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Introduction

3.
The OPA welcomes the opportunity to submit comments of the consultation on choosing assumptions for defined benefit schemes with a special focus on mortality.
4.
It has become abundantly clear that for many years the assumptions used by defined benefit schemes to measure the liabilities relating to mortality have been flawed. Indeed it is arguable that the surpluses declared in the latter part of the 20th century which lead to long employer contribution holidays, were based on false mortality assumptions and could easily have been deficits or break even in many cases.  Had a better focus on mortality been made then so reducing surpluses and hence contribution holidays, many schemes which have closed may well still be open today.
5.
The OPA therefore are pleased that TPR are considering this important issue.

6.
We are also aware that there is a parallel consultation  being carried out by the Board for Actuarial Standards Actuarial Mortality Assumptions: Discussion Paper, published in March 2008.

Questions and Responses

Question 1: Do you agree that we should issue guidance on this subject? 
7.
One of the objectives of TPR is to introduce risk-based Guidance and Practice Notes aimed at preventing defined benefit pension schemes from entering the Pension Protection Fund (PPF).  Since the assumptions used by pension schemes in calculating the members mortality play a major role in determining the liabilities, then TPR has a role to play.
8.
However we believe that the role should be one of checking that trustees have sought actuarial advice and have acted on that advice.  The proposal that Guidance introduces a trigger which if activated then TPR will examine a scheme more closely, is reasonable.

9.
The OPA agree that the Key Points as set out on page 6 cover the issues to be addressed by trustees.

10.
However, there seems to be a degree of inconsistency in the proposals.  First it is stressed on many occasions throughout the consultation document, that mortality assumptions will be scheme specific.  The OPA agrees that this is the case.  Yet para 1.3 (page 7) sets out TPR’s view of prudence, “with regard to the base mortality as at the valuation date, means taking a margin below best estimate rates..”

11.
Should not the test be that the trustees have to show evidence that they received professional actuarial advice, challenged that advice with the actuary, and then agreed what the mortality assumptions should be?
12.
By specifying that prudence means “taking a margin below best estimate rates” may be entering an area in which TPR is not qualified to take a view.  The actuaries should be held to account by the trustees and their own professional body if they are negligent.

Question 2: Have we identified the appropriate principles to apply when choosing prudent funding assumptions? 
13.
Yes.

Question 3: Have we identified the appropriate matters for trustees to consider with their actuary? 
14.
The OPA agree with the list of issues trustees need to consider with their actuary, but is it not for the actuary to point out these issues and any other issue considered relevant by them, rather than TPR?

Question 4: Have you any other suggestions for the effective illustration of the impact of mortality choices? 
15.
The OPA believe that it is very important for members to understand as much as possible the assumptions used in reaching the figures published in the valuations.  Anything to improve this understanding of a very complex issue is to be welcomed.
Question 5: Are we right to discourage allowance for the effect of a factor by way of adjustment to another assumption? 
16.
In general yes, but care needs to be taken by TPR when the professional judgement of an actuary is being questioned.
Question 6: Are we right to encourage adoption of the CMI’s recommended notation for describing mortality assumptions? 
17.
Using a standard notation will certainly help TPR when comparing different pension schemes.  But the most important criterion should be that scheme members affected understand what is going on in their scheme.
Question 7: Is this background material helpful? Have you anything further you would like to see included? 
18.
Yes, it seems to be comprehensive for this purpose.

Question 8: Do you agree that a focus on mortality improvement assumptions is appropriate? 
19.
Yes it is a very important issue, but only in so far as it acts as a trigger for further examination of a scheme and does not become regulation for regulation’s sake.

Question 9: Do you agree that our proposal offers the best way for the regulator to identify mortality improvement assumption risks? 
20.
The proposals offer a way for TPR to consider mortality improvement risks but they should not be used to stipulate that this is how it should be done.  This should be an issue for the trustees following professional advice from their actuary.  If the trustees ignore this advice, or fail to ask what if, or fail to challenge the actuary, then TPR has a legitimate role in seeking reasons for the trustee’s actions, and taking appropriate action.
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