Safeguarding members’ funds

The high number of withdrawals for the COVID-19 relief raised
some concerns about FNPF’s financial status

It was critical the Fund established solvency
standards.
The solvency requirements of the member
funds are outlined in Section 32 of the FNPF
Act. FNPF needs to ensure that the solvency
requirements are satisfied at all times.
Put simply, it’s about protecting members’
funds and ensuring that FNPF is able to
meet its obligations to members, especially
in the long-term.
This is most important for members to
understand as it relates to the protection
or safeguard of their funds. This week,
we discuss the importance of having this
safeguard in place.

What is the solvency
requirement?
Solvency measures the financial health of
the Fund. It refers to the ability of the Fund
to meet its obligations to members when
they fall due.
Solvency requirements are established to
ensure that there is a very high probability
that the Fund will be able to honor its
promise to members and will not be
affected even if losses emerge in the FNPF
investment portfolio.

How does the Fund ensure
it meets the solvency
requirements?
Section 32 of the FNPF Act requires that the
value of assets in the Member Fund must
equal to at least 110 per cent of the total
value of member liabilities. The member
liabilities refer to the members’ funds
because it is what is owed to members.
In other words, for every dollar ($1) that
belongs to a member, the Fund is required
to keep aside an extra 10 cents (or 10% of
$1). These funds are referred to as solvency
reserve.

In addition, regulation 45(5)
requires the Fund Actuary
to inform the Board of any
additional capital required to
ensure the legislative solvency
requirements continue to be
met.
In the last 12 months, the
Fund has been setting aside
at least 17 cents for every
dollar to ensure that it has a
very high level of confidence
to meet the legislative
solvency requirements at all
times. This is 7 cents more
than required by law.
The Fund conducts regular
monitoring and relevant
assessments on its solvency
position.

POSITIVE IMPACT OF PENSION REFORM

$MILLION

A key reason for the FNPF reform in 2011
was to safeguard the future sustainability of
the Fund.
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What is the total
amount set aside for legislative
solvency requirements?
Up to June 30, 2019, the value of member
liabilities totaled $5.86 billion. The amount
kept in the solvency reserve was $586
million and this is the amount catering for
the legislative solvency requirements.

Why is it important to maintain
a solvency standard for
members?
It enables the Fund to maintain a very
high level of confidence that it will be able
to meet its obligations to members when
they fall due. In other words, the solvency
standard ensures that there is a very high
level of probability that the Fund will be
able to honor the promise to members for
every dollar credited to their accounts.

What is the link to the interest
that is credited annually to all
members?
Under the FNPF Act, member account
balances are guaranteed even if investment

The image on the left is a comparison of
member assets, member balances and
solvency requirements between 2011
(prior to the FNPF Reforms) and 2019.
NOTE: We have provided 2019 figures
because the 2020 financial statements
have yet to be published. When it will be
published later this year, it will show a
continued strong solvency position for the
Fund.

What governance changes
related to the solvency
standards were implemented
during the reforms to ensure
FNPF’s compliance?
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performance is poor. In other words,
member balances cannot be reduced from
investment losses. FNPF must be able to
honor this promise at all times.

Whose role is to ensure that
FNPF meets the solvency
requirements?
The Board of FNPF is required by the Act
to ensure that FNPF meets the solvency
requirements at all times. There is also
additional oversight from the Fund Actuary
and the Reserve Bank of Fiji (RBF).

When was the solvency
requirement implemented or
adopted by the Fund?
The solvency requirements were introduced
following the enactment of the FNPF Act in
2011. By 2012, the Fund had implemented
this key change and its impact was reflected
in the total assets and member balances.
In 2011, total assets were less than member
balances but by 2012, this had changed, with
assets exceeding member balances.

During the reform, the Fund
successfully separated the business of
Pension and Special Death Benefit from
the member funds, and established a
Retirement Income Fund and a Special
Death Benefit Fund. The establishment of
sub-funds effectively means the separation
of liabilities in respect of members and
pensioners. Hence the member funds were
no longer being used to support pension
liabilities.
As a new requirement of the FNPF Act, a
Fund Actuary is appointed by FNPF and
is responsible for certifying that activities
taken by the Fund will not imperil its
solvency position, valuing the liabilities
of the Retirement Income Fund and the
Special Death Benefit fund, and relevant
ongoing monitoring including issuing the
Financial Condition Report.

Is the solvency requirement
only for the Member Fund?
Apart from the member fund, FNPF is
required to obtain actuarial certification on
the solvency position of the Special Death
Benefit Fund (SDBF) and the Retirement
Income Fund (RIF), and provide this to the
RBF on a regular basis.

