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Task Force on the statistical measurement of the ssts and liabilities of pension schemes
in general government
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This interim report informs the CMFB of the work of the Task Force since the last CMFB
meeting on 1 and 2 February 2007. It outlines the important developments in the 1993 SNA
update, the launch of a questionnaire on social insurance pension schemes in EU Member
Sates and modelling aspects.

The CMFB isinvited to

Take note of thisinterim report and to offer possible comments;

» Take note of the supplementary table on pensions which was designed by the Task Force
and will be included into the new SNA (draft chapter 17);

e Take steps to complete and further enrich the information already received via the
CMFB questionnaire (missing countries, incomplete answers);

» Discusstheinvolvement of all Member Statesin the ongoing work of the Task Force.

1. Introduction

The mandate of the Task Force was agreed by theBCiMkts June 2006 meeting and the
following countries and international organisatidmsve participated: Czech Republic (Ms
Stastna), Germany (Mr Gritz), Spain (Ms Prado, Mrrdgrosa), France (Ms Durant, Mr
Magniez), Italy (Mr Semeraro), Netherlands (Mr Namhuijs, Mr Roymans), Hungary (Mr
Huszar), Poland (Mr Jablonowski), Sweden (Mr Bergjnéhe United Kingdom (Mr Lynch,
Mr Walton), the OECD (Mr Lequiller), the IMF (Mr Bem), DG ECFIN (Mr Nogueira
Martins, Mr Deruennes) and the SNA Editor (Ms Hson). The Task Force is co-chaired by



Eurostat (Mr Barredo Capelot) and the ECB (Mr Mirgkgd equally the secretarial work is
shared (Mr Verrinder and Ms Rodriguez-Vives).

2. Developments in the 1993 SNA Update

2.1 The worldwide compromise on the treatment of pesion schemes

As reported to the last CMFB meeting, during sumg@96 a possible compromise prepared
by some international organisations on the recgrdih pensions in the updated System of
National Accounts (1993 SNA, Rev. 1) was extengiwbBscussed by the Task Force and put
forward to the ISWGNA. Afterwards, the compromisasmvidely supported in an Advisory
Expert Group (AEG) world-wide consultation. In Mar2007 this compromise was accepted
at the UN Statistical Commission, and thereforeftiweis of the methodological work of the
Task Force in this area has shifted to implemeontati

CMFB members will recall the main elements of tbenpromise:

All employer pension-related flows and stocks, udohg pension entitlements, provided
by schemes where the government has no direct nefijility for paying future pensions
are recorded in the core accounts, even if theyiafended.

The updated SNA will include mew standard (supplementary) table on pensionshich

will become a requirement. In this table, all floeusd stocks of all pension schemes will
be shown. This table will thus include details ehpion flows and stocks that are recorded
in the core accounts plus any that are not includdte core accounts, giving a complete
view of households’ pension entitlements.

Pension entitlements of unfunded, pay-as-you-gcegowent sponsored schemes which
provide the basic social safety net type of pravisiwill be recorded only in the new
standard (supplementary) table (but not in the aco®unts).

The recommendation of the updated SNA regardingréicerding of unfunded pension
schemes sponsored by government for all employelestiier private sector employees or
government’s own employees) will be flexible. Giveahe different institutional
arrangements in countries on a world-wide leved, tipdated SNA will permit recording
only some of these pension entitlements in the @m®ounts. However, it will be a
requirement that the rationale and criteria be ol to explain the distinction between
those schemes whose entitlements are carried forteathe core accounts and those for
which they are recorded only in the new standanglementary) table. Providing a set of
internationally recognized criteria for this disfiiton should be on the SNA research
agenda and will also be considered during the @palathe ESA.

Pension entitlements of funded systems sponsordtdebgovernment will be recorded in
the core accounts.

2.2 Drafting of related 1993 SNA, Rev. 1 chapters

The update process for the SNA envisages thatN#e Rlitor will draft updated chapters and
then release them on the UN website for world-widenment: Around half of the chapters
have already been released for comment.

! Seehttp://unstats.un.org/unsd/snal1993/draftingPhaseg@hlssueMatrix.asfor the draft chapters.
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It is expected that the following chapters of teeised SNA93 will be materially affected by
the agreed treatment of pension schemes (in addicome others marginally affected): The
redistribution of income accounts (chapter 8);fthancial account (chapter 11); other changes
in assets account (chapter 12); the balance sblegpter 13); cross-cutting and special issues
(chapter 17); and households (chapter 23).

Chapter 17 will draw together all of the material the treatment of pension schemes,
including a presentation of the propossdpplementary table The Task Force had an

opportunity to discuss the draft text with the SKAitor at its last meeting and provided
substantial comments. Chapter 17 is shortly todbeased for worldwide comment and the
Task Force will follow up on any feedback received.

2.3 Design of the supplementary table

The compromise on pension schemes envisages aasfa(slipplementary) table to present
data (including for pension entitlements) for alitsl insurance pension schemes.

The Task Force has devoted a large part of its tortbe design of the supplementary table,
and its ideas were presented to the AEG in Mardv20he AEG welcomed the table and

made several proposals to improve it, many of whiabe been taken on by the Task Force. In
addition, the availability of various draft SNA gitars has provided the opportunity to adopt
changes in the terminology which will be introducetd the updated SNA.

To receive a broader view on the proposed structitiee table, corresponding questions were
also included into a questionnaire prepared byTiéek Force which was sent by the CMFB
Chairman to all Member States. The answers receauddr were helpful to gather comments
from countries and individuals not part of the T&skce. In the event rather few comments
were received (see below), and therefore the TaskeFgauged the reaction as generally
positive. A few comments received provided suggestifor significant structural changes, but
the Task Force decided to retain the existing gérstructure of the table since it had already
been circulated to the AEG.

The latest version of the supplementary table,inaissociated background note, are shown in
Annex 1. This version has been sent to the Interebariat Working Group on National
Accounts (ISWGNA) and included in the draft SNA @tea 17. There is now another
opportunity for all national statistical institutasd central banks world-wide to comment on
this draft and on the table.

2.4 Criteria to be used for recording government emloyer pension schemes' entitlements
in the core national accounts or in the supplementy accounts

At its last meeting the CMFB expressed its viewt tha Task Force should discuss the criteria
by which countries decide whether or not to requedsion entitlements of pension schemes in
the core national accounts.

The Task Force has had a preliminary discussiorrivéria which might be applied. It

recognised that one possible general approach iEndoan operational way of defining

government employer pension schemes which aree'¢twssocial security (i.e. share certain
important characteristics).




On the basis of a list of possible criteria, the EBViquestionnaire sought the views of all
Member States. The views were extremely mixed {Balgle 1 below with the responses
received to date), and reflect the difficulty ohding individual criteria which apply in
different national settings.

Table 1: Criteria to record pension schemes' entidments in the core national accounts or
in the supplementary accounts

Criterion Very Important Less Un-
important important | important
Degree of integration within the general government PT, IT MT, RO, | AT, CZ, FI, DE,
structure (autonomous versus non-autonomous) PL, ES EE, SE, NL, DK
SK, IE, Sl
Risk exposure / ability to change the benefit folanu | FI, DE, IT, | AT, CZ, PT, MT,
(general government does not have discretion to ES, DK NL, PL, RO, EE,
change unilaterally the benefit formula at any pain SK, IE SE, Sl
time and thereby partially default on its obligatd
Nature of the contract FI, RO, NL, | PT, SE, AT, CZ, DE, DK
(generally not forced by law to participate) PL SK, ES, Sl | MT, EE,
IT, IE
Legal framework not close to social security pensio| CZ, FIl, DE, | AT, PT, MT, EE, DK
funds RO, PL, SK, | IT, SI NL, SE
IE, ES
Funding CZ, PT, RO, | AT, EE, SI| MT, NL, FI, DE,
(funding versus no funding) SK, IT IE, ES SE, PL,
DK
Other criteria listed by the EU members
= PT: additional criteria i) the possibility of andiridual leaving the scheme being reimbursed of his
contributions; ii) the government faculty of arhitity changing the rate of contribution.
= FI: Isthe scheme part of collective system covering the large part of community or not.
= NL: Is the whole population covered? Is it related collective labour contract? A collective labgontract
is compulsory by law.

On the basis of these responses the Task Forceehtaively identifiedrisk exposure and
legal framework close to social securityas promising, and has also started to discuss
approaches which involve a combination of critew#hin a flowchart framework. This work
will continue in the further meetings of the Taskée.

3. Questionnaire to EU countries

The Task Force contains participants from ten MentBates, and therefore it was felt

important to give all Member States an opportumitysee the work of the Task Force and
provide their comments. This is considered pardidylimportant for gathering comments on

the proposed supplementary table and also to gaesion modelling experience. At the

same time, the Task Force is working with informaton national pension systems that were
reported to two previous Eurostat questionnaire30@3 and 2005, and this information may
need to be updated.

The questionnaire was circulated to all CMFB mermali®r the CMFB Chairman on Monday
30 April 2007, with a deadline of response of 25yMeD07. As of 7 June 2007, 23 EU



countries and Norway had responded, with replids tst come from Bulgaria, Cyprus,
Luxembourg and the United Kingdom.

In general countries appear to have found it diffitco gather all of the information requested
in the questionnaire. This is to be expected, givet it requires close coordination between
the national statistical offices, the national cahbanks and other national authorities. The
Task Force noted that initial contacts made for gletion of the questionnaire will prove very

important in taking forward future work to compleébe national accounts, and particularly the
supplementary table, for pension schemes.

The Task Force has already benefited from someeseph the questionnaire (for the
supplementary table and the criteria, sectiona@d2.4 above) and will take close account of
the data in the coming work, modelling issues (idaig criteria) and references to existing
national work.

A more detailed summary of the questionnaire respenvill be made available at the CMFB
meeting, as a room document, to provide feedbadkaanoverview of the current situation
across countries.

4. Modelling aspects

The main work of the Task Force in the second 2007 will be to model and estimate
pension scheme data for the countries representdteiTask Force, as pilot tests. These test
estimates will be useful to investigate the pradtissues which arise, thereby generating
valuable guidance for countries not representdtienrask Force. Such work refers especially
to those defined benefit schemes for governmentl®mpes and of social security pension
schemes whose entitlements will only be recordgtiersupplementary table.

The statistical estimation of the correspondingegoment pension entitlements requires the
modelling of the outstanding stocks and the relat@ahsactions, revaluations and other
changes in the volume of assets. From a statigteapective, only thaccrued-to-reference
date liability concept is appropriate This concept relates to past events (observaa p
transactions and other flows, such as the duraifomembership in the pension scheme, the
social contributions paid and the pension benediteived). As for all national accounts data,
accrued-to-date pension entitlements are, in canesppost observations and not forecasts.
However, the effective measurement of accrued-te-geension entitlements relies on a
number of model assumptions, and the Task Forcealr@ady conducted some initial
discussions on these issues, which are reflectdchirex 2 of this document. For consistency
purposes, the ex-post data and the model assumptiged for the European Policy
Committee/European Commission forecasts on thedhgfaageing on public expenditure are
used to the maximum exteht.

For the calculation of the pension entitlementsiag from already-paid pension contributions
by current employees and the remaining pensiotl@emints of existing pensioners, actuarial
estimates are to be applied, as used by insuramperations and pension funds.

2 These data are not to be considered as indicafossstainability, as large levels of accrued-ttedaension
entitlements need not imply unsustainable pensystems, and small levels of such entitlements mexd
imply sustainable pension systems.

® European Commission (2006): The impact of ageimgublic expenditure: projections for the EU25 Mem
States on pensions, health care, long-term caveatidn and unemployment transfers (2004-2050).
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While country-specific pension models may inclugeafic details of the national pension
schemes, they lack a common structure and oftermmymassumptions that are needed for
cross-country comparisons. On the other hand, t® cl@ss-country estimates of the pension
entitlements rely on stylised presentations ofp@esion scheme(s) under investigation, and do
not always take account of specific country feature

As a consequence, a three-step procedure will pkedp (1) National models will be used to
derive corresponding data on government employa&sipe schemes and social security
pension schemes; (2) countries will be encouragetevelop their own benchmarking models
in established international pensions modellingvemfe (for example, the PROST software
developed by the World Bank); and (3) the Task €osecretariat will model the
corresponding pension entitlements of selected avea countries, of the euro area and of
some other EU countries represented in the TaslceFdwased on harmonised model
assumptions. The stylised models used for courdrgparisons will be flexible enough to
incorporate most of each country’s pension schezatufes but with a common structure. It
might require the collection of some supplementaaymonised data and the specification of
consistent model assumptions.

5. Future work of the Task Force

The timetable of the Task Force is presented ineXr8) which takes into account the decision
by the CMFB at its last meeting to extend the Thskce's mandate until end-2007. The
following major issues will need to be covered:

i) Completion of the supplementary table based ational data sources (existing sources,
models etc.).

i) Discussion of any practical modelling issuesatharise.

iii) Benchmarking of the results of pension modagminst results obtained from standardised
models to investigate comparability of results.

Iv) Continuing work on the possible criteria to @®hine whether or not to record pension
entittements of pension schemes in the core ndtamtaunts.

The Task Force will co-operate closely with the SNAlitor to provide any necessary
assistance in drafting and finalising the rele\viE#83 SNA chapters.

The Task Force aims to prepare a final reporttier GMFB's meeting of January 2008. This
will include a document on practical modelling issuwhich may be used by all Member
States in their further work. The report will alsantain a first set of supplementary tables with
model estimates for pension entitlements incurnedidvernment employer pension schemes
and social security pension schemes in various Menfitates and in the euro area.



Annex 1
Supplementary table: Social insurance pension schess

Non-core national
Recording Core national accounts accounts
Sponsor Non-general government General government
Defined Defined benefit schemésr general Counter-
benefit government employe@s parts®
schemes and Classified | Classified in general Of which:
Defined | othet non- Defined in governmeri® Social Non-
con- defined con- financial security Total resident
tribution | contribution tribution cor- pension pension house-
Row schemes schemes Total schemes | porations schemes | schemes holds
Relations SNA codg No. Column number A B C D E F G H | J
Opening balance sheet
SAF612 1 Pension entitlements | | [ [ [ | | [ | |
Changes in pension entitlements due to transactions
¥21to2.4 SD61 2 Increase in pension entitlements due to sociatibotions
2.1 Employer actual social contributions
2.2 Employer imputed social contributions I
2.3 Household actual social contributions
2.4 Household social contribution supplemeénts
Other (actuarial) increase of pension entitlemensocial security
3 pension schemes
SD62 4 Reduction in pension entitlements due to payroépension benefits
Changes in pension entitlements due to social ibortitons and pension
2+3-4 SD8 5 benefits
6 Transfers of entitlements between schemes
Changes in pension entittlements due to other tctinsa (e.g. arising
7 from negotiated changes in scheme structure)
Changes in pension entitlements due to other econanflows
8 Changes in entitlements due to revaluaflons
9 Changes in entitlements due to other changeslime®

Closing balance sheet

1+X5t09 SAF612 10 Pension entitlements | | | |
Related indicators

SP1 11 Output
12 Assets held at the end of the period to meet pensions”

1) Such other non-defined contribution schemegnadtescribed as hybrid schemes, have both a ddfereefit and a defined contribution element (seagraph 17.XX).

2) Schemes organised by general government fouitent and former employees.

3) These are non-autonomous defined benefit scheimese pension entitlements are recorded in the aorounts.

4) Counterpart data for non-resident householdsonliy be shown separately when pension relatigrshith the rest of the world are significant.

5) These supplements represent the return on mehub@ms on pension schemes, both through invedtineome on defined contribution schemes' assetfa defined benefit schemes through the unwipdihthe
discount factor applied.

6) A more detailed split of these positions shdaddorovided for columns G and H based on the mealelilations carried out for these schemes (selamxipry note).

7) This row includes financial and non-financiasets held for the sole purpose of paying futuresigers, excluding claims by the pension schemesapibnsor; an explanation should be provided o€hvhssets have
been included.

The cells shown a are not applicable; the cells

ill contain different data from the core accounts




Explanatory note to the
supplementary table on social insurance pension seimes

The attached supplementary table on pension schiensegial insurance is a standard table which is
proposed, under the compromise agreed by the Utkt8tal Commission of February 2007, to be
included in the new System of National Accounts9@$NA, Rev. 1) and compiled by countries in
addition to standard tables of the “core natiomaloants”. It has been prepared by the Eurostat/ECB
Task Force on the statistical measurement of teetai®nd liabilities of pension schemes in general
government ("the Task Force") taking on certaingesgjons made by the AEG during it8 feeting
from 19 to 23 March 2007.

One of the main functions of the supplementaryetabl to provide users with comprehensive
information on social insurance pension schemes wdrwide which allows the compilation of
various alternative key macroeconomic variablesafeountry but also for comparison purposes. The
Task Force believes that this will be possible gension entitlements, household saving rates and
general government deficit figures for all pensgmmemes or only pension schemes recorded in the

core national accounts.

The overall logic of the table is to present theripg and closing positions of pension entitlements

for_all social insurance pension schem@scluding social security pension schemes), amel t

corresponding transactions and other economic flowsng the period which account for the
difference between the opening and the closingtipos, thus showing systematicaljension
entitlements for all these schemes. In the System, these pepsititements correspond to the pension

assets acquired by households within the economiyahroad.

In addition to the data on the pension entitlemants their accumulation, two other related indicato
are shown which might be of benefit for the usdrthe table. These are the output produced and the

assets held by pension schemes vis-a-vis households

This presentation of a broad range of statistigfarimation on all social insurance pension scheimes
an economy will allow better international compalrgb It is not intended to include social assista
schemes, though the Task Force remains conceraeththcurrent definition of social assistance may

not be adequate to deal satisfactorily with allestaed cases.

The columns A to J of the table are, first, split by pensiaahames classified either in the core
national accounts or not in the core national astwnder the compromise, the pension entitlements
of all pension schemes sponsored by the privatirsace recorded in the core accounts and only

schemes for government employees may or may nadoeded as such in the core accounts, and thus



appear as separate categories — together withl seciarity pension schemes - in this supplementary
table. Secondly, the pension schemes classifiedhirwithe core national accounts are either
“sponsored” by a non-general government unit oalggneral government unit. Thirdly, the employer

pension schemes are further split into defined titesehemes and defined contribution schemes.

Column B is intended to include privately sponsodedined benefit schemes; however it may also

contain hybrid pension schemes which have botHiaetkbenefit and defined contribution element.

Columns G and H are intended for those pensionnsebavhose stocks, transactions and other flows
in pension entitlements are not included in thesamational accounts. These two columns are the
focus of this supplementary table: by adding pensittittements of these columns to those of the cor
accounts, it will be possible to better comparentdes. Criteria to decide which defined benefit
pension schemes for general government employemddsbe entered in column G in a European

context are currently being discussed by the Taskd-

The Task Force believes that a "sponsor” can beeat&fin line with usual terminology in the fielas

an institution €é.g. corporation, industry/employment association) tligsigns, negotiates, and
normally helps to administer an occupational pangitan for its employees or members. This may
also involve the sponsor being eventually respdadibr paying the pensions (in which case an
asset/liability relationship is to be shown in natil accounts), but this is not necessarily alwhgs

case.

In most cases of government-sponsored schemespbatl, the institutional sector of the sponsolt wi

be the same as the institutional sector where éresipn scheme is classified in the core national
accounts. The exceptions would be those autonogeusral government pension schemes which are
classified in the core national accounts in a nenegal government sector as financial corporations.
To allow a reconciliation between the classificatiby sector of sponsor and by sector of the
institution managing the pension scheme, columasdF are included to show all pension schemes

recorded in (respectively) financial corporationsl & general government.

Entitlements of resident pension schemes, as showolumn I, are by definition the total assets of
pension entitlements acquired by resident and aesitlent households from these schemes. Column J
shows the pension entitlements acquired or helddoyresident households. This column should be
completed if pension entittements of resident penschemes acquired or held by non-resident
households are significant for a country. The Trskce felt that this would only be the case for som

countries in Europe and that the data sourcesufdr solumns may be weak.

Rows 1 to 12 of the table relate to positions, trarieastand other economic flows associated with
pension entitlements of the schemes included intdlde. Where applicable, the SNA codes are

preceded by an “S” to denote their supplementaayust Social contributions of both actual and



imputed nature are recorded, following the propdgtkss in the updated 1993 SNA. Row 2.4 relates
to the property income earned, or imputed, on themes which is routed via the household (or the

rest of the world) sector.

Row 3 is solely associated with imputed transastiohsocial security pension schemes. This cell
replaces, for social security, the cell for employmputed social contributions. Indeed, as the
relationship between social security and emploigtsually loose, it was considered better to use a

alternative name.

Row 5 is intended to present the changes in persmitiements due to social contributions and
pension benefits. It is equal to row 2 + row 3 w . This balancing item measured from the non-
financial side is conceptually equivalent to thagasured from the financial side (however the row is
coded here as SD8). The balancing item may betigitbd for its equivalent in the core national
accounts in order to derive more comparable intemal estimates of saving and net lending / net
borrowing. Row 6 shows possible transfers of pensiotittements betweepension schemes, and
since resident pension schemes may be involvadmsfiers with non-resident pension schemes, row 6
need not sum to zero. Row 7 shows other transactimpacting on pension entitlements — for

example arising from negotiated changes in thersehstructure.

Rows 8 and 9 account for the other economic flaegajuations and other changes in volume) which
lead to changes in pension entitlements assocwithdsocial insurance pension schemes. The Task
Force felt that the detail in these rows may notpbssible to compile for columns A to F, and

therefore agreed the principle that the detail rougt be shown for columns G and H (see Table 1).

Table 1: Other economic flows recorded for generabovernment employee defined benefit
schemes and social security pension funds

Recording Not in core national accounts
Sponsor General government
General government

employee defined benefif Social security pension

Row Other economic flow schemes funds
number Column number G H
Other economic flows
7 Revaluations

7.1 Changes in discount rate
7.2 Changes in wage devel opments
7.3 Changes in price devel opments

8 Other changes in volume

8.1 Changes in scheme design (benefit rule)
8.1.1 of which: Statutory retirement age
8.1.2 Of which: Compensation for indexation

8.2 Changes in demographic assumptions
8.3 Changes in promotions (ABO) or labour force restructures (PBO)
8.4 Other changes

It is nevertheless important to note that ther@nis element of revaluation in some other columns (A
B, D) which is important to include in total revations — the change in pension entitlements due

related to the revaluation of assets held to meesipns.
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In Table 1, the rows 7.1 to 7.3 show the impactrefaluations due to changes in the model
assumptions (changes in the discount rate, the wagelopments and the price developments). The
other changes in volume flows are broken down gitanges in the scheme design (for instance,
changes of the statutory retirement age or of ttmapensation for indexation), in the demographic
assumptions, in promotions (if the estimates asetb@n Accumulated Benefit Obligation - ABO) in
labour force restructures (if the estimates aredam Projected Benefit Obligation - PBO), and in
other changes. It is nevertheless important testiteat the Task Force is still considering theigee

impact of ABO or PBO recording on the supplementabye.
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Annex 2
Major assumptions to be considered in the contextfanodelling

The Task Force has taken the opportunity to have greliminary discussion of the major
assumptions to be considered, with a view to inittang its modelling work on a broadly
comparable basis. Following feedback from this modkng work, the Task Force will re-assess
its preliminary views and, at the time of its finalreport, to seek the opinion of the CMFB on the
appropriateness of the various assumptions. For thigourpose the various assumptions and their
impact on the model calculations will be thoroughlyexamined and illustrated in the report.

a) The discount rate for future pension disbursemets

The estimates of pension entitlements are extreseigitive to the discount rate applied, sinceréutu
pension disbursements have to be derived overgatiore horizon. There are several possible options
— the use of a discount rate on high quality (goremt or corporate) bonds, the return on investment
expected from the portfolio of pension scheme itmests, or the potential growth rate of the
economy. The Task Force has preliminary consideafigér careful analysis, that there are two
potential discount rates which could be appropsgatgpplied to general government sponsored
schemes. These are (i) the yield on high qualitpa@@te bonds, which is the discount rate appled t
pension benefits in business accounting (IAS19) whith includes a risk premium; and (ii) the
potential GDP growth rate, which is arguably a mea®f the future ability of the government to eais
taxes and social contributions (and therefore mepdrticularly relevant for social security pension
schemes).

b) Future salary increases

Defined benefit pension schemes apply a formuldnéomember's salary (whether final salary or an
average of a period of years) to determine thel lei/@ension. It is therefore known that the final
pensions paid will be affected by the growth of rbems' salaries (notably through career
progression). This effect may be taken accountopensions modelling (known as the Projected
Benefit Obligation, or PBO, method) using suitablesumptions, or may not be (known as the
Accumulated Benefit Obligation, or ABO, method).eTABO approach is equivalent to measuring
pension entitlements as if the scheme were to tetdgy, and members' pensions determined on the
basis of their current salary and conditions of kyipent.

The Task Force chairmen wrote to the co-chairmenhef IMF/BEA Task Force on pensions to
investigate the reasons why the IMF/BEA Task Foneel expressed a preference for the ABO
method. It has become clear that there are advesitagd disadvantages to each method, and both
could be dealt with in the national accounts anthansupplementary table. The updated 1993 SNA
will mention both methods, without choosing betwdsem. International accounting standards apply
a single, PBO-based, method. However, various cammpahoose to present, in addition to the data
based on PBO, also the ABO-based figures in thesrtottheir accounts. Certain national jurisdiction

in Europe require the use of the ABO-based metloodHose companies which are not subject to
international accounting standards.

The Task Force has established that the choiceeketthe ABO and the PBO might have some
impact on the estimates of pension entitlementstlaeictfore it is preferable that national accoutstan
in Europe adopt one single method. For the timadyea majority of the Task Force considers, as a
preliminary view, that the PBO method would delitlee most economically meaningful estimates of
pension entitlements - taking into account thathist case additional model assumptions have to be
made. However, the Task Force will also develop ARBed methods for comparison purposes. This
will enable the Task Force to consider furtherithpact of both methods on the accounts. There is a
particular issue to be resolved on the partitiotwken transactions and other economic flows when
applying ABO and PBO methods, which the Task Feritienvestigate thoroughly.
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¢) Demographic trends

Future pension payments are subject to the demloigraffects, in terms of the age/ gender balance of
members and their longevity. Demographic tablesatmeady well established for the modelling of
pension and life insurance schemes. The Ageing IM@r&éroup has decided to base its work on the
harmonised population projections prepared by Eatosherefore, the Task Force believes that a
similar approach in national accounts could imprthes cross-country comparability of the estimates.
This would also mean the use of gender-specifigdwoity tables to ensure the best possible estimates
In general, the Task Force members expressed ¢ieprary opinion that these assumptions shall be
based on the comparable demographic data compil&aitostat for each countfy.

d) Coverage of the schemes modelled

It is important that model calculations are carreed for all government employer pension schemes
and social security pension schemes, which areinolyded in the supplementary table but not in the
core national accounts.

e) Pension indexation and old-age benefit accumulah rules

The Task Force considered that modelling shouldriakertaken on the basis of "no policy change"” in
the design and rules of the pension schemes. Thusxample, provisions included in existing

legislation (including those legislative provisiowhich will apply from a set future date) would be

applied to modelling.

Pension indexation rules are country and schemeifspeand do vary substantially. The most
common indexation rules refer to inflation or wagges, but more complex rules are observed.
Comparable long-term projections would thereforedh® be applied, according to the scheme to be
modelled, such as those of the Ageing Working Group

*  See European Commission (20086), op. cit.
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ANNEX 3

TIMETABLE FOR THE TASK FORCE

Date

Activity / Deadline

Issue

31 May — 1 Jun-07

Fourth meeting of the Task
Force in Frankfurt am Main

Refinement of the Supplementary Table; Analysief t
guestionnaires to the countries; Analysis of theuagptions for
modelling (discount rate and other hypothesis)sion on the
criteria for core and non-core; Draft report for CRIFeeting on
28 — 29 June-07.

Finalising the CMFB report
with timetable for follow-up

June-07 Ongoing work on EU country

stocktaking, model

specification and estimates
14-15 Jun-07 FAWG, Luxembourg Progress report

CMFB meeting in Presentation of report prepared by the Task Faqmeroval of the
28-29 Jun-07 .

Luxembourg amended mandate and extended timetable

Provision of the input files by the countries regeneted in the TF;

June — Dec-07 Modelling modelling of pension scheme data (positions, tretiwss, other

flows); estimation of EU and euro area data

23-24 October -07

Fifth meeting of the Task
Force in Luxembourg

Completion of the empirical work on estimations o t
supplementary table; finalisation of the criteioa ¢ore and non-
core accounts; finalisation of the assumptionsifodelling;
follow-up work for the CMFB Report

End Oct — mid Jan
07

Preparation of CMFB Report

Contents: (1) Methodology; (2) SNA draft chapterd an
supplementary table; (3) estimations; 4) sensjtiaitalysis; (5)
annexes

22-23 Nov-07

NAWG, Luxembourg

Progress report

4-5 December -07

Sixth meeting of the Task
Force in Frankfurt am Main

Completion of the modelling work; preparation of thmal report
to the CMFB; follow-up work of the Task Force (invement of
the Member States not participating in the Taslc€pr

10-11 Dec-07

FAWG, Luxembourg

Progress report

From end 2007

Estimation of stocks, transactions and other flagisg national

onwards Modelling models and stylised models for Member States
CMEB meeting in Presentation of the outcome of the Task Forcegd>FB
End Jan-08 Luxembour 9 (methodology for SNA/ESA, standard and supplemegrtttyles,
9 estimation method, empirical results)
Afterwards Regular annual update of the tables
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