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APS1: Pension Schemes- Actuarial Valuation Reports

I ntroduction

Actuarid Practice Standard 1 (APSL) is the required dandard of practice for dl
Actuaries who are members of the Caribbean Actuarid Association (CAA) giving
advice on retirement benefit schemes in operation in the Caribbean.

For the purposes of this Standard, an “Actuary” is defined in the CAA Codes of
Conduct.

APSL sts out, inter dia, the minimum information tha should be contained in an
actuarial valation report of a pension scheme.

APSL goplies to dl members responsble for prepaing a formd actuarid vaduation
report on funding of a retirement benefit scheme ether when the scheme is being
established or a intervals thereafter when an actuaria vauation isto be prepared.

This Practice Standard gpplies to dl forma actuarid vduation reports which are
required by the Trust Deed and Rules of the scheme (or other legd document) or by
legidation or are specificaly requested by the Actuary’s client.

The Actuary is encouraged to remind the trusees or managers appropriately when
vaudions are due and should comply with any legidation over the production of the

report.

Gengdly the report should be in the hands of the Actuary’s dient within one year of
the effective date of the vauaion or such other period as required by any goplicable
legidation. If the report is completed after the period specified then the Actuary should
date the reason for the delay in the preparation of the report.

Where the Actuary becomes aware of an event, which under the Trust Deed and Rules
or legidation commences a discontinuance procedure, this Practice Standard continues
to goply and the Actuary should advise the trustees whether it is appropriate for an
actuarid vauation to be carried out.

Purpose of the Standard

The purpose of the Practice Standard is to ensure that reports contain sufficient
informetion to endble the current funding levd of a scheme to be understood and aso,
to enable the expected future course of a schemes contribution rates and expected
benefit levels to be understood. In addition, in the case of a defined contribution
scheme, the report should provide sufficient information so that the expected leves of
projected retirement benefits can be appreciated. It is not intended to redrict the
Actuay’'s freedom of judgement in choosng the method of vdudion and the
underlying assumptions
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Although any report will be addressed to the Actuary’s client (normaly the trustees but
in some circumstances the employer) the Actuary needs to bear in mind that the advice
may be made available to third parties who can reasonably be expected to rey onit.

The Report
I ntroduction

The items in 32 to 3.10 below, except where otherwise indicated, are regarded as
essentid  components of a report.  Other information may often be desrable and
auitable explanations of some features may be very important, for example the effect
on thefunding level of animprovement in benefits with retroactive effect.

The report should be in writing. Should a prdiminary report be issued not induding dl
the components liged below, in the expectation that a further and full report will be
made, it must be clear h the prediminary report that it does not conform to APS1 but
that the further (full formal) report will do so.

Basic Information

The report should make it clear to whom it is directed, by specifying the dient. This
will normaly be the trustees of a trust-based scheme but in some circumstances will be
the employer or both, jointly. An opening satement should state the purpose for which
the vauation is made and the dates as a which the current vauation and, if gpplicable,
theimmediately preceding vauation were conducted.

It is desrable that the opening statement should aso refer to the gppropriate sections of
the Trus Deed and Rules (or other legd document) of a scheme under which the
vauationisbeng made.

The report should indude a daement of the benefits which have been vaued (for
example, by a summay of the teems of a scheme or by reference to appropriate
documents). Reference should be made to the extent to which alowance has been
mede for discretionary increases in benefit (and the recent practice in granting such
increases) or discretionary benefits.

The report should include a brief but cleer description of the membership and financid
data on which the invedtigation is based, induding a description of the assets. If the
Actuary hes relied on informeation or opinions provided by others he should carry out
gopropricte invedtigations to assess the accuracy and reasonableness of the data being
used. If the Actuary has any resarvations as to the rdiability of the data, such
explanation or qudification as gppropriate should be given. In paticular, if audited
accounts as & the date of vauation are not avaladle this fact should be dated in the
report.

Reference should dso be made to any insurance arrangements in place for the benefit
of the scheme, for example, group life assurance held by trustees.

In the case of a scheme in discontinuance, there should be a satement of when benefits
ceased to accrue.
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3.7

I nter -valuation Period

The report should indude a statement of the rates of contributions due and paid during
the inter-vauation period; a commentary on aty maerid devdopment in the scheme
during thet period; and an andyss of the change in the surplus podtion during the
period.

Funding Objectives

In the case of a defined benefit scheme or otherwise, where appropriate, the report
should explain the funding objectives and the method being employed to achieve those
objectives. A daement should be made as to the extent to which there have been
changes in the objectives or the method snce the last report of a Smilar naure
Implicetions in terms of dability of contribution rates, emerging benefits and of future
funding leves should be explained.

Valuation Assumptions and Methods

The report should contan a daement of both the demographic and economic
assumptions mede, explicitly or implicitly, and what dlowance has been made for
future expenses, in vauing both the ligbilities and the assats and, in the cae of a
defined bendfit scheme, the method employed in deriving the contribution rates in
paragraph 3.6.1 bdow. The actuary should judtify his choice of assumptions. Attention
should be directed paticulaly to those assumptions to which the contribution rate is
sndtive. A daement should be made as to the extent to which there have been
changes to the assumptions used since the last report of a Smilar nature.  Assumptions
should be prudent and long-term in nature.  The report should include a statement of
opinion by the actuary on dl of these issues.

Where appropriate, the report should state whether and in what way future entrants
have been taken into account in the vauation.

The report should explan how aurplus is to be utilised o the deficiency is to be
addressed.

If the scheme has a datement of investment principles then the report should include a
summary of these principles and the Actuary mugt date if in his opinion they are not
goproprigte.  In paticular, the Actuary shodd comment on any notable or particular
riks in the investment dtrategy of a scheme rdative to the form and incidence of the
ligbilities. Where rdevant atention should be drawvn to such aspects as concentration
of assts, leves of sdf-investment, and mismatching.

Current Funding Level - On-going Assumption

For an ongoing scheme, the report should indude a statement as to the funding position
on the assumption that both scheme and the scheme sponsor(s) are on-going.  The
datement should include, where relevant, a comparison between assets and accrued
ligbilities, the latter with pensonable sdaries projected where agppropriate to assumed
end of pendonable sarvice, if this is not otherwise conveyed by the comments on the
funding objectivesand the contribution rate.

Current Funding Level — Winding-up (or Discontinuance) Basis
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The purpose of the satement on this subject is to give an indication of the accrued
solvency postion of a scheme to be wound-up or discontinued a the vauation date.
The actuary should adopt an gpproach with thet principle in mind.

The Actuary should indicate in the report whether there would be sufficient funds
avallable to secure dl of the accrued bendfits at the vadudaion date should the scheme
be wound-up at that dete. If the assets were not sufficient, the report must indicate the
levdl of coverage. For this cdculation, the assets should be vaued a expected
redissble vdue and lidbilities in respect of active service membears and deferred
pensoners must be based on an esimate of the cost of deferred annuities (by purchase
or othewise). For pensoners (and contingent pensoners) an estimate of the cost of
immediate annuities (by purchase or otherwise) will normaly be appropriate.

Where gppropriate, under 3.7.2, it should be pointed out that the vaue of the liabilities
may not represent the cost required to secure the ligbilities of a scheme were the
scheme to be wound-up as & the date of the vauation.

Contribution Rateand Emerging Benefits

In the case of a defined benefit scheme, the report should recommend agppropriate
contributions for the period until the next anticipated forma actuarid vaduation
consgent with the funding objectives. If appropriate, the actuary may recommend
different contribution rates for different groups of members or different contribution
rates payable for different intervals in the period to such a vdudtion. Alternatively, if
the contribution rate is determined esawhere, eg. in governing documentation, so thet
a recommendation by the Actuary is ingppropriate, the report should indude a
comment on the adequacy of the rate.

The report should adso address the issue of the expected future course of a scheme's
contribution rates in the longer term on the methodology and assumptions of the
vaugtion.

In the case of a defined contribution scheme, the report should include the results of the
cdculaions of the expected members penson bendfits as a pecentage of the
pensonable sdaries a retirement for dl or some of the members of the scheme
projected on the bads of prudent assumptions.

Reconciliation

A reconciligtion of the vduation should be mede with the pogdtion disdosed by the
previous vduaion, and a daement incduded in the report dther describing or
quantifying the financidly materid items of actuarid gan or loss, induding changes in
the vauation method and of the val uation assumptions.

General

A gatement should be made in the report whether the vauation has been prepared in
accordance with APSL current at the effective date of the vauation report.
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3.10.2 There should be a satement indicating any departures from APSL. The Actuary is
expected to comply with APSL, unless the Actuary is convinced thet full compliance
would be ingppropriste, in which case a completle explandtion and judtification of dl
departures should be given.
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