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Agenda

x Setting the scene (overview for non-Brazilians)
ASoci al security, eand ci vi
A Open and closed pension funds.
A Three types of plans using closed funds.

A Governance and management structure.

X Regulatory environment, assessment and challenges.
X Supervisory environment, assessment and challenges.

X Conclusions.



Social security in one slide!

X Bismarck-style social security started in 1923.

x RGPS =DB social security for private sector and self-employed.
A Monthly salary ceiling of R$3,281.90 (01,230 or US$1,820).
A Good benefits if earning less than ceiling.
A Need complementary plan if earning more than ceiling.

x RPPS =DB social security for civil servants.

A Federal government, states and large municipalities all operate
their own plans. Some are funded.

A Parametric reform started in 2003, including possibility of
Imposing RGPS salary celling IF complementary DC plan
Implemented for excess earnings.

A These complementary occupational plans are very relevant to
our deliberations.



o Occupational pension plans

X Qccupational plans have existed for more than 100 years,
e.g. PREVI plan for Bank of Brazil staff started in 1904.

X The plans are mature, and the funds are very large.

x Brazil is placedseventh in the world in terms of aggregate
assets held under occupational pension funds, a position it
has held for several years (OECD statistics).

X AWI t hout a doubt, Brazi l S
country in the region in terms of occupational and individual
pension fundso (i nternationa

X 00Openo pensinsarancefcompanyg retail products.
X ACl osedo p eimnmestiofams presentatios.

x Civil service complementary plans will be closed funds.
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Closed pension fundsoverview

Non-profit organisations similar to Dutch/Swiss foundations.

Traditionally single employer, but now plans and funds for
uni ons, professional associ a:

Supervised by Secretaria da PrevidénciaComplementar (SPC)

Three types:

A DB (most now closed to new entrants).
35% of plans; 38% by membership; 81% by assets.
A DC (but often with self -insured DB risk benefits)
35% of plans; 20% by membership; 6% by assets.
A VC = variable contribution = DC to retirement, with fund
retaining life annuity obligation (if any) after retirement.
30% of plans; 42% by membership; 13% by assets.



Some statistics

Vo 1 Assets Bonds Equities Property Loans Other
b ____1___(bilions) ___
E Dec. 2002 E R$168.5 58.8% 27.7% 6.7% 3.9% 2.8%
' Dec. 2003 [ 2162 60.2% 28.9% 5.4% 3.4% 2.1%
E'E)éé.'z'obh"""i """ 2558 60.5% 30.1% 4.5% 3.1% 1.8%
;r Dec. 2005 “; """ 2952 60.9% 30.7% 4.0% 2.8% 1.6%
:Lb'eé.'z'ob% """ J' """ 3522 59.8% 32.8% 3.3% 2.5% 1.6%
;’ Dec. 2007 ’; """ 4358 57.0% 36.7% 2.6% 2.2% 1.5%
'Dec.2008 17T 4192 [ 648% 28.0% 3.1% 2.6% 1.6%
;rAbr'. 2009 ‘;' " R$4445% 62.8% 30.0% 3.0% 2.5% 1.8%
T - -,&p;r;rc-);i-m_a;e-l): :’1167 billion or US$245 billion Source = ABRAPP
Average fund returns 2003 2004 2005 2006 2007 2008 | Cumulative
Nominal return (%) 27.05% | 20.05 | 17.85 | 23.60 | 21.31 | -1.27 166.09%
Inflation rate (INPC) 11.01% 6.50 5.35 2.98 5.67 6.86 44.83%
Real return 14.45% | 12.72 | 11.87 | 20.02 | 14.80 | -8.22% | 82.50%

Minimum actuarial rate (INPC+6%) | 17.01% | 12.50 11.35 8.98 11.67 12.86 100.96%

Excess return over actuarial 8.58% 6.71 5.84 13.42 8.83 -14.29 29.74%

Source = SPC annual report



o Governance & Management Structure

Conselho Deliberativo

Conselho Fiscal

This is the basic structure.
In practice, many funds have
more complex structures.

Diretoria Executiva

Diretoria A Diretoria B Diretoria C Diretoria D Diretoria E



With Committees

Conselho Deliberativo Conselho Fiscall

/

investment committee -----------f--------- audit committee

ethics committee ---------------{--------: benefits committee

Diretoria Executiva

Diretoria A Diretoria B Diretoria C Diretoria D Diretoria E



OﬁReguI ationo of CI

Regulated and supervised since 1977/78.
x Federal government. Laws and presidential decrees.

x CGPC (5 government representatives + 1 each from fund
entities, plan sponsors and plan participants). Main source of
regulations on actuarial, vesting/portability, governance, etc

x CMN (National Monetary Council). Investment limits.
x CVM (Brazilian SEC). Plan sponsor accounting, i.e. IAS 109.
x SPC. Al nstructionso to fund

Law 109/2001 (comprehensive pension law) and Law 108/2001
(additional requirements for public sector plans) form current
legislative base from which CGPC issues its regulations.

Examples of recent regulations = investments, fund accounting,
overfunded pl ans, maxi mum adm



9 Assessment of Regulatory Environmen

x Hi gh | evel of compliance wi't
Core Principles of Occupatio
Indeed, they are always in the background as a guide.

X |ssues currently identified for priority attention:
A Actuarial-vari abl e contr.i glt?létgbljo N
A Asset liability management (ALM).
AOne Afundo administering se
A Mergers, spinoffs and related matters.
A Certification of corporate directors.
A Financial education (FE).

A RBS implications on various regulations, e.g. plan funding
In adverse market conditions and governance.
But , as we wil |l see, the nNnsupervi s



@i Supervisionod of

As already indicated, SPC is current supervisory authority.
Department of Ministry of Social Security.

SPC has neither the adequate resourcing nor the degree
of I ndependence envisaged by
Pension Supervisiono.

2004 legislation to create such an authority ( PREVI(
never came to a vote in the Senate, and thus died.

New legislation was introduced in 2008 and has since
approved by House of Representatives; now in Senate.

Other major project = full implementation of risk -based
supervision (RBS), éwith 1i1Int



PREVIC 1 very brief introduction

x New supervisory structure envisaged in Law nAL09/2001.
X Supervisory responsibilities of SPC to move to PREVIC.
x Greater autonomy [ Bank of Brazil and SUSEP.

x Greater financial independence, with main source of
funding being levies on pension entities ( Tafic).

x Significant increases in personnel.

X Consequent acceleration of transition to risk based
supervision (RBS/SBR).

Other panel members will discuss PREVIC in more detall.






