
66 0.50 0.50 0.50 0.50 0.50 0.50
67-69 0.50 0.50 0.50 0.50 0.50 0.50
70 1.00 1.00 1.00 1.00 1.00 1.00
Women

62 Current | 65 Sample | 62 Current | 65 Sample | 62 Current |65 Sample

55 0.07 0.05 0.12 0.09 0.30 0.24
56 0.05 0.04 0.09 0.07 0.20 0.16
57 0.04 0.03 0.10 0.07 0.18 0.14
58 0.05 0.04 0.10 0.07 0.18 0.14
59 0.07 0.05 0.16 0.11 0.20 0.15
60 0.09 0.06 0.16 0.11 0.20 0.15
61 0.15 0.10 0.20 0.15 0.25 0.18
62 0.80 0.50 0.80 0.55 0.80 0.60
63 0.55 0.35 0.55 0.40 0.55 0.40
64 0.75 0.55 0.75 0.55 0.75 0.55
65 1.00 1.00 1.00 1.00 1.00 1.00
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Annex XIIlI (continued)
ANNUAL RATES OF RETIREMENT AND EARLY RETIREMENT

Table 4: Rates Currently Assumed For Present Participants With Age 62
Normal Retirement Age
And Sample Assumed Rates If Normal Retirement Age Increases

To 65
General Service Staff

LESS THAN 25 25-30 30 OR MORE
YEARS OF SERVICE YEARS OF SERVICE YEARS OF SERVICE
Normal Retirement Age
AGE
Men
62 Current | 65 Sample | 62 Current | 65 Sample | 62 Current | 65 Sample
55 0.07 0.05 0.20 0.16 0.40 0.32
56 0.06 0.04 0.17 0.14 0.30 0.24
57 0.06 0.04 0.18 0.14 0.30 0.24
58 0.06 0.04 0.18 0.14 0.28 0.22
59 0.10 0.07 0.25 0.18 0.27 0.22
60 0.10 0.07 0.20 0.15 0.25 0.20
61 0.10 0.07 0.20 0.15 0.30 0.22
62 0.65 0.35 0.65 0.35 0.65 0.40
63 0.50 0.28 0.50 0.30 0.50 0.35
64 0.50 0.28 0.50 0.35 0.50 0.35
65 0.50 0.90 0.50 0.90 0.50 0.90
66 0.50 0.50 0.50 0.50 0.50 0.50
67-69 0.50 0.50 0.50 0.50 0.50 0.50
70 1.00 1.00 1.00 1.00 1.00 1.00
Women
62 Current | 65 Sample | 62 Current | 65 Sample | 62 Current | 65 Sample

55 0.07 0.05 0.23 0.18 0.45 0.36
56 0.06 0.05 0.17 0.14 0.30 0.24
57 0.07 0.05 0.17 0.14 0.30 0.24
58 0.08 0.06 0.18 0.14 0.30 0.24
59 0.10 0.07 0.25 0.18 0.33 0.25
60 0.12 0.09 0.20 0.16 0.30 0.18
61 0.20 0.15 0.30 0.24 0.30 0.18
62 0.80 0.50 0.80 0.55 0.80 0.60
63 0.55 0.35 0.55 0.40 0.55 0.40
64 0.75 0.55 0.75 0.55 0.75 0.55
65 1.00 1.00 1.00 1.00 1.00 1.00




Annex XIV
Average contributory service in years by year of separation
Fiscal Year 1995-2008

Full Withdrawal Settlements and Periodic Benefits (Current and Terminated)
Overall Avg CS for Fiscal Years 1995-2008 = 8.5

Peridic

Wikt

Wik Perodic

Breakdown by type of Periodic Benefit
Regular, Early and Deferred Retirement Benefits (Current und Termlnoled)
Overall Avg CS for Fiscal Years 1995-2008 =

Deferred Ret
Eorly Ret
Regulr Ret

Periodic Regulor Ret EorlyRet Deorred Ret

* Excluding former participants who had more than one benefit (i.e add on benefits) from the fund
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Annex XV (Cont.)

Average Contributory Service (CS) in Years Based on Actuarial Valuation Tables

Average Length of Service - Regular and Early Retirement

(years)

Average age Average age at retirement Average length

at entry into Fund (regular & early) of service

1980 35.90 59.80 23.90
1982 35.90 59.90 24.00
1984 36.00 60.10 24.10
1986 35.90 60.10 24.20
1988 36.40 60.00 23.60
1990 36.70 60.00 23.30
1993 36.40 60.06 23.66
1995 36.10 59.92 23.82
1997 36.30 59.89 23.59
1999 37.20 60.04 22.84
2001 37.70 59.75 22.05
2003 37.30 60.11 22.81
2005 37.80 60.61 22.81
2007 37.50 60.63 23.13

Source: Sixteenth through twenty-ninth actuarial evaluations of the UNJSPF.

Annex XVI

Enhanced withdrawal settlements for shortterm staff
(Note by FAFICS representatives)

Background

1. Atits 54th session in 2007, the Board considered a note presented by the
IAEA Staff Pension Committee (JSPB/54/R.36) requesting the actuarial costs
of reducing the minimum period of contributory service required to qualify for
a periodic pension benefit and for increasing the amount payable in respect
to withdrawal settlements. In its note the IAEA SPC pointed out that the current
employment trends both worldwide and in the UN Common System are lead-
ing to a more mobile workforce. Employment periods of less than five years
were much more common than they had been at the time the Pension Fund
was initially set up.

2. The Board considered the information presented by the IAEA SPC and
“Recalling its previous consideration of the Working Group’s report during
its session in 2002, the Board noted that it had agreed at that time to recom-
mend certain measures that would serve to enhance the mobility of staff and
the portability of pensions. The Board noted that the requests for actuarial



costs related to measures that would aim to improve upon the mobility of
staff by enhancing benefits for those serving, or wishing to serve for shorter
durations. The Board agreed to request the Consulting Actuary to provide
updated actuarial cost estimates in respect to the measures considered above.

The estimated costs would be presented to the Board at its next session.”
(JSPB/54/R.42, para. 241)

3. Atits 2008 session, the Board considered a note of the Consulting Actu-
ary (JSPB/55/R.10) which contained, inter alia, the requested cost estimates
in respect to the measures proposed by the IAEA SPC:

“The Board also considered the Consulting Actuary’s estimates of the
actuarial costs of the following measures that would enhance the amount
of the withdrawal settlement:

(a) Accelerate the schedule for paying additional 10% increments
(without interest] for full withdrawal settlements to a maximum of
250% of participants’ own contributions after 15 years;

(b) Accelerate the schedule for paying additional 10% increments
(with interest at 5%) for full withdrawal settlements to a maximum
of 250% of participants’ own contributions after 15 years:

(c) Accelerate the schedule for paying additional increments for full
withdrawal settlements to a maximum of 200% of participants’
own contributions after 5 years;

(d) Accelerate the schedule for paying additional increments for full
withdrawal settlements to a maximum of 200% of participants’
own contributions after 10 years.

The Board noted that the estimated costs for the above respective
measures was 0.06% of pensionable remuneration (without crediting inter-
est for full withdrawal settlements), 0.38% of pensionable remuneration (for
current and future participants), 0.44% of pensionable remuneration (for
current and future participants), and 0.26% of pensionable remuneration
(for current and future participants).

After considering the note on this item, the Board decided to refer the

issue fo the Working Group that was established to review the overall plan
design of the Fund.” (JSPB/55/R.50, paras. 72 to 74)

4. The 2008 Working Group addressed the issue of enhancing the amount
payable in respect of full withdrawal settlements in para. 63 of its Progress
Report (JSPB/56/R.20):

“As requested in its terms of reference, the Group also focused on
the possibility of enhancing the amounts payable for full withdrawal settle-
ments for individuals serving for less than five years, as a possible means
to improve the benefit package for the short term staff. In this connection,
it is useful to make a distinction for the purposes of this discussion. In the
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context of this review, “shortterm” shall mean participants who serve for
less than five years as opposed to “shorter-term” staff which shall mean
those who may still have a career with the organizations and who may
serve considerably longer than five years but not as long as the “long-term”
career staff for whom it has not been unusual to serve 25 or more years.
...the Group agreed that the Fund would need to be more responsive to
the “shortterm” staff members who serve for less than five years notwith-
standing the importance the Fund still gave to providing for career staff.
The Group recognized that while newer staff may no longer be inclined to
serve 25-30 plus years, as had more often been the case when the Fund
was initially established, staff members were still serving the organizations
for a substantial number of years ....... the Group agreed that this should
not underestimate the needs of the Fund'’s “short-term” staff., who serve for
less than five years. It was against this background that the Group decided
to focus on enhancing the withdrawal settlement benefits for those who
have less than five years, which it noted would be a departure from the
approach taken in earlier years where the focus was on enhancing with-
drawal settlement payments for those who serve for more than five years
but who separate well before age 55, when cost of living adjustments
would become applicable.”

5. Atits 56th session in 2009, the Board discussed the Progress Report of
the Working Group. While there was an extensive exchange of views on what
should be included in the final report, the Board did not provide any guide-
ance with respect fo the issue of withdrawal settlements. The Board merely
noted that there were a wide range of issues that should be considered by
the Working Group. It was therefore agreed that there would be no reason to
focus on one particular issue. It was also pointed out that the Working Group
should take into account the emerging trends and changes in the personnel
policies of the member organizations

6. This note has been prepared in order to facilitate the discussion of this
issue in the Working Group. It should be borne in mind that the Board also
pointed out “that the Group should put forth concrete proposals that would
be based on technical analysis rather than on broad statements of opinion.”

Is there a need to enhance the withdrawal settlement for short-
term staff?

7. The request for enhancing the amount of the withdrawal settlement is
based on the underlying assumption that greater mobility in the workforce
as well as changes in human resources policy in respect to contract arrange-
ments, i.e. more shortterm appointments, have increased the number of staff
with employment periods of less than five years - and hence the number of
withdrawal settlements.



8. The following tables provide data on the number of withdrawal settle-
ments and on the average length of service.

Table 1 Withdrawal Settlements

Withdrawal Settlements
Year Participants Under 5 % Over 5 years %
years

1996 67 997 4415 6.5 1192 1.8
1997 67 740 4987 7.4 896 1.3
1998 67 971 4 633 6.8 1017 1.5
1999 68 935 3335 4.8 895 1.3
2000 74 432 3274 4.4 860 1.2
2001 80 082 3425 4.3 1003 1.3
2002 82715 5159 6.2 1259 1.5
2003 85 245 4 999 59 1504 1.8
2004 88 356 5 400 6.1 885 1.0
2005 93 683 5137 5.5 923 1.0
2006 98 431 4 993 5.1 1054 1.1
2007 106 566 4 992 4.7 1082 1.0
2008 112 804 5073 4.5 1252 1.1
Average 5.5 1.3

The figures in Table 1 show that in relation to the total number of participants
the number of withdrawal settlements was rather stable and no significant
trend can be discerned.

9. Another indicator for an “emerging trend” would be data on the length of
service. Table 2 shows the average length of service for the period 1988 —2007.

Table 2 Average length of service

Year Average age Average age Average length
on entry on retirement of service

1988 P 44.30 60.10 15.80
GS 32.90 59.80 26.90

Total 36.40 60.00 23.60

1990 P 41.50 60.20 18.70
GS 33.70 59.80 26.10

Total 36.70 60.00 23.30

1993 P 40.70 60.20 19.72
GS 34.40 59.66 25.26

Total 36.40 60.06 23.66

1995 P 41.00 60.39 19.39
GS 34.50 59.43 24.93

Total 36.10 59.92 23.82

139
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1997 [P | 40.80 60.59 19.79

GS 34.60 59.35 24.75
Total 36.30 59.89 23.59
1999 P 40.60 60.76 20.16
GS 35.00 59.39 24.39
Total 37.20 60.04 22.84
2001 P 40.50 60.58 20.08
GS 35.50 59.09 23.59
Total 37.70 59.75 22.05
2003 P 40.60 60.87 20.27
GS 35.80 59.43 23.63
Total 37.70 60.11 22.41
2005 P 40.80 61.13 20.33
GS 36.10 60.08 23.98
Total 37.80 60.61 22.81
P 41.20 61.17 19.97
GS 36.00 60.14 24.14
Total 37.50 60.63 23.13

Table 2 shows that the average length of service is 20 years for Professionals
and about 24 years for General Service staff. The average length of service
of both categories is 23.12 years.

10. The data in tables 1 and 2 do not support the notion that changes in
personnel polices or increased mobility of staff have had a significant impact
on the average length of service or on the number of withdrawal settlements
of both, staff with less than five years of service and staff with more than five
years of service.

11. There is also recent information which would support the data in tables
1 and 2 above. In 2008 the ICSC secretariat conducted a global staff sur-
vey collecting information on retention and recruitment from 20 organizations
of the UN common system. It also drew on information provided by some
15,000 staff members who had responded to the ICSC questionnaire.

12. In its report on the survey findings the ICSC secretariat stated:

“The 2008 studies indicated that in general, organizations were not
experiencing problems in retaining or recruiting staff. 18 out of 20 organi-
zations (90%) and 14 out of 16 organizations (87%) considered turnover
(internal and external) to be low or about right at headquarters and in the
field duty stations respectively. Only 15% of the organizations (3 of 20)
said they were having difficulties retaining staff. When compared to the
global average of 20% in the public and private sectors worldwide, the



labour turnover rate of 7.5% at headquarters and 7.4% in the field, as
calculated for the years 2002 — 2006, is low.” (ICSC/69/R.5, I, para. 4)

Would increasing the amount of the withdrawal settlement enhance mobility
and pension portability?

13. Pension portability is the ability of employees to carry their pension
rights from one pension plan to another when they change employer. In gen-
eral, there are three kinds of portability: portability of benefits, portability of
assets, and portability of service.

14. The ability of an employee to maintain and transfer accumulated pen-
sions benefits when changing jobs is generally less of a problem in defined
contribution plans than in defined benefit plans.

15. The UNJSPF is a defined benefit plan. The transfer of pension rights to
another pension plan is only possible if the Pension Fund has concluded a
transfer agreement with the “receiving” plan. In document JSPB/55/R.7, the
Consulting Actuary described the operation of the transfer of pension rights as
follows: (emphasis added)

“11. The UNSPF has entered into transfer agreements with a number
of international organizations, with the aim of securing the transfer and
continuity of pension rights. In general, the transfer agreements fall into
two categories:

(i) “Inner-Circle” Transfer Agreements

Inner-Circle agreements are entered into between Plans that have simi-
lar accumulation and benefit structures. In these Agreements, service with
one organization is generally automatically credited on a one-for-one ba-
sis as service with the other, upon transfer of employment and payment
of the transfer valve calculated pursuant to the terms of the applicable
Agreement. The amount of the transfer value payable by the sending Plan
in suchcases is computed under the terms and conditions specified in the
Transfer Agreement. This may lead to actuarial gains or losses to the send-
ing and/or the receiving Plan: the transfer valve and the corresponding
pension credit upon transfer are both functions of pastservice with the
sending Plan; they are not determined by references to actuarial equiva-
lencies under either the sending Plan or the receiving Plan. The individual
transfers, depending on the specific circumstances of each, may be actuari-
ally neutral or to the actuarial benefit of either Plan. The annual number of
Inner-Circle transfers is quite small.

(i) “Outer-Circle” Transfer Agreements

These represent the majority of the Fund'’s transfer agreements. Under
Outer-Circle agreements, the sending Plan will determine a transfer pay-
ment based on its applicable actuarial assumptions. The receiving Plan
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will then convert the transfer payment into a period of equivalent service
under its actuarial equivalencies. With Outer-Circle agreements, a transfer-
ring employee may receive less service credit than he or she had accruved
with the sending Plan. (Usually, there are provisions, which specify that the
service credit in the receiving Plan cannot exceed the pensionable service
earned under the sending Plan.) Outer-Circle agreements can be said to
be actuarially equivalent for both the sending Plan and the receiving Plan.

12.  As described above, Outer-Circle agreements require the use of special
actuarial transfer value factors. These factors are applied in calculating the
transfer payment for transfers from the Fund and the years of contributory
service granted for transfers into the Fund. In summary, the transfer of pension
rights involves the following;

(i) The sending Plan will calculate the present value of the accrued
pension entitlement of the transferring employee. Such calculation will be
based on the actuarial assumptions adopted by the Plan for this purpose,
including the applicable interest rate and the pertinent demographic data
for the transferring employee.

(i) The receiving Plan will generally calculate a period of service to
be granted upon receipt of the transfer payment, based on its actuarial as-
sumptions adopted for this purpose. In performing the calculation, account
will be taken of the starting pensionable salary of the employee at the
receiving organization and the benefit provisions of the receiving Plan. In
a contributory pension system, additional calculations would be performed
to determine an equivalent amount of accumulated contributions for use in
subsequent calculations related to events such as retirement and termina-
tion.

(iii) The transferring employee is then granted a period of time to
decide whether or not to proceed with the transfer of pension entitlements.

(iv) Assuming the employee elects to transfer their pension entitlements,
the transfer payment would be forwarded to the receiving Plan (possibly
with an interest adjustment) and the sending Plan would cancel any en-
tittement to benefits under its Plan provisions. The receiving Plan would
credit the applicable past years of service and the employee’s contribution
amounts.

13. In case of transfers out of the Fund, the transfer payment is determined
as the larger of (i) the withdrawal settlement under the Fund’s Regulations or
(i) the commuted value of the pension entitlement.”

16. From the above it can be summarized that those staff members who
want to transfer their pension rights under an innerircle transfer agreement
should have their years of contributory service in the Pension Fund credited
with the receiving pension plan on a one-for-one basis. Thus no portability loss
should occur.



17.  But staff transferring pension rights under the provisions of an outerircle
agreement may suffer a portability loss. Also, for staff whishing to have their
years of contributory service in the Pension Fund credited with a national or
occupational pension plan which has not concluded a transfer agreement with
the Fund, the amount of the withdrawal settlement may be insufficient to cover
the cash transfer sum required by the receiving pension plan. Consequently,
the early leaver either has to pay the difference out of his/her own pocket or
he/she stands to lose pensionable service in the recipient pension plan and
thus forgo future pension benefits.

Measures to enhance pension portability

18. In light of the foregoing, the Working Group would have to focus on en-
hancing withdrawal settlement benefits with a view to preventing to the extent
possible portability losses for shortterm staff. To achieve this goal the following
measures could be considered:

The lump sum withdrawal settlement would be calculated as the sum of

(a) The participants own contributions (with 3.25% interest) plus 10%
increments for every year of contributory service as from the completion of
one year of service; or

(b) The participants own contributions with an interest rate of 5 % plus
10% increment for every year of contributory service as from the comple-
tion of one year of service; or

(c) The participants own contributions and 50% of the contributions
paid by the employing organization with an interest rate of 3.25%.

19. In order to limit the cost of the above measures, the increased amount
of the withdrawal settlement should only be payable solely on the condition
that the lump sum is used to purchase pensionable service in another pension
plan. In practice this would mean that the cash transfer sum would be paid to
the receiving pension plan and not fo the staff member.

20. In all other cases the withdrawal settlement could remain at its present
level. The rationale behind this proposal would be that the purpose of enhanc-
ing the withdrawal settlement is to prevent - or at least to reduce - portability
losses for shortterm staff who wish to transfer pension rights to the pension
plan of their new employer. There is no compelling reason for the Fund, how-
ever, to pay a higher withdrawal settlement, if the amount could be used for
some other purpose.

Concluding remarks

21. As stated at the outset, the purpose of this paper is to provide the Work-
ing Group with some preliminary considerations related to the shortterm staff
issue. The Group may require more statistical data and background informa-
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tion before it can formulate a recommendation related to improving the benefit
package for shortterm staff.

Background

1. The early retirement provisions are closely linked to the normal retirement
age. Considering that a change of the normal retirement age may not be im-
plemented in the near future, changes in the early retirement provisions could
be approved by the Board without waiting for decisions on the increase of the
mandatory age of separation.

2. At the outset, it may be of interest to the Working Group to look at the
manner in which the early retirement benefit provisions evolved.

3. Upto 1971 the relevant article read as follows:

Article 30
Early retirement benefit

(a) An early retirement benefit shall be payable to a participant whose
age on separation is at least fifty-five but less than sixty and whose
contributory service was five years or longer.

(b) The benefit shall be payable at a rate equal in actuarial value, at the
age of the participant on separation, to a retirement benefit at age
sixty payable at the standard annual rate.

(c) The benefit may be commuted by the participant into a lump sum to
the extent specified in article 29 (c) for a retirement benefit.

4. 1In 1971 the Board recommended a number of amendments to the Regu-
lations, one of which included a change in the early retirement benefit provi-
sions:

“(i) The Board recommends a change in the formula for computing the early
retirement benefit payable upon separation between ages 55 and 60) under
which the existing strictly mathematical reduction in the pension of about 6
per cent for each year short of 60 - corresponding to longer period over
which it will on the average be paid — would be diminished to 2 per cent per
year where the retiring participant has at least 25 years of contributory serv-
ice to his credit. The Board agrees with other bodies which have considered
this question that it is a service both to the individual and to the organization
that early retirement should to a limited degree be facilitated. The cost of the
measure is estimated at $ 15.5 million.

(i) The Board considered the possibility of recommending elimination of the
reduction factor altogether, as well perhaps as reducing the qualifying serv-
ice period to 20 years. It was conscious, however, that to do this would re-
quire financing beyond that at present available. It wishes to record its belief



none the less that more attractive voluntary early retirement provisions in this
sense are highly desirable, and remain one of its objectives, if the financing
problem can be solved. The Board believes that important progress could
be made in this direction — as well as in that of raising the level of benefits
in general — if serious thought were now given by the member organizations
to the question of raising the statutory retirement age prescribed under their
staff regulations.” (A/84/09, para. 34)

5. In 1978 the Board recommended a further change to the early retirement
provisions:

“While the provisions for early retirement and deferred retirement und the
Fund’s Regulations seem to be broadly adequate, the Board believes that
changes should be made in two minor respects. The first concerns the early
retirement benefit, which can be taken at age 55 and which, if the partici-
pant has 25 years of service then to his credit, is actuarially reduced from
the value it would have at age 60 by 2 per cent for each year below that
age, instead of by the “true” actuarial reduction theoretically required to
equalize it, of about 6 per cent per year. What the Board proposes with
respect to this benefit is that if the participant has 30 or more years to his
credit at age 55 or later the actuarial reduction should then be 1 per cent

per year.” (A/33/9, para. 51)

6. In 1983, the Board responded to the recommendation of the Committee
of Actuaries to consider increasing the reduction factors for early retirement
as follows:

“30. As for the recommendation by the Committee of Actuaries that con-
sideration be given to increasing the reduction factors for early retirement,
the Board was informed that the correct actuarial reduction for a retirement
benefit awarded prior to age 60 would be of the order of 6.5 per cent for
each year below 60 (e.g. the early retirement at age 55 should be equal
to approximately 67.5 per cent of the full benefit). Yet participants with 30
years of service may now retire with only 1 per cent per year reduction in
their benefits, and those with 25 years of service with a reduction of 2 per
cent per year. The current early retirement provisions are thus a drain on the
Fund’s resources. Recalling the advantages which the Fund’s liberal early re-
tirement provisions have for the member organizations and the participants
alike, the Board decided not to endorse the recommendation of the Commit-
tee of Actuaries.” (A/38/9)

7. The General Assembly, however, in its resolution A/RES/38/233, Chap-
ter Il “Measures to improve the actuarial balance of the Fund”, requested a
“re-examination of the early retirement provisions, taking into account, inter
alia, the observations made by the Committee of Actuaries”.

8. In 1984 the Board re-examined the early retirement provisions as follows:
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31. In its report to the thirty-eighth session of the General Assembly, the
Board stated that the Committee of Actuaries had recommended, inter alia,
that consideration be given to increasing the reduction factor for early re-
tirement. Having reviewed that recommendation, the Board decided not to
endorse it because of the advantages which the Fund'’s early retirement provi-
sions have for the member organizations and the participants alike.

32. In its re-examination of this question the Board noted that participants
with 30 years of contributory service may now retire at age 55 or over with
a reduction in their benefits equal to 1 per cent for every year below age
60. This provision has been in effect since 1 January 1980. The Board noted
further that any increase in the reduction factor would have to apply only to
service after 31 December 1984, so as not fo violate the acquired rights of
participants. In the circumstances, and bearing in mind that the current recruit-
ment practices of the organizations made it unlikely that in future many partici-
pants — especially those in the Professional and higher categories — will in fact
attain 30 years of contributory service, the Board concluded that the savings
that would accrue from an increase in the present reduction factor would not
be considerable. In the circumstances the Board decided not to recommend
any change in the reduction factor of 1 per cent a year for participants with at
least 30 years of contributory service.

33. The Board recommends, as a contribution to the alleviation of the actuar-
ial imbalance of the Fund, that the reduction factor for participants who retire
between the ages 55 and 60 with 25 years or more but less than 30 years
of contributory service be increased from 2 per cent for every year below 60
to 3 per cent for service performed as from 1 January 1985. The Consulting
Actuary estimates the resultant savings at 0.07 per cent of pensionable remu-

neration.” (A/39/9)

9. In 1989 the Board examined the early retirement provision in the context
of improving the actuarial situation of the Fund. The Board noted:

“When the early retirement provisions were introduced, the expectation was
that their extra costs would be offset by a more liberal exercise by the execu-
tive heads of their discretionary authority to extend the service of participants
beyond 60. However, that has not happened. In fact, the number and length
of such extensions have decreased, while the number of early retirements has
steadily increased .Since 1982, the Committee of Actuaries has expressed
concern about the high incidence of early retirements.

10.  The Board considered the following measures in this area:

(a) Increasing the reduction factor with respect to further service from
1 to 2 per cent per year for early retirement after at least 30 years of serv-
ice (actuarial savings: 0.06 per cent of pensionable remuneration);

(b) Combining (a) above with an increase in the reduction factor
from 3 to 4 per cent per year for early retirement after between 25 and



30 years of service (actuarial savings: 0.10 per cent of pensionable remu-
neration);

(c) If the normal retirement age were raised to 62, either making the
early retirement provisions applicable from 57 to 62 rather than at present
from 55 to 60, or using reduction factor of 6 per cent per year at ages 55
and 56, while retaining age 55 as the threshold for early retirement (actu-
arial savings: 0.16 per cent of pensionable remuneration);

(d) Applying a flat reduction factor of 6 per cent per year to deferred
retirement benefits commencing before age 60, regardless of the length
of contributory service (actuarial savings: 0.03 per cent of pensionable

remuneration). (A/44/9), paras. 55 and 56)

11, The Board, after extensive negotiations decided by consensus to recom-
mend to the General Assembly the following package of measures:

Annex XVII

Early Retirement provisions
(Note by FAFICS representatives)

Measures Actuarial savings
(percentage of PR)
(a) Increase in normal retirement age under the Fund’s Regula- 1.27
tions from age 60 to 62 for new participants
(b) Eliminate costofliving adjustments for future deferred retire- 0.91
ment benefits until the separated participant reaches age 55
instead of age 50
[c) In cases of early retirement, increase the reduction factor to 0.16
6 per cent per year at ages 55 and 56 for new participants
while retaining age 55 as the early retirement age
(d) Increase the rate of contribution from 22.5 per cent to 23.7 1.20
per cent of pensionable remuneration
Total 3.54
Considerations

12. From the foregoing it is obvious that the early retirement provisions for
participants with at least 25 years of contributory service were introduced as
a “service both to the individual and to the organizations”. However, since
the “true” actuarial reduction factor should be é per cent for each year below
60 or 62, the reduction factor currently applied to retiring participants with
between 25 and 30 years of contributory service, ( 2 per cent per year with
respect to service performed before 1 January 1985, and 3 per cent per year
with respect to service performed thereafter), and 1 per cent for participants
with 30 years or longer, constitute an actuarial loss to the Fund.
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13.  While there may be good reasons for maintaining the current early re-
tirement provisions, the Working Group nonetheless considered changes in
the early retirement provisions with a view to reduce the actuarial cost of this
benefit.

Annex XVII

Cap provision under the two-track pension adjustment system
(Note by FAFICS Representatives)

1. At the November 2009 meeting of the Working Group, some members
of the Group raised the issue of the 110 per cent cap provision under the two-
track adjustment system and suggested the reduction of the 110 per cent cap
to 100 per cent. Since the Working Group agreed to continue its considera-
tion of the two-track pension adjustment system at its next meeting in February
2010, information on the evolution of the cap provision is provided in this
paper which may facilitate the discussion of the Working Group.

2. The application of the cap is governed by paragraph 23 of the Pension
Adjustment System which reads:

“23. The dollar amount as initially determined under subparagraph 5 (a)
above and then adjusted under section H above, is converted to the local
currency equivalent by using the exchange rate in effect for the month pre-
ceding the calendar quarter of that payment. The resultant amount is com-
pared to the local currency amount as initially determined under paragraph
5 (b) above and then adjusted under section H above. Except as provided
in paragraph 25 below, the beneficiary is entitled, until the next quarter, to
the greater of the local currency amount or the local currency equivalent of
the dollar amount, subject to a maximum of (a) 120 per cent of the local cur-
rency amount with respect to benefits payable on account of separations or
deaths in service before 1 July 1995 and other benefits derived therefrom;
(b) 110 per cent of the local currency amount with respect to benefits pay-
able on account of separations or deaths in service on or after 1 July 1995
and other benefits derived therefrom. The limitations described in (a) and (b)
above shall not result in a benefit being smaller than the United States dollar
base amount determined in accordance with the Regulations of the Fund or
80 per cent of the adjusted United States dollar-track amount.”

The history of the cap provision

3. Atits 1984 session, at the request of the General Assembly, the Board
reviewed the two-track system as part of the search for measures to eliminate
the Fund’s continued actuarial imbalance. One measure considered by the
Board was the introduction of a “cap” on the extent to which the dollar track
amount could exceed the local track amount.

“42. The Board recalled that prior to 1971, in the days of fixed parities,
a benefit dominated in United States dollars posed no problems. But when



the dollar weakened against the other major currencies, pensioners living
outside the United States, particularly those in countries such as Switzer-
land, experienced substantial reductions in the purchasing power of their
benefits. The “local track” was introduced to counter that loss of purchasing
power. The desired objective was achieved, but the cost to the Fund in dollar
terms was substantial while the United States dollar was weak. The renewed
strength of the dollar in recent years has meant that the “local track” has be-
come largely theoretical, since the vast majority of pensioners are now paid
in accordance with the “United States dollar track” (which now yields the
higher benefit). In the circumstances, the question could be asked whether
there was need to retain the “local track” or whether the Fund could revert
to the old single United States dollar-denominated benefit system. The Board
concluded that the “local track” should be retained as an insurance against
the future weakening of the dollar. At the same time, the Board noted that
several major currencies were now so weak in relation to the dollar that the
“dollar track” yielded benefits up to 40 per cent higher (in local currency
terms) than the “local track”. The Board was of the view that such extensive
differences over the” local track” were difficult to justify and concluded that
they should be controlled.

43. Accordingly, the Board recommends that the” United States dollar
track” be “capped” at 120 per cent of the “local track”. In other words, in
countries where the “dollar track” when converted into local currency yields
a larger benefit in local currency units than the “local track” (both duly ad-
justed for inflation), the amount actually payable to the retiree should not ex-
ceed the “local track” amount plus 20 per cent thereof. The Board believes
that the 20 per cent limit provides a fair balance between the entitlement to
a full United States dollar-denominated benefit and the need to safeguard
the purchasing power of the benefit in local currency terms.

44. The Consulting Actuary estimates that the introduction of the recom-
mended “cap” would yield a saving equal to approximately 0.20 per cent
of pensionable remuneration.” (A/39/9)

4. The General Assembly in resolution 39/246 approved the 120 per cent
cap, subject to transitional measures. But the Assembly also requested the
Board “to re-examine the operation of the two-track pension adjustment system
in countries where the adjusted United States dollar amount, when converted
into local currency, yields a larger benefit in local currency unit than the ad-
justed local currency amount and to report to the General Assembly at its
fortieth session on further limiting the resultant excess benefits.”

5. In 1985, in its review of the two-track pension adjustment system, the
Board recalled “56. ... that a participant who becomes entitled to a periodic
benefit starts out with a basic pension determined in accordance with the
Regulations of the Fund, pursuant to those Regulations this basic pension is
denominated in United states dollars. The two-track adjustment system was
intfroduced in the 1970s in order to protect the purchasing power of the benefit
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after award at times when the United States dollar was weak. Unless a partici-
pant who is entitled to a pension benefit chooses to submit proof of residence
in a particular country (other than the United States of America) — and there
is no obligation for him to do so - his pension benefit, after award, is subject
to adjustment on the basis of movements of the United States consumer price
index. The benefit so adjusted constitutes the “norm”. Under the two-track ad-
justment a beneficiary who opts for the protection of the local track can draw,
over his lifetime, from the Pension Fund more United States dollars than had
he remained solely on the United States dollar track.

57. A participant who retires in a country other than the United States,
and who considers submitting proof of residence so that the two-rack sys-
tem can be applied to him, is likely to attach importance to two factors:

(a) How many units of local currency will he get when he retires

(b) How will the purchasing power of his benefit in (a) above be
protected over time@

58. In accordance with paragraph 5 (b) (iii] of the Pension Adjust-
ment System, the local-currency base amount is calculated by applying to
the dollar amount “the average, computed over 36 consecutive calendar
months up to and including the month of separation, of the exchange rates
between the United States dollar and the currency of the country of resi-
dence”. Such an average is higher than the spot rate when the dollar is
dropping, and lower when the dollar is rising. In the latter situation, the
localcurrency base amount may therefore be less than the base amount
(in dollars) calculated in accordance with the Regulations. In such cases a
two-track system with a very low cap (and fortiori with a O per cent cap)
could produce a result that would be inconsistent with the Regulations,
namely a local currency benefit that would be lower than the basic pension
determined in accordance with the Regulations.

59. A further point to bear in mind is that at a particular point in time
the margin by which one track exceeds the other will differ from individual
to individual depending on his or her date of separation. The lower the
cap, the greater will the discrepancy between the two amounts become.

60. The Board also noted that despite the efforts made to explain the
20 per cent cap to beneficiaries who had been under the two-track system,
and notwithstanding the explicit transitional arrangements approved by
the General Assembly, which guarantee the dollar amount of the benefit as
at 31 December 1984, the introduction of the cap had given rise to much
anxiety and lack of understanding. The decisions that have been taken by
retired participants based on the 20 per cent cap will not necessarily be
valid if the cap is reduced. Any change in the cap would thus further exac-
erbate the existing difficulties.



61. On the basis of its further review of the operation of the two-track
pension adjustment system, the Board has concluded that the 20 per cent
cap will have to be monitored over the next few years before a decision
can be taken on whether to recommend changes to the General Assem-

bly.” (A/40/9)

6. In 1991, the General Assembly requested the Board to consider a change
in the “120 per cent cap provision (RES/46/192). At its session in 1992, the
Board considered a statistical analysis of the benefit in award as of 1T May
1992, and after an exchange of views on the desirability of changing the cap
provision, the Board “ agreed, in principle, that the “120 per cent cap” could
be changed with effect from either 1 January 1995 or 1 April 1995. It re-
quested the Secretary to prepare, for the 1994 session of the Board, a further
study on: (a) the level to which the current cap could be lowered; (b) whether
a revised cap provision should apply to all beneficiaries or only to beneficiar-
ies whose pensions had been based on the previous interim floor measure
which had applied from 1 January 1988 to 31 December 1990, or on the
transitional measure which had applied from 1 January 1991 to 31 March
1992, or on the recent modification of the pension adjustment system which
entered into effect on 1 April 1992; and (c) any future transitional measures
which would accompany any changes in the cap provision.”

7. In resolution 47/203, the General Assembly reiterated its request that
the Board continue to consider economy measures, including in particular a
change in the “120 per cent cap” provision.

8. Atits July 1994 session, the Board examined the further study prepared
by the Secretary, which included an updated statistical analysis of the benefits
in award as of 1 May 1994. The considerations by the Board are reflected in
its report to the General Assembly (A/49/9), as follows:

“176. In his study the secretary noted that it would not be possible
to devise a “perfect cap” arrangement. A return to the situation prior to 1
January 1985, namely, the “better of the two tracks”, with no cap, would
increase costs and might give results which would significantly improve,
rather than simply protect, the purchasing power of pensions in award.
If the cap were lowered to 100 per cent, the pension amount payable to
those under the two-track adjustment system could in principle never be
more than the local currency track amount. However, provision would still
have to be made to ensure that the amount payable: (a) could not be less
than the local currency equivalent of the initial dollar pension under the
regulations; (b) for those who separated before 1 January 1985, could not
be less than the accrued December 1984 dollar amount; and (c) for those
who separated before the date of implementation of the lower cap, could
not be less than the local currency equivalent of the accrued dollar amount
on the day before the implementation of the lower cap.



177. The information provided to the Board indicated that a 100 per
cent cap, or any other cap below 120 per cent, would have the greatest
impact on beneficiaries who resided in countries where there were likely
to be frequent and significant changes in the relative value of the local cur-
rency vis-G-vis the dollar, thus making all the more difficult the exercise of
a choice between opting for the two-track system or remaining on the dol-
lar track only. From a legal perspective, if a revised cap were adopted, it
would appear necessary to protect the adjusted pension amounts accrued
by existing beneficiaries as of the time of the change, or to give them an
option to revert to the dollar track. A 100 per cent cap could discourage
many beneficiaries from opting for the two-rack adjustment system, thus
foregoing stability relating to the local currency amount of their pensions
because of concerns that they might receive pensions lower than the ad-
justed dollar track amounts should the local currency weaken against the
dollar. Moreover, they could face, in the future, the possibility of their pen-
sions being less than those of later retirees who had opted for the dollar
entitlement only.

Views of the Committee of Actuaries

180. The Committee of Actuaries noted that the current level of the
cap had not been determined on a technical or scientific basis , but had
rather emerged in 1984 as part of a negotiated package of economy
measures to reduce the actuarial imbalance of the Fund. It also noted that,
in response to requests made by the General Assembly, the level of the
cap had been reviewed on several occasions. The Committee reiterated
its view that the desirable level of the cap was a judgmental issue to be
resolved by the Board, rather than an actuarial issue. The Board would
have to decide on the level to which the 120 per cent cap should be
lowered, to whom the revised cap should apply, and what should be the
recommended transitional measures. The Committee observed that, if the
cap were to be lowered, there would obviously be some savings to the
Fund; it therefore requested the Consulting Actuary to provide the Board
with broad estimates of the savings that might be achieved should the cap
be lowered. The Committee of Actuaries also expressed the view that, if
the Board were to decide to recommend a lowering of the cap, “it should
be done in a manner which would avoid or limit the possibility of creating
uncertainties of confusion for current pensioners. Every effort should be
made to minimize the additional administrative burdens that would arise in
changing the existing arrangements.

Discussion by the Board

184. During the discussions in the Board, the representatives of the
executive heads and of the participants took the position that no change
should be made in the current arrangements, particularly in the light of
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recent currency exchange rate fluctuations. It was recalled that the possibil-
ity of lowering the 120 per cent cap had been considered by the Board
several times, in response to requests from the General Assembly, and that
on each occasion the Board had concluded that lowering the cap would
not result in significant savings and that the implementation of any changes
would require extensive transitional measures and time-consuming proce-
dures. Reference was also made to the views expressed by the Committee
of Actuaries both in 1986, when the Committee stated that it was undesir-
able to make frequent changes in the pension adjustment system and that
in general changes should only be made for important reasons, and in its
latest report to the Board. It was also suggested that a 100 per cent cap
would involve, in effect, the abolishing of the two-track system for retirees
in low- cost countries.

185. The representatives of the General Assembly stated that the sub-
stantive decision to change the 120 per cent cap provision had already
been made by the Board in 1991, and that now the credibility of the Board
before Member States was at stake. They proposed a reduction of the cap
to 100 per cent with effect from 1 January 1996, with application to par-
ticipants retiring on or after that date.

187. Following an extensive exchange of views during which it was
not possible to reach a consensus on the item, the Board referred this issue
to the small “contact group”, established to develop a consensus agree-
ment on four of the items on which differences had emerged during the
initial discussions in the Board.

188. As a result of those negotiations, consensus agreement was
reached by the Board on all four items, including a recommendation for
a reduction of the 120 per cent cap provision to 110 per cent with effect
from 1 July 1995, with the revised arrangements applying to participants
separating from service on/or after that date. Assuming a conservative de-
crease in the utilization rate of the two-track option below 35 per cent, the
Consulting Actuary estimated the actuarial savings resulting from adoption
of a 110 per cent cap at approximately 0.20 per cent of pensionable re-
muneration. Some members stated that the 110 per cent figure for the cap
might be taken as the minimum required to maintain the two-track system.”

9. The General Assembly, in resolution 49/224 of 1994, approved with ef-
fect from 1 July 1995 the reduction of the “120 per cent cap” provision under
the pension adjustment system to 110 per cent for participants separating from
service on or after 1 July 1995.

10.  The reduction of the cap from 120 per cent to 110 per cent was imple-
mented mainly as a measure to reduce the actuarial imbalance of the Fund. In
1994, the Consulting Actuary had estimated the actuarial savings to be in the
order of 0.20 per cent of pensionable remuneration. The table below shows
the evolution of the estimated savings since the year 2000.
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Assessment period Estimated long term savings

1 July 1995 to 31 March 2000 0.40 per cent of PR
1 July 1995 to 31 December 2001 0.27 per cent of PR
1 July 1995 to 31 December 2003 0. 21 per cent of PR
1 July 1995 to 31 December 2005 0.18 per cent of PR
1 July 1995 to 31 December 2007 0.16 per cent of PR

11. While the Consulting Actuary indicated that these estimates are based
on limited data and more years of experience would be needed before a more
definite estimate of the savings could be made, the figures show that the longer
the period covered by the assessment, the lower the estimated savings result-
ing from reducing the cap from 120 per cent to 110 per cent.

Conclusion

12. The above excerpts show that the Board has thoroughly discussed the
reduction of the cap to 100 per cent on several occasions; however, it has
always come to the conclusion that such a change could have severe conse-
quences for the operation of the two-track adjustment system. A further reduc-
tion of the cap would not only call for extensive transitional measures, but it
would also create an additional administrative burden for the Fund. More
importantly, however, a further reduction could well mean the abolition of the
two-track system for retirees in low-cost countries.

Annex XIX

WORKING GROUP ON PLAN DESIGN
Application of plan design improvements to existing pensioners
(Note by FAFICS Representatives)

(7 February 2010)

The present note aims at recalling the principle traditionally followed by
the United Nations Joint Staff Pension Fund whenever improvements in the
plan design are introduced. Such improvements have nearly always been
conceived so as to benefit not only participants in service upon their retirement
but also beneficiaries in receipt of a pension awarded before the approval of
the improvement.

It would be a very difficult and time consuming task to review all the chang-
es in the plan design made since the inception of the Fund and it would be of
litle use for the purpose of defining the basic principles. This note will there-
fore concentrate on a few major changes, with special reference to the report
of the 1960 Pension Review Group.

The two major elements serving as the basis for the calculation of pen-
sions and other benefits — the final average remuneration (FAR) and the rate



of accumulation — were modified on two occasions each in the early years of
the Fund. Originally defined as the average of the pensionable remuneration
(which originally coincided with net remuneration) over the last ten years of
service, FAR was changed in 1955 into the average of the last five years of
service and in 1972 into the average of the best 36 months in the last five
years of service (which is still the case). The rate of accumulation, originally
defined as one-sixtieth of FAR per year of participation, was raised to one-fifty-
fifth in 1957 and to oneiftieth, or two per cent, in 1970 (it remained at this
level until 1983 when it was reduced to 1.5 per cent for the first five years of
service and 1.75 per cent for the following five years).

It was not obvious in the early stage of the existence of the Fund that such
improvements should also be applied to those already in receipt of a benefit.
As the 1960 Pension Review Group recalled (par. 251), “ the General As-
sembly has never admitted the principle that improvements in benefits for staff
in service should necessarily be extended to existing pensioners”. However,
it also recalled that in 1957 the Board considered “that there (was) an urgent
need for improvement of the benefits already granted”. The General Assembly
accepted the recommendation of the Board to apply to pensions in payment
on 1 January 1958 the improvements already granted.

As for the Pension Review Group it recommended unequivocally (par. 294)
that “benefits in the course of payment on 1 January 1961 should be adjusted
as from that date to an amount calculated in accordance with the new condi-
tions proposed for staff in service”.

The improvements to FAR and to the rafe of accumulation mentioned above,
approved after the deliberations of the Pension Review Group, were applied
as a matter of course to existing beneficiaries. It is interesting to note that,
when the change was made in 1972 to the method of calculating FAR, the
Secretary of the Board drew its attention to the fact that it would be exceed-
ingly difficult to recalculate all the pensions on the basis of the best 36 months
in the last five years of service (computers were still in infancy at that time) and
proposed instead an across-the-board increase of five per cent of all pensions
in payment, which was accepted.

It would be difficult to retrace here the various stages and modifications of
the Pension Adjustment System. Suffice it to say that, since the first adjustment
of pensions in payment, equal to one per cent, was approved in 1961, the
innumerable changes and reforms of this system have been, as a rule, applied
to pensions in payment.

It may therefore be concluded that there is a well established case law of the
Fund, based on its practice as recommended by the Board and approved by
the General Assembly (and endorsed by the 1960 Pension Review Group)
that any improvements to the plan design are applied to benefits in payment.
It is often recalled that any such improvements are prospective and not retro-
active. This expression does not mean that such improvements are only ap-
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plied to benefits awarded after their approval. It means that any payments
of benefits recalculated in accordance with the improvement are only made
with respect to the period following its entry into force and that no retroactive

payments are made.

It is to be hoped that, in accordance with the practice of the Fund, any im-
provements to be recommended by the Working Group on Plan Design will be
applied - prospectively — to benefits in payment.
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