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Actuarial Revaluation as at 31 December 2019

1. EXECUTIVE SUMMARY

Introduction

1.1

1.2

African Actuarial Consultants (‘AAC’ or ‘we’) have been requested by the Board of
Trustees of the National Railways of Zimbabwe (‘NRZ’) Contributory Pension Fund (“the
Fund”) to perform a revaluation of the fund as at 31 December 2019, for the purposes of
distributing Revaluation Gains, in line with the “GUIDELINE FOR THE INSURANCE
AND PENSIONS INDUSTRY ON ADJUSTING INSURANCE AND PENSION
VALUES IN RESPONSE TO CURRENCY REFORMS”, issued on 13 March 2020 (‘the
Guideline”).

The key objective of this revaluation is therefore, to determine Revaluation Gains as at
31 December 2019 (the ‘Measurement Date’) and to fairly allocate these gains across

active members, deferred pensioners and pensioners.

Revaluation Method

1.3

1.4

Revaluation Gains arise as a result of the revaluation to ZWLS$ of pension fund assets

and liabilities that were originally denominated in US$ as of the Determination Date.

We have therefore identified assets backing pension fund liabilities as at the Determination

Date and proceeded to conduct the following as at the Measurement Date:

Revalue relevant pension liabilities in ZWL$ using methods prescribed in section 14.9
and 14.10 of the Guideline;

Revalue pension fund assets in ZWLS$ using fair value methods prescribed in section
12 of the Guideline;

Determine the amount of Revaluation Gains as the difference between the value of
ring-fenced assets and liabilities on 31 December 2019 compared with the difference
on the Determination Date, adjusted for actuarial gains and losses, as prescribed in

Section 19.2 of the Guideline; and
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d. Equitably allocate Revaluation Gains amongst active members, deferred pensioners

and pensioners, in proportion to their accrued benefit liability on 31 December 2019.

Fund Membership
1.5 The membership of the Fund as at the Determination date (31 December 2018) and

Measurement Date (31 December 2019) is summarised as follows:

Category 31 Dec 2018 | 31 Dec 2019 | Change | Change

Active members 4142 4111 3D -1%

Deferred Pensioners 2035 1 868 (167) -8%

Pensioners 11 260 11 038 (222) -2%

Total 17 437 17 017 (420) -2%
Fund Assets

1.6 The following table summarises the Fund’s asset portfolio at the Measurement Date;

31-Dec-18 31-Dec-19
Proportion Proportion
MARKET VALUE Amount | of net assets Amount | of net assets
Property Investments 223280 000 49.9% | 2792 480 000 62.8%
Quoted Ordinary Shares 52 620 482 11.7% 136 182 257 3.1%
Unquoted Ordinary shares 225534 0.1% 1720 106 0.0%
Unquoted Debentures 128 648 0.0% 142 827 0.0%
Mortgages on properties 4111238 0.9% 4045 296 0.1%
Self-Insurance Fund Investment 4 580 758 1.0% 7758 395 0.2%
Good tenancy deposits 784 244 0.2% 616 151 0.0%
Approved holdings 4703 480 1.1% 20103 028 0.5%
Deposits and Money market 4023 938 0.9% 4 996 802 0.1%
Assets outside Zimbabwe 95 311090 21.3% | 1761514410 39.6%
Current Assets 70 544 969 15.8% 98 149 445 2.2%
Current Liabilities (12 432 746) -2.8% | (380095 707) -8.5%
Net Assets 447 881 635 100.0% | 4447 613 010 100.0%

1.7 The Fund earned an investment return of 916.5% on a money weighted rate of return basis,
compared to inflation of 460.8% in the year to 31 December 2019. This was mainly due to a
revaluation of properties and assets outside Zimbabwe.
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1.8

1.9

1.10

1.11

1.12

1.13

1.14

In line with Circular 1 of 2013, property investments are meant to account for not more than
50% of'the total asset value. However, property investments constitute 63% of the total assets.
Property values were driven up by the currency conversion from United States dollars to

Zimbabwe dollars. We recommend the Fund put in place measures to ensure compliance.

The Fund is also not compliant with Circular 3 of 2019 which mandates pension funds to
hold 20% in prescribed assets. The ratio of prescribed assets is 0.5% which is significantly less
than the required minimum of 20%. We recommend that Trustees take measures to ensure

compliance.

Section 18 of the Pensions Act requires that IPEC gives consent for pension funds to invest
offshore. The Fund has currently invested 39.6% of its asset holdings offshore. These assets
were acquired before the enactment of the Act and we understand IPEC have been notified

of the arrangement.
With respect to the Fund’s financial status quo, it is facing significant:

e credit and counterparty risk,
e valuation and liquidity risk,

e potential asset liability mismatch risks

The Fund is further exposed to ongoing funding and solvency management, mortality,

longevity, operational and expense risks, which all need continuous management.

IPEC issued the Circular 11 of 2020 guideline on Risk Management, with an effective date
of 1 July 2020. We urge the Fund to ensure compliance with this guideline. We have also set

out additional recommendations on Fund Risk Management in Appendix G.

The guideline on Risk Management further supports Circular 1 of 2013 and calls for Pension
Funds to utilise investment and other risk policies, in line with IPEC regulations, as a way to
mitigate these risks. We recommend detailed investigation to determine the impact of these

risks on the funding level.

CONSULTANTS
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1.15 The key assumptions used in carrying out this revaluation have been maintained as those

used in the FY2018 valuation. This is in line with our consistency objective as well as a

requirement of Section 14.10 of the Guideline.

Past Service Valuation Results

1.16 The calculated amount of revaluation gains earned by the Fund in the inter-valuation

period amounted to $3 784.2 million. Allocating these revaluation gains implies an

increase of 970% to all the liabilities of the fund determined on a hard freeze approach as

at 31 December 2019. Refer to Section 6, for a summary description of how the revaluation

gains were calculated and allocated.

1.17 The table below summarises the Fund’s financial position at the valuation date.

31-Dec-18 31 December 2019

Excluding Including After

effect of salary | effect of salary distribution

Description US$ and pension and pension of

increases (Hard | increases (Soft | Revaluation

Freeze) Freeze) | Gains (ZW$)

Market Value of assets 447 881 635 4452 920 586 4447 613 010 | 4447 613 010

Asset Reserve (44 788 164) - - -
Reversal of Arrear

contributions - (60 657 909) (70 015 052) (70 015 052)

Net Assets 403 093 471 4392262677 | 4377597958 | 4377 597 958

Accrued Actuarial 381512339 | 388662207 | 783359 004 | 4 194 868 262

Liabilities

Active Members 131 959 137 129 621 788 253 592 440 | 1400 865 605

Pensioners 217207 313 229 243 147 463 821 702 | 2454 599 162

Deferred Pensioners 32 345 888 29 797 271 65 944 862 326 581 778

Reserve for exits top-ups - - - 12 821 717

Surplus/(Deficit) 21581132 4003600470 | 3594238954 182 729 696

Funding level 105.7% 1130.1% 558.8% 104.4%
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1.18 Section 26.4 of the Guideline requires that contributions more than one year in arrears

should not be considered as funds’ assets unless a Certified Repayment Agreement is in
place. We have therefore excluded arrear contributions from the total assets, as no Certified

Repayment plan was in place at 31 December 2019.

1.19 The value of the Fund’s accrued liabilities at 31 December 2019 was ZW1L$4 194.9 million,
after allocation of revaluation gains, whereas the actuarial value of Fund assets amounted
to ZWL$4,377.6 (i.e. $4,447.6 million less asset reserve of $70.0 million). The valuation,
therefore, disclosed a surplus of ZWL$182.7 million.

1.20 The funding level, that is, the ratio of the Fund’s assets to that of its accrued liabilities, was
104.4% as at 31 December 2019.

Future Service Valuation results
1.21 Our calculations indicate the employer contribution rate required to fund future service

benefits is 28.5% of member’s pensionable salaries. Note that this is inclusive of an expense

allowance of 6.5% of members’ future pensionable salaries.

1.22 Strict application of the currency reform guideline reduces the participation of the

Employer in surplus arising from revaluation gains going forward.

1.23 We certify that, in terms of Section 37(4) of the Pension and Provident Scheme Regulations
1991, the Fund is financially sound as at 31 December 2019.

1.24 We further certify that the Fund remains financially sound on an on-going basis.

Interim Bonus Rate

1.25 Rule 69a defines the benefit payable on resignation or dismissal as a refund of accumulated
contributions. Accumulated contributions are defined in Rule 2.1b as “contributions from
1 February 2009 plus interest at the rate earned by the Fund'’s assets from the date of payment up to

the particular date” .
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1.26 Due to the current hyperinflation and uncertainty in the market, we recommend that

returns be calculated and allocated on a regular basis.

Recommendations and Certifications

1.27 We have set out a summary of our recommendations in Section 9 and Appendix E.

1.28 We have set out the required certifications in Section 11.
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2. INTRODUCTION

Background
2.1 African Actuarial Consultants (‘AAC’ or “‘We’) has been requested by the Board of Trustees
of the National Railways of Zimbabwe (‘NRZ’) Contributory Pension Fund (‘the Fund’)

to perform a currency conversion actuarial valuation of the Fund as at 31 December 2019.

2.2 AAC carried out the previous statutory valuation as at 31 December 2018. The
31 December 2018 valuation report covered the 3-year period from 31 December 2015. The
valuation reports prior to 31 December 2018 were carried out by Mark Hyde of Pentact

Consultants and Actuaries.

2.3 The previous statutory actuarial valuation as at 31 December 2018 disclosed a surplus of
assets against liabilities accrued to the valuation date of US$21.581 million. This translated
to a funding level (i.e. the ratio of scheme assets to the value of liabilities) of 105.7%. We
note that the funding level has reduced from that previously advised in our
31 December 2018 report of 108%. This is because of the adjustments for records which

had been erroneously omitted in the 2018 valuation data.

Professional Issues

2.4 This report has been prepared in accordance with the Actuarial Professional Standards
(APSs) issued by the Institute and Faculty of Actuaries and the Technical Actuarial
Standards (TAS) issued by the Financial Reporting Council current at the date of signing
this report. These standards set out the minimum requirements of an actuarial valuation

report to meet the standards of the actuarial profession.

2.5 This report has considered Guidance Note SAP 201 issued by the Actuarial Society of
South Africa, except that as this Fund is not registered in South Africa, certain aspects have

no relevance to the Fund.
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2.6 This report further complies with guidelines set by the IPEC Commissioner in Circular

2.7

2.8

2.9

No. 7 of 2014 and the currency reform guidelines issued in March 2020.

This report has also been peer reviewed internally.

Purpose of valuation

The purpose of this revaluation is to:

a.

Determine the cost in Zimbabwean dollars, of pension benefits due to the Fund

members 1i.e. to convert members’ benefits from the United States dollars to

Zimbabwean dollars and equitably allocate revaluation gains to members;

Assess the value of assets and liabilities and hence establish the financial soundness

(i.e. the level of funding) of the Fund;

Calculate and recommend the Employer contributions rate which must be adopted in

order to pay benefits as they fall due;

Make recommendations as to whether it is possible to:

1. increase the pensioners’ benefits; and/or

ii. increase the benefits allocated to Active members, Pending exits and Deferred
pensioners;

Recommend an interim bonus rate to be used for the calculation of resigning

members’ benefits after 1 January 2020; and

Provide the required certifications in terms of the IPEC currency Conversion

Guidelines.

Addressee and Confidentiality

This report is addressed to the Trustees of the Fund and may be made available to the Fund

sponsor. This report and its contents are confidential and may not be used for any other

purpose except the purposes outlined in the report.

Currency and Limitations

2.10 All amounts stated in this report are denominated in Zimbabwe Dollars (ZWL$) unless
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stated otherwise.

2.11 The calculations and recommendations in this report are based on the data provided.
Should significant changes be made to the data, then our calculations would have to be

revised.

2.12 The results of a valuation are an estimate of the cost of the benefits, which the Fund
provides, based on assumptions regarding the future of the Fund, and does not influence
the actual cost of the benefits. It is the experience of the Fund that will determine the actual

cost.
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3. BACKGROUND TO THE FUND

3.1

3.2

3.3

3.4

3.5

Fund Rules and Amendments

The Fund is registered as a Defined Benefit (‘DB’) pension fund with benefits as defined in
the Trust Deed and Rules (the ‘Fund Rules’). The Fund Rules were originally registered

on 4 October 1949 and have been amended from time to time.

We have not been notified of any amendments to the rules during the inter-valuation

period.

Integration with NSSA

With effect from 1 October 1994, the Employer and Members were each required to
contribute to the Pension and Other Benefits Scheme run by the National Social Security
Authority (“NSSA”). Currently the Employer and Members each contribute 3.5% to this
scheme, which contributions are not integrated with the Fund as is the case with most funds

in Zimbabwe.

Previous Actuarial Valuation

The previous actuarial valuation as at 31 December 2018 disclosed a surplus of
$21.581 million which translated to a funding level of 105.7%. We note that the funding
level at 31 December 2018 has slightly reduced from the 108% set out in our

16 December 2019 report, due to adjustments for members who were previously omitted.

Informal or ‘snapshot’ valuations were conducted as at 30 September 2019 and as at
31 December 2019 in order to provide a guide to the financial position of the Fund and as
a basis for pension increase recommendations. While outcomes of those valuations which
have been implemented were taken into account in doing this valuation, the results of those

snapshot valuations have been superseded by this valuation.
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Fund expenses

3.6 In the previous valuation report as at 31 December 2018, the Actuary recommended that
Fund running expenses be met from 6.5% of member pensionable salaries. However, gross
administrative expenditure incurred over the inter-valuation period was higher than the

provisioned amount. The effect is a strain on the Fund’s financial position.

3.7 The table below summarises the expense shortfalls arising in each financial year:

31-Dec-18 | 31-Dec-19
Salary Bill ($) 31333600 | 41 766 950
Gross admin expenditure ($) 3467 322 | 12 375 699
Gross admin expense /Salary Bill 11.07% 23.77%
Expected Expense Level 6.5% 6.5%
Expense Shortfall ($) 1440038 | 9007 056

3.8 As shown in the table above, the total strain on the Fund due to expense shortfalls
amounted to $9.0 million over the inter-valuation period. The implication is a reduction in
the Fund’s liquidity levels and a reduction in Fund assets, causing a financial strain of the

same amount.

3.9 We note that total expenses incurred over the inter-valuation period amounted to 23.77%
of the salary bill. We consider this level of expenses to be unsustainable, given that

members currently contribute 8% of salaries towards retirement.

3.10 The increase in the proportion of expenses from 11.07% as at 31 December 2018 to 23.77%
as at 31 December 2019 may reflect the increase in expenses due to inflationary

adjustments while Salary increases are not catching up with expense increases.

3.11 There may be need to review the ideal expense levels for the Fund in light of currency

changes and hyperinflation.

Fund interest
3.12 Interms of SI 147 of 2002, the interest rates used in calculating contribution-based benefits

such as accumulated contributions, are based on the interest earned on assets of the Fund.
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3.13 The history of fund interest rates since 1 February 2009, compared to inflation was as

follows:
] Fund
Period interest rate CPI
1 Feb 2009 to 31 Dec 2009 18.19% 0.00%
1 Jan 2010 to 31 Dec 2010 5.00% 3.10%
1 Jan 2011 to 31 Dec 2011 14.10% 3.50%
1 Jan 2012 to 31 Dec 2012 20.10% 3.70%
1 Jan 2013 to 31 Dec 2013 8.60% 1.60%
1 Jan 2014 to 31 Dec 2014 1.30% -0.20%
1 Jan 2018 to 31 Dec 2018 0.20% -2.40%
1 Jan 2016 to 31 Dec 2016 2.10% 0.90%
1 Jan 2017 to 31 Dec 2017 16.60% 3.40%
1 Jan 2018 to 31 Dec 2018 9.50% 42.10%
Effective 1 Feb 2009 to 31 December 2018 144.37% 62.35%

3.14 Based on the financial statements for the year ending 31 December 2019 and assuming
cash flows occur midway through the financial year, we have calculated that the rate of

return on the Funds’ assets for the year ending 31 December 2019 to be 916.5%.

Pension increases during the period 1 January 2019 to 31 December 2019
3.15 We have set out a discussion on historical pension increases to 31 December 2018, in

Section 8.

3.16 The following increases were granted in respect of the 31 December 2019 Fund

performance:
Date Awarded Effective date Increase | Cumulative Increase
01 March 2019 01 March 2019 10% 10%
01 July 2019 01 July 2019 5% 16%
01 October 2019 01 October 2019 100% 131%
01 January 2020 01 January 2020 100% 362%
01 June 2020 01 January 2020 50% 593%
01 September 2020 01 January 2020 90% 1217%
National Railways of Zimbabwe Contributory Pension Fund Page |14
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3.17 All the discretionary increases after 1 January 2020 were not included in the pension
amounts as at 31 December 2019 as set out in this report. They were therefore not allowed
for in calculating the pensioner liabilities. We however note that, they will be offset from

the recommended pension increases arising from revaluation gains.

3.18 The Fund’s rules provide for a guaranteed 5% minimum pension increase on the 1* of July
each year. The 5% increase is an automatic non-discretionary increase and is the minimum

increase specified by Rule 78.

3.19 In an economic environment of high inflation, the pensioners could argue that the
guaranteed annual 5% increase is a low increase in real terms and would not be in line with
their reasonable benefit expectations, particularly if the Fund is deemed to be in a position

to afford higher increases.

3.20 We therefore recommend that the Fund adopts and communicates a pension increase
policy to govern the awarding of pension increases. This is especially critical in the current

hyper-inflationary environment.

Fund rule changes during the inter-valuation period
3.21 We have not been advised of any amendments to the Rules of the Fund. As such, we have
used the existing Rules for this valuation. A summary of the Rules as at 31 December 2019

is set out in Appendix II.

Regulatory changes during the inter-valuation period
3.22 In February 2019, two statutory instruments, SI 32 and 33 of 2019 were promulgated which

effectively introduced the Zimbabwean dollar (or the RTGS Dollar) as an official currency.

3.23 The effect of these statutory instruments was that all entities in Zimbabwe were now
required to account in local currency. An inter-bank Foreign Exchange Market was

established with an initial exchange rate of RTGS$ 2.50: USS$ 1.

CONSULTANTS
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3.24 In March 2019, IPEC issued Circular 3 of 2019 which calls for pension funds to invest a

minimum of 20% in prescribed assets by 31 December 2019. Trustees should consider this

regulation in reviewing the Fund’s asset mix at the review date.

3.25 In May 2019, IPEC released proposed guidance for the insurance and pensions industry in
response to the currency reforms. The proposed guidance prescribed guidelines for the

treatment of revaluation gains arising from currency changes.

3.26 These guidelines were discussed by various stakeholders in the insurance and pensions
sector; resulting in the release of updated guidance in October 2019 and January 2020. The

final guidance was released on the 13™ of March 2020.

3.27 A corresponding Statutory Instrument, S.I. 69 of 2020 was also released to ensure
compliance to this guideline. We have therefore carried out this currency conversion

exercise in line with IPEC guidelines on the currency reforms.

3.28 In June 2019, SI 142 of 2019 was decreed to ban the use of foreign currency and to
introduce the Zimbabwe Dollar (ZWLS$) as the sole currency for legal tender. The ZWLS$
was deemed to be at par with bond notes, coins and RTGS balances as at 30 June 2019
and was by then trading at a rate of approximately ZWL$6.20:US$1. The trading rate as
at 31 December 2019 was approximately ZWL$16.80:US$1.

Ministerial Pronouncement — DB Parastatal Funds
3.29 The Minister of Finance and Economic Development in his 2019 National Budget directed

the following to parastatal retirement savings:

1.  Defined Benefit Funds should be closed with effect from 01 January 2019; and
ii.  Harmonisation of contribution rates for all Parastatals to a maximum 12% for

employers and 8% for employees.
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3.30 Whilst we note that these pronouncements where never enacted, we recommend that the

Fund considers the implications of these policy pronouncements as these may be enacted

in future. The possible implications include:

e The Fund having to convert from a Defined Benefit arrangement to a Defined
Contribution arrangement.
e The capped contributions of 20% being implemented being inadequate to finance

the ongoing costs of the Fund.

Market Overview
3.31 The introduction of the Zimbabwean dollar has resulted in a loss of investor confidence in

the Zimbabwean market. This further resulted in an increase in the variance between

official foreign currency exchange rates and parallel market rates.

3.32 These distortions have culminated in a hike in the prices of goods and services.
Furthermore, the demand for real assets has increased as investors choose to preserve value
and hedge against inflation. Subsequently, the CPI and ZSE Index reported significant

increases over the year.

3.33 The 17-fold depreciation of the ZWLS$ to the US$ over the review period has resulted in
revaluation of the market values of property and equity investments. Consequently, fair
value gains amounting to ZWL$3.878 billion were reported in the financial statements over

the review period. This has duly inflated the investment return rate calculated for the Fund.
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4. FUND MEMBERSHIP DATA

4.1

4.2

4.3

4.4

4.5

4.6

4.7

We were supplied with the following membership data of the Fund from the
Administrators of the Fund,;
e Membership data in respect of members of the pension fund i.e. active members,
deferred pensioners and pensioners as at the valuation date;
e Data pertaining to members who exited the Fund over the inter-valuation period; and

o Audited financial statements as at 31 December 2019.

Data validation and adequacy
We have performed reasonability checks on the membership data and found it to be

reasonable for the purposes of this valuation.
A summary of data checks carried out is outlined in Appendix A of this report.

While data checks are performed for the valuation, the final accountability for the accuracy
of the data does, however, reside with the Trustees of the Fund. We therefore recommend
that Trustees request the administrator to certify correctness of the membership data as

summarised in this report.

We have relied on data supplied for the December 2019 valuation in stating the Fund’s

liability position.

Annual pensionable emoluments have been calculated as twelve times the December 2018

salary, in line with the practice per the previous valuations.

Key membership statistics
The total Fund membership at 31 December 2019 together with comparative figures at

31 December 2018 was as follows:
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Category 31-Dec-18 31-Dec-19 Change | Change
Active members 4142 4111 31 -1%
Deferred Pensioners 2035 1 868 (167) -8%
Pensioners 11 260 11 038 (222) -2%
Total 17 437 17 017 (420) -2%

Active Members

previous valuation date is summarised as follows:

4.8 The Active membership at the valuation date, together with comparative figures at the

CONSULTANTS

Active Members
Ordinary 31-Dec-18 31-Dec-19 Change
Number 3851 3 837 (14)
Salary weighted average age 45.7 46.5 0.8
Salary weighted average service 19.2 19.9 0.7
Total Annual Salaries ($) 27 892 405 49 312 655 77%
Average Annual Salaries ($) 7 243 12 852 77%
Enginemen 31-Dec-18 31-Dec-19 Total
Number 291 274 17)
Salary weighted average age 44.0 44.6 0.6
Salary weighted aver service 20.3 20.9 0.6
Total Annual Salaries ($) 2736 229 4515122 65%
Average Annual Salaries ($) 9403 16 479 75%
Combined members 31-Dec-18 31-Dec-19 Total
Number 4142 4111 31
Salary weighted average age 45.5 46.3 0.8
Salary weighted aver service 19.3 20.0 0.7
Total Annual Salaries ($) 30 628 634 53827776 76%
Average Annual Salaries ($) 7 395 13 094 77%
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4.9 The table below sets out a build-up of the Active membership movement from the previous

valuation:
Description Enginemen Ordinary Total
Membership at 31 December 2018 291 3 851 4142
Change of category (14) 14 -
New Actives 1 17 18
2019 Exits (&) (45) (49)
Membership at 31 December 2019 274 3 837 4111

Deferred Pensioners

previous valuation date is summarised as follows:

4.10 The Deferred pensioners at the valuation date, together with comparative figures at the

Deferred Pensioners 31-Dec-18 31-Dec-19 Change
Number 2035 1 868 (167)
Pension weighted average age 50.6 51.8 1.2
Total Annual Pensions (§) 1108 558 2 270 065 105%
Average Annual Pensions (§) 545 1215 123%

the previous valuation:

Description Number
Membership at 31 December 2018 2035
New Deferred -
2019 Exits (167)
Membership at 31 December 2019 1 868

Pensioners

4.11 The table below sets out a build-up of the Deferred pensioner membership movement from

4.12 The Pensioners at the valuation date, together with comparative figures at the previous

valuation date are summarised as follows:
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| 31-Dec-18| 31-Dec-19 | Change
Former Members
Number 4 964 4 895 (69)
Pension Weighted Average Age 66.8 67.3 0.49
Total Annual Pensions ($) 13919 162.3 | 30 079 717.8 116%
Average Annual Pensions (§) 2 804 6 145 119%
Spouses
Number 6 4 841 4 835
Pension Weighted Average Age 52.9 64.7 11.76
Total Annual Pensions ($) 11 795.7 | 10 664 405.0 90309%
Average Annual Pensions ($) 1 966 2203 12%
Children
Number 1428 1258 (170)
Pension Weighted Average Age 17.9 17.1 -0.85
Total Annual Pensions ($) 776 234.9 | 1523529.5 96%
Average Annual Pensions ($) 544 1211 123%
Beneficiaries
Number 3 44 41
Pension Weighted Average Age 53.4 58.9 5.50
Total Annual Pensions ($) 7 406.3 90 814.9 1126%
Average Annual Pensions ($) 2 469 2 064 -16%
Combined
Number 6 401 11 038 4 637
Pension Weighted Average Age 64.4 64.8 0.42
Total Annual Pensions ($) 14714599 | 42 358 467 188%
Average Annual Pensions ($) 2299 3 838 67%

4.13 We note that the Pensioners can be split into Active pensioners which are pensioners

currently in payment and suspended pensioners as follows:

31-Dec-18 31-Dec-19 | Change
Active Pensioners 9697 9433 (264)
Active pensioners' annual pension 18 619 062 39 598 431 113%
Suspended pensioners 1563 1 605 42
Suspended pensioners' annual pension 1115453 2760 036 147%
Total number of pensioners 11 260 11 038 (222)
Total annual pension 19 734 515 42 358 467 115%
Total annual average pension 1753 3 838 119%

National Railways of Zimbabwe Contributory Pension Fund Page |21



Actuarial Revaluation as at 31 December 2019

4.14 The Suspended pensioners are currently not being paid as the Fund has not received
confirmation that the members are still alive. All suspended pensioners considered in this

valuation have been in suspension for less than five years.

4.15 The table below sets out a build-up of the Pensioners from the previous valuation:

Description Number
Membership at 31 December 2018 11 263
New Pensioners 379
2019 Exits (601)
Membership at 31 December 2019 11 038
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5. LIABILITY VALUATION METHOD AND ASSUMPTIONS

5.1 Valuing the liabilities in respect of the Fund requires both a valuation method as well as a
set of valuation assumptions. This section of the report gives an outline of the valuation

method and the assumptions used.

5.2 Neither the valuation method nor the valuation assumptions have any direct bearing on the
ultimate costs to the Fund as this depends solely on the benefits paid. The valuation method

and assumptions only impact how this cost is recognized over time.

Funding Objectives

5.3 The valuation method and assumptions are chosen with regard to the funding objectives
of the Fund, which were agreed between the Trustees and the Actuary at the last valuation
date as follows:

a. The market value of the assets of the Fund should be sufficient to cover the Fund’s
liabilities assuming that it was discontinued at the date of the valuation;

b.  The actuarial value of the assets of the Fund should, at least by the end of a target
period, be sufficient to cover the Fund’s accrued liabilities on an ongoing basis, i.e.
the liabilities based on past service and allowing for future salary increases; and

c.  The employer's contribution rate should remain reasonably stable expressed as a

percentage of total pensionable payrolls.

Projected Unit Method
5.4 The Fund’s financial position and the Employers’ contribution rate have been assessed
using the Projected Unit Method. This method:
a. capitalizes all the benefits that will accrue in respect of service in the year following
the valuation date by reference to projected final average emoluments, and expresses
this as a percentage of the value of total payroll for all members in that year;

b. makes allowance for expected future withdrawals and deaths;
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c. makes allowance for future new entrants and anticipates a general stability in the
average age of the membership;
d. isregarded as appropriate for a Fund with a large membership if a reasonably stable

contribution rate is required. The same method was adopted for the 2018 valuation.

5.5 Under this method, the present value of the obligation is calculated as the full discounted

5.6

5.7

5.8

5.9

value of expected future benefit payments to members and their qualifying dependents with

respect to their accrued service in the Fund.

a. For each active employee, this proportion is the number of years of past service in
respect of the Fund. This results in straight line recognition of the cost of the benefits
over the members’ working lifetime (ignoring the effect of discounting).

b.  The future benefit payable to child dependents was assumed to be 5% of the present
value of future benefit payments to members.

c.  For each pensioner, the liability was taken as the present value of the annual pension
payments. The assumption underlying the funding method is that the employers’

pension cost in respect of each pensioner should be recognized gradually over time.

The projected liability is based on actuarial assumptions about the future. These
assumptions are set to be a prudent representation of long-term assumptions. However, the

actual experience of the beneficiaries of the Fund may vary from these assumptions.
These variations emerge at each valuation as actuarial gains or losses.

In deriving the future service contribution rate, consideration was made to the cost of
pension benefits (after allowing for future salary increases) expected to accrue to members
for service during the next year. This cost was then expressed as a percentage of the

members’ payroll and shown as the normal contribution for pension benefits.

For the derivation of the death in service benefit, we determined the expected present value

of the next year’s benefit pay-out and expressed it as a percentage of members’ annual
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payroll. Note that this assumes that the expected cost of benefits for the next year will

represent the expected cost over the next three-year period.

Valuation Assumptions

5.10 In order to value the future benefit payments, several assumptions have to be made. For
example, assumptions about the rate at which the Member’s salaries increase, the rate at
which employees leave the company and the death rates experienced by active employees

and pensioners.

5.11 The critical actuarial assumptions used in this valuation are;
e The discount rate to be applied on liabilities;
e  The rate at which member salaries increase in future; and,

e  The mortality (deaths) expected of the members before and after retirement;

Economic assumptions
5.12 The discount rate is set based on the market yield on high quality corporate bonds, or
government bonds. In the absence of a deep market of bonds in Zimbabwe, we have set the

assumptions basing on expected long-term inflation.

5.13 The outlook of inflation looks uncertain with the current tight liquidity situation and slow
economic growth. Whilst the macro-economic environment has been volatile,
Government continues to implement economic reforms in terms of the Transitional
Stabilisation Programme (“T'SP’). The following is expected to positively impact long term
inflation:

a. Fiscal discipline which has seen Government recording fiscal surplus, which bodes well
for inflationary pressures;

b. Narrowing trade deficit, with the current account registering a surplus in the first
quarter of 2019, for the first time since adoption of multicurrency regime in 2009;

c. SI 142 gazetted on 24th June 2019 which outlawed the use of foreign currencies in

Zimbabwe;

National Railways of Zimbabwe Contributory Pension Fund Page |25



Actuarial Revaluation as at 31 December 2019

d. Local currency introduced whose rate of exchange has been somewhat stable. Stable

exchange rate bodes well for long term inflation; and
e. Overnight lending rates increased from 15% to 50% in addition to other measures

aimed at tightening money supply.

5.14 We have therefore assumed a long-term inflation rate at 6% and set the long-term
investment return on assets to be 4% higher than the inflation rate. We consider this
appropriate for the Fund given its asset profile. Note also, that this is in line with the Fund’s

Investment Policy statement, which targets an asset return of CPI+4%.

5.15 We have further pegged salary inflation at 1% point lower than the investment return on

assets.

5.16 The table below summarizes the assumptions used for this exercise:

Assumption 31-Dec-18 31-Dec-19
Investment Return 10.0% 10.0%
Salary Escalation Rate 9.0% 9.0%
Pension Increase Rate 5.0% 5.0%
Post-Retirement Mortality Rates PA 90 (+2) PA 90 (+2)

5.17 Note that it is the relative levels of the investment return rate and salary escalation rate to
one another that are important, rather than the nominal values. The assumption regarding

the relative levels of these two rates is our expectation of the long-term average.

Demographic assumptions

5.18 The pensionable age, as specified in the Fund Rules is that of 60 years for ordinary
members and 55 for enginemen. The Rules further specify a guarantee period of 5 years on
pensions received and a spouse proportion of 50% of the main member’s
pre-commutation pension. We have maintained a five-year age difference between spouses,

with females being the younger.
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5.19 In the event of the Fund members having child dependents, we have assumed that children

and orphans will be receiving benefits until the age of 24.

Decrement assumptions
5.20 We have maintained the same pre-retirement withdrawal, ill health and mortality

assumptions as those applied in the 2018 valuation. These are summarised in the table

below:
Age Withdrawal rates 111-health rates Mortality
Males Females |Males and Females Males

20 0.0270 0.0945 0.0009 0.0025
25 0.0225 0.0864 0.0018 0.0044
30 0.0225 0.0666 0.0045 0.0111
35 0.0225 0.0324 0.0090 0.0246
40 0.0225 0.0162 0.0144 0.0280
45 0.0099 0.0081 0.0180 0.0263
50 - - 0.0225 0.0251
55 - - 0.0270 0.0271
60 - - - -

5.21 We have adopted the same basis as used at the previous valuation as at 31 December 2018.
However, consideration should be given to:
a. investigating the impact of bringing the assumptions more in line with the Fund
experience; and
b. Investigating the impact of changes on the macro-economic front post the valuation
date, which have significant impact on asset values and possibly liability values if

salaries and pensions are increased.

Other short-term insurance related risks
5.22 Our valuation has not taken into account risks of a short-term insurance nature, which
include the nature and adequacy of property insurance. We have assumed that such risks

are adequately covered by insurance or are properly self- insured.
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6. REVALUATION METHOD

6.1

6.2

6.3

iii)

We have calculated and distributed revaluation gains in line with our interpretation of
Sections 11, 14, 19, 24, and 25 of the Guideline. In carrying out this exercise, we have
assumed that the market value of assets recorded in the financial statements represents

the fair value of assets as at 31 December 2019.

Section 26.4 of the Guideline states that contributions more than one year in arrears
should not be considered as funds’ assets, unless a Certified Repayment Agreement is in
place. For the purposes of assessing the financial position of the Fund, we have therefore
excluded arrear contributions from the total assets, as no Certified Repayment plan was

in place at 31 December 2019.

The following series of steps were followed in carrying out the actuarial valuation in

line with the Guideline.

The assets, liabilities and surplus as at 31 December 2018 were identified in line
with Section 11.2 of the Guideline. The assets as at 31 December 2019 were
estimated as the closing balance as at 31 December 2019 in line with Section 11.2.2
and 13 of the Guideline.
The liabilities as at 31 December 2019 were revalued in line with Section 11.2.1
and 14.9 of the Guideline.
The Assets and the liabilities were split into 2 sub accounts:
e Sub account 1 for the accrual of assets and liabilities arising in respect of
Service before 31 December 2018.
e Sub Account 2 for the accrual of assets and liabilities arising in respect of
Service after 31 December 2018.
We note that this categorisation is not required for DB Funds, per IPEC Guidelines.

We however have adopted this approach to clearly detail our approach to ensuring
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equity and fairness in the allocation of revaluation gains for different generations of
members.

1v) The assets for the 2 sub accounts were determined as follows:

e Sub Account 1: The assets at 31 December 2018 adjusted with returns
earned in the financial year less all benefit payments made. We note that
49 members exited the Fund during the year and their accrued service after
31 December 2018 is insignificant relative to the overall liabilities of Sub
account 1 and therefore would not warrant the need to split the component
of the benefits paid into Sub account 2.

e Sub Account 2: This was taken as the accrued contributions and
administration expenses over the year, adjusted with the overall fund
returns. We note that no contributions were actually paid into the Fund,
therefore, we consider it appropriate to use the overall fund return for the
determination of assets for both Sub Accounts 1 and 2.

V) The liabilities of the 2 sub accounts were also determined as follows:

e Sub account 1- All Active member’s liabilities with respect to pre-
31 December 2018 service plus the liability for Deferred pensioners and
Pensions in payment. In addition, a reserve for revaluation gains to the 49
members who exited the fund was created in Sub account 1.

e Sub account 2- All Active member’s liabilities with respect to post-
31 December 2018 service.

vi) The financial positions of the 2 sub accounts were assessed separately and the
revaluation gains were determined and distributed for Sub account 1. In terms of
the IPEC guidelines, there are no revaluation gains arising in respect of post
31 December 2018 (i.e. sub Account 2) liabilities.

vii))  The Revaluation gains for sub account 1 were calculated as:

Sub account 1 Surplus at 31 December 2019 less surplus at 31 December 2018
increased with fund returns. No adjustment was made for actuarial gains and losses

as we assumed that, Actuarial gains and losses in 2019 relate to non-financial
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viii)

assumptions, as gains due to financial assumptions are essentially the revaluation
gains. The actuarial gains and losses from non-financial assumptions were ignored
as they are relatively insignificant when compared to the overall revaluation gains.
For the purposes of distributing revaluation gains in Sub account 1, the membership
liabilities were calculated on a hard freeze approach whereby the liabilities are
calculated at 31 December 2019, using standard actuarial methods but with service
and salary at 31 December 2018.

The total amount of revaluation gains as at 31 December 2019 were allocated
equitably to increase benefits of active, deferred, suspended, early exits and retired
participants and beneficiaries.

The revaluation gains were then allocated on an individual member bases as
follows:

e A reserve for revaluation gains to the 49 exited members was calculated as
the total revaluation multiplied by (exited members 31 December 2018
actuarial reserves divided by the fund’s total liabilities at 31Decemebr 2018).

e The total revaluation gains less the exited members revaluation gains
reserve was then distributed to pensioners, actives and deferred pensioners
in proportion to their hard freeze actuarial reserve at 31 December 2019.

e To adjust for salaries and pension increases which were granted during the
inter-valuation period, the total revaluation gains less the costs of the salary
and pension increases will be distributed as top up revaluation gains.

e Salary and pension increases are therefore, treated as advance distribution
of revaluation gains. This approach also ensures that revaluation gains are
allocated fairly and equitably without the distortion of individual members’
different salary and pension increases. Were revaluation gains being lower
than the salary and pension increases granted during the inter-valuation
period, no top up gain will be paid.

e The reserve set aside for exited members’ revaluation gained will be

allocated to the exits as follows;
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» Members who were paid a refund of contributions will be paid top

up benefits implied from the difference in the final return of 916.5%
and the interim return used to calculate their benefits.

» Members retiring in the fund will be paid top up benefits taking into
account salary increase awarded to them before exiting the fund.
One third of the revaluation gains shall be paid as a lump sum
commutation with the balance being used to purchase a pension in
the fund.

6.4  Section 14.10 of the Guideline requires the liability valuation method and assumptions
employed to be the same as those on 31 December 2018. We have therefore maintained
our actuarial assumptions from the previous valuation to ensure consistency and

compliance.
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7. DISTRIBUTION OF ASSETS 2009 TO 2018

CONSULTANTS

7.1 Revaluation gains as at 31 December 2018 and in the prior years’ post dollarization, were

subject to full regular reporting and review and have therefore, been deemed to have been

appropriately and equitably distributed.

7.2 Regular pension increases at the rate of 5% per annum were awarded since 1 July 2009.

The 5% increase is an automatic non-discretionary increase and is the minimum increase

specified by Rule 78. In addition to the guaranteed 5% increases, additional increases of
33% and 23% were awarded in 2009 and 2010.

7.3 The table below sets out a summary of the distribution of pension assets through pension

increases granted since 1 February 2009. The pension increases have been compared to

Inflation and Fund Interest rates.

Pension Increases

Fund Interest Total
Period rate Unbundling 1 2 (l1and2) | CPI
1 Feb 2009 to 31 Dec 2009 18.19%* 33% 5% 39.65% | 0.00%
1 Jan 2010 to 31 Dec 2010 5.00% 23% 5% 29.15% | 3.10%
27% of (target
1 Jan 2011 to 31 Dec 2011 14.10% | Jo, ?‘C“Eal 5 sor | s00% | 350%
17% of (target
1 Jan 2012 to 31 Dec 2012 20.10% less actlgal 8 50, 500% | 3.70%
50% of (target
1 Jan 2013 to 31 Dec 2013 8.60% | o0 Of (targ son | s00% | 1eo%
Remaining
1 Jan 2014 to 31 Dec 2014 1.30% | balance of (target
less actual 5% 5.00% | -0.20%
1 Jan 2018 to 31 Dec 2018 0.20% 5% 5.00% | -2.40%
1 Jan 2016 to 31 Dec 2016 2.10% 5% 5.00% | 0.90%
1 Jan 2017 to 31 Dec 2017 16.60% 5% 5.00% | 3.40%
1 Jan 2018 to 31 Dec 2018 9.50% 5% 5.00% | 42.10%
Effective 1 Feb 2009 to 31
December 2018 144.37% 63.5% | 62.9% | 166.47% | 62.35%
*Based on 11 Months to 31 December 2009.
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7.4

7.5

7.6

7.7

7.8

There were 4 unbundling increases which were awarded in the period 2009 to 2013. The
purposes of these unbundling increases were to try to restore pensioners’ lost values as a
result of the hyperinflation and subsequent currency changes in 2008. Pensions were
adjusted by targeting the actual pension which would have been obtained by a pensioner
retiring in similar salary grade to an active member at the time of the first unbundling. The

target pension was therefore calculated as:

Target pension = (Service to actual retirement date) X (salary at dollarisation applicable to the grade

of the pensioner at retirement) X (Accrual rate) X (2/3) X (1.05)

Basing on the information set out above, we are of the opinion that pensioners were fairly
treated in the period from 2009 to 2018 as they received normal pension increases more
than inflation. Furthermore, the pension increases were more than what could be afforded

from the returns earned in the same period.

In addition to the normal pension increases, subject to affordability from time to time,
pensions in payment were also adjusted through the 4 unbundling exercises to try to further

restore them to levels implied from salaries of active members in employment.

We note that, the same increases and approach applied to pensions in payment would
apply to Deferred pensioners. We therefore note that, Deferred pensioners were also fairly
treated to the extent that their pensions were adjusted in the same way as for pensions
payment. We however recommend that the Administrator verifies that all deferred
pensions were actually adjusted with the same pension increases as those awarded to

pensions in payment.

The Fund is a defined benefit arrangement with active members’ benefits at retirement
being determined relative to their salary at retirement. We therefore note that, Active
members were fairly treated in the Fund to the extent that their benefits were accrued based

on their actual salaries in employment.
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7.9

7.10

7.11

7.12

7.13

Active members resigning from the Fund were entitled to a refund of contributions with

actual returns earned by the Fund and were therefore fairly treated.

We have further been advised by Fund Management of the proactive approach adopted in
2010 in coming up with means of compensating members for the loss of value on pensions
and lump sums. IPEC were informed of this approach in May 2019 and the compensation

framework is detailed in Appendix I.

The Fund put into effect two compensation frameworks namely unbundling adjustments
to cater for the loss of value in monthly pensions, and lump sum compensation to cater for

the loss of value in lump sum payments.

The compensation process commenced in 2010 and the bulk of the pensioners who were

affected have already been compensated.

We therefore certify that in terms of Section 7 of the Currency Conversion Guideline, the
distribution of assets was fair and equitable in the period from 1 January 2009 to
31 December 2018.
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8. DETERMINATION OF ASSETS

8.1

8.2

8.3

8.4

8.5

The objective of the valuation of a pension fund's assets for comparison with the Fund's
accrued liabilities is to place a value on the assets which represent an assessment of the
underlying long-term value of assets that is consistent with the principles used in placing a

value on the Fund's liabilities.

We have been provided with copies of the Fund’s Audited Financial Statements for
FY2019.

Contributions

Contributions amounting to $9.36 million were payable over the period from
31 December 2018 up to the valuation date (the ‘inter-valuation period’). However,
amounts due from NRZ stood at $70.0 million as at the valuation date, up from
$54.3 million as at 31 December 2018. We have been advised that contributions were only
accrued but with no actual payment of contributions by the employer. We have also been
advised that, the amounts actually paid into the Fund were in respect of prior periods arrear

contributions. Effectively, the accrual of liabilities after 31 December 2018 was not funded.

The amount owed from NRZ has increased by 29% from $54.3 million to $70.0 million.
In addition, the level of receivable property rentals has increased from $9.5 million as at
31 December 2018 to $11.3 million as at 31 December 2019. We recommend that Trustees
take measures to ensure that these outstanding payments are remitted to the Fund as this

would drive positive investment returns.

We have taken the assets at their stated market value for purposes of this exercise.
However, we have excluded assets amounting to $70.0 million with respect to unpaid
contributions for prudency. While in the 2018 valuation, we set aside an explicit 10%

reserve of the asset values, we have not done so in this valuation.
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8.6 Section 26.4 of the Guideline requires that contributions more than one year in arrears should

not be considered as funds’ assets for purposes of funding calculations, unless a Certified
Repayment Agreement is in place. For the purposes of assessing the financial position of the
Fund, we have therefore excluded arrear contributions from the total assets, as no Certified

Repayment plan was in place at 31 December 2019.

8.7 Arrear contributions were 1.6% of the total fund assets at 31 December 2019. At 31
December 2018, the Employer arrear contributions of US$54 million translated to 12% of

the Fund’s assets.

Investment allocation

8.8 The Fund is largely invested in property (62.8 %) and offshore investments (39.6%). The
currency reforms have led to uplift in the value of such assets. This is particularly the case
for external assets where the inter-bank exchange rate has shifted significantly to 1:16.77

as at 31 December 2019, compared to a rate of 1:1 as at 31 December 2018.

8.9 A split of the assets invested in each investment class at the review date is summarized in

the table below:
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31-Dec-18 31-Dec-19
Proportion Proportion
MARKET VALUE Amount | of net assets Amount | of net assets
Property Investments 223 280 000 49.9% | 2 792 480 000 62.8%
Quoted Ordinary Shares 52 620 482 11.7% 136 182 257 3.1%
Ungquoted Ordinary shares 225534 0.1% 1720 106 0.0%
Unquoted Debentures 128 648 0.0% 142 827 0.0%
Mortgages on properties 4111238 0.9% 4 045 296 0.1%
Self-Insurance Fund Investment 4 580 758 1.0% 7 758 395 0.2%
Good tenancy deposits 784 244 0.2% 616 151 0.0%
Approved holdings 4703 480 1.1% 20 103 028 0.5%
Deposits and Money market 4023 938 0.9% 4996 802 0.1%
Assets outside Zimbabwe 95 311 090 21.3% | 1761514410 39.6%
Current Assets 70 544 969 15.8% 98 149 445 2.2%
Current Liabilities (12 432 746) -2.8% | (380095 707) -8.5%
Net Assets 447 881 635 100.0% | 4447 613 010 100.0%
8.10 The Current assets and current liabilities were as set out in the table below:
PERIOD ENDED 31-Dec-18 31-Dec-19
Proportion Proportion
Amount | of net assets Amount | of net assets
Current assets 70 544 969 100% 98 149 445 100%
Interest and dividends due 664 251 0.9% 661 645 0.7%
Staff'loans 4510 0.0% 11 886 0.0%
Property receivables 9538 106 13.5% 11229 803 11.4%
Road Motor Services 1229510 1.7% 1670171 1.7%
Other receivables 379 740 0.5% 119 604 0.1%
Cash on hand or at short notice 4186 784 5.9% 10 917 907 11.1%
Furniture, Equipment and
Vehicles 237 663 0.3% 3523377 3.6%
Amounts due from NRZ 54 304 405 77.0% 70 015 052 71.3%
Current liabilities (12 432 746) 100% (380 095 707) 100%
Self-insurance Fund (4 580 758) 36.8% (7 758 395) 2.0%
Good tenancy deposit (784 244) 6.3% (616 151) 0.2%
Long term Loans - 0.0% (356 643 841) 93.8%
payables (7 067 744) 56.8% (15077 320) 4.0%
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8.11 A Consolidated Revenue Account of the assets held from the previous valuation is shown

in Appendix D of this report. The assets per each of the Sub Accounts are also set out in

the Consolidated revenue accounts.

8.12 The table below summarises the investment return earned on Fund’s assets over the inter-

valuation period, in comparison to those for the previous financial year. We have

compared the Fund investment return to CPIL.

FY2018 FY2019
Fund asset Return 9.5% 916.5%
CPI Change 42.1% 460.8%

8.13 As noted in the table above, the return on investment returns exceeded the change in CPI
index (inflation) over FY2018 and FY2019.

8.14 Fund asset returns were consistently superior to market average returns for similar pension

funds in the market. We encourage that Trustees maintain this position going forward.

8.15 IPEC Circular 1 of 2013 sets the maximum investment with regard to each asset class as

follows:

¢ Quoted equity Investments

e Unquoted equity investments
e Property investments

e Prescribed bills

e Money market and debentures
e (Cash assets

e Other investments

e Equity + Property investments

8.16 The Fund is not compliant in its holdings of prescribed assets with a prescribed asset ratio

of 0.5%. The regulatory minimum is 20%.

50%
10%
50%
40%
45%
10%
10%
70%
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8.17 TPEC issued out Circular 1 of 2019 which calls for pension funds to invest a minimum 20%

in prescribed assets as at 31 December 2019. Trustees ought to consider this piece of
regulation in reviewing the Fund’s asset mix.
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Sub-Account 1: Pre-determination date liabilities

CONSULTANTS

9.1 The Fund’s financial position as at 31 December 2019 in respect of benefits related to

service accrued prior to that date assessed by reference to the method and assumptions

described in Section 5 and 6, can be summarized as follows:

31-Dec-18 31-Dec-19
Before After
. L. distribution of | distribution of
Description US$ | Hard Freeze Revaluation Revaluation
Gains (ZW$) Gains (ZW$)
Market Value of assets 447 881 635 | 4452 920 586 4 452 920 586 4 452 920 586
Asset Reserve (44 788 164) - - -
Reversal of arrear
contributions - (60 657 909) (60 657 909) (60 657 909)
Net Assets 403 093 471 | 4 392 262 677 4 392 262 677 4 392 262 677
Accrued Actuarial 381512339 | 388 662 207 770322200 | 4181 831459
Liabilities
Active Members 131 959 137 129 621 788 240 555 637 1 387 828 802
Pensioners 217 207 313 229 243 147 463 821 702 2 454 599 162
Deferred Pensioners 32 345 888 29 797 271 65 944 862 326 581 778
Reserve for exits top ups - - - 12 821 717
Surplus/(Deficit) 21581132 | 4003 600470 3621940477 210 431 218
Funding level 105.7% 1130.1% 570.2% 105.0%

9.2 The calculated amount of revaluation gains earned by the Fund in the financial year 2019

amounts to Z$3 784.2 million. An allocation of the revaluation gains per the approach set

out in Section 6, after setting aside reserves for exit benefits top ups, equates to an increase
of 970% 1in the hard freeze liabilities.
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9.3 While the surplus increases from ZWL$ 21.6 million to ZWL$210. 4 million after the

allocation of revaluation gains, the funding level of Sub-account 1 liabilities slightly
reduces from 105.7% to 105.0%. The table below sets out an Analysis of the change in the

financial position from 31 December 2018 to 31 December 2019 for Sub account 1.

Sub Account 1 - AOS

Amount
Description (ZWLS$)
Surplus at 31 December 2018 21 581 132
Return on surplus, per last valuation assumptions 2158 113
Investment returns more than expected (916.5% compared to
the assumed return of 10%) 3993 104 892

Salaries less than expected (hard freeze approach implies 0%
salary increases, while increases per last valuation assumptions
were 9%) 11 665 961
Pensions less than expected (hard freeze approach implies 0%
pension increases, while increases per last valuation

assumptions were 5%) 12 952 021
Miscellaneous strain (37 861 648)
Surplus at 31 December 2019- Hard Freeze 4003 600 470
Cost of 2019 Salary and Pension Increases (381 659 994)
Surplus at 31 December 2019- Soft Freeze 3 621 940 477
Top-up revaluation gains (3411 509 259)
Surplus after allocating revaluation gains 210431 218

Sub-Account 2: Post-determination date liabilities
9.4 The Fund’s financial position as at 31 December 2019 in respect of benefits related to
service accrued after that date assessed by reference to the method and assumptions

described in Section 5 and 6, can be summarized as follows:
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31-Dec-18 31 December 2019
Before . L. Af.ter
distribution of distribution
Description US$ | Hard Freeze . of
Revaluation .
Gains (ZWS$) Revaluation
Gains (ZW$)
Market Value of assets - - (5 307 576) (5 307 576)

Asset Reserve - - - -

Reversal of arrear ) _ (9 357 143) (9 357 143)

contributions

Net Assets - - (14 664 719) (14 664 719)
Accrued Actuarial - - 13 036 803 13 036 803
Liabilities

Active Members - - 13036 803 13036 803
Pensioners - - - -

Deferred Pensioners - - - .

Surplus/(Deficit) - - @7701522)| (27701 522)
Funding level N/A N/A -112.5% -112.5%

9.5 Sub-Account 2 starts with a negative funding position with total liabilities of ZWL$27.7

million. The reasons for this position are as follows:

» Contributions of ZWL$9.357 million were accrued in the Fund but not actually
paid into the Fund. Considering that we have set an asset reserve equal to all
outstanding arrear contributions, this amount effectively becomes an amount owing
from the employer.

» Administration expenses are supposed to be funded from the ongoing contributions
which were not made, therefore increasing the shortfall for sub-account 2.

» Liabilities created in respect of post 31 December 2018 new entrants and service

accrual was not funded.
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9.6 The Fund’s financial position as at 31 December 2019 in respect of benefits related to

service accrued before and after that date assessed by reference to the method and

assumptions described in Section 5, can be summarized as follows:

31-Dec-18 31 December 2019

After

Description US$ | Hard Freeze Soft Freeze d1str1but10n' of

Revaluation

Gains (ZW$)

Market Value of assets 447 881 635 | 4452920586 | 4447 613 010 4447 613 010

Asset Reserve (44 788 164) - - -
Reversal of arrear

contributions - (60 657 909) (70 015 052) (70 015 052)

Net Assets 403 093471 | 4392262677 | 4377 597 958 4 377 597 958

Accrued Actuarial 381512339 | 388662207 | 783359004 | 4 194 868262

Liabilities

Active Members 131 959 137 129 621 788 253 592 440 1 400 865 605

Pensioners 217 207 313 229 243 147 463 821 702 2454 599 162

Deferred Pensioners 32 345 888 29 797 271 65 944 862 326 581 778

Reserve for exits top-ups - - - 12 821 717

Surplus/ (Deficit) 21581132 | 4003600470 | 3594 238 954 182 729 696

Funding level 105.7% 1130.1% 558.8% 104.4%

9.7 The accrued funding level, that is, the ratio of the Fund’s asset value to that of its accrued

liabilities, is 104.4% as at 31 December 2019. The accrued funding level was 105.7% as at

31 December 2018.

9.8 The overall surplus of the Fund reduces from ZWL$201.4 million for Sub Account 1 to
ZWL$182.7 million for the combined subaccounts as a result of the shortfall of ZWL$27.7

million in Sub-account 2.
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9.9

9.10

9.11

9.12

9.13

9.14

Future Service Contribution
We have determined the future service contribution rate using the method outlined in

Section 5 of this report.

Our calculations indicate that the normal level of contributions required from the
Employer to meet the cost of funded benefits accruing after the valuation is 28.5% of
members' total Pensionable Salary (i.e. excluding the cost of administration). Members

currently contribute at the rate of 8.0% of Pensionable Salary.

We have maintained the Actuary’s previous valuation recommendation to maintain Fund
administration costs under 6.5% of pensionable emoluments despite noting the average
administration cost of approximately 30.0% of pensionable salaries over the review period.
This is because we do not consider the average expense ratio of 30% to be sustainable; as

it is greater than the level of contributions remitted by contributing members.

We recommend an expense analysis exercise to investigate the sustainability of the Fund

given the current expense levels.

We further recommend strict expense monitoring going forward, to avoid further strain to

the Fund.

The apportionment of the ongoing cost among individual benefits on the assumptions

made is broadly as follows:

Future Service cost as a Percentage of Pensionable Salary | 31-Dec-19
Retirement benefits 11.1%
Incapacity Liability 7.5%
Withdrawal Benefits 2.8%
Death in Service benefits 8.7%
Administration Charge 6.5%
Total 36.5%
Member’s Contributions 8.0%
Employer Contribution Rate 28.5%

AFRICAN
ACTUARIAL
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9.15 The future service contribution rate of 28.5%, determined by the Projected Unit Credit
Method is likely to remain reasonably stable, provided the Fund’s average salary and salary

weighted average ages remain stable.

9.16 Strict application of the currency reform guideline reduces the participation of the
Employer in surplus arising from revaluation gains going forward. We therefore do not

recommend a contribution holiday for the Employer.

Interim Bonus Rate

9.17 Rule 69a defines the benefit payable on resignation or dismissal as a refund of accumulated
contributions. Accumulated contributions are defined in Rule 2.1b as “contributions from
1 February 2009 plus interest at the rate earned by the Fund’s assets from the date of payment up to
the particular date”. We recommend that the Fund calculates and allocates returns on a

regular basis, in line with IPEC circular 24 of 2020.
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10. CONCLUSION AND RECOMMENDATIONS

10.1 The value of the Fund’s accrued liabilities at 31 December 2019, allowing for distribution
of revaluation gains is ZWL$4 194.9 million whereas the value of Fund assets amounted
to ZWL$4 377.6 million, after setting an asset reserve of $70.0 million, in respect of arrear

contributions, on the value of assets held. The valuation, therefore, disclosed a surplus of
ZWL$182.7 million.

10.2 The accrued funding level, that is, the ratio of the Fund’s assets to that of its accrued
liabilities, is 104.4% as at 31 December 2019, compared to 105.7% at 31 December 2018.

10.3 We recommend that revaluation gains be distributed through a 970% increase in Sub

account 1 hard freeze liabilities. No revaluation gains are due to Sub-Account 2 liabilities.

10.4 Revaluation gain for pensioners will be allocated in the form of pension increases. At the
time of completing this valuation, we are aware that the following pension increases had

been awarded in respect of revaluation gains to 31 December 2019:

2019 Pension Increases
Date Awarded Effective date Increase | Cumulative Increase
01 March 2019 01 March 2019 10% 10%
01 July 2019 01 July 2019 5% 16%
01 October 2019 01 October 2019 100% 131%
01 January 2020 01 January 2020 100% 362%
01 June 2020 01 January 2020 50% 593%
01 September 2020 01 January 2020 90% 1217%
Additional -19% 970%

*Recommended pension recovery.

10.5 We note that the increases awarded so far in respect of the 31 December 2019 Revaluation
gains amount to 1 217%. We therefore note that there was an over awarding of pension
increases of 19%, when compared to the revaluation gains of 970%. This over allocation

will be taken into account in declaring pension increases in the next revaluation.
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10.6 Our calculations indicate the employer contribution rate required to fund future service is

28.5% of members’ pensionable salaries, inclusive of a 6.5% rate for future administrative

expenses.

10.7 We recommend that the Fund calculates and allocates returns on a regular basis, in line
with IPEC circular 24 of 2020.

10.8 The uncertainty of future interest rates (under the new currency) may affect the valuing of
pensioner liabilities as the actual cost of meeting Fund benefits may be significantly variant

from that projected in an actuarial valuation exercise.

10.9 This may expose the Employer to the risk of failing to meet future liabilities as they fall due

if actual costs are higher than expected.

10.1063% of the Fund’s total asset value is invested in property investments, which is not in
compliance with Circular 1 of 2013. We recommend a review of the Fund’s investment
strategy, taking into account the funds overall objective and constraints such as regulatory

requirements, and liquidity to support the earned pension increase.

10.11Section 12.4 of the IPEC Guideline states that pension funds shall prepare analysis of
expected asset, liability, income and expenditure cash flows in order to properly manage their
liquidity position and avoid forced sales of assets when market prices are depressed. We
recommend that the Fund carry out an asset-liability modelling exercise to ensure sufficient

assets in cash and cash-equivalents be maintained to meet expected cash flow needs.

10.12 Funds are being held as a reserve for the Suspended Pensioners who might not come back
to claim pensions from the Fund. We recommend that Fund investigates their continued
existence. In the meantime, we recommend a detailed analysis of suspended pensioners
that have been reinstated and the duration of their suspension periods in order to inform

the level of prudency in this reserve.
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10.13The Fund is exposed to key risks that are summarized in Appendix G. We recommend
that the Fund Trustees continuously monitor risks to ensure that they are adequate control

measures to safeguard the Fund.

10.14We recommend that smaller scale actuarial valuations be carried out more frequently in

the face of this hyper-inflationary environment.

10.15We further recommend a thorough check of all member records to ensure that all Fund

members benefit from the allocation of revaluation gains.

10.16We further recommend alignment of Fund Rules with the Guideline on Currency

Reforms.
10.17A summary of other recommendations made is outlined in Appendix E.

10.18We certify that the Fund is financially sound as at 31 December 2019 in terms of Section
37(4) of the Pension and Provident Scheme Regulations 1991.

10.19We will provide schedules of individual member revaluations gains on adoption of this

revaluation report.
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11.

11.1

11.2

11.3

11.4

11.5

11.6

CERTIFICATIONS

Basing on our discussions in Section 7 and information obtained from reports done by the
previous Fund Actuary, we certify that in terms of Section 7 of the Currency Conversion
Guideline, the distribution of assets was fair and equitable in the period from

1 January 2009 to 31 December 2018.

We certify that, as required in terms of Section 10 of the Guideline, the approach we have
adopted in the allocation of revaluation gains does not result in the generational transfer

of wealth.

We certify that that we have not created reserves which will result in the generational
transfer of wealth over time. By creating an asset reserve equal to the amount of arrear
contributions, we have effectively adopted a cautious approach with regards to the
employer debt to the Fund. We have also allocated a proportionate share of the arrear

contributions to the respective pre and post 31Decemebr 2018 generations of the Fund.

We certify that the approach to the distribution of revaluation gains on an individual
member basis set out in Section 6 is fair and equitable to all the members of the Fund,

including those who exited in the inter-valuation period.

We certify that the employer did not benefit from the revaluation gains, as the revaluation
gains distributed to members were in terms of the Guideline. We further note that the
funding level did not increase but rather reduced implying no distribution of gains to the
employer. We also note that the revaluation gains at 970% were actually more than the

returns earned over the inter-valuation period.

We have set out the distribution of revaluation gains at member level in Section 6. We will

provide schedules of individual member gains on adoption of this valuation report.
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11.7 We certify that the Fund was in a sound financial position at 31 December 2019 with a

funding level of 104.4%. We however note that the Employer should remit contributions

into the Fund as it risks going into a shortfall due to the non-payment of contributions

11.8 We certify that the assets of the Fund were not in compliance with IPEC asset allocation
guidelines. We therefore recommend that the Trustees ensure compliance or seek

exemption from complying.

/lr/ / /
/W4 /. s
. [T Y SR

Tinashe Mashoko BBusSc FASSA FIA Itai Mukadira BCom FASSA FIA
(In my capacity as Actuary of) (In my capacity as Actuary contracted to)
African Actuarial Consultants African Actuarial Consultants

4 March 2021 4 March 2021
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APPENDIX A: DATA CHECKS

Al.1 We relied on primary checks carried out on the data as reported in the Data queries report
submitted to the Administrator. This report is dated 13 May 2019.
A1.2 In addition to queries highlighted above, we performed the following reasonability checks:

e Dates are valid;

e Dates in logical order, and consistent;
e Ages within reasonable ranges; and,

e Salaries lie within reasonable ranges.

A1.3 We further calculated the following employee statistics and checked them for reasonability:

e Average age and salary weighted age; and,

e Average salary.
Al.4 We relied on pensioners’ information provided for the December 2018 valuation.
Al.5 We performed the following reasonability checks on the data provided:

e Dates are valid;
e Dates are in a logical order, and consistent;
e Ages lie within reasonable ranges; and,

e Pensions in payment lie within reasonable range.

A1.6 We further drafted a membership reconciliation to check the reasonability of total Fund

membership information provided.
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APPENDIX B: RECONCILIATION OF FUND MEMBERSHIP DATA

B1.1 Active Member reconciliation

The following table summarises the reconciliation per each active member category:

Opening 4142
New entrants 18
Exits (49)
Members omitted in last valuation -
Duplications -
Closing 4111

B1.2 Pensioner and Deferred Pensioner reconciliation

Deferred
Description Number
Membership at 31 December 2018 2035
New Deferred -
2019 Exits 167
Membership at 31 December 2019 1 868

Pensioners

Description Number
Membership at 31 December 2018 11 260
New Pensioners 379
2019 Exits (601)
Membership at 31 December 2019 11 038
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APPENDIX C: SUMMARY OF FUND RULES

C1.1 Definition of Benefit Terms

Item

Definition

Pensionable Age

Age 60, for enginemen age 55

Pensionable Service

Complete months of continuous contributory service as a
member of the Fund plus any contributory service under
the National Railways of Zimbabwe Contributory Pension
Fund (Grades 11-12)

Pensionable Emoluments

The substantive annual salary or wages of a Member,
excluding overtime payments, fees, bonuses and

allowances.

Average Pensionable

Emoluments

The member's highest average Pensionable Emoluments
during any 12 consecutive months during the 3 years prior

to retirement.

Accumulated contributions

The members' normal contributions up to 30 June 2002
plus interest at the rate of:
e 2% for each year of pensionable service from 1 July
1976 to 31 August 1991; plus
e 4% for each year of pensionable service from 1 July
1976 to 31 August 1991; plus
e Interest equal to the Fund rate after 1 July 2002.
PLUS
The members' normal contributions on or after 1 July

2002 plus interest at the rate earned on the Fund.
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C1.2 Benefits Provided

i) Retirement at Pensionable Age

A pension of 1/648th of the member's Average Pensionable Emoluments for each month of
Pensionable Service, increased by a 5% allowance. Normally, one third of the pension

(excluding the 5% allowance) may be commuted for a lump sum.

ii) Early Retirement

A member with not less than 10 years Pensionable Service may retire early after attaining age
55. The amount of pension payable on early retirement is 1/648th of the member's Average
Pensionable Emoluments for each month of Pensionable Service and reduced for each month

by which the actual age at retirement precedes Pensionable Age.

iii) I11 - health Early Retirement

A member may retire on ill-health, before attaining Pensionable Age, if medical evidence is

submitted to the Fund showing that he is incapable of continued employment.

If the member has completed 10 years pensionable service, he will be granted a pension of
1/648th of the member's Average Pensionable Emoluments for each month of Pensionable

Service.

If the member has completed less than 10 years Pensionable service, he shall be granted a lump
sum of 1/444th of the member's Average Pensionable Emoluments for each month of

Pensionable Service.

iv) Death before Retirement

If a member dies in service before attaining normal retirement age and is survived by a spouse

and eligible children, the following benefit will be payable;
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J A lump sum equal to the annual rate of the one tenth of the members’ annual pensionable
salary at the date of death increased by one tenth for each completed year of pensionable
service in excess of 10 years subject to a maximum of 2 years pensionable Salary.

. A spouse pension calculated using 1/296™ of pensionable salary for each month of
potential pensionable service calculated from date of admission to the Fund until the
member is would have attained normal retirement, increased by 5%.

. An additional 40% of the Spouse’s pension is paid to an eligible child if there is one child,
else 60% of the Spouse’s pension is shared amongst the eligible children

o The spouse’s pension shall be payable for the lifetime of the spouse and the eligible
children’s pension shall be paid up to age 18 or 24 if, in the opinion of the Trustees the
eligible children were undergoing full time education or vocational training at the time of
death of the Member and if there was a break, such a break should not be more than one

year. The eligible spouse has an option to choose a pension payable for twenty years.
v) Death after Retirement

A spouse’s pension equal to 50% of the pension the member would have been receiving at death,
but for any commutation, or half that amount if the marriage took place after retirement, plus a
children's pension of 60% or 40% of the spouse’s pension whilst there are at least two or one

eligible child respectively. Children's pensions are doubled if no spouses pension is payable.

If the member leaves no eligible child or eligible children, but leaves other dependants, any
instalment of the member's pension that would otherwise have been payable during the members
first 5 years of retirement will continue to be payable. If there are no other dependants, a lump

sum equal to any balance of the member's contributions less the benefits already paid.
vi) Leaving Service

A refund of the members' Accumulated Contributions or a deferred pension payable from

Pensionable Age equivalent in value to the refund otherwise available. An additional benefit is
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also provided of a deferred pension payable from Pensionable Age of an amount equivalent to a

percentage of the member’s Accumulated Contributions paid. The Additional Amount is

defined in the following table:

Refund of Contributions
Pensionable Service Additional %
More than 5 years but less than 6 25.0%
More than 6 years but less than 7 30.0%
More than 7 years but less than 8 35.0%
More than 8 years but less than 9 40.0%
More than 9 years but less than 10 45.0%
More than 10 years but less than 11 50.0%
More than 11 years but less than 12 60.0%
More than 12 years but less than 13 70.0%
More than 13 years but less than 14 80.0%
More than 14 years but less than 15 90.0%
More than 15 100.0%

National Railways of Zimbabwe Contributory Pension Fund

Page |56




Actuarial Revaluation as at 31 December 2019

APPENDIX D: CONSOLIDATED REVENUE ACCOUNT

The table below summarises the build-up of Fund Assets over the review period:

REVENUE STATEMENT 01-Jan-19 to 31-Dec-19

Combined | Sub Account 1 | Sub Account 2
Fund @ beginning of period 447 881 635 447 881 635 -
Contributions and Transfers 9 864 392 507 249 9 357 143
Member Contributions 3 341 356 3 341 356
Employer Contributions 6 015 787 6 015 787
Contributions on Redundancies 507 249 507 249
Net Investment Income 4032 721 245 4036 364 110 (3 642 865)
Net Income from investments 42 930 478
Net Gain or loss on disposal of
assets 26 133 442
Sundry Income 1162 374
Foreign exchange gains or losses 84 965 731

Revaluation of assets gains or
losses

3 877 529 220

Expenses (11 021 854) - (11 021 854)
Gross administration expenditure (12 375 699) (12 375 699)
Bad debts provision and impairment 2003 474 2003 474
Increase in leave pay provision (649 629) (649 629)
Benefit payments (31 832 408) (31 832 408) -
Pensions (27 877 701) (27 877 701)

lump sum payments on retirement (2 330 836) (2 330 836)

lump sum payments on death (482 855) (482 855)

lump sum payments on resignation

and dismissal (996 135) (996 135)

Interest on benefits (144 881) (144 881)

Fund @ end of period 4447613010 | 4452920 586 (5 307 576)
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APPENDIX E: SUMMARY OF RECOMMENDATIONS

The table below summarises key recommendations highlighted in this report for discussion:

CONSULTANTS

Recommendations

Why

Revaluation gains be distributed through a 970%
increase in Sub account 1 hard freeze liabilities.

To equitably allocate the
revaluation gains to pensioners

Future Service Contribution Rate of 28.5%

To meet the cost of future accruing
benefits

Amend Rules of the Pension Fund in line with the
Currency Reform Guidelines

Regulatory requirement

Interim Bonus rate of:
e 70% of cumulative monthly returns if these are
positive,
e (0% if cumulative monthly returns are negative

Prudent measure to protect the
Fund’s financial and liquidity
position

Implement Risk Management standards, including
ALM, Liquidity, Operational, Credit and Counterparty
Risk, as outlined in Circular 11 of 2020, including
ALM

Regulatory requirement

Trustees to take measures to ensure the remission of
outstanding contributions and rental payments

Mitigate against liquidity risk

Expense monitoring

Prudent measure to protect the
Fund’s financial and liquidity
position

Prescribed assets to be at least 20%

Regulatory requirement

Communicate the implications of policy changes on
Member benefits after currency change

To manage member expectations

Pension increase policy for the Fund

To protect the purchasing power of
pension benefits

Verify membership summaries provided

To ensure that the correct liability
position of the Fund is calculated
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APPENDIX F: COMMISSIONER’S CHECKLIST

Section
Valuation and objectives
e The previous valuation date 2.3;34
e The name of the previous valuator 2.2
e The current valuation date 2.1
e The valuation objectives 2.8
Relevant developments since the previous valuation
e Discretionary benefits awarded and support from the 316 —3.20
Fund’s assets
e Qutline any extraordinary changes in membership Appendix B
e State any amendments made to the Rules 3.21
Benefits and Contribution rates
e Summary of Benefits and Contribution rates Appendix C
e The proportion of contributions that is channelled to meet 914
retirement benefits, expenses and insurance benefits )
e Statethe level ofactual expenses in 36-311
proportion to contributions
Membership data
e Summary of membership data 4
e Detail the membership data summaries 4
Assets and Investments
e Summary of Assets 8
e State the asset composition by asset class 8.9-8.10
o State the return rate earned on assets 8.12
Valuation Methodology, Assumptions and Reserves
e State methodology used to value assets 8.5
e State methodology used to value liabilities 5
o State the level of reserves set for each contingency S
Valuation Results
e OQutline the total liability per category 9
e State the funding level (Assets/Liabilities) 9.7
e Actuary’s details 11, Appendix J
e the Actuary’s qualification 11, Appendix J
e the Actuary’s capacity in which he has signed the report 11, Appendix J
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APPENDIX G: RISK MANAGEMENT

The Insurance and Pensions Commission issued Circular 11 of 2020 on the 9® of June
2020. A Risk management and Corporate Governance guideline was attached to the

circular. The Guideline was issued in terms of section 3 (1) (c) of Statutory Instrument 69

of 2020. The Fund is exposed to the following risks:

Liquidity Failure to quickly trade fund assets without The risk is minimized by

Risk impacting their valuation price, which may for investments in liquid assets or in
example impact the ability of the Fund to meet pooled investments portfolios
benefits as they fall due, particularly monthly where a fund’s investment
pension payments. represents a small portion of the

total portfolio and liquidation
terms are not onerous.

Investment | Risk of the fall in the price of equities, bonds, and | This risk can be mitigated by

Risk property due to movements in economic market | diversifying the investment
factors. portfolio across product types and

economic sectors.

Valuation Risk that an asset is overvalued and is worth less | Risk is reduced by providing

Risk than it carrying value when it is sold or matures | transparency and ensuring the

integrity and consistency of the
data, models and processes used
to process the calculations.

Asset Risk that nature and term (duration) of the assets | Measuring the direction and

Liability is not matched with the term of the liabilities extent of the ALM mismatch

Mismatch through the funding or maturity

Risk gap.

Mortality & | Mortality risk refers to the life expectancy of Longevity risk can be transferred

Longevity active members being higher than expected, to through insurance, reinsurance,

Risk whereas longevity risk is the opposite and relates | longevity swaps, and buy-in or
to pensioners living longer than expected. buy-out arrangements.

Credit Risk | Means risk of loss from failures of counterparties | Risk is reducing by collection of
such as, sponsoring employers and tenants to arrear contributions and rentals.
meet their obligations.

Funding & | Means the risk that a fund does not have Risk is reduced by regular

Solvency sufficient assets to meet its liabilities, and the risk | actuarial valuation

Risk of insolvency in the sponsoring employer
affecting its ability to fund the pension scheme.

Operational | means the risk of losses resulting from Risk is reduced by tightening

Risk inadequate or failed internal processes, people internal controls, processes and
and systems, including Information procedures as well as governance.
Communication Technology (ICT) systems, as
well as the risks from external events.
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We recommend that the Trustees investigate and manage the asset-liability mismatch
(‘ALM’) risk faced by the Fund. Furthermore, we recommend that the long-term

impact of this strategy on the Fund’s Investment Policy Strategy be considered.

We recommend a review of the Fund’s Investment Policy Statement in light of
currency change and inflation. We also recommend the review of long-term contracts;

such as leases and Employer loans, to hedge against inflation risk.

We recommend a review of the risk management framework of the Fund to align
with best practice principles as outlined in the governance and risk management

standards issued in April 2020.
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APPENDIX H: IMPACT OF IPEC CURRENCY REFORM GUIDELINES

Introduction

The Guidance was initially issued as a draft by the Insurance and Pension Commission
(‘IPEC’) on the 22™ of May 2019 with a view to solicit comments from the industry by the 15®
of November 2019. The final Guidance was then issued to the industry on the 13" of March
2020, with pension funds expected to issue reports assessing the impact of the adjustments as

at 31 December 2019 (the ‘Measurement Date’) by 31 March 2020.

Purpose

The purpose of this memorandum is to:

1. Outline the objectives of the Guidance.
Provide background to the Currency Reforms.
Recap our previous recommendations to the Fund.
Outline the required determination of the revaluation gains.
Outline the considerations for the valuation of liabilities.
Outline the considerations for the valuation of assets.
Outline the treatment of contribution arrears.

Outline the impact of the Guidance on the Fund’s actuarial valuation exercise, and

0 ©® =N o ok Wb

Briefly comment on how the Guideline will affect the general operations of the Fund.

Objectives of the Guidance

The primary objective of the Guidance is to ensure that insurance companies and pension funds
recalculate the benefits of insurance policyholders and pension fund members in a fair and

equitable manner, following the recent currency reforms.
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The Guidance provides methods and assumptions to be used by pension funds to adjust
pension fund member values and outstanding contributions from United States Dollars
(‘USD?) to the Zimbabwe Dollar (‘ZWL’), in order to meet reasonable pension fund member

benefit expectations.

The Guidance is an attempt by IPEC to avoid a repeat of the adverse impact of the unguided
conversion of pension fund values that occurred in the 2008/2009 currency changeover. In
many instances, this resulted in benefits to pension fund members that were viewed as unfair

to members.

Background to the Currency Reforms

Zimbabwe adopted a multi-currency system in February 2009 and companies and pension
funds began transacting primarily in the USD. The Reserve Bank of Zimbabwe (RBZ)
introduced Bond Notes at par with the USD in October 2016 as an export incentive to ease
cash shortages. This marked a period of currency volatility that ultimately led to a series of

Currency Reforms in 2019.

The following are the key highlights of the Currency Reforms that have occurred leading to the

elimination of the USD dominated multi-currency regime and introduction of the new ZWL:

1. In the October 2018 Monetary Policy Statement, the Minister of Finance announced the
separation of RTGS balances and FCA Nostrum accounts for various foreign currency
balances, while still maintaining the 1:1 exchange rate between the USD and RTGS
balances;

2. Inthe February 2019 Monetary Policy Statement, the RBZ introduced a new currency, the
RTGS dollar, and adopted a managed floating exchange rate regime thereby abandoning
the 1:1 parity exchange rate between the USD and the RTGS. The opening exchange rate
on 20 February 2019 was pegged at 1:2.5 and since then the Bond Note/RTGS has

continued to depreciate against the USD.

CONSULTANTS
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3. On 24 June 2019, the RTGS and Bond Notes were established as the sole legal tender and
renamed as the new Zimbabwean Dollar (ZWL). All other currencies were abolished and
are no longer accepted as payment for local purchases except for eligible international

payments.

As a result of Currency Reforms and other government measures (SI 33), pension funds have
converted the status of all benefits in payment from USD to ZWL at a 1:1 rate. The Currency
Reforms have however resulted in the change in the value of assets backing pension fund
members’ liabilities being larger than the change in the liabilities based on a 1:1 conversion of
pension members values from USD to ZWL. Assets of pension funds theoretically gained non-
practical increases as a result of the currency conversion. Thus, the Guidance seeks to eliminate

this disparity between changes in assets and liabilities of pension funds.

These gains are termed ‘Revaluation Gains’ in the Guidance. The Guidance further requires that
such gains should equitably improve pension fund members’ benefits in order to meet their
reasonable benefit expectations and to provide fair value to the maximum extent possible with

the available assets.

Required determination of Revaluation Gains

The requirement to calculate and allocate Revaluation Gains applies to accrued pension benefits
in defined contribution plans which were previously denominated in USD, such as the Local
Authorities Pension Fund. Revaluation Gains arise as a result of the revaluation to ZWL of
pension fund assets and liabilities that were originally denominated in USD as at the 31st of
December 2018 (the ‘Determination Date’). The Revaluation Gain will be equal to the difference
between the value of ring-fenced assets and liabilities on 31 December 2019 (the first
‘Measurement Date’) compared with the difference on the Determination Date. The total
amount of revaluation gain will be allocated to increase benefits of active and retired

participants.
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The guidance proposes the following steps:

1. Identify the assets backing pension fund member liabilities as of the Determination Date
(31 December 2018);
Ring-fence the identified assets and liabilities as of the Determination Date.
Revalue relevant pension fund liabilities in ZWL as of the Measurement Date;
Revalue pension fund assets in ZWL as of the Measurement Date;

Determine the amount of Revaluation Gains as of the Measurement Date; and

AR

Equitably allocate Revaluation Gains between and among active and retired members

as of the Measurement Date.

Considerations for the Valuation of Liabilities

The Guidance requires liabilities of the Fund as at 31 December 2019 (in ZWL), before any
adjustments for bonuses or Revaluation Gains, to be calculated using the same methods and
assumptions used as at the Determination Date. Liabilities as of the Determination Date for
defined benefit pension funds subject to adjustment for Revaluation Gains are:
1) present value of pension benefits expected to be paid in the future to current
pensioners; and
1) i) the present value of pension benefits accrued to the measurement date that are
expected to be paid in the future, calculated under the plan’s actuarial cost method

used for funding calculations as of the Determination Date.

Liabilities in ZWL for defined benefit plans on 31 December 2019, before any adjustments for
bonuses or Revaluation Gains, shall be calculated using the same methods and assumptions

used as of the Determination Date.
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Liabilities for measurement dates after 31 December 2019 shall be calculated using the benefit

amount after allocation of all previous Revaluation Gains, but before allocation of such gains

and bonuses for the current period.

Considerations for the Valuation of Assets

Assets on the balance sheet of the Fund shall be held at fair value. In determining fair value,
pension funds are required to consider international guidance, such as the requirements of
International Financial Reporting Standards, in this particular case IFRS 13 on fair value

adjustment is of importance.

Assets should be valued on a going-concern basis rather than on a discontinuance valuation
basis. This means the value of assets should reflect the value for a sale under normal market
conditions in an arms-length transaction rather than the value of the asset assuming a forced or

rapid sale.

Pension funds are required to use all means necessary to avoid selling assets under poor market
conditions. Pension funds are further required to prepare analysis of expected asset, liability,
income and expenditure cash flows in order to properly manage their liquidity position and
avoid forced sales of assets when market prices are depressed. Sufficient assets and cash and

cash-equivalents should be maintained to meet expected cash flow needs.

Fair value is generally the price that would be received from the sale of an asset in an orderly
market in an arms-length transaction between buyer and seller in the most advantageous market.
The fair value should be determined using methods that would be used by market participants.
The basis of calculation of fair value should be transparent and must be disclosed to all

stakeholders.
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In liquid markets where the price discovery mechanism of markets is functioning well, the fair
value of assets traded on a recognised exchange should be equal to their market value on the
exchange. Special methods must be used to value equities in less liquid markets and assets such
as property. Given the limited liquidity and trading volume of equities in the Zimbabwean
market, pension funds are required to pay close attention to whether the market price of equities
on the Zimbabwe Stock Exchange is a good measure of the fair value of the underlying

corporation.

Special methods must also be used for property valuation given that:
1. Property in the Zimbabwean market was previously transacted only in USD;
2. Few transactions have taken place during 2019 in ZWL; and

3. The real value of rental income has been temporarily impaired.

A recommended test of whether the value of property assets is equal to fair value is whether the

pension fund would be willing to sell the asset for the listed value on the Measurement Date.

Valuation of property is typically done by expert licensed valuators and is based on a
combination of factors. Among the factors that should be considered in determining the fair
value of property are the following:

1. The price at which similar buildings have sold;

2. The current and potential occupancy rates in the building;

3. The rate per square meter for rental of space in the building and other similar buildings

in similar locations;
4. The terms of the existing leases;
5. The ability to raise rents,

6. The timing and renewal rates for leases, etc.
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Measurement dates will remain half-yearly until IPEC issues guidance allowing for a return to
annual Measurement Dates. Revaluation calculations will terminate at the earliest of the
following dates:
1. When the value of benefits in USD-equivalents as of the Determination Date have been
fully restored;
2. 31 December 2022; or
3. Such earlier date declared by IPEC.

Distribution of Revaluation Gains to Fund Members

1.  Revaluation Gains for defined benefit plans shall be allocated to increase the benefits of
both active and retired plan participants.

ii.  Revaluation Gains shall be allocated among participants in proportion to their accrued
benefit liability on 31 December 2019.

iii.  The accrued benefit liability shall be based on the assumptions used for plan funding and
the benefit the participant would have earned if he/she terminated participation on the
Determination Date.

1v.  The benefit increase for each participant shall be equal to the amount of the Revaluation
Gain divided by the sum of the accrued benefit liability for the plan on 31 December
2019.

v.  The benefit at retirement for active participants in the plan shall be the greater of the
benefit calculated at retirement based on the participant’s salary, years of service and
other factors as of that date, or the accrued benefit as of the Determination Date, after

adjustment for all increases granted as a result of Revaluation Gain

Treatment of Contribution Arrears
The Guidance requires the Fund’s Trustees to take all necessary and lawful actions to collect

contribution arrears from employers. This shall include, but not be limited to, imposing liens on
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assets, seizing and selling assets, initiating bankruptcy procedures, and negotiating Certified

Repayment Agreements that ensure collection of any contribution arrears.

In future, IPEC shall publish a list each quarter in mass media listing the top 40 companies with
pension contribution arrears and the amount of such pension arrears, for companies that have

not signed Certified Repayment Agreements.

The Fund is required to determine the amount of their contribution arrears, separately for
contributions more and less than one year past due. Contributions more than one year in arrears
shall not be considered plan assets for purposes of funding calculations unless a Certified

Repayment Agreement has been executed.

Employers may sign Certified Repayment Agreements with the Fund Trustees to repay
contribution arrears. The terms and conditions of the Certified Repayment Agreement must
meet the conditions specified in the balance of this section of the Guideline. Certified Repayment
Agreements are valid only if the employer is required to repay the contribution arrears with
interest (or such lesser amount as shall be negotiated) over a period of no more than 5 years.
Repayment must be paid in the currency that was required at the time the payments were

originally due (or its equivalent based on the inter-bank exchange rate at time of payment).

Certified Repayment Agreements allowing repayment of USD debts in ZWL at any other
exchange rate are null and void and must be renegotiated. Amounts payable in the future under
Certified Repayment Agreements under agreements which are not in arrears may be included in
the defined contribution plan assets. If any payment is more than 60 days past due, then the
value of future payments under the Agreement may not be treated as a plan asset for purposes

of funding calculations.
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Our Recommendations

Following the introduction of the Guidance, we recommend the Fund adopt the following steps;

1.

It is mandatory for the Fund to carry out an Actuarial Valuation as at
31 December 2019, as per the requirements of the Guidance. There must be a
Revaluation Actuary and an Independent Actuary who will peer review the work of the
Revaluation Actuary. In context, in the financial review exercise of the Fund African
Actuarial Consultancy is the Revaluation Actuary. The Employer of the Fund should
be prepared for a rise in actuarial costs since now he has to pay two independent
actuaries for carrying out the Financial Review exercise.

The Fund Trustees should take legal action to recover all outstanding Employer
contributions and should engage the employers and have them sign a Certificate of
Repayment Agreement for the payment of outstanding contributions, otherwise these
assets will not be considered as part of Fund assets for the purposes of distributing
revaluation gains in the financial review exercise. The Fund should seek legal advice
for this and this will increase expenses of the Fund, however the benefits of such a path
will outweigh the costs since the employer will not default, a benefit to the members of

the Fund since their benefits will increase following a rise in the funding level.

3. There are various roles and responsibilities for the revaluation review. These are:

e The Principal Officer shall be required to certify the data availed to the
Revaluation Actuary and as a consequence ensure that the Fund’s membership
data records are properly and orderly managed. This will reduce chances of some
member records being omitted and so reduces the likelihood of members being
inconvenienced due to improper management of data. In certifying the data, the
Principal Officer will make sure that the data is effectively valid for actuarial
valuation and the Revaluation Actuary will timeously carry out actuarial
valuation for the Fund since membership and assets’ data queries will be

minimal.

AFRICAN
ACTUARIAL
CONSULTANTS

National Railways of Zimbabwe Contributory Pension Fund Page |70



Actuarial Revaluation as at 31 December 2019

The Guidance requires the Fund’s deposit administration account to be split into
two accounts, sub Account 1 and sub Account 2. We encourage the Principal
Officer to provide financial statements that clearly shows these accounts
separately such that, we as the Revaluation Actuary do not have to take personal
judgement in classifying between cash flows that were made in US dollars and
cash flows denominated in other currencies.

As the revaluation actuaries we are required to do all the calculations as specified
in the Guidance and produce a certificate for consideration by IPEC.

Our work shall be peer reviewed by an independent Actuary who shall submit a
certificate to IPEC certifying that he or she has peer reviewed the work of the
Revaluation Actuary and this will ensure transparency in the valuation of the
Fund’s actuarial position and the Fund’s stakeholders will be fully convinced
that the work we have carried provides a true reflection of the Fund’s actuarial

position.
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APPENDIX I: COMPENSATION FRAMEWORK FROM 2010

The following is an extract of a letter addressed to IPEC in May 2019, detailing the compensation
framework that was proactively adopted by the Fund since 2010 as a means of compensating members

for the loss of value on pensions and lump sums:

“1. UNBUNDLING

The hyperinflationary environment prior to the introduction of the multi-currency system saw the Fund
being compelled to introduce minimum pensions on moral grounds. The values of pensions in payment
were eroded to various extents depending on the times that members proceeded on pension. As a result,
most pensioners (about 87%) found themselves receiving equal or low pensions regardless of grade or

years of service while in employment.

In a bid to try and address the inequities in the benefits, Trustees, in consultation with the Actuary,
undertook an exercise to ‘unbundle’ the pensions. The exercise entailed determining the pensions which
each member would be receiving if they had retired in the US Dollar era (the target pension). After that
a comparison of the target pension and the actual pension in payment was made to determine the

difference for each member.

The purpose of the unbundling exercise was to restore differentials between different pensioners which
had been eroded by the awarding of minimum pensions. The cost of undertaking the full exercise was
estimated at USD63.2 million. It was not possible for the Fund to carry out this exercise at once, hence
Trustees agreed to implement it in phases from future emerging surpluses. The following resolutions were

taken at a Special Trustees’ meeting held on 28 June 2011:

. That the Fund awards the guaranteed minimum increase of 5 % with effect from 1 July 2011 to
all pensioners in receipt of a pension as at 30 June 2011.

. Furthermore, to rebase pensions for all members in receipt of a pension prior to 31 December
2010 by a factor of 27% of the full extent of the unbundling difference as calculated by the

Actuary, subject to the approval of the Insurance and Pensions Commission.
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. That further debate should be conducted prior to implementing future phases.

The exercise was commenced in July 2011 when an increase equal to 27% of the difference between the
target (fully unbundled) pension and the current pension was awarded. The second phase was carried out
in July 2012 when 17% of the difference was awarded. In January 2013, 50% of the difference was
awarded and the final phase was done in January 2014. Please note that this exercise was implemented
by the Trustees on moral grounds and not as part of the Rules. In that regard, implementation of the
unbundling exercise in part or fully did not create any arrears to members. In other words, prior to the
effective date of the exercise, the Fund did not owe any members any amounts in respect of unbundling

as it was not being implemented in retrospect.

2. COMPENSATION LUMPSUMS

The purpose of paying certain unpaid compensation lump sums was in recognition of the adverse effects
of the hyperinflationary environment, where during its peak (between March 2008 and January 2009)
some members received zero commutations and / or death benefit lump sums after the ZimDollar values
were converted to US Dollars. In order to address this anomaly, the Trustees resolved to use the Old
Mutual Implied Rate (OMIR) and February 2009 salaries as a benchmark. This came from the

assumption that February 2009 was the most stable month in the period in subject.

However it must be emphasised that this decision to compensate members in receipt of lump sums was
made on moral grounds and not per the Rules as the Fund had fully discharged its obligations at the

material time.

3. PENSION REFUNDS

The Fund Management and Board in consultation with the Fund Actuary also came up with a
compensation framework in 2010 for members who withdrew membership during the pre-dollarisation
era but were not paid at the time of exit. These members were entitled to a refund of their pension

contributions. The calculation adopted is as follows:
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a)  The member’s pension refund being calculated as equal to the member’s service in months
multiplied by the member’s February 2009 equivalent grade contribution at withdrawal
multiplied by 25%.

b)  Interest at the rate earned by the Fund is then added on up to the time of payment.

¢)  Kindly note that this formula was also applied to all current in-service members to convert their

pre-dollarisation contributions to US$ values as at 31 January 2009 for uniformity.

4. MEMBERS RETIRING AFTER DOLLARISATION

As the Fund is a final salary Defined Benefit pension fund, it was agreed that there had been no loss of
value for members retiring after dollarization as their benefits were based on US$ salaries. There was

therefore no need to take action regarding these members’ benefits.

Please note that the Fund is still processing these commutations and unbundling adjustments to the

eligible members whose whereabouts were unknown at the time the framework came into force.

In view of the above and having gone through the Compensation Framework recommendations as
defined in Chapter 7 of the Commission of Inquiry Report, we are of the view that the Fund met the
Compensation Framework criteria. In this regard, we hereby seek your approval of the Fund’s current

Compensation Framework for our members.”
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APPENDIX J: IPEC CERTIFICATIONS

DATA CERTIFICATION BY THE REVALUATION ACTUARY

I, the undersigned, hereby certify that the data used to determine and distribute Revaluation Gains which
arose due to the 2019 currency reforms for the NRZ Pension Fund is sufficient, based upon information
and belief formed after reasonable inquiry. I also confirm that I have done the following before

distribution of the Revaluation Gains;
a. Checked and certified the adequacy/sufficiency of data as at 31 December 2018
b. Reconciled the membership as at 31 December 2019 with that as at 31 December 2018.

For member data as at 31 December 2018, I have had to rely on schedules as supplied by the

Administrator.
Name of the Revaluation Actuary: Tinashe Mashoko
Name of Actuary’s Professional Principal Regulator: Actuarial Society of South Africa.

Signature: W

Date: 4 March 2021
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CERTIFICATION OF THE ASSET AND LIABILITY CALCULATION METHODS
AND ASSUMPTIONS BY THE REVALUATION ACTUARY

I, the undersigned, hereby certify that all the calculations for the purposes of determining and distributing
Revaluation Gains for the NRZ Pension Fund as at 31 December 2019 were done in accordance with
the “Guideline for the Insurance and Pensions Industry on Adjusting Insurance and Pension Values in
Response to Currency Reforms”. I also confirm that I have done the following before distribution of the

Revaluation Gains;

a. Checked the values of assets and accuracy of liabilities as at 31 December 2018 and as at
31 December 2019.

b. Reconciled the assets and liabilities by categories of pension membership between 31 December
2018 and 31 December 2019.

c. Ensured equity in the distribution of revaluation gains between pension liabilities and between old

and newer members.

Name of the Revaluation Actuary: Tinashe Mashoko

Name of Actuary’s Professional Principal Regulator: Actuarial Society of South Africa.

Signature: /Q\B—/‘e

Date: 4 March 2021
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CERTIFICATION OF THE SOLVENCY POSITION BY THE REVALUATION
ACTUARY: PENSION AND PROVIDENT FUNDS

I, the undersigned, hereby certify that the NRZ Pension Fund is solvent on an ongoing basis as at 31
December 2019 as shown in the table below. This is after adjusting fund member values based on
calculations in terms of the “Guideline for the Insurance and Pensions Industry on Adjusting Insurance

and Pension Values in Response to Currency Reforms”.

Measurement Date: 31 December 2019
Total Assets ZWL$4 377 597 958
Actuarial Liabilities ZWL$4 194 868 262
Other Liabilities -
Surplus/ (Deficit) ZWL$182 729 696)
Funding Level 104.4%

Name of the Revaluation Actuary: Tinashe Mashoko

Name of Actuary’s Professional Principal Regulator: Actuarial Society of South Africa.

Signature: fg/‘e

Date: 4 March 2021
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