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FNPFE

to the Fiji Hational Provident Fund (FNPF) Board to develop a modern gnd efficient legisiative framework
that provides for the prudent and sustainable defivery of retirement safings and related services that arein
the best Interests of the people of Fiji in the iong term,

promontory Financlal Group Australasia, LLP {Promontory) has been e%aged to pravide tachnlcal assistance
i

Tha Promontory team comprises;

o Shauna Tomkins — whao is an expert in financial sector reforrp and pollcy development (previousty
Head of Policy 2t the Australian Financial Institutions Commisslon and member of the Wallis Inguiry

Secretariat)

¢ Stephen Mason — who is an expert in legal drafting for the flhance sector [Special Counsel with
major Australian law firm Blake Dawson, previously mamber Bf the Australian Law Referm
Commission. He has warked a5 parllamentary counsel).
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Fiji's Retiremant Savings Policy and supporting scheme adminisfered under the FPNF Act is based on
design and laws devetoped in the early 1960s. The key objectivg for the Scheme ramalns to provide
financial security in old age but the objective is not supported ¢ b nsistently under the current law and
administrative arrangements. Successive Boards and Managempgnt of FHPF and various amendmeants
have teied to balance savings for relirement versus early accessjto funds to meet life ayents. The -
result has baen that FNPF has become less effective in halping qhembers Secure thefr Future. Reform
to ensure a sustainable, transparent and fair scheme that defivdrs on the objective of self funded
retirement is fong overdus,

The current approach to provision of pensions was not subject fo sound actuarial assessment. As a
result, payment of thesa pensions requires cross subsidisation § axisting membess in the form of
lawer crediting rates on member savings. Further, contrary 1o spund prude ntial praclice, the
provision of pensions, which Is a life insurance activity, is provided from the same balance sheet that
accepts contvibutions and is essentially a collective investment fchame. Therefgra, the law needs to
provide for the sustainable delivery of pensions — current and fqture — through separation of the
pensions business, allecation of sufficient reserves to meet the bayments promised under existing

contracts and actuarial assessmant of future pension offerings.

The primary objective of the scheme remains financial security [n ofd age. Fherefore, to complament
a life time of savings, members should be required under Law t¢ canvert some minimum amaunt of
their savings inte retirement Income seplacement through coméersian to a life annuity, account
based pension, term annulty or similar. Further, while FPNF shagild retain its monopoly position with
respact to the savings aspects of the Scheme, particularly giveafits administrative and enforcement
role, the provision of retirement products could be opened up to new paiticlpanis that would be
licensed Ly the Reserve Bank of Fiji.

The current Law imposes on FNPF 2 promise that it guarantees (he value of contributions as well as 2
minimum crediting rate of 2.5%. To ensure that FNPF can meet his statutery promise, it needs
sufficlent free reserves {excluding Tnangibles) to absorb the volRtitity in investment values and
returns under most economic conditions. With the proposed al¥cation of existing reserves 1o meet
future pansion payments, FNPF will not meet actusrial reserving expectations to support the existing
statutory promise. Estimates are that required salvency wili be fetween 10-203% of assets or some
53500 to SB00OM. To accumulate such reserves in the medivm ferm will require FNPF to cut back
the crediting rate to the minimum 2,5% for 5-7 years, assuming p continuation of current returas
and no bad investment years. Alternatively, the legislation could be amended to provide for FNPF to
manage investments on a best endeavours basis which means that members’ balances may be more
yolatilz = up and down — but with potential for greater retums gn their investments which has a
significant compounding effect on: the vllimate retirement savirges amassed.

To refocus the Scheme on the objective of saving for old age, it [s proposed that the Law provide for
introduction of two accounts far every member: a Preserved Adraunt that would receive 70% of
contributions and be strictly preservad until entitfemient and a §eneral Account that would receive
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the balance of contribution plus any voluntary payments. The Halance in the General Account would
be avallabla for early access banefits such as medical, educatiop etc in accordance with the
conditions sat under Law and by FNPF policies. To address congerns with respect te housing finance
apportunities, a one-off access ta and additional ameunt in thgPreserved Account for the purposes
of firsk home purchase could be consldered with the condition fhat future contributions be paid into
the Preserved Account to relnstata those savings.

To improve coverage and Inclusion, the Law will align definitians as far as possible with the Tax Laws,
Further, the new Law will provide for information and sarvice sharing arrangements with FiRCA to
improve efficiency and effectiveness. To encourage all employdrs to join the Scheme and provide
lawlul benefits to the employees, it Is praposed to provide a 6 fhonth amnesiy to all employers to
update all records, register employess and pay overdue contriffutions without penafty.

To imprave Governance, it is proposed to amend the law to exgand the Board to 7 {ne more than 8)
comprising three representative directors (one each from empioyers, employee groups and
Government) and four independent appointments that will incQide tha Chalrman. The law wili
provide for selection and skills criterta, fit and proper reqmrem nis and fiduciary responsibilities io
the members of the fund. -

Cther administrative matters Include; the role of FNFF In the education of members, the need for a
financial industry gmbudsman, the need for approprate whistlgblowing obligations and protections
and administrative accommodation of family court rulings.
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Overview
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Fiji's retirement savings scheme

FMPF history

4.

ta be resolved to supgort the drafting of the hew Low,
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The Promentory Team {Promentory) conducted desk reviews of 3 number of independent reports,
analyses and assoclated recommendations with respect to the detign of Fiji's retirement savings
arrangements, and their administration by FNPF. Consultative intgrviews with stakeholders were
conducted from 29 November 2010 to 3 December 2010. A furth&r visit was conducted mid-February
2011 to test assumptions and policy and design matters identHied and to recaive acluarial advice and
comments on a number of the issues. Thare are a number of highllevel policy principles with respect
to the design, administration, operation and supervision of Fiff's sptirement savings scheme that need

wWe assome that the reader is broadly farmiliar with the existing FPF arrangements, This paper sets
the scene with a brief review of Fiji's ratiremeant savings scheme. The rematnder of the paper identifies
major policy issues, and makes recommendations or otherwise ldpatifies at a high level alternatives
that alm to balance preferred cutcomes with accepted best practe while accommodating their
practical application In the Fiji context. The discussion is not exhadstive, and does not provide
extensive technical or administrative details. Rather, it is aimed agobtaining consensus on major
policy outeomes ta ke incorporated Into the revised Law that is bfing prepared by the Promontory
Team. It neads to be remembared that a revised Law (2 new Decrfe] will not be the only Laws
relevant to post-retirement income policy. As well as the new Dedres, related Laws (such as the
Insurance Act}, secondary Laws {regulations}, and supenvisory andf prudential standards and guidelines
and Codes of Conduct may need to be amended or developed.

The Promantory Team is scheduled to return to Fiji at the end of ﬁarch or early April, The visit is to
continve the soclalisztion process and to obtain direction on polick outcomes that will then be
reflected in drafling tha Law.

The FNPF was established in 1566 a5 a typical universal pravident tnd in the British celonial tradition.
Skrllar funds were estaylished across the Pacific, Including Tn PNG pnd Solomon fslands, as well as In
parts of Asta and Africa.

There ara three elerents to the FNPF Law:
* aretirement savings scheme, comprising legistative provisions #or, among other things, coverage,

contribution requirements and rates, ahligations on amployers pnd employzes and entitlements to
benefits (inchuding, Tn some cases, access to funds before retirefnent);
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FINPE,

» the astablishment of the FNPF as the entily fo manags thess Twngs. comprising legiskative
provisions for, among other things, the Board and its governagce, the adminlstratlon and

investment of the savings; and

+ some limlted regulatory elements through more recant amengdments to establish the role of ihe
Reserve Bank of £iji (RBF) in regulating and prudentially superyising FNPFH's operations.’

Oblectives and structure

to mandate savings by workers and additional contributicns by efhployers, which would provide post-

6. Inthe absence of a Government provided safety net, the objectivg of this type of provident fund was
retirement financial security for Fund members and thefr depend'ilnts.

7. Typically, and as established in Fiji, the structure involved:

+ a single fund;
» compulsory membarship by private sector {and, ¥ Bt public sector) employees; and

+ mandatery contribtiians by employers on behalf of those emicyeas, comprising an employer
component and an employea camponent through salary dadultion,

Benefils and access
8. Ascriginally enacted, benefits were payable out of the FNPF in 3 geses:

+ when the member left the workferce on retirement, on or aftef reaching a specified age {in Fiji's
case, 55);

» when the member [eft the workforce because of a permnanent Hisability; or

* on the member's death, when an additional payment — 2 speqal death benefit paymeant — was
also paid to the member’s nominees.?

9. Inthe 19905, the scheme attempted to address a shortcoming of thie original design by providing an
Inceme replacement product for retiring members in the form of Jlife pension or annuity.
Unfertunately, the conversion rates at the time were not subject t§ sound actuarial advice and savings
were converted at a generous 25% (e that equates to an expectatfon that retiring members live on
average less than 5 years after retiremient]. Even subsequent reforfns in the early 2000s, did not take
intg account the actuarial risk, principally the longevity risk that a ssember would continue to draw a
pension long after the value of savings transferred to buy the annufity had run out. Lossas have
occurred, with FNPF and more particularly current members, who Fross-subsidise the payment of
peqsions through the lower crediting rates applied than would have otherwisa been available.

! The Law relevant to supervision incudes the FHPF Acl, the Life tnsurance Act, the[Rece rve Bank of FH| Act and guidelines

. .published by the RBF, Labour law, taxation and famity law are also relevant. - - Cm———

oo mmmsmme - “ERedtively, thisis 2 kind of a life nsurance fsk product, afthough not presently re  ated as such.
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Role of FNPF In Fifi economy

15. The FNPF has a monopoly as the only institution avthorised to ac
employar and employee contributions. FHPF also accepts voluntdry contributions, althaugh the level

. _..of volustary contributions remains quite fow, - - - - ..
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cted, not as a separate business, but

Further, the annwity business Is lifs insurance and has been condy
from the same balance sheet that accepis and Invesls active me

bers' contributions. This resufts ina

miz of long-tail insurance liabilities with the coilective investmen scheme that is managing memhers‘
contsibutions. These two activities have Inherently differant riskspnd are most usirally estahlu?ed and
regulated through separate legal structures with quite different prudential requirements and risk

rrandagement arrangements,

it is of interest to note that more than 80% of members turning
entitlement. Mostly as a lump sum with only around 30% of me
either a single Jife or join life pension [not indexed for inflatlon).

Several stakeholders advised us that there is no strong savings try
rembers have keenly sought early access to benefits, to the extd

. have chosen to take their
rs opting to take their benefits as

dition in Fiji. It would appear that
nt that the FNPF appears to have

become a de facto social securily and emergency funding provid
amended to provide, and successive FNPF Boards have facilitate
gain early access to benefits on compassicnate, wealth building,
compelling grounds. In effect this means that there has been no
retirernant purposes as intended:

. Over time, the FNPF Law has been

additional options for members to

mily care ang a number of less
ve prasarvation of savings for

Pror to the current review, FNPF provided early access to benefif for some 22 different purposes,

including:

# housing;

« medical assistance;

+ funeral assistance;

+ unemployment assisfance;
# pducalion assistance;

= javestmant; and

« on migration from Fili.

Theare is a substantial cost in administering early access arrange
means that members who do not seek early access ¢ross-subsidi

nts. A right to early access also
those wha do {In the form of

reduced crediting rates). In additlon, many of the expert reviews gndertaken on the FHFF scheme and

its operations have polnted out that 2arly access to benefits wea
retirement.

The FNPF Board has made changas o early access arrangements pnd reduced the number of purposes.

it has also spught actuarial advice with respect to penslon offerin

ns the goal of financial security in

s,

ept and invest the mandated

5
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3.

£NPF Is the largest financial Institution {bank or non-bank)in the
value of some £553.5 billion {arcund 40% of total financial sector
GDP). This makes FNPF larger than Fiji's banking system.?

Given its size relative to the financial system and GDP, the FNPF
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auntry, with a reported total asset

issets and equal to about 8% of

the single biggest Influence In Fiii's

fimance sector. As noted by several commentators and reports, most notably the joint IMF/World

Bank spansared Finonciol Sector Assessment Progrom [F5AP), thi
capital markets, particulary with respect to liguidity, depth and

distorts the efficient operation of

icing. Given THFPF's exposure o

Goyernment bands and its take up of new bond issues, there is liftle cpportunity for Fijl to see the
benefit of its quite strong savings rate through savings mobilisatign and the efficient allocation of

financial resources. Key recommendations of the FSAP (and mos
to FNPF included:

othar commentators) with respact

+ diversifylng the FNPF investments {and financial institutions njare generally}, including offshore

investments, to address vulnerabilitles and improve efficient
allocation of resources;

peration of capital markels and

» putting pension payments / the annuity program on an actuagtally sound basls; and

e promoting greater diversification in the provision of financial
FNPF's current monopoly, o

Key issues for policy decision

1%

Cver the yaars, there have been a substantial number of studies
substantial tachnical assistance has been provided. A number of

ervices through transition away from

ind reports on the FNPF and
ciuarial reviews have been

conducted. The RBF has produced supervisory reports. Based on

hesa studies, discusslons with

skakeholders and an our own experignce undertaking provident find and pension scheme refermin a
number of countries, we have identified drivers for change 5o as fo ensure that reforms of Fiji's

retirement savings scheme deliver sustainable, transparent and
following key policy issues have been identified for decision:

ir cutcomes. Ta this end, the

» how to ensure that the provision of pensions is sustainable, trgnsparent and fair;

¢ how to manage existing pension obligations;
» whether the retiremant savings policy should provide for both
canversion of those savings Lo income replacement in retirem
ar conversion of savings to an account based pension or other

s whether FNPF should be a “pure” defined contribution schem

mandatory savings and mandatory

ent through purchase of an annulty

afternative;

, that is, whether current capital

guarantee of savings and guarantead minimum crediting should continue and be prudeatially

sustainable through establishing appropriate reserves, or whe

her the Fund shou'd convert to an

aecumylation fund and FHPF manage investments and providg returns on a best endedvours basis

—that Is galns and lesses be reflected in member accounts;

L -._Sae, for example, the Finanoel Sector Assessment Progrom Reporl 2007{FSAP R
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FNPF

s how to ensure that the Scheme delivers on the prime objactive
financial security;’

+ how to improve coverage and collection of contributions;’
+ how to update enforcement provisions to ensure that membes
« how to provide for greater competition:®

« how to improve the governance of FNPF; and

now to Improve equity, consumer protection and dispute resol

Sustalnable provision of pension obligations = current a

Meeting the pension promise

20,

21,

2%

23,

An important éspect of Retirement Savings Policy
converted into income replacemant or retirement income straam

=
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a support post-retirement

¢ rights can be properly protected;

dtion Tn refation to the FHPF.

v future

i that the lifetinfe of savings should be able to be

post-ratlrement. Since the mid-%0s,

ENPF has offered members the opticn to convert their savings intga life pension (single or joint)as an

alternative ta taking thelr savings as a fump sum when they reach
members have optad to take the pension. In [nsurance terms, the

he entitlement age. Around 30% of
renston is a life annuiby. In

exchanga for the lump sum savings, ENPF promises to make fulurj regufar payments to the member

for life {or, 1 a joint penston, when that member dies, io his or he

spouse).

This contract or promise to make regular payments has an unknoygn duration, as it depends on how
lang the member lives. In the event of death of the member {and §pouse, if a joint pension}, the
contract to make these payments terminates, The money paid by {he member for the contract is

forfeited, whether the contract has run for one year or 3¢ years.

erefare, by taking a hife annisity,

the member transfers the uncerialnty of his or her lifespan to the pnavily provider. The insurer {in this
case FNPF) wauld usually deal with this uncertainty by pooling thegrisk of member longevity over a
large pool, on the basis that some members will die sconer ratherfthan later.

Almiost every review of FNPF {FSAP, SCE, Mercer’'s etc} identified t
sustainabla and shou'd be dalivered through a mechanlism separa

made in the early 20005 were calculated on a sound, actvarial bas

at FNFF’s pension offering Is not
to the savings scheme,

. An actuarially-based conversion

The sustainability problem is that neither the initial converslan ra:E Inthe 1990s nor the adjustments

factor takes into account the age, life expactancy and gender of t
investment returns and inflation. Such estimatas can have high m;

' pensions aid athedinvestment sendces, .

member as well as expected
rgin for error and therefore pose a

liwohdng estabfishing minimum presenvation requirements on savings ard imitipz easdy aocess to savings foi 3 specifiod

nurmber of special pueposes.

Titls may Involve, amang olher things, allgnment of contribution obfigations of e
remaulng rastrictiens on re-joinlag the Fund, encouraging voluntary contribut;
employers to remediste non-complying amployee registration and acodunts.

ployers with their gklizatiens under tag 1,
and providing an amnesty peried for

This may irohe Feensing atteonative prm-idgr_s of p-qstv_r_et_i qgrnent__pquuc_ts,_smn as life and term annurities, account-based . _
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29.

. under contract faw, Express provisions under a new Law wopld he
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lailst actuarial advice. Reserves o
ent returns ara wrong are also

high risk ta the grovider of the pansion (FNPF). They require spe
suppori the risk that the faracasts for life expectancy and Invests
raquired to ensure tha contractad payments are made a3 promige

The initlal canverslon factor applied in the mid 90s was 25% for
single penslon at aga 55y6. That is, 25% of the value of the lumpBum savings at retirement would be
gald every year. On a very basic calculatfan {and ignodng the 5-884 Investment refuras), a 25%
conversion rate assumes that, on average, members only five forfd yvears after retivement. In fact, the
avarage that the iife tables predict is 15 - 20 years. Clearly, to coptlnue 1o pay such genergus pensions
requires cross-subsidisation by current members, who secaive a jower crediting rate because
investment income 1s redirected from paylng current members abcounts to making pension payments
to retired members. White later pension conversion rates wersa 853 genercus, they were stifl ngt
actuarially based, and so require continued cross-subskilsation, Such an approach Is not sustainable
and has been a matter of some urgency for FHPF.

embers taking their entitlament as a

There have been some suggestions that existing pensions shouldihe withdrawn, capped or reset ata
discount. Howaver, from commentary and discussion with stakeBoldars 1o date, there is little support
far such an approach, Any retrospective adjustment of existing pension benefits would be difficuit
required. This has obvious
diFficullizs politically. Tharefore, it is pararmount that the provisidn of pensions both axisting and new
be put on a sound actuarial footing going forward. While an adjuftment te existing pensions remains a
possibility, it is not further considered in this paper.

Therefare, the bwe matters for Law are to quarantine the lorg-tdl insurance actlvity of penslons and
ensure their future delivery on a sustainable and prudent basis. 4ssuming existing pension are not
adjusted, this means setfing aside sufficiant funds to ensura thatffuture payments at the contractad
rate are met. For new pensions, it means applying proper actuarigl techrigues to convert the lump
sum savings into & future income streaam. Further, to ensure tranparency and avoid future cross-
subsidisation, and fn keeping with best practice principles, the infurance liakilities {pension)
businesses should be separated from the collective investment [dontributions management)
aperations of the general fund of FNPF. This saparation may be akhieved a number of ways, including
through establishment of a separate corporate entity, a separateffund or a separate accounting entity.

To this end, FNPF has commissioned actuarial work to value the durrent penston obligations with the
view of setting aside enough assets 1o support the existing pensidn liabilities as they are run off, and
to identify actuarial assumptions for new pension conversion raifs to ensure that they are sustainable.

tn discussing these issuwres with stakeholders, thare was acknowlefligernent and consensus that pension
conversian rates in the past had been overly genercus. Furiher, the need ta separate the annuities
business from the generat fund was well understocd and accepted, as was the principle that thare
should not ba any further cross-subsidisation of the pensions bugness to the detrdment of current
members.

Similarly, ii may be appropriate o establish other businesses in skparate funds or accounting vehicles
to provide transparency and ensure that they are alse an a sound actuariat feoting. To this end, FNPF
should obtain actuarial advice to determing whether the offer angl administration of other insurance
risk preducts, such as spacial death b-eneﬁt:‘- and funeral benefitsshould be undertakan through
separate funds,
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30. in anticipation, the Law should provide for the establishment of adlitiunai funds to support provisicn
of differant insurance products. These products would then be regllated under the Life Insurance Aet

as appropriate.

Proposals

31, Policy principle: Pensions must be provided on a sustainable and pludent basis.
32.  itis proposed that the Law provide:

¢ for the delivery of penstans (annuities) — current and future — t}[luugh a separate fund (pension
fund), to be accounted for separately to the fund that accepts, fivests and administers the
mandatory contributions {the latter Is the "generat fund”}; and

» for the transfarfattribution of assets from the general fund {as §ppropriate, depending on the
vehicle} to support the present value of existing pension Rabllites through run off {subject to
actuarial advice);

s any transfer should be protected under law and not Wrigger anyfevant of default or crystallise tax
liabilities;

pxcess raserves that support the cun off of existing pensions a the provision of future pansions
{that is, if the reserves to support pension payments are feundfto be in excess of reserving
reguirements as determined by an actuary, those reserves are fiot owned by annuitants). Such
surplus may be transferred back to the general fund;

« clarification that ENPF, as provider of the annulty, owns any sulFlus ansing from atlocation of

» notransfer of surpfus reserves back to the general fund shouldlocasr for a reasonable period, {say
5 years) from the start date of the new Law; and

s proyide for the establishment of one or more funds to conducfother business activities such as the
offer of term insurance policles [such as death benefits and {urieral benefits),”

A lifetime of saving for retirement must deliver some lepel of financial security in
old age

Requirement to convert retirement savings accumulated throughout working life into income
replocement in retirement

13, All stakeholders agreed that the primary objective for the mandathry savings scheme is to provide
financial security after retirement. Currently, the majority of menwers take benefits as a lump sum at
zetirement; fewer than 30% of members convert these savings 1o retirement income stréam through
the penslon plan. While there Is little data an how retired membefs who opt for lump sums invest and

Jeem Insurance cavers the risk of a particular event cocwrring dusing the term okthe policy, vsualty a year. A premium must
be paid annually to keep the policy current and coverage lapses ptherwise. Therf is o residual or surrender yatue in the
pality. Such products are Likely to be subject to the Insuranca Act, induding In rddatlen ta product dischosure, accounting and

- actusrkal réguivements, 0 0T T T Tz h I 0 '_: Tz B
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manage these funds in retirement, concerns were exprassed by gnumber of stakeholders that, for ioo
many retiring members, these savings are exhausted in a short pyriod, including because of lack of
exparience in mongy management, family demands and the lack pf thrift traditlon. These concerns are
supported by the resulis of surveys of retired members who optgd to recaive a flump sum.

Many countries have mandatory retirement savings schemes to gnsure that workers sava through
thelr working life to provide for their financial security in retiremgnt. To ensure maximum
effectiveness of these mechanisms, many of these countries® magdate conversion of these savings
into an income stream in retirement through the purchase of an dnnuity or other retirement product.

Therefora, a bask: policy proposition to be considerad for drafting the new Law for Fiji is whether the
retirement savings scheme should, in additton te mandatory con}ihutiuns, also sequire conversion of
part or all of the retirerment savings Into regular payments at retifement to replace the wagas no
langer earned. -

¢ for soma members will not be

"One of the challanges for Fiji is that the vafue of retiremant savin

" enough to provide a meaningful income stream through purchasq of a life annoity, There wiil also be

members whose savings arz wall In exgess of the amount requirell to provide a living pensian. The

Singapore’s Cantral Provident Fund {CPF) provides some useful gidance for how Fiji may implemant a
. pulicy that would require conversion of the mandatory retiremeng savings under the scheme into a

rzlirement Tncome stream.

Briefly, the Singapore CPF has sat & "minimum sura” {5GD126X) tiat meust be applied to efther
"purchase an annulty or otherwise provide an account based pensgon, I an annuity, the annuity
provider bears the sisk of member longevity and the member retagns ne right to savings converted to
the anaully. In an account based penslon, on the other hand, the [nember bears the risk of longevity
but retains ownzrship of the savings (that Is, any undrawn saving4go to the member's estate at death).

Account based penskens can also be used to provide an income steam for a limited period for those
members who have not accumulated enough funds to be able to urchase a meaningful lifetime
annuity, Savings could be drawn down gver a period of 2, 5 or 10 Years, depending on the initial valua
of savings and any provislons for minimum/maximum drawdown. [The duration of payments will
depend on the underlying value of investments and returns. As anfalternative to an account based
pension, a term annwity may provide a similar income stream whele agaln, the annulty provider bears
the risk of value of investmants and performance but the durationdis known.

Those members who have saved n excess of a "minimum sum” shpuld be able to take the surplus as a
Iump sum ar use it to purchase a higher value annuity or account
comblnation).

Income replacemant in retirement may also be achiaved through the conversion of savings for an
approved business purpose where the member will apply a portiod of the savings to establish an
income producing business. If such a policy 1s supported gutdelined and an approval process would
need to be established and should Tdeally be administered by = thifd party agency (not FNPE).

Some exemptions frorm mandatory conversion may need to apply. [hese could include:

x

.. --Singapore, Austiia, Colambia, truguay, Chile, Co5ta Riza, Mexite and Peru all teflire mandalory conversion o£.all ar part of .
- = w—w—- retiremeND savings Inld &0 annuity of dicount based penslon. ©




De-monopolisation of Retirement Sovings Industry in Fifi

42,

43.

44,
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Proposals

46,

47.

« the amount saved does not meet a spacified minimum threshgld;

« the member lives in a remote location where access to the peg
to collect regulzr payments is not practicable;

» when the member permanently leaves Fiji.

iy

: PROMONTORY
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office or other financial institution

A number of commentators have cslled for the de-monopolisatiod of FNPF. Whilz a movetoa

competitive model for savings has some attractions, it requires a

hstantial redesign and

restructuring of the existing arrangemants especially given FNPF’4responsibility for administration
nd enfarcement of the law to protect employee rights and ensurp employers meet their abligations.

'z{nwmrer. while a move away from a single savings scheme is not ractical at this time, there is

opporiunity to provide competiticn and choice with respect to 1hg post-retirement financial services

business.

If the proposal regarding conversion of retirement savings to incofne replacement Is acceptad, this
would be an ideal opportunity to introduce additiona! products ard providars. RBF wou'ld need to
license providers giving consideration to Financial strenglh experignee and commtitment to Fi)i as well

as future Investment management [clearly, the current foreign In
considered),

Additional retirement products should include account based peng

estment restrictions may need to be

ions and possibly term annuities.

RBF would determine the types of products that would be approvpd for the purposes of conversion of

the proposed Preserved Account savings,

Opaning this part of the business ko new players would have little
because currently only a minority of members take up a pension
draln on FNPF finances.

Policy princlple: That a lifetime of savings for retirement should h]
mcoma replacement option in retlrement with members given th

It is proposed that the Law:

egative impact on FNPF activities
& the anpnuity business has been a

converted inte an approved
chiice of provider.

» gstablith the concept of a *minimum sum” that must be convefted 1o a ratirement income
slream — the value of the minimum sum would be presrrib-edﬂafter actuarial assessment;

« provide that, on retirement, a member must convertup to 1hTinimum sum’ into a pension,

annuity, account based peasion or ather similar approved pro

¢t, that will provide him or her

with a manthly Incame of not less than the amount prescribedpfter actuartal assessment for at 3

period of 3t least 3 years;

See diseusslon on Praserved and General Accgunts below. 1L is envitaged that onfy amounts ip the Preserved Accovnt (705 of _..

_ _contributions} would be coynted towargs the Minimpm Sem. . ]

11
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« require that the value of the minirnum sum and minimum morthty incoma ke subject to review

every 3 to 5 years; and

+ open up the provision of atiernative retirement income produ

ts by providers to be licensed and

approved by the Reserve Bank of Fiji {thls has the potantial effJ',l:t to attract additiona! participants

to Fiji's financial sector and capital markels].

for savings to be applied to an approved business purpose in acc:

dance with guidelines, These

Further, if the conversion of savings psinciple is accepted, it may%e appropriate to provide the oplion

arrangements would need to e administered by a third pariy ag

Defined contribution scheme — guaranteed benefits or

management

Current Act creates o guarantee without financial backing

43.

49,

50.

The current ENPF Act establishes a defined contribution {&CY sch
{DB) characteristics. The 3 key provistons are:

« section 8 — which provides for a minimum craditlng rate of 2

+ saction 17 — which, in effect, provides a “capital guarantee”
and the value of past crediting rates, that is, the amount to
the actua! value or perfermance of Investments but rather is

to member's account activity ~ credits and debits; and

« section 10 — which provides for the Governmant ko provide |

ncy such as National Planning.

nest endeavours

me with certain “defined benefit”

o

g 2

memhber’s eredit dees not relate to
n accounting figure that correspends

|ff the value of member contributions

quidity sugport to FNPF in the event

that FHPF cannot meet its payment obligations, and for Govefnment priotity in repayment of any
such advances. This may ba described as a “Lender of Last Regort” facility and given the size and
lguidity of FNPF's assets, and its position In the Fiji economy, pvents that would resuit In the
Gavarnment providing support under this section would appear to be highty unlikely.

In a ‘pure’ DC scheme, contributions accumulate and the value ofthe benefit at retirament is based

solely on the amount centributed and performance of investme
The individual members bear the investment risk.

The International Organisation ef Pension Supervisors {IDP3) has

s [investment value and earnings).

set gut certain core princinfes,

guidance and best practice on the regulation and supervision u:llensinn schemes. With respect to DC

schemes that provide absolute or refative guarantees of perfor
sections 8 and 17, 10PS guidance is that the

nce, such as those provided by

.. prowiders need to have sufficient tapital to honour these prorfises regardless of aeanamic

circumstances.'®

The amount of capital needed to support a continuation of the s

atutory guarantees in the Fiji context

degends on supendsory requicements {not yet issued by REF) anJi an actuarial assessment of risk and

" - Molaglag and Supendsing Risks in Definied Conliibution Peasign Schedes, LOF]

Woiking Paper tly 34, Yatober 2010,

12
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52,

volatilities of assets. Initial astirates by actuaries suggest reservey
{FID400-700 million In alocated capltal, excluding jntangible asset

ey

: EROMONTORY
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of hetween 10-20% of assels
. This would be in addition to the

nsion Kahllities are allccated.

capitat required to meet operational risks and failures and is subslntiall? maore than s currently

reflected in the balance sheet of FNPF ance reserves to meet the

Moving to a pure DC scheme has advantages beyond eliminating t

& need to secumulate substantial

resarves. The current $HPF scheme providas a “one site fits all” infestment strategy - regardless of

whether the member is 20 and has Just entered the workforce or

©d and considering taking their

entitlement, the same Investment strategy is applied. Yet an Invesfor’s risk appetite changes over his

or her working life. Younger members should be locking to Invest

high growth investments that give

the best opportunities to build capital, although they are likely to €arry higher risks. Members
approaching retirement should be looking for conservative investifents, ta give them certainty and
avold volatility before the potential purchase of an anauity or penjion sireans. The currant FNPF

scheme cannot meet these alternatives nzeds.

A move ta 3 pure DC scheme and remaoyal of statutory guarantee f contributions and mintmum
craditing rate removes the need 1o accumulate free capital to supgort investment wolatilily and should
provida for Better returns to members in the shert to medium terfp, That is, if FNEF is te accumulate

surpluses to support continuation of the guarantees over say, 5-7

rears. Optimistically, this will reduce

potential erediting rates by ondy 3% or more per year for the 5-7 ygars and also assumes that there is

no deterioration in the value and performance of nvestments

Remaoval of guorantees may impact confidence In the scheme

LN

54,

L1

guaraniee of the value of contributions provided undar sectlon 17

capita! guarantee of contributlons)

The view of a number of stakeholders was that it would be pﬂlit!cllv difficult to move away from the
{

and, to a lesser degree, the guaranteed crediting rate undar secti
acknowledge a potential difficulty of moving away from capital gu

8. Several reviews have
rantess on contricytions but

suggested that reforms at the least remove the 2.5% minimum cregfiting rate, This would reduce the

aimount of solvency but not eliminate the requirement.

The reality is that members currently bear thls investment risk eve

i though they may not reafise it, In

the absence of firancial backing in the form of free capital, sectio
potential for the total realisable value of investments to fall bely
such a scenarlo is possible if there was a repeat of losses such as t
unaddressed {noe solvency reserves}, this could create substantial §
members. Older membars who leave the fund early would receive
growing shortfalt of assets to llabilities that would be bome by ne

entitlemant age is some years off.

tn discussions with stakeholders, there was some confusion with r
provided a guarantee, In fact, it was suggested that the "Governm
representation of Governmant on the FNPF Board and the Board’s
However, while there may be an Implicit guaraniee of FNPF as "to
implied and not £ontained in the Act,

Section 10 providas:

17 pravides false comfort, There is
he total value of member liabilitles.
ose experienced In 2009, If left
equities betwaen generatlons of
O cents in the dollar, creating a
znd younger members whose

spect tg whether the Government
nt guarantee” Justifies both
ppointment by the Minister.

tlg to fail°, the guarantee is

131
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57.

8.

Early withdrawals from members’ accounts

Saving for retirement versus soving for a rainy doy

0.

i~
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if the Fund Is, at any time, unable to pay any sum which is requirel to be pald under the provisions of this

Act, the sum requlred shall be advanced o the Fund by the Gove
practicable, regay to the Governmend 1he sums 5o advanced.

This saction has not been used. Given the temperary nature of an

Government te be repaid, it would be mare accurately characteri
resort” facility rather than a guarantes of member contributions,
government paper and liquidity, 1t Is difficult to imagine circumst

iment and the Fuad shall, as spon as

advance and the priority for

d a5 a liquidity or "lender of last
urther, given the usual holding of
ces wharaby the facility would

nead to be activatad even if the fund was technically insobvent {iefralue of lisbilities greater than the

value of assets)

policy principies: FNPF must be well capitalised if it is to keep the
ihe investment risk ang guarantee a minimum crediting rate. Aite
management of investments on a best endeavours hasis,

Consideratlon must be given to legislative amendment that ETHER:

e« converts the scheme to a conventlonal GC scheme and pruuid]

— removal of the "capital guarantes” under section 17 and th
section 5;

— the Fund to operate along the knes of a mutual fund or col!
mmember's batance converted to upits that reflect the value

— the future potentia! for members to nominate alternativa i
within the Fund;

OR

measures); and

urrant statutory promisa to bear
.Inativeh;, FHNPF needs bo move to

o

for:

guaranteed crediting rate under

clive investment scheme, with ea ch
f underlying investments; and

vestment strategies for their savings

maintains the current basis of valuation of member savings (sUpported by appropriate solvancy

— continues to provide the equivalant of a capital guarantes

cantributions and past annual

crediting under section 17 with drafting amendments to prgvide transparency; and

— charges RBF as supervisor with explicit responsibility to set
arrangements to support the capital guarantee,

In the event that the policy decision is to continue with a capital g

lvency standards and transTtion

jara ntee of contributions supported

by an appropriate solvency measures, it is recommended that a section 8 minimum crediting rate not

be carried forward.

The primary objective of provident funds, as established, was to

avide financlal security post

retirement, particularly where there was no Governmant provided pensicn or safety net. in
discussions with stakeholders, there was universal support that sgving for retirement should be the

ugh there vas some varjatlon in views with respecttoa ~

14 I
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62,
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member's ability te access funds prior to entitlement. Same stakefiolders would like to see 100% of

contributions preserved.

Most stakeholders mada the point that, cuituralty, Fijians were ge
the anly source of savings to mest fife events - from education ta
account hald with the FHPF. Unfortunately, with a savings rate of

rally poor savers and therefore,
edical emergencies — was in the
6%, saving for financial security in

. zm . . 11 . .
retirement and providing early access to these sayings are mutualll exclusive © — that is, savings

drawn and spent on education, family funerals, medical expensss
retirement [while there has been some encouragement for repayi

generally has been poor). Many stakeholders shared anacdotes of

lives and reached entitlement aga but, because of early access, th
age.

This retirement savingsfearly access conundrum has challenged 5
management. Not only Is it problematic from a retiremen? saving,

i housing cannot be avallable in
g such advances the response
ople who had warkad all thelr
re were tittle or no savings for old

cessive FNPF Boards and
policy perspective, but early access

is very costly to administer. It requires service centre infrastruciur and staff, managemant and Boand

time, staff time to review applications and grounds foraccess, 0o
malntain “banking” chamber and so on. The pominal adminisirat
these costs which are, in effect, cross-subsidised by those membe

arrangements and do not creste such administrative casis. Furthe

liquidity management of the Fund.

Members may access savings for muktiple purposes and can make
result Is that there is no tree preservaticn of savings until retiram
member could access 20-50% of funds standing to their credit {fo
virtually full withdrawal In 2 or 3 years.

To implement a balante that addresses the retirement savings/ea
and singapore models may be instructive. Briefly, the Malaystan E
2 accounts far each member — dubbed Account | and Account .
and member’s monthly contribution, with the remainder of 36%
savings are strictly preserved until the member reaches 55 years
Withdrawals from Account Il are permitted for certain purposes r
education and medical expenses. The Singapere model has a third
medical costs.

plaints handling, security to
fae charged does little to offset
who do not utilise early access

, early access has implications for

ultiple early withdrawals. The
t. For example, in any ygar, 2
a stated purpose) with the effect of

y access conundruen, the Mataysian
ployee’s Provident Fund provides
itk | stores 70% of the employer

ing inta Account !, Account |

d, is incapacitated, migrates or dies.
ated te housing (first home only),
account {Medisave) to mest

This type of model was discussed briefly with a number of stakehuiﬂers inciuding FNPF Soard, RBF,

Department of Finance and some union and employer representa
that something simifar would be a good compromise in the Fiji set
positive about this modet, noted that the 30% may be too small a
for  house. Suggestions of 50750 or 30/7G have been made,

The suggested 70/30 split hetween 2 "Preserved” secountand a ®
potentizlincome replacement rate given contributions of 16% {Se
wilt provide meaningful iIncome replacements at between 55-65%

T Treview.

By way of comparisen, Singapore’s Central Frovident Fund is a BC scheme with 4
provides garly access for housing a nd medical feasons. An increase In the contrlh

s. At a high level, 2l considered
ing. Sarme stakeholders, while
ur to provide a meaningful deposit

Leneral” account 1s based on the
e Figure 1 below}. It is the rate that

rate of 35% {employerfemployee) and
itlon rate in Fijlis outsdde the scopeof Lhis . . .

15
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figure 1— Example of Effects of Preservation Accounts and incomp Repiacement Potential

Age 0 Retirement Age 55v0
Gender Mala - Invegtment Raturn av 4%
Wages 10,000 Value in Pipserved Account ~4$30,000
Preserved Account — 1,280 value of sfigle fife pension ~5110/wk
Contribution pa (70%]) Income Rplacement Rate ~60%
General Account - 430 Value of [feneral Account ~%$32,000
Contribution {305} {assuming ho garly withdrawal}

Additional one off withdrawal to support first home constructio

£6. A puossible solution to the concern regarding a housing deposit w
time only special drawdown of an additional 20% {ie 2/7" of the
Account] for the exclusive purpose of supporting the parchase or
a member could access funds to their credit in their General Acco

- gontributions) and 2/7™ {20% of contributions made) of their Pre
on first hame purchase or construction would mean that this add
purposss of renavailons, loan repayments, purchase of investme
purgoses may still be permitted for early access to funds in Gene
early access and benefits policy). I the member subsequantly sof
entitled to access this special drawdown facllity a second time,

67. The first home access benefit should then he subject to the provi
be allocated to the Preserved Account balance until the speciatd
tlme, contributions will return to a 20/20 allocation. This would t
accrued for financial securlty In retirement,

&8, Early access to savings in the General Account would still be subj
oul in the Law or by the FNEF Board — compassionate grounds, e
it is not intended Ehat the General Account be constdarad a bank
remains te maximise savings to grovide firanclal securlty in retire

Withdrowal on grounds af migration

or purchase

Id be to allow each member a one-
lue to the cradit of thair Preserved
nstruction of a first home. That is,
nt {up to 30% plus any veluntary
rved Account. A restriction based
ional access is not available for the
t preperty or simifar fzlthough such
| Account depending on FNPF's

the property, $hey would not be

that 100% of future contributions
wdown is topped back up at which
n ensure meaningful savings are

to conditions and purposes as set
cation, medical, funaral and so on.
aposit or current account. The goal
ant.

69. As part of the reform process, FNPF Board and management have feviewed and limited early access
beaefits and conditions, Ore aspect that attracted particular comient in discusslon with stakeholders

was early access on the grounds of migration. While hard data wa
nevertheluss be formulatad and supported by Law without the ne

not reviewed, a policy may
d to quantify tha size of the

problem. Briefly, there have been incidents of member declaring that they are migrating, accessing
funds and departing for a shert period {1 or 2 years), only to returd and re-join the Fund, A similar
problern was experienced in Australia with dual citizens declaring that they were migrating

permangntly, oy to caturn within 2 or 3 years.”

o The explanztory memaréndum for the Law that removed the ‘permaneat depart

stated that removsl 7. Is based on a nurber of reasons, Including that there i 2

e from Auslralia’ condition for early access
cdotel eviderce that this condition has

been abused by people providing inconclushve or false evidence to trustees af thglr proposed permanen departure. In

__ additien, removai of this condltion will bring Australian arrangements maore 1nto

withoverséas pratifce sndiakelt” ©

. easder For the Governmant to negetiate redprocat soddal security Aprégments vith 6ther countries™.
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73, Policy principle: Fiji's retirament savings policy showld ensure that |
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70. Australia has adopted a policy that as long as Australlan citizens hale the option to zetire to Australia,
superannuation funds shovld be preserved unti retirement age ei:!uar in Australia, oran agulvalent
fund In the country where they now live, There are certain reciprodal arrangements in place to meet
this requirament.

71, Asimilar approach is recommended under Fiji's retirement policy With FMPF taking a similar stance
and either retaining the funds until entitlement age or transferringthe funds to a similar retirement
savings scheme in the new country of residence vader reciprocal sgreements (thase wift need to be
negotiated). Such reciprocal arrangements would see Fiji benefit bf the return of Fiji citizens who have
been working in counteies such as Australia whereby suparannuatipn contributions could be

transferred inte FNPF [or converted o deliver a retirement incomg stream),

72.  Where no reclprocal arrangements are in place or are otherwise p Inding, to ensure that early
payment for the purposes of migration is genuine, it is suggested th introdute a waiting sreriod for
release of funds (say 1-2 years). An exception may be wheve the afpount standing to the credit of the
mernber is Tess than a specified threshold, in which case fuads could be released rather than bear the
cost of administration of small value accounts.

Proposals

smbers accumulate a meaningful
level of savings through their working through appropriate prese ation and llmited early #ccess

arrangements.
74.  Itis proposed that the Law:

» provide for the establishment of 2 accounts for each member: |

— Preserved Account — the balance would be strictly preservel until an entitlemant event, that is,
attaining entitlement age {currently 55), mental or physical ihcapacity or death of the member;

— General Account — the balance would be available to early gecess for a number of Hmited
graunds including cerlaln compassicnate, education and housing purposas as determined by the
FNPF Board or under Law or otherwise preserved until 2n engitlemant event;

« provide for the allocation of future mandatery contributions orkthe basis of 70% to Preserved
Account and 30% to the General Account 21

+ existing members’ Accounts would be established by allocatingghe current balance foreach
member or: a 70/30 basis;

« provide for voluntary coniributions by or an behzlf of membergto be made to either Account, as
nominated by the payer™.

while 70730 is suggested, anether proportion may considered although o emghaiise the retirement savings obectiva of the
schere, @ higher percentage to the freserved Accound is appropriate Is ne Eﬂilatitﬂ deltver meanTngful retirement
replacemant options,

" IFthe volntaiy Eantributions 2o o be piétas, there nidybe Somefimils under tgationlaws 7 "

17
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Improving coverage and coliections

Fiji should moximise coverage of retirement savings arrangemeitls

77

78

[T
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With respect to speclal housing withdrawal from the Preserved Account, the law should provide that,
if a member meets the critaria for first home purchase or constrction (which should be prescribed by
regulation], In addition to early drawdown of savings In General Account, the member may also draw
up to 2/7% of the amount in his or her Preserved Account subjeckio the following conditlons:

» “first” hame ownership — gach member may exercise this eatly access only once inaiifetime {a
membe: who has previcusly withdrawn funds from an FNPF akcount for a housing purgose, would
not qualify for tha special housing withdrawalj;

o 100% of future contributions will be directed te Preserved Acgount ta repay the drawdown, after
which time, future contributions will be allocated on a 70/30 Basis.

With respect to migration, the Law should provide as follows:

» FNFF should have power to enter reciprocat arrangements, IOUs or other arrangemants
necessary to give effect to the transfer or receipt of benefits fpr members who migrate from fto
Fifi;

o where a member advises the Fund of his or her intention te rfigrate permanently:

~ the FNPF will transfer funds to an eguivatent fund in the member's new country if reciprocal
arrangements are in place; or

— if no such arrangements are in place, a waiting perfed of nqt Jess than 12 ronths will apply for
the releasa of the funds. .

These requirements showld not apply If the value of funds to the Fredit of the member is under 2
specifled threshold value, In which case payment will be made toithe member on production of
satislactory evidence [for example, of preposed residency and vigas, and proof of travel; i the
member has dual citizenship, the waiting peried should applyl.

For the purpose of coverage and inclusion, the FNPF Act providesfdefinitions of employer, employee
and wages. In the past, some employers have acted agalnst the sgirit of the social policy of a
retirement savings scheme and explofted shortcomings in definitibns te avoid registaring employees
and paying contdbuticns, In recent years, the FNPF Act has been §mended to imprave coverage but
there remain a large aumber of casual, seasonal and contracted Workers who sre not covered,

Rather than attempt to devalop new extaustive definitions undethe new Law, as a general pollcy
propositian, the starting point for definitions of employars, empldyess and wages/salaries should rely
generally on definittons under the Income Tax Act {Cap 201} admipistered by FIRCA. There may need
to be some modification to align FHPF deductlons with wages/payroll records rather than the broader
defiaition of emoluments. Further, while employees earning less than $2,000 per annurm threshold are
axempt income tax, it is not intended that they be exempt from F lIPF contributions.

18
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Additional matters to be allgned with taxation administration

79.  Inaddition to aligning definitions, FNPF collections and administrdtion regima shoutd align with tax
requiremeants wherever practicable including identification of employers, identification and
registration of employees, alignment of forms prepared by emplofrers, leverage systams for the
electronic submission of returns and contributions and alignmentjof coflections Yimings.

80. The Law should provide for co-operative arrangements between HIRCA and FNPF for information
sharing, systems davelopment te improva efficiency, secondmentg, the possibility of joint inspactions

and similar.

Coverage campaign and amnesty

81.  Anabjective of reforms supported by the new Law is to improve goverage and participation.
Discusslons with FNPF staff and stakeholders suggest that there afe a number of employers whe, over
the years, have failed to register under the scheme meaning emplbyees are not covered. FNPF staff
advised that thers have been cases of workers sesking banefits frgm FNPF even though they were

rever registerad nor contributions made,

82. While ihe extent of the protlem 5 undetermined, by offering a shpri-term anmnesty, the reforms
pravide an opportunity to create a “claan slate” to encourage all gmployers te remedy any non-
campliance —non-registration as employers, of employees or eved unpafd contributlons,

83, The law could provide a statutory amnesty for all employers to refister, register all employees and
pay up culstanding contributions without penalty. This may include entering inte a scheme of
afrangements for payment, where payment in a lump sum would Eause financial distress for the
employerfeompany. A suggested amnesty perfod Is @ months (effdctively arcund 12 months when
cembined with lead time for Law to be passed). In the Intervening[period, FNPF m n
suspension of investigations and proceedings but leverage the ampasty opportunity te obtain
resclution to current actions against recalcitrant employers.

84,  Forthe amnesty to be effective, FNPF would need a weli-coordinafed media and education campaign,
afmed at bath employers — to understand thelr obligations and employeas — to understand their rights
and put pressure on the employer to do the right thing. In additiorf, FNPF would need to put resources
to assistance and field visits to educate and assist employers to cofphy.

Proposals

85.  Policy principle: Fiji's retirement savings should cover as many workers as possible regardlass of the
type of employment contract, basis of remunzration or administrafive location of employer.
Employers should not be permitted to use technlcal loopholes to afoid paying employees their rightful
benefits,

5. ltis proposed that the Law:

+ provide for alignment of definitions for employer, employee ang wages with those in the Incomea
Tax Act [Cap 201);

« provide for FHPF teenter co-opsrative arrangement-with F!HCA mi:ludmg Informatlun sharing,

e = - systems development and joint efficiency nitlathies:




Governance of FNPF
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+ provide for alignment of administrative and collection schedulgs with taxation obligations;

+ provitle an amnesty (fer 6 months fram commencement of thg Law) for employers to reglster,
ragistration of employess and remediation of vnpaid contributjons and loss of eamings [githerin a
lurp sum or by instalments as agreed with FNPF}.

Board members' dity should be to ensure thot the Fund Is maintgined solely for the benefit of

members

87.

B3,

23,

50.

The current Act provides for the Ministerial appointment of six 8q ard mambers, represanting
employers, employees and the Gevernment. The Act does not ad{lress skills requirements or
expertence, and appiles a mix of fiduciary redponsibilities, explicitly excluding application of Partili the
Trustea Act {which limits trustee investments}.

In discusslon with stakehalders (more so than reporis and anafysi), the appolntment of Board
members, their role and past performance came in for consideralile criticism. Over the years,
appointments have been seen as highly politicised and blamed fo | some of the poorer investment
outcomes. A commen theme was that Government had interfered too much in the operations and
decision making of the Fund. The challenge of ensuring independgnce, avoiding of conflicts of interest

and duties for appointees to statutory funds is not conflned to Fijf

Further, it is cleat that the demands on Board members' time aref wbstantial,'? particularly given that
seme appolntees are fikely to have full-time jobs or hold demand ha Government positions. In our
view, the Beard needs to be expanded, not only to shara the wor lad, but also to engage Board
members with appropriata finance, accounting, risk managementfand legal skills or other professional
gualifications, as well a5 an unzligned chairman. The [OP5 provided] some guidance on governance
boards of retirement savings schemes. While there is ne hard and|fast rule on Board siza, the number

of directors should reflect the size, complaxity and expected worl3oad of the institution,

The appointment of 8oard members by the relevant Minister Is the typical model in many countries.
The potential for conflicts of interest and politicsing of such appolntments is recognised and, while it
is not possible to eliminate the risk, related laws often prescribe s Lo cific conditions to minintise
problems, These include;

(Supervision) Act 1993 Australio provides that a trustee of a regulated superannuation fund must

+ charging directors/trustees with clear responsibilities, for exanfple, the Superennuotion industry
ensura that the fund s maintained solely for the benefit of its %ET!‘!]}HS;

v idaniifying the skilis set and experience for appointment;

s appolntment terms that do not allgn with political terms;

The appeiniment to the FHPF Board is complieated currently by diplsmatle sctiods by Avstralia and othess plagng travelon. . . .

Cappointess T _ T T T L L L i e e
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Boord membership — proposals

ai.

92,

93,

o4,

95.

» appointment of independent’® Board members fthis is someti
of Ministerial appolntment, independence may be challenged
through a public exprassions of interestfnomination process 1
selection criterlal;

]

strict fit and proper person criteria imposed by the supervisor
canditions on the individual {usad in the UK and U5A).

Policy principle: The FNPF Board should comprise a maiority of 1

n
primary fiduclary responsibility is te act first and foremost in th ej

representative groups, Government or even the wider interests
The Law should provide as follows:

+*

the Board should be expanded to 7 or 2t 3 maximum & directcgs;

I
A PROMONTORY

as problematic since, by the nature
however, this can be counterad
easured against transparent

which may Include licensing
ependent members, The Board's

est intarast of Fund members = not
Fji.

appointment of 1 representative from each of employears grou

5, trade unlen and Government

{this would best be an ex-officio appointment from an appropfjate Department);

appointment of 4 [or 5] independent Board members, one of
Chairman;"

specific criteria for appointment to be Included in the taw;

allBoard members rmust meet fit and proper persen and suita
supervisor (these may include conditfons for completion of init

the criteria that would disqualify an indfviduat from 2ppointme
clearly laid out in Law.

Further, the Lew needs either to address, directly ar possibly by re

and obligation of Board members with respect to acting in the bes

hom is to be appointed as

flity criteria to be set by the
tal and continuing training); and

it to the governing body should be

erencs to trustee laws, the dutfes
Interest of members.

The Law should provide indemnities to Board members and FNPF taff who actin good fafth.

In addition to gufdaace in the Law on criteria and skill set, it may by appropriate to develop guidellnes

on nomination, screening and selection process to provida greater
appointments made by the Minister of Indepandent directors.

ir

Please note, contrary ba some comments recefved, we do nat beflove that Indeped
being a "merikier” of the fund. Independence problerns and conflicts ofinterast 2

of abllgations to Govesnmenk, other related party acthdrles,

"Independent” wounld mean not aominated

:ahd.mtrel;-t-ato fund membership:-—---- - —=rme o ST

by the employer or trade union intéradts, g

ransparency and confidence in

dence 15 compromised merely by viitue of
gie 8% aresult of representation, doseness

L

-

bé the holder of Government offlee ~— — ... - -
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Other Matters

Educatfon, tonsumer protecHon and complaints resolution mechgpisms

96. 1a Fiji, there is 2 general need to improve the level of financial undrstanding Fifians in the formal
economy [tax payers) are exposed on an almost daily basis to the geed to use the services of finandial
institutions, from deposits and withdrawals and transfers with banks, through consumer loans and
credit cards to insurance activities and retirament savings with FNBF and ultimately post-retirement
finances. FNPF should play an active and leading role in improving financial knowledge of its
membership. This objective covld ba Included in the Lave,

97,  Mew consumer protection laws are currently being drafted under 3 project sponsored by the
European Unien. Whife it is beyond the scope of this paper to add(ess or review those proposals, the
project is not expected to address FNPF explicitly. Therefers, the new Law for Fiji's relirement savings

pubilc poficy.

scheme should provide for a dispute resolution as a matter of good

98.  The RBF is the prudential supervisor of Fiji's financial sector and has cerfain responsibilities for
" consvmer protection and laws administered. Howaver, centsal bangs generally have no kradition of
dealing with members of the public and consumer protection or resolution of disputes between
individuals and financlai institutions. We understand that the RBF §as received some criticism from
the Consumear Council and other commentators for being ton gassfa n matters related to direct
consumer complaints. The RBF's new Consumer Complaints Unft hgs been established to address
some of these problems, ;

98.  Given both tha FNPF reforms and review of consumer protection Iws, it seems timaly bo suggest that
as part of thase reforms, consideration be given to establishment 4f a Financial Industry Ombudsman,
Given RBF's responsibility for regulation and supervisian of the secfor, it makes some sense to
establish an Ombudsman under the auspices of RBF but with independence and powers to deal with
alf financial sector related consumer issues, There are a number of ighly regarded models that could
provide a blueprint.

Family Law provision
100. Through discussions with stakehaldars, it is understoed that clarificetion Is required with respect to

entitlements in the event of breakdown of a marriage or de facto rjrlailonship. The general principle
should be that retirement savings are treated the same way as othdr assets.

i01. While the division of assets is a matter far the Family Law Act and ssociated proceedings, the FNPF
Act needs to be able to implement any decision on a "clean break” pasis, rather than waiting until
actual retirement of the affected members to allocate tha funds. THerefore, FNPF must be able to
establish anew account for the ex-spouse receiving the savings evep if not othenwise employed.

Whistleblower obligotions ond protections an staff and auditors

102. - In the absente of more general whistleblowing laws and gratectionf, the new Law should provide for:
s protactions on whistieblowlng by Internal staff; and

= an obligation on the external auditors and actuaries to report tokhe RBF on certainmattersand - —- --— -

~-—-— .- @ssociated protections. T T Y - SYRUP ._ R e
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FIJI NATIONAL PROVIDENT FUND

AUDIT COMMITTEE PAPER

DRAFT AUDITED FINANCIAL ACCOUNTS FOR YEAR ENDED 30 JUNE 2006

t
|

1.0 tJRAFT AUDITED ACCOUNTS FY2006:

This paper presents the Draft Audited Consolidated Acgounts for FNPF and its
subsidiaries for the Financial Year ended 30 June 2006.

I

KPMG had finalized the audit of the Financial Accoupts for the Fiji National

Provident Fund (The Fund) during the month of August. ilowever, we were unable
to finalise the Consolidated Accounts due to the delay 1 : the receipt of lhe Home
Finance audited accounts, which was only received lastiweek on 6" September.
Dalays were also experienced in the compitation and [confirmation of financial

statements for FNPF Investments Limited. .t

The Pre-issuance review {by a second partner of KPMG) will be completed by 14®
September, and the Audited Actounts will technically bhe rpady for signing by Friday
15" September 2006. This is in line with Management tajget to have the accounts

signed wilhin 3 months of year-end. E
£

The Audit Management Letter is expected fo be receive} within two weeks. Most
issues identified during the Audit have been discusped thoroughly between
Managemeni and the Auditors. However, & couple of regonciling issues refating to
Contiibutions and Pensions Payable still needs to be addressed, and Management

is currently reviewing this process to determine whether a by further adjustments are
r 2006. The reconciting

necessary before the Board meeting on 19" Septemby
amounts are deemad immaterial and should not affect thekfinalization of the Audited

Accounis for FYZ0086.

¥
!
4

E

20 COMPLIANCE TO RECENT CHANGES IN ACGCCQ NTING STANDARDS:

The preparation of the Consolidated Financial Stalementt has, as far as possible,
taken info account recommendations from Professor Michae! White of USP, to
ensura that FNPF is in compliance with recent changds to the Fiji Accounting

Standards that are applicable to accounts prepared in FY2 pOs.

Further changes will be effected durfng the course of tf
(FY2007), to align the Financial reporting to Internatibnal Financial Reporiing
Standards (IFRS) that will become effective from 1% Panuary 2007. IFRS will
- replace the Fiji Accounting Standards (FAS} as the Acceptable standards for
financial reporiing in Fiji. FNPF Management is opting for ¢arly adoption of IFRS.

i




2.0

FIMAMNCIAL PERFORMANCE IMN FY2006:

The following is a summary of FNPF's Financial performant

for the year ended

30 June 26086, as exiracted from the draft Financial Statemgnts:
24 AT THE FUND LEVEL:
L
SUMMARY OF KEY INDICATORS — At the FUND level; |
Key indicators: | {Draft Audited} | Audited Camments
FY20086 FY2005 :
OPERATIONS ] i
Contributions $267.655m $245.678m Grgwih rafe of 8.95%
Collected ) _
Member $213.194m $185.038m Ingjeases of 15.22% ;
withdrawals _
MNet Contribution +354.46m +337.59m Fyhlarget $34m
| [C]-IWD) (267.65-213.19]_ | (245.68-207.69) {$d60m-5226m).
Net Pensions [P-A] | ($10.97m} {($10.48m) ExEess paid from
[23.84-34.81] [21.28-31.74] Pefision reserve
“Member Balance | $2.325billion | $2.166billion | Grbwih 7.36%
Y70 30/06/2006: {FY¥ target 7.00%)
General Reserve | $915.607m $832.315m Grpwith 10.01%
Account {GRA} _
Total Operating $13.106m $14.43m Sayings of $3.814mon
Expenditure (Nef) bufiget of $16.92m
Tofal Operating 4.90% 4.43% FY]Jarget less than
Expenditure Ratio | {Net TOER) {Mat TOER) B.8%.
Net Surplus for $490.644m $398.931m Grpwith 23%
the Year :
INVESTMENT _
Total investment | $3.14%billion $2.930billicn Grpwih 7.47%
Portfolio {ex. Cash) ) {F'{ farget +5%)
| Cash {Bank/Hand) { $23.857m $18.26m Unginvested funds
Interest received $130.219m $121.911m Ingjease by 8.81%
Dividend received | $25.738m $24.230m Ingrease by 6.22%
Property Rental $3.843m $3.708m Ingjease by 6.34%
Realised capital $36.74m $12.475m Lakge gains due to
[ gains . $280m repatriated .
Realised exchange | $1.985m D Ontrepatriation
gains 1
Unrealized capital | $32.687m {31.605m) Ontbalance of AUD
gains shares
Unrealised (31.404m) $7.868m Onlconversion of AUD
exchanqge loss halénce to FJ
Unrealised gains — | $10.877million | O Bogking of Market
| on revaluation Vadies for properties .
Investment Income | $158.90m 149.85m Inugme raburn 5.08%
Changes innet MY | + 380.90m +518.74m) Capitaf return 2.57%
Total Inv Income $240.80m $168.59m | Tolpl return 7.85%
ROI (Gross) 7.65% 5.74% FY [farget 6%.
$3.241hillion $2.998hillion | Gegwth 8,11%

Nat Assets




2.2 ATTHE CONSOLIDATED LEVEL:

SUMMARY OF KEY INDICATCORS — At the Group level; |

Key indicators: | (Oraft Audited) | Audited Cprimants

- FY 2006 FY2005

| Tofal Revenue $730.855m $659.786m Gowth 10.77%
Total Expenses $224.011m $207.788m Infreased by 7.81%
Incorme {ax $24 925m {1 $12.484m Intreased by 99.50%
Expense
Net Surplus for $454.6%4m $417.281m Gfowth 8.97%
the Year f

| Net Assets $3.359biliion $3.145billicn Growth §.80%

2.3 General Information

The Board is raqussted to note the followlng psrtinent information in
relation {o the Financial Statements for FY2006:

f the shares held by
ce was carried out in
recammendad the

« Private Eguity Shares: An independent valuation of
FMPF in FNFF Investments Limited and Home Finag
20086 by the firm of Ernst & Young. The valuers hav
following values as an appropriate measure for; '

o Homae Finance — Share value of $1.95 {usig FME}
o FNPF Investments Ltd — Share valus of $1[01 {uslng NTA)

v The above values have been reflacted in the Accou ts

+ Revaluation of Investment Properties: An indepe fdent valuation of the .
Investment Property porifelio was carried out in 2008 by Rolle Valuers.
The Investment Property portfolio is now booked at Fair Value.

ent fests carried out
me Finance, a tolal
which $5.78million is

* Goodwill Impairment Tests: As a result of impair
an the canrying value of the Goodwill for ATH and Ha
of $5.874million was booked as impairment loss, of

$124,000 represents the complete write-off of the G 1 odwhi! refating to the
acquisiion of Home Finance sharss,

Beard had
company’s external
ligniment of

v completion of tha

previously recommended to the Board of HFC that the
audit be conducted by the Fund's Auditors to ensure |3
accounting policies and reporing standards and timel
audit. This needs to be pursued again this year.

3.0 RECOMMENDATION;

Board Audit Committee is requested to review the Draft Auplited Financial Accounts
for FY2006, and to authorize that the draft Accounts be datgd 15" September 2006,
and fhat it tabled to the Board at its meeting an 10" Septemper.

Otefitnfiyf 12/0912006
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Rssponse t¢ Parliament Guestion Mo 2808 by tne Hinisfer for Financa &
National Planning.

1. Mr Speaker Sir, on the quesiion of hew mugh is owed by the Fiji
Government fo the FNFF, | wish te inform t Heouse that as at 31
ay 2006 the total amount owed is F51,611,954,108. This amourd
makes up 50.84% of the Fund’s totai porifolio fF$3,170,597,606.

2. On the guestion of how much is owed [to the Fund by the

inform the House that
makes up 11.63% of

currently guarantesd

Government owned institutions | also wish o
the total amount owed is F$368,771,656 whi
the Fund’s total portfelio. All these loans ar

by the Fiji Government but the institutions bave been given notice

re. These institution
ent Bank and Fiji

that the guarantee may not be available in fu
includes Housing Authority, Fiji Develop
Electricity Authority.

3. On the breakdown of the amount owed byithese institutions, Mr

Speaker Sir it is as follows:

Flji Develepment Bank F$141,891,782
Fiji Electricity Authority F$ 715,362,022
Housing Authority F$ 92,667,995
FiJi Pine Ltd F$ 15,752,306
Fiji Hardwood Corporation F$ 7,031,063
Suva City Council F$¢ 10,163,759
Others F$ 5,002,722

- {Labasa Town Council - $ 346,849,90

{Ba Town Council - $3,369,975.52
(Fiji Sperts Council - $2.185,897.27
$5,902,722.68

22 June 2006 ’ j




