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I ntroduction

1. The United Nations Joint Staff Pension Fund was established in 1949, by a
resolution of the General Assembly, to provide retirement, death, disability and
related benefits for staff upon cessation of their services with the United Nations,
under Regulations that, since then, have been amended at various times.

2.  The Fund is administered through the United Nations Joint Staff Pension
Board, which consists of 33 members, representing the 19 member organizations
that are listed in annex VIII to the present report. One third of the members of the
Board are chosen by the General Assembly and the corresponding governing bodies
of the other member organizations, one third by the executive heads and one third by
the participants. The Board reports to the General Assembly on the operations of the
Fund and on the investment of its assets. When necessary, it recommends
amendments to the Regulations which govern, inter alia, the rates of contribution by
the participants (currently 7.9 per cent of their pensionable remuneration) and by the
organizations (currently 15.8 per cent), eligibility for participation and the benefits
to which participants and their dependants may become entitled. Expenses incurred
by the Board in the administration of the Fund — principally the cost of its central
secretariat at United Nations Headquarters in New York and its office in Geneva,
and the expenses of managing its investments — are met by the Fund.

3. The present report is submitted by the Board following its fiftieth session, held
at the headquarters of the World Meteorological Organization in Geneva from 5 to
14 July 2000. The members, alternate members and representatives accredited to the
session of the Board, the Chairman and other officers elected by the Board, and
those who actually attended are listed in annex I X to the present report.

4. The major items dealt with by the Board were: (@) actuarial matters, including
in particular the twenty-fifth actuarial valuation of the Fund as at 31 December
1999; (b) management of the investments of the Fund, including reports by the
representative of the Secretary-General for the investments of the Fund on the
investment strategy and performance for the two-year period ending 31 March 2000;
(c) longer-term administrative arrangements of the Fund; (d) entitlement to
survivor’s benefits for spouses and former spouses; (€) reviews of several features of
the pension adjustment system; and (f) status of the proposed agreement between the
Fund and the Government of the Russian Federation concerning the pension-related
claims of former Fund participants from the former USSR.

5. The Board examined and approved the financial statements and schedules for
the year ended 31 December 1999 and considered the report of the Board of
Auditors on the accounts and operations of the Fund and a report on the internal
audits of the Fund. It also considered possible penalties in cases of fraud by
participants and beneficiaries, pursuant to observations made by the Board of
Auditors.

6.  Other matters considered by the Board and included in the present report were:
(@) a proposed transfer agreement between the Fund and the World Trade
Organization; (b) review by the International Civil Service Commission of the
common scale of staff assessment for pensionable remuneration purposes; (c) the
size and composition of the Pension Board and its Standing Committee; and (d) a
change in the pension adjustment system of the Fund, consequent to a judgement of
the United Nations Administrative Tribunal.
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7.  The membership of the Standing Committee, which acts on behalf of the Board
when the latter is not in session, is given in annex X to the present report.

8.  The membership of the Committee of Actuaries, established under article 9 of
the Regulations, is given in annex XI.

9. The membership of the Investments Committee, established under article 20 of
the Regulations, is given in annex XII.

10. Section Il below provides a summary of the operations of the Fund for the
biennium ended 31 December 1999. Sections |11 to X address issues on which action
is required by the General Assembly, as well as matters on which the Board is
obliged to report to the Assembly. The salient observations, conclusions and
recommendations of this report are highlighted in bold type. A draft resolution
for the consideration of the General Assembly is contained in annex XVI.

Summary of the operations of the Fund for the biennium
ended 31 December 1999

11. During the biennium ended 31 December 1999, the number of participants
contributing to the Fund increased from 67,740 to 68,935, or by 1.8 per cent; the
number of periodic benefitsin award increased from 43,149 to 46,199, or by 7.1 per
cent. As at 31 December 1999, the breakdown of the periodic benefits in award was
as follows: 14,599 retirement benefits, 9,499 early retirement benefits, 6,501
deferred retirement benefits, 6,957 widows and widowers Dbenefits, 7,796
children’s benefits, 803 disability benefits, and 44 secondary dependants’ benefits.
During the period, 10,412 lump-sum withdrawal and other settlements were paid. A
breakdown by member organization of participants and of benefits awarded is given
in annex | to the present report.

12. During the same two-year period, the principal of the Fund increased from
US$ 14,002,822,782 to $15,765,388,830, or by 12.6 per cent (see annex II,
statement 11).

13. The investment income of the Fund during the period amounted to
$2,194,792,492, comprising $1,355,826,748 in interest and dividends and
$838,965,744 in net profit on sales of investments. After deduction of investment
management costs amounting to $37,012,001, net investment income was
$2,157,780,491. A summary of the investments as at 31 December 1999, and a
comparison of their cost and market values, is given in annex |1, schedules 2 and 3.
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Actuarial matters

Twenty-fifth actuarial valuation of the Fund as at
31 December 1999

I ntroduction

14. Article 12 (a) of the Regulations of the United Nations Joint Staff Pension
Fund provides that “the Board shall have an actuarial valuation made of the Fund at
least once every three years by the consulting actuary”. The primary purpose of the
actuarial valuation is to determine whether the current and estimated future assets of
the Fund will be sufficient to meet its liabilities. The practice of the Board has been
to carry out a valuation every two years.

15. The Consulting Actuary submitted to the Board the report on the twenty-fifth
actuarial valuation of the Fund as at 31 December 1999; the previous valuation had
been as at 31 December 1997 and its results had been reported to the General
Assembly at its fifty-third session in 1998.) The Board also had before it the
observations of the Committee of Actuaries, which had examined the valuation
report prior to its submission to the Board.

Actuarial valuation bases

16. The valuation had been prepared on the basis of the actuarial assumptions
recommended by the Committee of Actuaries and approved by the Standing
Committee in 1999, and in accordance with the Regulations and Administrative
Rules of the Fund in effect as of the valuation date. As in the past years, the
valuation reflected a fully dynamic basis, which assumes inflation to continue
indefinitely in the future and with certain assumptions as to growth or decline in
future years in the number of participants.

17. Aswas done in the last six valuations, the actuarial value of the assets as at 31
December 1999 was determined on the basis of a five-year moving market average
method, subject to a limiting range of 15 per cent below and above the market value
of the assets as at 31 December 1999. The five-year moving market value, before
application of the limiting range of 15 per cent, was determined to be $20,807.6
million. Since this value was outside the limiting range, it was necessary to apply
the lower boundary of that range. Therefore, the actuarial asset value was taken to
be $22,186.8 million, which is 85 per cent of the market value as of 31 December
1999 ($26,102.1 million, after cash flow adjustments).

18. In determining future developments, three sets of economic assumptions and
three sets of participant growth assumptions were used in various combinations. The
economic assumptions were the same as those used in the previous valuations; the
participant growth assumptions involved modest growth for 20 years, zero growth,
and modest decline for 20 years. These assumptions are set out in the table below:
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(per cent)
A. Economic assumptions
Increase in pensionable remuneration (in addition to
static increases) 55 55 55
Nominal rate of interest (investment return) 8.0 8.5 9.0
Price increases (reflected in increases of pensions to
beneficiaries) 5.0 5.0 5.0
Real rate of interest (investment return after inflation) 3.0 35 4.0
Usual designation 5.5/8/5 5.5/85/5 5.5/9/5
Cost of two-track adjustment system (per cent of
pensionable remuneration) 1.9 1.9 1.9
B. Participant growth assumptions
For each of the first 20 years:
Professional staff 0.5 0 -0.5
General Service staff 0.5 0 -0.5

After 20 years:
Professional staff
General Service staff

& The assumptions used in the “regular valuation” as at 31 December 1997 and 31 December
1999.

Regular valuation

19. The Committee of Actuaries recommended, and the Board agreed, that
the 5.5/8.5/5 set of economic assumptions (i.e., 5.5 per cent annual increase in
pensionable remuneration in addition to the static scale, 8.5 per cent nominal
interest rate, and 5 per cent annual inflation rate with respect to increases in
pensions after award), and the “zero participant growth assumptions” should
serve as the basis of the regular valuation.

20. The specific combinations included in the actuarial valuations as of 31
December 1999 were as follows: A.ll with B.Il (1997 and 1999 regular valuations);
A.l with B.1I; A.Il with B.I; A.lIll with B.Il; and A.ll with B.III.

21. With regard to the demographic assumptions, the following changes had
been approved by the Standing Committee in 1999, acting on the
recommendation of the Committee of Actuaries: an increase in the tabular
rates of withdrawal for General Service staff by 15 per cent; a decrease in the
rates of disability for all male staff by 25 per cent; extension of the use of
increased rates of early retirement for a further four years to 2006, with an
increase in the rates for females in the General Service category by 15 per cent
for both the period up to 2006 and thereafter; extension of the forecast period
of improvements in pensioner longevity for a further 15 years (i.e., the
mortality rates under the current tables, the 1993 United Nations tables, would
be reduced by 0.5 per cent of theinitial tabular rate per annum until 2019).
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22. The provision for administrative expenses was 0.26 per cent of
pensionable remuneration, determined on the basis of the approved budget for
the biennium 2000-2001 and the total pensionable remuneration of participants
as at 31 December 1999.

Analysis of valuation results

23. The table below provides the results of the twenty-fifth actuarial valuation and
compares them with the results of the regular valuation as at 31 December 1997.

Contribution rate required
(as percentage of pensionable remuneration)

Difference

Valuation date Valuation basis Required rate Current rate (surplus) deficit
31 December 1999 5.5/8.5/5 with zero participant 19.45 23.7 (4.25)
growth (regular valuation)
5.5/8.0/5 with zero participant 22.52 23.7 (1.18)
growth
5.5/9/5 with zero participant 16.72 23.7 (6.98)
growth
5.5/8.5/5 with 20-year 19.45 23.7 (4.25)
participant growth
5.5/8.5/5 with 20-year 19.45 23.7 (4.25)
participant decline
31 December 1997 5.5/8.5/5 with zero participant 23.34 23.7 (0.36)

growth (regular valuation)

24. Therefore, the regular valuation as at 31 December 1999 showed a
decrease of 3.89 per cent in the required contribution rate from the rate
disclosed as at 31 December 1997 (from 23.34 per cent to 19.45 per cent),
resulting in an actuarial surplus of 4.25 per cent of pensionable remuneration.
As can be seen in the table above, under real rate of return assumptions of 3 per cent
and 4 per cent, with zero participant growth, the results would be, respectively,
surpluses 1.18 per cent and 6.98 per cent of pensionable remuneration, which
demonstrates the major impact of the real rate of return assumption on the valuation
results.
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25. The elements contributing to the decrease in the required rate were as follows:

Increase (decrease) in required
contribution rate (as per cent of

Elements pensionable remuner ation)
(a) Interest on prior surplus (0.06)
(b) Contributions at 23.70 per cent rather than at the required rate (0.02)
(c) Investment experience (2.73)

(d) Net effect of changes in the value of the United States dollar and
cost-of-living adjustments for pensioners, and other gains

affecting pensioners (0.52)
(e) Net effect of changes in the value of United States dollar and

actual inflation on pensionable remuneration (0.87)
(f) Effect of higher-than-expected number of new entrants (0.02)
(g) Effect of change in administrative expenses assumed in

valuation 0.08
(h) Effect of changes in demographic assumptions 0.50
(i) Miscellaneous (0.25)

Total changein required contribution rate (3.89)

Current value of accrued benefits

26. As in previous reports, the actuarial valuation contained another indicator of
the funded position of the Fund, namely a comparison of the current assets of the
Fund with the value of the accrued benefits on the valuation date (i.e., the benefits
for retired participants and beneficiaries and the benefits considered to have been
earned by all current participantsif their service were terminated on that date).

27. With respect to itsliabilities for accrued benefits on a “plan termination” basis,
the Fund was in a very strong funded position, as it had been for the past five
valuations, if future adjustments of pensions were not taken into account. The
funded ratios on that basis, which varied according to the rate of interest assumed,
ranged from 175 to 185 per cent, with 180 per cent being applicable for the regular
valuation. This meant that the Fund would have considerably more assets than
needed to pay the pensions if no adjustments were made in pensions for changes in
the cost of living. The funded position decreased considerably when account was
taken of the current system of pension adjustments, including the cost of the
two-track system (1.9 per cent of pensionable remuneration); however, unlike
the situation of underfunding in all previous valuations, the current valuation
indicated a funded ratio in excess of 100 per cent (i.e., ranging from 107 to 119
per cent, with 113 per cent being applicable for the regular valuation). As
shown in the table below, the funded ratios have improved substantially since 1982,
both with and without assuming future adjustments of pensions for inflation.
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Funded ratios 1982-1999

If future pension payments are made:

Without pension adjustments With pension adjustments
Valuation as of 31 December (per cent) (per cent)
1982 90 49
1984 100 56
1986 118 67
1988 123 70
1990 131 77
1993 136 81
1995 132 81
1997 141 88
1999 180 113

Results of valuation in dollar terms and other disclosure statements

28. The General Assembly had requested the Board, in resolutions 47/203 of 22
December 1992 and 48/225 of 23 December 1993, to consider the form in which it
presented the valuation results, taking into account, inter alia, the observations made
by the Panel of External Auditors. The Auditors had requested the Board to include
in its reports to the General Assembly disclosures and opinions as regards the
valuation results, namely presentations of: (a) the valuation results in dollar terms;
(b) a statement of sufficiency under article 26 of the Regulations of the Fund; and
(c) a statement by the Committee of Actuaries and the Consulting Actuary on the
actuarial position of the Fund, to which the Board of Auditors might refer in their
observations on the accounts of the Fund.

29. Accordingly, the table below summarizes the valuation results as at 31
December 1999, both as a per cent of pensionable remuneration and in dollar terms,
under the five combinations of economic and participant growth assumptions:

Valuation results surplus (deficit)

As percentage of In dollar terms
Economic assumptions pensionable remuneration (millions)
5.5/8.5/5 with zero participant growth (regular
valuation) 4.25 5278.6
5.5/8.0/5 with zero participant growth 1.18 1751.6
5.5/9.0/5 with zero participant growth 6.98 7 452.3
5.5/8.5/5 with 20-year participant growth 4.25 5672.6
5.5/8.5/5 with 20-year participant decline 4.25 4917.6
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30. The table below provides the projected liabilities and assets of the Fund in
dollar terms, as reflected in the regular valuation results as at 31 December 1999 and
31 December 1997, respectively:

(Millions of United States dollars)
31 December 1999 31 December 1997

Liabilities
Present value of benefits:

Payable to or on behalf of retired and deceased
participants 10791.4 9800.3

Expected to become payable on behalf of active
and inactive participants, including future new

entrants 35 238.6 33193.0

Total liabilities 46 030.0 42 993.3
Assets

Actuarial asset value 22 186.8 16 459.0

Current value of future contributions 29 121.8 26 951.6

Total assets 51 308.6 43 410.6

Surplus (deficit) 5278.6 417.3

31. As they have in the past, the Consulting Actuary and the Committee of
Actuaries stressed that care must be taken when considering the dollar amounts of
the valuation results. The liabilities shown in the table above include those for
individuals who have yet to join the Fund; similarly, the assets include the
contributions for future new entrants. The surplus indicates only the future effect of
continuing the current contribution rate under various actuarial assumptions as to
future economic and demographic developments. The valuation results were highly
dependent upon the actuarial assumptions used. As indicated in the table in
paragraph 29 above, a much smaller surplus was indicated on the 5.5/8/5 valuation
basis, i.e., areal rate of return of 3 per cent. Both the Consulting Actuary and the
Committee of Actuaries pointed out that the actuarial surplus, when expressed in
dollar terms, should only be considered in relation to the magnitude of the liabilities
and not in absolute terms. The surplus of $417.3 million under the regular valuation
as of 31 December 1997 represented 1.0 per cent of the projected liabilities of the
Fund. The surplus of $5,278.6 million under the current regular valuation
represented 11.4 per cent of the projected liabilities.

Hypothetical projection models

32. As in past valuations, hypothetical models of the estimated progress of the
Fund over the next 30 years were also prepared on the basis of the economic
assumptions in the regular valuation, using the zero-participant-growth assumptions.
The results were presented in both nominal and inflation-adjusted terms. These
models showed that the Fund balance at the end of the 30-year period would still be
increasing, in both nominal and inflation-adjusted dollar terms. Additional models,
in which the assumed real rate of return on investments ranged from 2 per cent to 5
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per cent above the assumed 5 per cent rate of inflation, were also prepared. These
models showed that the Fund balance continued to increase at the end of 30 yearsin
nominal dollars in all cases, with the balances ranging from $97.0 billion to $296
billion.

Views of the Committee of Actuaries

33. Initsreport to the Board, the Committee of Actuaries noted that, after 20 years
of deficits, this was the second consecutive valuation that had disclosed a surplus.
The Committee noted further that a significant portion of the actuarial gain was
attributable to the investment experience, which was significantly better than that
projected under the actuarial economic assumptions. Additional strong gains
resulted from the combined effects of continuing moderate inflation and the
significant strengthening of the United States dollar against certain key currencies,
which had a considerable impact on the pensionable remuneration of General
Service staff in dollar terms and on the value of the local currency track pensionsin
equivalent dollar terms.

34. The Committee noted with satisfaction that the funded ratios showed strong
improvement over those from the prior valuation and, for the first time, exceeded
100 per cent under each of the three sets of assumptions, with and without taking
into account the assumptions for adjustments of pensions in award (para. 27 above).

35. As regards the actuarial surplus as at 31 December 1999, after
considering all relevant data, the Committee of Actuaries and the Consulting
Actuary agreed that,

“while a portion of the surplus might be made available at this time to
improve benefits and/or reduce contributions, prudence dictated that a
significant portion of the surplus should be retained. The Committee and
the Consulting Actuary were of the view that it would be prudent to set
aside, for adverse contingencies, a portion of the surplus equivalent in
present value to between 2.0 per cent and 2.25 per cent of pensionable
remuneration, subject to future review; the balance might be used for
benefit/contribution changes. If the experience should continue to be
favourable as of the next actuarial valuation (31 December 2001),
additional portions of the surplus might then be made available for
further benefit/contribution changes”.

Statements on the valuation results

36. The statement of actuarial sufficiency prepared by the Consulting Actuary and
approved by the Committee of Actuaries is reproduced in annex IV to the present
report. The statement indicates that

“the actuarial value of assets exceeds the actuarial value of all accrued
benefit entitlements under the Fund, based on Regulations of the Fund in
effect on the valuation date. Accordingly, thereis no requirement, as of 31
December 1999, for deficiency payments under article 26 of the
Regulations of the Fund”.

37. The statement of the actuarial position of the Fund, adopted by the Committee
of Actuaries, is reproduced in annex V. In that statement, the Committee of
Actuariesindicates that it had
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“reviewed the results of the actuarial valuation as of 31 December 1999,
which was carried out by the Consulting Actuary. Based on the results
contained in the valuation report, and after consideration of further
relevant indicators and calculations, the Committee of Actuaries and the
Consulting Actuary were of the opinion that the present contribution rate
of 23.7 per cent of pensionable remuneration is sufficient to meet the
benefit requirements under the Plan.

“Recognizing the improvement in the actuarial position of the Fund,
as evidenced by a surplus of current and projected assets over projected
liabilities, estimated at 4.25 per cent of pensionable remuneration, the
Committee of Actuaries and the Consulting Actuary are of the further
opinion that a portion of the surplus, up to 2.25 per cent of pensionable
remuneration in present value terms, could be applied towards increasing
benefits, reducing contributions or a combination thereof, without
detriment to the long-term financial viability of the Fund”.

38. The Committee of Actuaries also informed the Board of its intention to review
in 2001 the demographic and economic experience of the Fund over a number of
years, with specific emphasis placed on the pensioners’ longevity, as well as the
rates of early retirement. It will submit recommendations to the Standing Committee
on the assumptions to be used in the actuarial valuation of the Fund as at 31
December 2001.

Discussionsin the Board

39. Clarifications were sought from the Consulting Actuary and from the
Rapporteur of the Committee of Actuaries on various aspects of the actuarial
valuation results and on the probable evolution of future valuation results in the
years ahead.

40. Several members of the Board, while noting that the valuation results indicated
a further and substantial improvement in the financial status of the Fund, requested
information as to the extent to which the current actuarial results would vary if there
should be significant changes in the market value of the assets of the Fund and in
the other economic factors. The Board therefore requested a “sensitivity analysis’
showing the extent to which future valuation results might change under various
assumptions for changes in the key parameters. This analysis of the impact of three
key parameters — asset declines, currency exchange declines, and inflation — is
reproduced in annex V1.

41. In presenting the sensitivity analysis, the Consulting Actuary noted that,
assuming all actuarial assumptions in the regular valuation model were met, the
required contribution rate would be expected to fall further over the next several
valuations, because of asset gains that were not yet fully reflected in the actuarial
asset value used in the current valuation. Assuming no other sources of gain and
loss, the required contribution rate would be projected to fall to 16.30 per cent over
the next five years. It was further noted that it would require a major decline, of
between 30 and 40 per cent, in the market value of assets before the surplus in the
Fund on the regular valuation basis would be eliminated, assuming all other
actuarial assumptions were met.
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42. With regard to the second variable, declines in the value of the United States
dollar vis-a-vis local currencies, the sensitivity analysis indicated that the effect
would be modest, if allowance were made for offsetting increases in the United
States dollar equivalent value of the assets held in local currency. The Consulting
Actuary noted that, while the formal gain and loss analysis presented in the
valuation report considered only the effect of deviationsin currency exchange on the
liabilities, there would be a partial offsetting effect on the asset values included in
the asset gain and loss experience. This was taken into account in the sensitivity
analysis.

43. For the third variable, inflation, the analysis indicated that actuarial gains were
expected to occur over the next several years if inflation remains below the assumed
rate of 5 per cent per annum. It was noted that if future inflation was at the rate of 3
per cent per annum, with no other sources of actuarial gain and loss, the resulting
gain up to the next valuation would be approximately 0.7 per cent of pensionable
remuneration.

44. The Consulting Actuary noted further that, while it was appropriate to examine
the sensitivity to adverse developments in the three key variables, the possibility of
beneficial developments should also be borne in mind. If the assets of the Fund were
to continue to grow at a rate in excess of the rate assumed in the valuation (i.e., 8.5
per cent per annum), with inflation continuing to be moderate, the required
contribution rate would continue to decline. In particular, the required contribution
rate for current participants would fall much more rapidly than the overall rate. If
the rate for current participants should fall substantially below the rate for new
entrants, this could be taken as an indication of a need for corrective actions in the
form of either benefit improvements or contribution reductions. Such a situation
could arise over the next two valuations, if there was a continuation of strong
investment returns.

45. The Rapporteur of the Committee of Actuaries and the Consulting Actuary
stressed that while the sensitivity analysis assumed the variables were independent,
in practice they were interrelated. Thus, an adverse deviation in one variable would
most likely give rise to adverse changes in the other variables. However, even after
allowing for the possibility of a synergistic effect, the sensitivity analysis indicated
that it would require a significant change in market and economic conditions before
the current surplus would be eliminated. Accordingly, they remained of the view
that, provided a reserve was set aside to allow for adverse contingencies, a portion
of the surplus could be made available to improve benefits and/or reduce
contributions, should the Board decide to take that course.

46. All the constituent members of the Board stressed the need for prudence and
adherence to General Assembly resolution 53/210 of 18 December 1998, in which
the Assembly indicated that no changes should be made to the United Nations
pension system until a pattern of surpluses had been established. The representatives
of the General Assembly stated that priority should be given to a reduction in the
rate of contribution of Member States, should a pattern of surpluses be realized.

Conclusion

47. The Board took note with satisfaction of the improved financial condition
of the Fund, as reflected in the valuation as at 31 December 1999. In its
deliberations on possible changes in the pension system (see paras. 52-60
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below), the Board took into account the views of the Committee of Actuaries
and the Consulting Actuary.

M easur es considered consequent to the results of the actuarial
valuation of the Fund as at 31 December 1999

Background

48. At its 1998 session the Board considered possible changes in the pension
provisions related to: (a) the interest rates applicable to lump-sum commutations of
periodic benefits; and (b) the method for determining cost-of-living adjustments of
pensions in award, including adjustments of deferred retirement benefits not yet in
payment. It reached two decisions (para. 49 below), which were made conditional
on a “favourable actuarial valuation as at 31 December 1999". The Board also
requested the CEO/Secretary, with the assistance of the Consulting Actuary, to
undertake a review of all of the changes made in the pension system since 1983, as
part of the measures approved by the General Assembly to address the past actuarial
deficits, and to submit a report to the Standing Committee in 1999, together with the
views of the Committee of Actuaries thereon. The Board had indicated its intention
to consider in 2000 the views of the Standing Committee on other possible changes
in the pension system, in the light of the results of the actuarial valuation of the
Fund as at 31 December 1999.

49. The two conditional decisions taken by the Board and reported to the General
Assembly in 1998 were: (a) to change the interest rate applicable to lump-sum
commutations of periodic benefits from 6.5 per cent to 6 per cent, with respect to
contributory service performed as from 1 January 2001; and (b) to recommend to
the General Assembly that the threshold for effecting cost-of-living adjustments of
pensions in award be reduced from 3 per cent to 2 per cent, effective from the
adjustment due on 1 April 2001.% As indicated in the preceding paragraph, both of
these decisions were made subject to a favourable actuarial valuation as at 31
December 1999. The General Assembly in its resolution 53/210 took note of these
two conditional decisions, which were “to be confirmed by the Board at its next
session in 2000”.

50. The General Assembly also took note of the Board’s intention to review the
changes that had been made in the pension system since 1983, and concurred with
the Advisory Committee on Administrative and Budgetary Questions that “the
Board should continue to monitor closely the evolution of the actuarial valuation of
the Fund and that no attempt should be made to reduce the present rate of
contributions to the Fund or change any other features unless and until a pattern of
surpluses emerges in future valuations”. The Assembly further requested the Board,
“should there be a positive trend towards actuarial surpluses in future valuations, to
consider favourably areduction in the present contribution rate”.

51. The preliminary study of the CEO/Secretary had been considered by the
Committee of Actuaries and the Standing Committee in 1999. Based thereon, a
further review was carried out in 2000 and reviewed by the Committee of Actuaries
and the Board.
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Discussionsin the Board

52. During the discussion of the measures that might be taken in the light of the
result of the valuation as at 31 December 1999, the representatives of the executive
heads and of the governing bodies suggested that action on the two conditional
decisions taken by the Board in 1998 should be determined in conjunction with the
other possible changes suggested by the CEO/Secretary in his note on other possible
measures that might be considered. That approach was opposed by the
representatives of the participants, who stated that the results of the latest valuation
were favourable and that, therefore, the two conditional decisions should be
confirmed, without regard to any other decisions that might or might not be taken.

53. As regards other possible measures, the CEO/Secretary had suggested that, if
changes were pursued, the Board should give priority to redressing those past
economy measures that had made the United Nations pension system considerably
less attractive for participants with at least five years of contributory service who
(a) separate from service well before age 55, and/or (b) have the opportunity to re-
enter the Fund in the future. The past economy measures had impacted most heavily
on such participants. To redress partially that situation, the CEO/Secretary suggested
that modifications might be made in the current provisions governing (a) the cost-of-
living adjustments of deferred pensions; (b) the limitations placed on the right of
restoration; and (c) the interest rate applied in calculating withdrawal settlements
and in determining restoration payments.

54. The table below summarizes the actuarial costs of the five possible measures
that were before the Board:

Actuarial cost estimate

Measures (per cent of pensionable remuneration)
(a) Lowering cost-of-living threshold to 2 per cent 0.15
(b) Lowering lump-sum commutation interest rate to 6 per cent 0.13
(c) Cost-of-living adjustments of deferred pensions from

separation date, instead of from age 55 0.65
(d) Elimination of limitations on right of restoration Not quantifiable
(e) Increasing withdrawal settlement interest rate to 5 per cent 0.11

Total 1.04

55. In its report to the Board, the Committee of Actuaries agreed that the three
measures suggested by the CEO/Secretary, in addition to the two measures that the
Board had already agreed upon conditionally, might all be given favourable
consideration by the Board. The Committee had also noted the position taken by the
General Assembly, in resolution 53/210, concerning the possibility of reducing the
contribution rate (see para. 50 above). In that regard, the Committee recognized that
the composition of proposed measures would be for the Board to determine and to
present to the Assembly. The Committee stated that, whatever measures were to be
adopted in the light of the results of the valuation, a reserve of 2.0 to 2.5 per cent of
pensionable remuneration, from the 4.25 per cent surplus, should be set aside for
future use.

13



A/55/9

14

56. Following an extensive exchange of views in the Board and informal
discussions among the three constituent groups, the Board decided to confirm
the two conditional decisions taken in 1998: (a) to lower the interest rate for
lump-sum commutations from 6.5 per cent to 6.0 per cent, with respect to
contributory service as from 1 January 2001 (estimated actuarial cost of 0.13
per cent of pensionable remuneration); and (b) to recommend to the General
Assembly that the threshold for cost-of-living adjustments for pensions in
award be reduced from 3 per cent to 2 per cent, effective from the adjustments
due on 1 April 2001 (estimated actuarial cost of 0.15 per cent of pensionable
remuneration).

57. The Board also decided to establish a tripartite working group to
undertake a fundamental review of the benefit provisions of the Fund, in the
light of developments in staffing and remuneration policies in the member
organizations of the Fund and in pension arrangements at the national and
international levels, so as to identify the future long-term needs of the Fund. It
decided further to refer to the Working Group the other possible measures that
had been considered in the paper presented by the CEO/Secretary.

58. The Working Group will be composed of two members designated by each of
the three constituent groups on the Board and chaired by the Chairman of the Board;
a representative of FAFICS will also participate in the work. The Working Group
will be assisted by the Fund secretariat and the Consulting Actuary. The Group
would submit its preliminary report to the Standing Committee in 2001. Taking into
account the comments of the Standing Committee, the Group would submit its
report to the Board in 2002.

59. The terms of reference of the Working Group, in the light of the basic
principles underlying the United Nations Joint Staff Pension Fund, would be to:

(@) Assess the major developments to be taken into account in defining the
future needs of the Fund,;

(b) Examine the economy measures adopted since 1983 (summarized in
JSPB/50/R.15, annex I), as well as any additional measures that may arise from the
assessment referred to in (a) above;

(c) Make proposals to meet the future long-term needs of the Fund and its
constituent groups.

60. Accordingly, the General Assembly isrequested to:

(a) Take note of the decision of the Board, in accordance with article
11 (a) of the Regulations of the Fund, to lower the interest rate for lump-sum
commutations of periodic benefits to 6 per cent per annum, with respect to
contributory service asfrom 1 January 2001; and

(b) Revise the provisions of the UNJSPF pension adjustment system to
change the threshold for cost-of-living adjustments of pensions in award to 2
per cent, as set out in annex XV to the present report.
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Transfer agreement with the World Trade Organization and
progressreport on the development of a new agreement with the
International Bank for Reconstruction and Development

World Trade Organization

61. The Board considered the proposed text of a transfer agreement with the World
Trade Organization. The text had been negotiated by the Fund secretariat with the
WTO (Trade) secretariat. The Board’s approval was required before submission of
the transfer agreement to the General Assembly for its concurrence under article 13
of the Regulations of the Fund.

62. The Fund has to date concluded transfer agreements with 14 international
organizations and Governments, falling into two broad categories:

(@ “lInner circle” agreements, with two specialized agencies, the
International Bank for Reconstruction and Development and the International
Monetary Fund, and with one international organization that is not a specialized
agency, the Inter-American Development Bank; they provide for recognition by the
receiving party, on a one-to-one basis, of the participant’s own contributory service,
pensionable remuneration and contributions, upon transfer to the receiving pension
plan of either 21 per cent of the participant’s final average remuneration multiplied
by the number of years of contributory service (IBRD and IMF) or three times the
participant’s own contributions (IDB);

(b) “OQuter circle” agreements, with seven international organizations that
are not specialized agencies and four Governments of Member States; they provide
for the transfer of the actuarial equivalent value of a participant’s accrued pension
benefits, for which the participant receives certain contributory service or other
pension credits in the receiving plan, according to the latter’s provisions. (The
application of the one-way outer circle agreements with the Governments of the
former USSR, the Ukrainian SSR and the Byelorussian SSR have been suspended
since 2 January 1992.)

63. The proposed agreement with WTO (Trade) was modelled very closely on the
Fund's existing outer-circle agreement with the Organisation for Economic
Cooperation and Development; it has been approved by the Management Board of
the WTO (Trade) Pension Plan. The Committee of Actuaries expressed its
concurrence with the proposed agreement.

64. The Board approved the proposed transfer agreement with WTO (Trade),
as set out in annex VII to the present report, and requests the concurrence of
the General Assembly, in accordance with the requirement in article 13 of the
Regulations of the Fund.

World Bank

65. The Board was informed that discussions had commenced between UNJSPF
and the World Bank, for negotiation of a new outer-circle transfer agreement. The
earlier inner-circle agreement was terminated by the World Bank, effective 1 March
2000, as a consequence of its adoption of a new pension plan for staff joining as
from 15 April 1998, with benefit provisions that were fundamentally different from
those of UNJSPF.
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66. The Board noted that the Fund secretariat and the management of the
World Bank pension plan had agreed on an interim procedure to be applied
until the conclusion of a new transfer agreement, to protect the rights of
current participants who will have transferred prior to the conclusion of the
Fund’'s new transfer agreement with the World Bank. It covers. (a) staff
transferring between the two pension plans before the new transfer agreement
enters into force (they will be covered by the terms of the new transfer
agreement, provided they received no pension benefits when they separated
from service); and (b) staff who have remained as from 1 March 2000 either on
leave without pay from a UNJSPF member organization or on external service
without pay from the World Bank Group (they could still benefit from the
provisions of the former Transfer Agreement between the Fund and the Bank,
provided they otherwise met the conditions for eligibility).

Member ship of the Committee of Actuaries

67. The Committee of Actuaries consists of five members, one from each of the
five geographical regions of the United Nations, appointed, in accordance with
article 9 of the Regulations of the Fund, by the Secretary-General, on the
recommendation of the Board. The current membership of the Committee is set out
in annex X1 to the present report.

68. Under the arrangements adopted by the Board in 1986 to alternate the
membership of the Committee, the terms of two of the members are scheduled to
expire on 31 December 2000:

Mr. A. O. Ogunshola (Nigeria) — Region | (African States);

Mr. L. J. Martin (United Kingdom) — Region V (Western European and other
States).

69. The Board decided to recommend, and the Secretary-General has
approved, the reappointment of Mr. A. O. Ogunshola and Mr. L. J. Martin for
three-year terms on the Committee of Actuaries from 1 January 2001 to 31
December 2003.

| nvestments of the Fund

Management of the investments

70. The Board reviewed the investments of the Fund on the basis of a report and
accompanying statistical data presented by the representative of the Secretary-
General for the investments of the Fund. The report described the economic and
investment environment and the strategic and tactical methods followed in
determining the investments and provided detailed information on the management
of the investments of the Fund during the two-year period ending 31 March 2000.
An addendum to the report provided updated information to 15 June 2000.

71. The present report highlights the most important aspects of the investment
information provided to the Board. The separate report of the Secretary-General to
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the Fifth Committee of the General Assembly on the investments of the Fund will
provide further information (A/C.5/55/3).

Investment performance

72. The market value of the assets of the Fund increased to $26,056 million as
at 31 March 2000 from $20,170 million as at 31 March 1998, an increase of
$5,886 million or 29.2 per cent. The total investment return was 11.3 per cent
for the year ending 31 March 1999 and 18.0 per cent for the year ending 31
March 2000. After adjustment by the United States consumer price index
(CPI), the “real” rates of return for the two years under review were 9.2 per
cent and 13.8 per cent, respectively. These represented the seventeenth and
eighteenth consecutive yearsin which the Fund had achieved positive returns.

73. The rates of return were calculated by an outside consultant, using a generally
accepted method for such calculations that had been fully disclosed to the Board at
its thirty-fourth session. That method includes actual income received from
dividends and interest, as well as realized capital gains and losses, and takes into
account changes in the market value of the investments and the timing of cash flows.

74. Thetotal returns for each of the past four years are shown below:

Total Fund: total returns based on market value for the years ending 31 March

2000 1999 1998 1997
(Percentage)
Equities
United States equities 17.4 18.4 45.5 18.9
Equities outside United States 40.0 9.7 15.4 7.2
Total equities 28.5 13.9 27.3 11.6
Bonds
United States dollar bonds 3.2 4.8 10.6 6.2
Non-United States dollar bonds -5.7 9.0 4.3 2.5
Total bonds -25 6.5 7.0 3.6
Real estate 15.0 4.8 18.9 8.6
Short-term investments and reserves 6.8 9.9 7.0 4.4
Total Fund 18.0 11.3 20.4 8.9

75. The Secretary-General, acting on the recommendations of the Investments
Committee, establishes asset allocation ranges to be used as guidelines during the
year. These guidelines are reviewed by the Investments Committee at its regular
meetings, and if necessary, the Committee recommends adjustments based on
market conditions. Therefore, the composition of the portfolio reflects the
judgement of the Investments Committee, the staff of the Investment Management
Service and the investment advisers, based on the prevailing economic, market and
currency trends. All investments were reviewed and analysed by the staff and
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were required to meet the four criteria of safety, profitability, liquidity and
convertibility, which had been endorsed by the Board and confirmed by the
General Assembly.

76. The policy of broad diversification of investments by currency, types of asset
classes and geographical areas continued to serve as the most reliable method of
protection over long periods against the unpredictability and volatility of financial
markets. Even within the same region, movements in markets and currencies tend
not to be synchronized, and this had been especially true during the past two years.

77. Therepresentative of the Secretary-General stressed that short-term investment
results had little meaning for the Fund, in view of its long-term needs and
investment objectives. The management of the Fund was geared to maintaining a
careful balance between risk and reward expectations over the medium to long term,
rather than taking risks inherent in seeking very high short-term results.

78. During the two-year period under review, the allocation to equities was
increased to 69.4 per cent from 66.2 per cent, bonds were reduced to 21.1 per
cent from 25.5 per cent, real estate declined to 3.6 per cent from 4.6 per cent
and short-term investments and reserves were increased to 5.9 per cent from
3.7 per cent. The long-term strategy to increase the equity exposure was related to
the changed global investment environment, which had led to increased investments
by pension funds in equities, partly as a result of the issuance of fewer government
debt instruments because of a growing movement towards balanced budgets and the
increasing use by corporations of equity financing. In addition, equities have
historically provided better returns than other asset classes.

79. For the year ending 31 March 1999, the highest return was provided by the
equity portfolio, which had a total return of 13.9 per cent, followed by short-term
investments with 9.9 per cent. For the year ending 31 March 2000, the equity
portfolio again provided the highest total return of 28.5 per cent, followed by real
estate with 15.0 per cent; the bond portfolio had a negative return of 2.5 per cent.
United States equities outperformed non-United States equities in 1997, 1998 and
1999, while United States bonds outperformed non-United States bonds in 1997,
1998 and 2000.

80. The selection of securities had a positive impact on the total return,
particularly stock selection in Japan and Europe. The performance was negatively
affected by bonds, which had a much lower return than equities for the year ending
31 March 1999 and a negative return for the year ending 31 March 2000. The
adverse impact of the persistent decline of the euro since its introduction in January
1999 was offset, to some extent, by the steady appreciation of the Japanese yen
against the United States dollar since August 1998. The exposure to United States
equities contributed more to the total return than any other asset class held by the
Fund. The contribution of equities outside the United States to the overall
performance was especially significant for the year ending 31 March 2000. As an
asset class, real estate was the second largest contributor to performance.

81. Over the long term, equities have continued to outperform other asset classes.
Within the equity portfolio, United States equities have performed marginally better
than equities outside the United States over the 40-year period taken as a whole.
This historical trend provided the rationale for the increased equity weighting in the
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portfolio. During the same period, United States equities outperformed equities
outside the United States in 25 of those years.

82. During the 26 years that the bond performance has been assessed, the
annualized returns on United States dollar bonds and on non-dollar bonds were
mixed. Real estate-related investments, which have been included in the portfolio
since 1972, have provided stable returns; during that period real estate had negative
returnsin only three years.

83. The cumulative annualized total returns for the last 5, 10, 15, 20 and 25
years were approximately 14.6, 12.3, 13.4, 13.2 and 11.9 per cent, respectively.
The cumulative annualized total rate of return over the 40-year period for
which data are available was 9.3 per cent, representing a yearly “real” rate of
return of 4.6 per cent, after adjustment by the United States CPI.

Comparisons of investment returns

84. The Fund continued to be the most widely diversified pension fund that
maintained its accounts in United States dollars but had liabilities in many other
currencies. Comparisons of the performance of any fund with those of other funds
can be misleading as methods of calculating returns vary and other factors need to
be taken into consideration. While it was not possible to find a pension fund
portfolio sufficiently similar to the Fund’'s against which investment returns
might be compared, a strategic benchmark for the Fund had been introduced
on 1 January 1997. That benchmark consists of two major indexes commonly
used in the financial world to compare returns of equities and bonds: the
Morgan Stanley Capital International World Index and the Salomon Brothers
World Government Bond Index. The Investments Committee, after carefully
reviewing several proposals, had approved a benchmark composed of 60 per
cent Morgan Stanley Index and 40 per cent Salomon Brothers | ndex.

85. Duringtheyear ending 31 March 1999, the Fund slightly under performed
its benchmark, 11.3 per cent versus 11.8 per cent. For the year ending 31
March 2000, the Fund strongly outperformed the benchmark, with a return of
18.0 per cent versus 12.8 per cent. Over the last 20 years, the benchmark had a
total return of 13.7 per cent, compared to an annualized return of 13.2 per cent
achieved by the total Fund. The main reason for this slight under performance
was the low weighting for equities in the Fund portfolio during the earlier
years.

86. Over the past 20 years, the Morgan Stanley Index had a total annualized return
of 15.3 per cent, compared to an annualized return of 15.1 per cent achieved by the
Fund'’s total equities. During the same period, the Salomon Brothers Index had an
annualized return of 10.7 per cent, compared to an annualized return of 11.1 per cent
achieved by the Fund’'s bond portfolio.

87. Compared to the benchmark, the Fund has had a better risk/return
profile. The Fund's return of 13.7 per cent was slightly lower than the
benchmark’s return of 14.4 per cent; however, the Fund’s volatility, 10.5 per
cent, was substantially less than that of the benchmark, 13.4 per cent. The
Fund has a better risk/return profile because of its well diversified portfolio,
which includes all the major asset classes and a heavy concentration of holdings
in blue-chip companies.
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88. Within asset classes, the Fund’'s equity portfolio slightly underperformed the
Morgan Stanley Index, 16.0 per cent versus 16.4 per cent; however, the equity
portfolio had a much better risk profile than that of the Morgan Stanley Index, 15.0
per cent versus 16.7 per cent. The bond portfolio outperformed the Salomon
Brothers Index, 11.5 per cent versus 11.2 per cent, but had slightly higher volatility
than the Salomon Brothers Index, 11.9 per cent versus 11.2 per cent. The higher
volatility was attributable to the Fund’'s exposure to non-government bonds, which
are not part of the Salomon Brothers I ndex.

Geographic and currency diversification

89. The Fund continues to be unique among major pension funds in its
commitment to global investment. The diversification policy of the Fund has
served to reduce risk across asset classes, currencies and markets. As at 31
March 2000, funds were invested in 49 countries, including direct investments
in 22 developing countries, and were in 25 different currencies. The proportion
of the Fund invested in North America rose to 49 per cent in March 2000 from
46 per cent in March 1998. Investments in Europe decreased to 32 per cent
from 36 per cent, while in Asia and the Pacific, the proportion of investments
rose slightly to 15 per cent from 13 per cent during the same period.

90. As regards currencies, at the end of the two-year period under review,
$12,572.5 million, or 48.25 per cent of the Fund’'s investments, was in
currencies other than the United States dollar. The proportion of investments
in North American currencies had increased slightly to 54.7 per cent from 54
per cent, while that in European currencies was increased to 30.9 per cent from
30 per cent, and in Asian currenciesto 14 per cent from 11 per cent.

91. In keeping with General Assembly resolution 36/119 of 10 December 1981,
the management of the investments of the Fund has continued its efforts to identify
appropriate investment opportunities in developing countries and has continued to
apply to all its investments the established criteria of safety, profitability,
convertibility and liquidity. Direct and indirect investments in developing countries
amounted to $1,218,877 thousand at cost on 31 March 2000, a decrease of 27 per
cent since 31 March 1998. The decrease was mostly attributable to redemption of
bonds, which matured or were called during the period. Development-related
investments accounted for approximately 8 per cent of the assets of the Fund at book
value; about 38.1 per cent of these holdings were denominated in currencies other
than the United States dollar.

92. During the period under review, the Secretary-General, through the Investment
Management Service, continued to maintain contacts with multilateral international
and regional institutions, as well as other sources, to take advantage of investment
opportunities in developing countries. Visits were undertaken to a number of
countries.

Discussionsin the Board

93. At the outset, Board members expressed appreciation for the excellent
performance of the Fund’'s investments during the biennium, for the monthly update
reports provided on the market value of the investments and the asset allocations,
and for the information provided on the strategy and investment guidelines
recommended by the Investments Committee following its quarterly meetings.
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94. During the discussion on the investment performance, members of the Board
posed a wide range of questions to the representative of the Secretary-General and
to the Chairman and other members of the Investments Committee. These questions
related, inter alia, to the proportion of the Fund’'s assets in equities and whether
there was a limit to investments in equities; the policy regarding the application of
ethical and human rights considerations in selecting securities for investment; the
extent of development-related investments; the reporting of profits and losses in the
sales of securities; the unrealized profits in some of the large holdings in certain
companies; the possibility of performance comparisons with other pension funds;
forecasting of future performance of the markets and of the Fund's investments; the
risk/return profile of the Fund; and assessments of the performance of the Fund’'s
holdings in local currencies vis-a-vis local market indices.

95. Asregards the high exposure to equities, the Fund had increased its exposure
to equities because, in addition to the historically higher returns provided by
equities, the investment environment had changed considerably in the past 10 years.
Many countries had budget surpluses, so that Governments were borrowing less,
resulting in fewer opportunities to invest in bonds. Also, privatization of public
services was providing new opportunities for investment in many countries.

96. On ethical considerations in making investments, the Chairman of the
Investments Committee indicated that investment decisions took into account
guidelines or restrictions set out in resolutions of the General Assembly.

97. As to what constituted “development-related investments’, the Chairman and
other members of the Investments Committee indicated that the Fund invested in
markets and companies, and not in development projects as such. It was emphasized
that the long-term investment objectives of the Fund were, first, to preserve the
principal in real terms and, secondly, to obtain an optimal investment return that
avoided undue risk. With respect to the observation that there was a need to broaden
the geographical base of the investments, particularly in developing countries in
Africa, Asia and Latin America, the Chairman of the Investments Committee
explained that appropriate investment opportunities in developing countries were
constantly sought, taking into consideration resolutions of the General Assembly
and the established investment criteria. Previously the Fund had invested mostly in
bonds of international development banks; however, the opportunities for investing
directly in securities listed in the stock markets of a number of countries had
improved. It was also noted that in many developing countries, such markets were
either non-existent or relatively small for investments of a fund as large as the
UNJSPF. The outlook for emerging markets had improved and the Fund was
therefore increasing its exposure in these markets.

98. With respect to the reporting of profits and losses in sales of assets of the
Fund, it was explained that the details of such transactions by asset class were set
out in schedule 2 of the financial statements of the Fund (see annex 11.B) and that
such information would be provided in future reports on the management of the
investments.

99. With regard to performance comparisons with other pension funds, the
difficulties of finding appropriate comparators were explained: the Fund was unique
among pension funds, with its accounts maintained in United States dollars and with
its extensive liabilities in a number of other currencies; other pension funds, which
were of similar size, had liabilities in one currency only.
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100. Asto the likely future performance of the markets and the Fund over the next
10 years, this was both difficult to predict and impossible to control. However, the
Investments Committee reviews developments in the economic and financial
markets at each of its quarterly meetings and assesses likely short-term and longer-
term possibilities in determining its recommendations as to guidelines for the asset
allocations of the Fund. While some volatility and even negative performance might
occur, the current environment also provided some optimism for the future.

101. Concerning the risk/return profile provided to the Board, it was noted that risk
was a function of the variance and covariance of the returns of the Fund's
investment components. The Fund had a better risk/return profile under both the
asset components and the overall benchmark comparisons, mainly owing to the fact
that the Fund’'s asset components were less volatile. The Fund was concentrated in
high-quality companies, which had provided steady returns over the years. The
investments in real estate and short-term investments were not part of the
benchmark. As to whether it was possible to provide risk analysis for very short
periods, such as three or six months, it was explained that risk analysis was more
meaningful for longer periods. Moreover, risk determinations were based on the
variability of the total return, rather than on variations of the market value of the
Fund. The market value could fluctuate very widely in a given period, but this might
have no effect on the return of the Fund. Lastly, the returns were calculated from
data in a given period, whereas the market value often changed on a daily basis; at
the end of a period the market value could return to the level attained at the
beginning of the period.

102. With regard to providing an assessment of the investment performance of the
Fund’s holdings in local currency, including a comparison with local market indices,
the representative of the Secretary-General indicated that that information was
always available for internal use by the Investment Management Service and that
such information would be included in future reports. It was also pointed out that
while the investment performance of each security was evaluated on the basis of the
local currency, the impact of currency fluctuations against the base currency was
very important. The general expectation was that the price increases in local
currency would outweigh any negative base currency impact.

Conclusion

103. The Board expressed its appreciation to the representative of the
Secretary-General, to the Chairman and the members of the Investments
Committee, and to the staff of the Investments Management Service and the
investment advisers for the excellent performance of the Fund’s investments.
The Board also thanked the Chairman and the members of the Investments
Committee for the services they were rendering to the Fund and for the open
and comprehensive exchange of views during the joint meeting.

Member ship of the Investments Committee

104. The Secretary-General, in accordance with article 20 of the Regulations of
the Fund, conveyed to the Board the names of three members of the
Investments Committee, Mr. Ahmed Abdullatif, Mr. Fernando Chico Pardo
and Mr. J. Y Pillay, which he intended to propose to the General Assembly at
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its fifty-fifth session, after consultation with the Advisory Committee on
Administrative and Budgetary Questions. Those members would all be
reappointed for further terms of three years, commencing on 1 January 2001.
Mr. Emilio Cardenas, Mr. Frigyes Harshegyi and Mrs. Helene Ploix were
appointed to serve as ad hoc membersin 2000.

Financial statements of the Fund and report of the Board of
Auditors

105. The Board examined and approved the financial statements and related
data on the operations of the Fund for the year ended 31 December 1999,
submitted by the Secretary for inclusion in the report of the Board to the
General Assembly and to the member organizations.

106. Several members of the Board requested clarifications on the information
contained in schedule 6 of the financial statements on the foreign tax accounts
receivable. It was explained that the timing for the refunds of taxes applied to the
investments of the Fund differed according to the practices in the individual
Member States concerned. With regard to investments in countries that had not
accepted the tax-exempt status of the investments of the Fund, it was recalled that
the Board had taken the position in 1990 that investments should not be made in
such countries. Soon thereafter the Fund had divested its investments in those
countries; it does not now invest in countries which do not recognize the tax-exempt
status of the investments of the Fund. A number of Member States that had not
previously done so have now recognized the Fund’s tax-exempt status; however, the
Fund has not yet been able to obtain refunds for the taxes withheld in prior years.
The Board noted that efforts had been taken to recover such withheld taxes.

107. The Board considered the findings and recommendations contained in the
report of the Board of Auditors (annex 111), and its observations thereon are set out
below.

108. On the question of whether a penalty clause could be included in future
agreements with the Master Record Keeper in order to ensure timely delivery of the
relevant accounting and financial reports (annex |11, paras. 30-34), the Board was
informed that a new Master Record Keeper had recently been selected and that,
based on expert advice received, it would now be difficult to include a penalty
clause in the contract already negotiated.

109. As regards the observation of the Board of Auditors that the Investment
Management Service (IMS) should replace its Investment Control and Accounting
System (INCAS), which was not Y2K compliant, as a matter of urgency (ibid.,
paras. 39-42), it was explained that this system provided investment accounting data
for the preparation of the financial statements; it had no effect on the management of
investments, which was provided by a separate portfolio management system. The
Pension Board expressed concern that the new accounting arrangements, which
would be provided by the new Master Record Keeper, were not yet fully functional.

110. Asto the observation of the Board of Auditors that there had been insufficient
lead time for the new Lawson accounting system to be implemented and tested
(ibid., paras. 44-47), the Board noted that the short lead time available to the Fund
secretariat to introduce the new system was attributable to the fact that resources for
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the project had been approved only at the end of 1998; moreover, initial problems
and other difficulties were not uncommon when new systems were being developed
and implemented.

111. Several queries were raised with regard to the comments of the Board of
Auditors on the Fund’s reliance over an extended period on the use of two
consultants, rather than staff members, to meet computer operation needs and on the
fees paid (ibid., paras. 54-56). The CEO/Secretary explained that the fees were
based on the standards for electronic data processing and that, with respect to one of
the consultants, extensive efforts had been made over a period of more than three
years to find qualified personnel to fill the post in the Fund secretariat, without
success; however, the post has now been filled.

112. The Board noted the explanations provided and recognized that the continued
use of the two systems consultants was critical to the development of new computer
systems, to the Y 2K compliance reviews and requisite changes, and to the transfer
of the mainframe operations of the Fund to the International Computing Centre
(ICC) in Geneva. The Board noted that every effort had been made to limit the costs
of the consultancies.

113. In conclusion, the Board noted with satisfaction that the Board of
Auditors had indicated that the Fund’s management had:

(a) Generally complied with the requirements set out in General
Assembly resolution 52/212 B of 31 March 1998 for improving implementation
of recommendations of the Board of Auditorsthat had received the approval of
the General Assembly;

(b) Taken action to implement the recommendations made in its report
for the biennium ended 31 December 1995 and confirmed that there were no
outstanding matters;

(c) Taken action and provided comments on the recommendations made
initsreport for the biennium ended 31 December 1997, as set out in the annex
toitscurrent report;

(d) Provided financial statements which presented fairly, in all material
respects, the financial position at 31 December 1999, and that the operations
and cash flows for the period were in accordance with the stated accounting
policies of the Fund, and were applied on a basis consistent with that of the
preceding financial period.

Inter nal audits

114. The Board also considered a summary report on the internal audits of the
operations of the Fund during the period from 1 May 1998 to 30 April 2000.
Pursuant to a recommendation made by the Board of Auditors in 1994, which was
subsequently endorsed by the Board and approved by the General Assembly in its
resolution 49/224 of 27 December 1994, the Office of Internal Oversight Services
assumed responsibility for providing ongoing internal audit coverage of the Fund,
effective 1 September 1996. To carry out that responsibility, OlOS has established a
“UNJSPF Audit Unit” within its Audit Management and Consulting Division, which
currently consists of two auditors and one audit clerk.
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VI.

115. The CEO/Secretary informed the Board that the scope and quality of the
observations and recommendations of the internal auditing by OIOS reflected the
steadily increasing knowledge and familiarity of the UNJSPF Audit Unit with the
complex operations of the Fund. The management of the Fund had found the audit
observations to be helpful, with the recommendations having either already been
implemented or being pursued in consultation with the auditors. The CEO/Secretary
expressed the view that the internal audit function for the Fund should continue to
be assigned to OIOS.

116. The Board took note of the summary report on the internal audits of the
Fund. It also noted that the current audit arrangements would be examined
further next year, when the Standing Committee considers the Fund’s budget
proposals for the biennium 2002-2003.

L onger -ter m administrative arrangements of the Fund
Introduction

117. At its session in 1996, the Board had requested the Secretary to prepare a
concept paper on the administrative arrangements between the Fund and the United
Nations and with the other member organizations of the Fund, together with an
analysis of their adequacy for operations of the Fund over the next 10 years or
longer. On the recommendation of the Board, the General Assembly approved, in
section V of its resolution 53/210 of 18 December 1998, revised United
Nations/UNJSPF cost-sharing arrangements. The Assembly also noted that the
Board intended to consider other possible long-term arrangements for the allocation
of the costs of the operations of the Fund, as between those to be charged against the
assets of the Fund and those to be shared by its member organizations.

118. In 1999, the Standing Committee addressed three priority issues, in the context
of the proposed budget of the Fund for the biennium 2000-2001: (a) the Fund's
computer systems and operations; (b) the enhancement of the role of the Geneva
office of the Fund; and (c) the need for additional office space. It also reached
consensus conclusions on the budget proposals put forward by the CEO/Secretary.
As regards the requests for new posts, the Standing Committee stated that a better
framework was needed for assessing administrative requirements over the next three
to five years and recommended that the CEQ/Secretary should provide a strategic
plan to the Board at its next session which would address the inside and outside
factors affecting the Fund’s operations, together with an indication of the objectives
and how they could be achieved, including timelines and milestones; further work
was also requested as regards information technology and process re-engineering.
The Standing Committee also requested that a clear framework should be devel oped
for the transfer of functions and the redeployment of posts from New York to
Geneva.

119. The Advisory Committee on Administrative and Budgetary Questions agreed
with the proposals and requests made by the Standing Committee; it also indicated
that, before any further redeployments were made from New York to Geneva, a
qualitative and quantitative analysis should be made of the cost-effectiveness of
such transfers and staff redeployments (A/54/7/Add.1, paras. 14 and 15).
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120. With respect to office space in New York and Geneva, ACABQ requested that
the growth in rental charges should be monitored and other options explored, with a
view to determining the best long-term solution.

121. On the efforts to obtain broader delegations of authority for the CEO of the
Fund in the areas of personnel and procurement decisions, ACABQ noted the
arrangements under which decisions on procurement matters would be taken by the
CEQ; it also noted that similar arrangements were being pursued with respect to
personnel issues of the Fund secretariat. The Advisory Committee also expressed
the view that delegation of authority should be based on the need to recognize the
special status of the CEO of the Fund vis-a-vis the Secretariat of the United Nations
and the member organizations of the Fund (A/54/7/Add.1, paras. 19 and 20).

Strategic plan for the operations of the Fund

Computer systems, process re-engineering and technological improvements

122. In an effort to address the various concerns of the constituent groups in the
Board and to respond to the conclusions reached by the Standing Committee with
regard to process re-engineering and information technology, the CEO/Secretary
retained the services of two consultancy firms. The mandate of the first consultant
was to assess the essential long-term technological needs of the Fund; the second
consultant reviewed those needs and addressed the modalities for meeting them.

123. A dual approach was taken to the “needs’ analysis, in order to consider both
macro- and micro- levels of the operations of the Fund. The Fund secretariat
examined the micro level, identifying areas affording opportunities for shorter-term
productivity improvements, which could be pursued with little or no immediate need
for additional resources. The first consultant undertook a macro-level study of the
technological areas, examining longer-term needs and assessing ways the Fund
might maximize cost-effectiveness. The second consultant identified the
technological changes and computing requirements for realizing the longer-term
opportunities, including an analysis of possibilities for the redesign of processes to
align work requirements closely with the technology supporting the operational
improvements.

124. The secretariat staff provided ideas and suggestions for achieving greater
efficiencies, which for the most part highlighted the need for better interfacing in the
following broad areas:. (a) an electronic interface between the United Nations
Integrated Management Information System (IM1S) and the computer systems of the
Fund; (b) direct electronic links between the other member organizations and the
Fund; and (c) direct electronic access to certain Fund information by organizations,
participants and beneficiaries.

125. The other measures identified by the staff as leading to productivity gains
included: (a) automation of the monthly issuances of “participation and benefit
processing status reports’ to the member organizations; (b) further computerization
of those types of work that were still being processed manually; (c) updating the
UNJSPF Administration Manual and facilitating its use through electronic
accessibility; (d) greater efforts to improve understanding of pension processing
requirements and responsibilities on the part of the administrative staff of the
member organizations and their country offices; (e) streamlining of the telebanking
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arrangements with the Geneva office; (f) standardizing responses to the ever
increasing number of enquiries on the operations of the two-track pension
adjustment system; (g) providing participants with the means to obtain benefit
estimates through the United Nations Intranet; (h) enhancing banking arrangements;
(i) converting the old microfiche system into a CD-ROM filing system; and
(j) enhancing the end-of-year Participants’ Reconciliation Exception reports.

126. The first consultancy study, which was carried out by a firm specializing in
strategic planning and process re-engineering, began with the thorough review of the
recommendations and actions taken with respect to the major consultancy study
undertaken in 1989 of the administrative and operational capacity of the Fund. It
confirmed that, up to 1997, significant productivity improvements had resulted from
the implementation of the changes that had been recommended. However,
transaction volume had continued to increase at a higher rate than could be
accommodated within the existing infrastructure and technology. The timeliness of
benefit processing had therefore been adversely affected. As a result, the day-to-day
workload pressures made it increasingly difficult to shift resources to undertake the
improvements identified by the staff.

127. To reverse this trend, the first consultant recommended greater reliance
on facilitating the exchange of information between the Fund and its member
organizations. In particular, it was noted that automated exchanges of
personnel action data would provide the most noticeable improvement in the
guantity and quality of transactions processed. Major efficiencies could be
gained through electronic exchanges of information between the Fund and its
member organizations, as well as with participants and beneficiaries. The
current process was far too paper-intensive, considering that the bulk of the
data received in hard copy was also available in digitized form. As the
information/data required to effect pension determinations had been entered
into the databases of the employing organizations, there was no reason to
produce printed hard copies for submission to the Fund; the data could be
transferred in digitized form, which would permit rapid electronic updates of
the data utilized by the Fund in discharging its responsibilities.

128. The findings and conclusions of the first consultant were presented to a
number of representatives of the administrations, participants and retirees of
the United Nations and of some other member organizations, both in Geneva
and in New York. The presentations were well received. It was also generally
acknowledged by the administration representatives that improved
communication through the Internet/Intranet was a credible and readily
available alter native.

129. The second consultancy study, which was carried out by a firm that
specializes in the evaluation of information technology, focused on:
(a) analysing the strategic direction of the Fund, in the light of the conclusions
of the re-engineering study; (b) recommending information technology and
other solutions to effect improvements in the operations of the Fund and in its
responsiveness to those it served; (c) relating the recommendations on strategic
direction to industry trends;, (d) addressing the organizational structure
requirementsin respect of the Information M anagement Services Section of the
Fund secretariat; and (e) defining time frames for short-term initiatives using
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existing resources and for determining longer-term tasks and the resources
related thereto.

130. The second team of consultants confirmed that the process re-engineering
direction recommended by the first consultant was appropriate and that the
electronic sharing of information would provide the best opportunity for
productivity gains. As for the Fund’s computing operations, they indicated that the
Fund’'s use of mainframe technology, complemented by the introduction of client
server-based systems, provided a solid foundation for discharging the Fund’s
operations. In their view, the Fund had an optimally configured computing
infrastructure, which leveraged a variety of technologies, each serving a specific
purpose. Therefore, the Fund was no longer a mainframe-oriented operation:
different technologies were employed to handle benefit processing, workflow and
financial transaction processing, which has created the synergy needed to provide
maximum efficiencies.

131. With regard to the long-term computing strategy of the Fund, the second study
stated that:

“UNJSPF core application systems contain a wealth of information useful
to both the UNJSPF and its customers. agency local contacts, local
entities resident representatives, participants and beneficiaries.
Currently, external entities cannot view the data other than through the
annual scheduled mass correspondences (i.e. participant annual
statements and beneficiary cost-of-living adjustments) or ad hoc requests
that must be handled by a UNJSPF staff representative via telephone or
mail correspondence. Allowing local contacts and regional representatives
access to the data, via the Web and an operational data store, can greatly
ease the UNJSPF staff workload.”

132. The study also reviewed possible common service opportunities between the
Investment Management Service and the operational and administrative parts of
UNJSPF. The consultant concluded that it would appear prudent to examine possible
advantages to having the Investment Management Service and the
operational/administrative part of UNJSPF merge their accounting functions onto
the Fund’s newly installed Lawson system.

133. As to the organizational structure of the Fund’'s Information Management
Systems Section and, in particular, its capacity to accommodate the changes
envisioned over the longer term, the consultant stated:

“The UNJSPF Information Management Systems Section (IMSS) must be
prepared for the additional complexities and specific challenges presented
by the implementation of the (additional) technologies and services. As
such, IMSS must begin to tool itself and its staff for the undertaking. A
wealth of knowledge already existsin the current IMSS organization with
regard to the business functions and requirements as a result of previous
implementations of PENSY S, OBIS and Lawson. We recommend that the
project teams formed to develop and implement these new technologies be
leveraged with these valuable resources as analysts, programmers and co-
project managers. With the implementation of the suggested Web-enabled
technologies, one must also recognize that those individuals who were once
considered to be entities external to the enterprise (i.e., agency local
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contacts and regional representatives) will now become partners with the
enterprise. Therefore, IMSS will have additional responsibilities to them.
The current state of thisincrease in the IMSS “client” base, as well asthe
increase in technology complexities, have highlighted the need for
increasesin IMSS staff going forward.”

134. In summary, the second consultancy firm recommended that the Fund
should pursue a long-term technology strategy that would leverage its existing
investment in technology and the associated knowledge base (PENSYS, OBIS,
Lawson, ICC, IBM), so that it could share information with its member
organizations, participants and beneficiaries through modern technology
(Internet, networks and groupware). To accomplish these objectives, the Fund
must create automated interfaces to external systems, make data available over
the World Wide Web with the appropriate security in place and create the
infrastructure to permit this data-sharing. The Information M anagement
Systems Section would have to be organized to enter into this new paradigm.

135. The consultancy firm recommended that this project should be divided
into two phases, given the significant effort required to achieve the
implementation of the proposed initiatives and the relatively limited resources
available: Phase |, the short-term initiatives, would consist of strategic
planning, project planning, functional requirements, and request for proposal
(RFP) development. The activities and tasks, when completed, would provide
the “blueprint” for the specific technology to be used for the automation of
pension information and transactions, including reporting and security
requirements. The “blueprint” would address, inter alia, Web-based reporting
modules; Web-based benefit estimates; data collection and system updates;
online workflow; pension communication systems; and Web page
enhancements.

136. Upon the completion of phase I, there would be a better understanding of the
costs of the project and a clearer indication of the potential productivity
improvements achievable through the full implementation of the project. These
findings would be presented to the Standing Committee in 2001 as part of the
proposed programme budget for the biennium 2002-2003 and would address
implementation time frames, staffing requirements, project costs and office space
needs.

137. Phase II, the longer-term initiatives, would involve the actual implementation
of the strategic initiatives and would include the development of United
Nations/IMIS interfaces to PENSYS (and similar arrangements for the other
member organizations); infrastructure development and enhancements; additional
PENSYS interfaces, Web data collection, cleansing and standardization;
development of the interfaces and architecture required for storage of consolidated
data; and development of the Web applications necessary to view the consolidated
data in a secure environment. The order and scope of phase I would be determined
after the completion of phase I.

138. The CEO/Secretary estimated that the resources necessary to support
phase | of the project would amount to $980,000, at 2000 rates, consisting of
$700,000 for contractual services, which would include: (a) $250,000 for the
services of a consultant to address issues related to the dissemination of
information over the World Wide Web; (b) $250,000 for a consultant who
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would serve as a liaison or relationship manager with the staff of the
Information Management Systems Section and with their counterparts in the
United Nations and in the other member organizations selected to participate
in phase | of the project; (c) $100,000 for the services of a Web-technology
programmer, and (d) $100,000 for the services of a telecommunications
consultant with experience in the integration of Web technologies. The
remaining resource requirements would consist of: (a) $200,000 for hardware
and software systems; (b) $20,000 for travel costs; (c) $50,000 for Internet fees;
and (d) $10,000 for supplies.

139. Taking into account the one-third/two-thirds cost-sharing formula
between the United Nations and the Fund and the $269,700 approved as
general temporary assistance funding for the biennium 2000-2001 but deferred
for use in the “re-engineering process’, the net costs to the Fund and to the
United Nations were estimated at $480,000 and $230,300, respectively.

Discussionsin the Board

140. The representatives of the executive heads indicated that they were generally
in agreement with, and supportive of, the CEO/Secretary’s conclusions as regards
phase | of the computer project. They also welcomed the re-engineering objectives,
while indicating that further strategic planning was required in respect of phase Il of
the project. This would provide an opportunity for the new CEO/Secretary to
contribute his/her views on the project to the Standing Committee in 2001, in the
context of the presentation of budget proposals for the 2002-2003 biennium.

141. With regard to phase 11, the representatives of the executive heads stated that
the milestones and overall costs and benefits should be elaborated in detail, since it
was important that the Standing Committee should be apprised of the complete
picture before the Fund secretariat embarked on the totality of the project. In
addition, they requested that priorities should be established as regards the various
objectives and tasks.

142. With respect to the proposed revised budget estimates for the biennium 2000-
2001 linked to phase I, the representatives of the executive heads noted that the
resources requested ($470,000) were approximately 0.6 per cent of the total budget
of the Fund for the current biennium, including the resources required for
investment costs. In the absence of information on the budget implementation as of
the time of the Board session, especially as regards the expenditure for contractual
services, the representatives expressed the view that the CEO/Secretary should find
ways and means of accommodating the phase | expenditures within the totality of
resources already approved for the Fund, and that a report should be submitted to
the Standing Committee in 2001 detailing the expenditures incurred in implementing
phase | and the extent to which additional resources might be required.

143. The representatives of the governing bodies supported the position taken by
the representatives of the executive heads. They stated that the re-engineering plan
was useful and represented an excellent step in the right direction. They also
encouraged the CEO/Secretary in implementing phase | to prioritize the initiatives
within the existing resources available to the Fund and requested that information be
provided to the Standing Committee on further strategic planning.
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144. The representatives of the participants expressed their support for the
initiatives presented and requested that additional information be provided to the
Standing Committee in 2001 on the progress made.

145. The CEO/Secretary stressed that it was imperative for the Fund and its member
organizations to modernize the way in which information was obtained and
disseminated. He stressed that an investment in the use of the latest state-of-the-art
technology for obtaining and disseminating information was essential to the
effective functioning of the Fund in the years ahead. This would require a
commitment by the member organizations to participate and support the efforts, both
financially and administratively.

Conclusion

146. The Board requested the CEO/Secretary to proceed with implementation
of phase | of the project, within existing resources to the extent possible. The
need for additional resources for the biennium 2000-2001 would be reassessed
by the Standing Committee at its meeting in 2001.

Enhancement of the role of the office of the Fund in Geneva

Background

147. Under the policy initiated in 1990, the role of the Geneva office had been
gradually enhanced to include the processing of benefits for Fund participants of the
United Nations Office at Geneva, UNHCR, ITC, UNOCHA (local), UNCTAD,
ICITO/GATT, WMO, WIPO, ITU, WTO (Tourism), ICCROM, ICGEB, EPPO and
the Geneva-based participants of ILO and WHO. In 1999, the Standing Committee
approved the proposals of the CEO/Secretary for further enhancement by extending
the scope of the activities of the Geneva office to include local pension secretariat
services, benefit determinations and payments to additional United Nations entities,
as well as to other member organizations with staff located in Europe, Africa and the
Middle East, to take advantage of geographical proximity and time zones, language
commonality and familiarity with national practices, banking arrangements,
regulations and laws in Europe.

Recent developments

148. Asfrom 1 April 2000, the office in Geneva also handles the processing and
payment of benefits for WHO, IAEA, UNIDO, IMO, IFAD and ITLOS, and for
a number of United Nations entitiess ECA, UNEP, UNCHS, UNRWA, the
United Nations Office at Nairobi, the United Nations Office at Vienna, ESCWA
and ICJ. Thisincreased its coverage of participants from 8,007 in 1999 to some
23,347. In order to provide momentum to the enhancement project, the phasing
out from New York and the phasing in to Geneva was carried out over a
relatively short period of five months. Since part of the additional budgetary
resources were related to the redeployment of existing posts from New York,
the process began in November 1999 and was completed by 1 April 2000.

149. Based on the experience acquired during the current biennium, the intention
for the biennium 2002-2003 would be to assign to the Geneva office the processing
and payment of benefits for all participants in FAO, UNESCO, ILO and possibly
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some other member organizations, taking into account the number of participants
involved and their geographic dispersion.

150. Asindicated in paragraph 119 above, ACABQ requested greater transparency
in the presentation of the staff and non-staff costs for the Geneva office and the
benefits of the transfer of functions from New York to Geneva. The CEO/Secretary
provided the Board with information on the portion of the approved Fund budget
relating to the Geneva office as well as preliminary information on the work and
staff redeployments between November 1999 and May 2000. He also indicated that
it was clearly too early to make a cost-effectiveness study. As regards comparisons
of staff costs and of some other costs, the results would vary over time because of
exchange rate relationships between the United States dollar and the Swiss franc.
More significantly, any cost-effectiveness study in respect of a worldwide pension
operation, such as that of UNJSPF, must also be assessed in the context of the
quality and timeliness of the services provided to the widely dispersed offices of the
member organizations of the Fund and the participants they employed, as well as the
even wider dispersal of the beneficiaries around the world. The CEO/Secretary
reiterated his conviction that the quality of the services provided by the Fund
secretariat would improve as the project of enhancing the role of the Geneva office
continued. More detailed information related to cost-effectiveness and cost
comparison would be provided to the Standing Committee in 2001, in the context of
the budget estimates for the biennium 2002-2003.

Delegation of personnel and procurement decisionsto the Fund

151. Following the meeting of the Standing Committee in July 1999, agreement was
reached with the United Nations Administration with regard to the procedures to be
utilized for direct procurement of contractual services or of equipment/supplies, up
to an amount of $25,000. A written agreement was drawn up with the Procurement
Division and a general procedure was promulgated for staff guidance.

152. Agreement was also reached with the United Nations Administration in June
2000 with regard to the personnel policies and procedures for the Fund secretariat. A
Memorandum of Understanding was concluded by the CEO/Secretary and the
United Nations Administration, providing guidance as to the procedures and policies
for the appointment and promotion of staff of the secretariat of the Fund, the
conditions of service of Fund staff, the employment of consultants, gratis personnel
and retirees, reporting arrangements and the services provided by the United Nations
Administration. The CEO/Secretary would receive recommendations directly from
the United Nations appointment and promotion bodies, would consult as necessary
with the United Nations Administration and, should there be no agreement on the
candidacy or promotion in question, the CEO/Secretary would have the authority to
appoint/promote staff under a contract limited to service with UNJSPF.

153. It was also agreed that, in view of the inter-agency status of UNJSPF, the staff
of the Fund would not be included in the various United Nations/Office of Human
Resources Management reports to the General Assembly, or in other reports by the
United Nations Secretariat. UNJSPF would also be exempt from Secretariat policies
that were applied as aresult of short-term funding difficulties of the Organization.
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Office space for the Fund in New York and Geneva

154. The Secretary/CEO informed the Board that there had been no further
developments with regard to the issue of office space. The space in Geneva was
sufficient to accommodate some growth. However, the situation in New York
continued to be of concern: there had been no further developments with regard to
additional space on the 5th and 6th floors of the United Nations Secretariat building.
Efforts would continue towards securing additional space and a report thereon
would be submitted to the Standing Committee in 2001, in the context of the
proposed programme budget for the biennium 2002-2003.

Entitlement to survivor’s benefitsfor spouses and
former spouses

I ntroduction

155. In 1998, the Board reviewed and reported to the General Assembly on several
issues regarding the entitlements to survivor’s benefits for spouses and former
spouses.? In its resolution 53/210 of 18 December 1998, the General Assembly,
acting on recommendations made by the Board, approved measures related to
entitlements for divorced surviving spouses; the purchase of survivors' benefits in
respect of marriages after separation; the continuation of the surviving spouse’s
benefit after remarriage, i.e., elimination of the “remarriage penalty”; and the
establishment of a payment facility for meeting family maintenance obligations. The
Assembly also welcomed the “significant action taken by the Board” and
encouraged the Board to continue its efforts in addressing those issues. In particular,
the Assembly requested the Board: (a) to review the situation of divorced spouses
not covered by the Board's recommendations in 1998 to the Assembly; and (b) to
continue to monitor the experience under the decisions already taken.

156. The Board reviewed a number of issues this year, based on a paper submitted
by the CEO/Secretary pursuant to the requests made by the Board and the General
Assembly in 1998 and by the Standing Committee in 1999. At the outset, some
members stressed the need to approach the various spousal and other family issues
with care and with due regard for the various cultural traditions and national
practices as well as differing legal jurisdictions. Other members placed emphasis on
the need for UNJSPF to be responsive to the economic and social developments
which had already taken place, as well as those under consideration in a number of
national and international pension and social security schemes, taking into account
the worldwide scope of operations of the Fund.

Surviving spouse’s benefit for divorced spouse(s)

157. Inresolution 53/210 the General Assembly approved, with effect from 1 April
1999, the inclusion of a new article (35 bis) in the Regulations of the Fund, to
provide for a divorced surviving spouse's benefit, subject to five conditions
regarding eligibility for the benefit, as set out in article 35 bis and reproduced
below, all of which must be fulfilled:
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“(i) The participant had been married to the former spouse for a continuous
period of at least ten years, during which contributions were paid to the
Fund on account of the participant or the participant was awarded a
disability benefit under article 33 of the Regulations;

“(ii) The former spouse had not remarried;

“(iii) The participant’s death occurred within 15 years of the date when the
divorce became final, unless the former spouse proves that at the time of
death the participant was under a legal obligation to pay maintenance to
the former spouse;

“(iv) The former spouse has reached the age of 40. Otherwise the benefit
entittement shall commence on the day immediately following the day
that age is reached; and

“(v) Evidence is provided by the former spouse that the participant’s pension
entitlement from the Fund was not taken into account in a divorce
settlement”.

158. The amount of the benefit would be based on a proportionate sharing between
the surviving legal spouse and the former spouse(s) of a deceased former Fund
participant, according to the duration of the marriages to the participant, of the
surviving spouse’s benefit specified in article 34 or 35. Because of concerns
regarding the acquired rights of existing beneficiaries and their survivors, article 35
bis was made applicable only to “any divorced spouse of a participant or former
participant, separated on or after 1 April 1999”.

159. The Board was informed that only one case had been reviewed under the new
article 35 bis. In that case, there was no sharing of the survivor’s benefit since the
fifth eligibility criterion could not be met by the divorced surviving spouse: the late
participant’s pension entitltement had been taken into account in the divorce
settlement.

160. FAFICS, with the support of some participants’ representatives, proposed the
following three modifications of the eligibility conditions set out in article 35 bis:

(@) Elimination of the condition that “the former spouse had not remarried”
(para. (b) (ii));

(b) Elimination of the requirement that “the participant’s death occurred
within 15 years of the date when the divorce became final” (para. (b) (iii));

(c) A stipulation that the provision whereby the former spouse is only
entitled to a benefit after he/she reaches age 40 should not apply if there were
children from the former spouse’s marriage to the participant (para. (b) (iv)).

161. The situation of divorced surviving spouses not covered by article 35 bis was
considered by the Standing Committee in July 1999. Based on the views expressed
in the Standing Committee, as well as the strong sentiment reflected in the
discussions of the Board in 1998 and in the corresponding resolution adopted by the
General Assembly, the CEO/Secretary suggested that, in respect of the “closed”
group of divorced surviving spouses of former participants who had separated
before 1 April 1999 and who otherwise met all the eligibility conditions in article
35 bis, the divorced surviving spouse might be paid an amount equal to twice the
minimum surviving spouse’s benefit (currently 2 x $3,645 a year, or $7,290), subject
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to the payment not being greater than the amount payable to a surviving spouse. He
also suggested that the benefit might be made payable retroactively as of 1 April
1999, the effective date of article 35 bis.

162. The CEO/Secretary indicated that the number of potential cases could not be
estimated, especially considering that the five eligibility criteria would have to be
met; however, as the possible coverage would apply to a“closed” group of divorced
surviving spouses, and considering that any payments would apply only as from 1
April 1999, the costs would not be large and would be actuarially insignificant.

163. FAFICS, with the support of some participants' representatives, proposed that
the amount of the benefit should be set at three times the minimum surviving
spouse’s benefit (currently $10,935).

164. After considerable discussion, the Board decided, by consensus, to
recommend to the General Assembly the addition of the following new
paragraph (e) to article 35 bis:

“(e) The divorced spouse of a former participant who separated
before 1 April 1999 and, in the opinion of the Secretary, met all the other
eligibility conditions in subparagraphs (a) and (b) of this article shall be
entitled as from 1 April 1999 to a benefit equal to twice the minimum
surviving spouse’s benefit under article 34 (c), subject to the proviso that
the amount of such benefit cannot exceed the amount payable to a
surviving spouse of the former participant.”

165. The Board also agreed that the experience with the implementation of the
provisions of the new article 35 bis should continue to be monitored, on the basis of
information to be provided periodically to the Board.

Purchase of survivors benefitsin respect of marriages
after retirement

166. In resolution 53/210, the General Assembly adopted a new article 35 ter, with
effect from 1 April 1999, which provided for the optional purchase by the retiree, on
actuarially neutral terms for the Fund, of a surviving spouse’s annuity for a spouse
married after separation from service, through a reduction of the retiree’s pension
benefit. The Board was informed, and draws to the attention of the General
Assembly, that this measure has been highly welcomed and successful. The Fund
received almost 200 requests for information and estimates, and some 60 retirees
have already elected to purchase such annuities.

Continuation of surviving spouse’s benefit after remarriage

167. Inresolution 53/210, the General Assembly approved, with effect from 1 April
1999, amendments to article 34 to eliminate the provision requiring discontinuation
of a surviving spouse’s benefit upon remarriage, i.e., the so-called “remarriage
penalty”, with respect to surviving spouses who remarried as from 1 April 1999.
(Under the “remarriage penalty”, a surviving spouse’s benefit ceased to be payable
on the remarriage of the widow or widower, subject to payment of a lump sum
amounting to two years’ benefit.) The Assembly also took note of the intention of
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the Standing Committee to consider in 1999 whether the elimination of the
“remarriage penalty” might be extended to surviving spouses who had remarried
prior to 1 April 1999.

168. Views differed in the Standing Committee on this matter and the issue was
referred to the Board for consideration in 2000. The CEO/Secretary informed the
Board that the retroactive elimination of the provision would constitute a departure
from the recent practice of making changes in the Regulations only prospectively
and that the implementation of such a change would give rise to administrative
difficulties in locating the individuals who had remarried many years ago, in
recovering the past lump-sum payments with interest and in determining the
amounts payable prospectively, after applying cost-of-living adjustments to the re-
established survivor’s benefits.

169. After extensive discussion, the Board agreed, by consensus, to recommend
to the General Assembly the removal of the “remarriage penalty” for surviving
spouses who had remarried before 1 April 1999. The Board stressed that the
entitlement to, and payment of, the survivor’s benefit in such cases would be
prospective only, i.e., to commence only as from 1 January 2001. Further more,
the amount of the two-year lump-sum settlement payment made at the time of
remarriage, plus interest, should be recovered. The Board requested the
CEO/Secretary to enlist the assistance of the staff pension committees, offices
of the member organizations around the world as well as FAFICS and its
affiliated associations in the efforts to reach the surviving spouses who had
remarried prior to 1 April 1999.

170. Accordingly, the Board decided to recommend to the General Assembly
the addition of the following new paragraph (h) to article 34:

“(h) Notwithstanding the provisions of (a) and (f) above, with
respect to a surviving spouse who had remarried prior to 1 April 1999, the
benefit under (a) above shall be payable as from 1 January 2001, subject
to recovery (with interest) of the lump sum payment that had been made
to that surviving spouse upon remarriage, as provided in the Regulations
then in effect.”

171. It was not possible to determine the financial implications of removing the
“remarriage penalty” for surviving spouses who had remarried prior to 1 April 1999;
however, as that would relate to a “closed” group, the costs would not be large and
would be actuarially insignificant.

Establishment of a payment facility for meeting family
maintenance obligations

172. In resolution 53/210 the General Assembly approved an amendment to article
45 of the Regulations providing for a payment facility for Fund participants to
enable them to meet family obligations that were incorporated in court decrees or
court-approved divorce settlements; utilization of the payment facility required a
request to that effect from the current or former participant concerned. The
Assembly requested the Board to monitor the experience in implementing the
payment facility and to report thereon, as necessary.
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173. The Board was informed that five requests for application of the payment
facility had been received and implemented by the Fund, with the agreement of the
participants concerned. It also received updated information on the practices of the
pension systems of the other international organizations which had a payment
facility. The International Monetary Fund and the Inter-American Development
Bank had recently aligned their provisions in this area with those of the World Bank;
namely, they did not require the agreement of the former participant.

174. Should the requirement of a request from the participant be removed from
article 45, it would be necessary to address the determination of the procedure to be
followed in the event of conflicting court orders or ambiguity in their texts. The
procedures might be similar to those adopted by the Washington-based international
institutions, namely to cover matters such as ensuring due process by consultation
with the participant; and referral back to the parties in cases of non-final, ambiguous
or conflicting court orders. In the end, however, it would be necessary to delegate to
the CEO/Secretary the discretion to arrive at a determination providing a reasonable
resolution of the issue.

175. Most members expressed support for modifying the application of the payment
facility to eliminate the requirement that a request for implementation should be
made by the participant or former participant; at the same time, they agreed that it
would be necessary to delegate to the CEO/Secretary the discretion to arrive at a
determination, should he/she be presented with non-final, ambiguous or conflicting
court orders. Several members expressed their strong opposition to any changes in
the current arrangements.

176. After extensive discussion, the Board decided, by consensus, to
recommend to the General Assembly the following amendment to article 45,
while recording the strong opposition to the amendment by some participants’
representatives. The proposed revised text of article 45 would read as follows
(deletions are shown in square brackets, additions are indicated by
underlining):

“(a) A participant or beneficiary may not assign his or her rights
under these Regulations. Notwithstanding the foregoing, the Fund may,
[upon receipt of a request from a participant or former participant made
pursuant to a legal obligation] to satisfy a legal obligation on the part of a
participant or former participant arising from a marital or parental
relationship and evidenced by an order of a court or by a settlement
agreement incorporated into a divorce or other court order, [direct that]
remit a portion of a benefit payable by the Fund to such participant for
life [be paid] to one or more former spouses and/or a current spouse from
whom the participant or former participant is living apart. Such
[direction or] payment [related thereto] shall not convey to any person a
benefit entitlement from the Fund or (except as provided herein) provide
any rights under the Regulations of the Fund to such person or increase
the total benefits otherwise payable by the Fund.

“(b) To be acted upon, the requirement under [a request] the court
order must be consistent with the Regulations of the Fund, as determined
by the Secretary to be beyond any reasonable doubt, and on the basis of
the available evidence. Once implemented, the assignment [The direction
in any such request] shall normally be irrevocable; however, a participant
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or former participant may request, upon satisfactory evidence based on a
court order or a provision or a settlement agreement incorporated into a
court decree, a new [direction] decision by the Secretary that would alter
or discontinue the payment or payments. Furthermore, such payment or
payments [any direction] shall cease [to have effect] following the death of
the participant or former participant. If a designee [under a direction]
predeceases the participant or former participant, the payments shall not
commence, or if they have commenced, shall cease upon the designee's
death. In the event that the payment or payments [under a direction] have
been diminished, discontinued, or have failed to commence or have
ceased, the amount of the benefit payable to the participant or former
participant shall be duly adjusted.”

177. The participants’ representatives of 1TU, the United Nations and UNIDO
expressed their deep regret that the Board had decided to recommend the
amendments to article 45 as set out in the preceding paragraph.

Other matters

Partial deferred retirement benefit

178. At present article 30 (c) of the Regulations of the Fund permits the partial
commutation of a deferred retirement benefit (up to a lump-sum amount equivalent
to the participant’s own contributions); the exercise of such an option results in the
elimination of a potential surviving spouse’s benefit (article 34 (b)). In 1998, the
Board had reviewed this provision and noted that its fairness might be questioned,
particularly when the Regulations were being modified to provide benefits for
former spouses and the option to purchase annuities for spouses married after
separation.

179. The rationale for the forfeiture of the surviving spouse’s benefit when electing
a partial deferred retirement benefit had been expressed by the Pension Review
Group in 1960 as follows:

“The responsibility of the employer, or the Fund, towards the dependants of a
participant who insists on withdrawing his own money from the Pension Fund
seems to us to cease at the date of withdrawal. We would stress that we know
of no other fund outside the international organizations which would even go
as far as to allow a participant to withdraw his own money while still retaining
the right to receive the balance of his entitlement as a deferred annuity.”

180. The CEO/Secretary suggested that the basic issue to be addressed was whether
to continue to provide an option to choose a partial deferred retirement benefit,
resulting in the forfeiture of a potential survivor’s benefit. He indicated that that
practice was unusual and was not part of the deferred retirement provisions of such
international organizations as the World Bank, IMF and IDB.

181. FAFICS suggested that the provision for partial commutation of a deferred
retirement benefit should be maintained, but that that should not eliminate the
benefit for a surviving spouse.

182. The Board agreed by consensus to recommend to the General Assembly
the following amendment to the Regulations of the Fund, which would
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VIII.

eliminate the partial commutation option for participants electing to receive a
deferred retirement benefit. Article 30 (c) would be amended as follows
(deletions are shown in square brackets, additions are indicated by
underlining):

“(c) The benefit may be commuted by the participant into a lump
sum [: (i) if the rate of the benefit at the normal retirement age is 300
dollars or more, equivalent to the participant’s own contributions; or (ii)]
if the [such] rate of the benefit at the normal retirement age is less than
300 dollars. Such commutation shall be equivalent to the full actuarial
value of the benefit.”

183. In addition, in article 34 (b), the phrase “or had commuted a deferred
retirement benefit under article 30 (c)” would be deleted.

“Domestic partner ship”

184. At the July 1999 meeting of the Standing Committee, it was agreed that the
matter of “domestic partnership” should be placed before the Board in 2000, based
on recent developments in several countries and in the context of the discussion of
the situation of spouses and former spouses. The CEO/Secretary reviewed the issue,
in a general and preliminary manner, including the possible future impact on the
Fund'’s benefit provisions.

185. After an extensive exchange of views as to whether the Standing
Committee should consider in 2001 a further study of this issue, the Board
agreed that the CEO/Secretary should present a preliminary study to the
Standing Committee, providing background material and information on
developments at both the national and the international levels. The study would
cover current societal trends and would not be limited to examining only
“domestic partnerships’; moreover, while reviewing the underlying issues, the
study would not contain proposals. The Standing Committee would submit its
observations on the study to the Board; substantive deliberations and actions, if
any, would rest with the Board.

Pension adjustment system

Monitoring of the costs/savings of recent modifications of the two-
track feature of the pension adjustment system

Background

186. In 1991 and 1994, the General Assembly approved three changes in the
pension adjustment system, which had entered into effect in 1992 and 1995: (&) the
1 April 1992 modification, which provided greater compensation for cost-of-living
differences in deriving the initial local-currency pension for participants in the
Professional and higher categories who submitted proof of residence in a high-cost
country, i.e., higher than in New York, the base of the system; (b) the application of
that modification to staff in the General Service and related categories as of 1 July
1995; and (c) the reduction of the “120 per cent cap” provision to 110 per cent, with
effect from 1 July 1995. The Board and the General Assembly had requested that the
costs/savings related to these measures should be monitored on the occasions of the
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actuarial valuations of the Fund. At its session in 2000, the Board reviewed the
latest assessments of the evolving costs of each of these modifications in the context
of the actuarial valuation of the Fund as at 31 December 1999.

1 April 1992 modification

187. Over the eight-year period from 1 April 1992 to 31 March 2000, there had
been 604 retirement or early retirement benefits whose amounts had been affected
by the 1 April 1992 modification. These represented participants in the Professional
and higher categories who had retired during the period and had provided proof of
their residence in countries where the criteria for application of cost-of-living
differential factors to determine the initial local-currency track pension had been
met. A summary of the benefits actually paid in the 13 countries concerned, together
with the amounts that would have been paid under the previous arrangements, was
provided to the Board.

188. On the basis of those data, the fourth and latest assessment of the
emerging cost of the April 1992 modification by the Consulting Actuary was
0.26 per cent of pensionable remuneration, based on: (a) the methodology used
in 1994, 1996 and 1998, which takes into account the actual additional
payments over the period reviewed as well as changes in the geographical
distribution of the recipients of benefits, and (b) the results of the actuarial
valuation as at 31 December 1999.

189. The number of additional benefits covered during the successive assessment
periods has been declining, mainly as a result of the appreciation in value of the
United States dollar, which reduced the extent to which cost-of-living differential
factors became applicable. The table below indicates the evolution of the costs by
assessment period:

Costs of 1992 modification of pension adjustment system, as applicable to staff in
the Professional and higher categories

Cost as percentage Increase in number of

of pensionable  Number of benefits  benefits applicable over

Period assessed remuneration applicable previous assessment
A. Estimated cost made in 1991 0.30 - -
B. 1 April 1992 to 31 March 1994 0.26 143 -
C. 1 April 1992 to 31 March 1996 0.33 390 247
D. 1 April 1992 to 31 March 1998 0.32 552 162
E. 1 April 1992 to 31 March 2000 0.26 604 52

Extension of the 1 April 1992 modification to staff in the General Service and
related categories separating on or after 1 July 1995

190. During the period from 1 July 1995 to 31 March 2000, there were four
retirement benefits processed in respect of General Service staff which involved
proof of residence in a country where the cost-of-living differential factors applied
under the revised “Washington formula’. The circumstances of these four cases
were as follows:
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Country of residence Country of last duty station
United Kingdom (one case) Israel

France (one case) Senegal

Portugal (two cases) Cape Verde

191. Based on the very limited number of applicable cases, no meaningful
assessment could be made at the current stage of the emerging cost of the
extension of the April 1992 modification of the pension adjustment system to
General Service staff separating on or after 1 July 1995.

Reduction of the 120 per cent cap provision to 110 per cent

192. As of March 2000, there were 38,553 main benefits in award (excluding
children’s benefits), of which 26,570, or 68.9 per cent, related to beneficiaries with
only a dollar pension entitlement and 11,983, or 31.1 per cent, to beneficiaries who
were on the two-track pension adjustment system (i.e., had two pension records,
both a dollar-track amount and a local-currency track amount). The number of
cases involving the application of the cap provision was 2,820 out of 11,983
(23.5 per cent), as compared to 1,104 out of 12,197 (9.1 per cent) as of March
1998.

193. The breakdown for beneficiaries separating since the date of introduction of
the 110 per cent cap provision, i.e., from 1 July 1995 to 31 March 2000, was as
follows: of the 7,840 main benefits established, 6,885, or 87.8 per cent, related to
beneficiaries with only a dollar pension entittement and 955, or 12.2 per cent, to
beneficiaries who were on the two-track adjustment system. With respect to the 955
two-track cases, during the first quarter of 2000 only 5 beneficiaries (0.5 per cent)
were actually paid the amount corresponding to 110 per cent of the local track
amount for that quarter. The data for the period of 4 years, 9 months, reflected a
reduction in the overall utilization rate of the two-track option, from the 35.6
per cent level as of March 1996, to 33.7 per cent as of March 1998, to 31.1 per
cent as of March 2000. The utilization rate since the introduction of the 110 per
cent cap, i.e,, during the period from 1 July 1995 to 31 March 2000, was 12.2
per cent, reflecting the impact of the strengthening of the United States dollar
and the lowered cap.

194. As part of the current actuarial valuation exercise, the Consulting Actuary also
estimated the emerging long-term costs of the two-track system as a whole, based on
data since 1990, to be 1.83 per cent of pensionable remuneration; the actuarial
assumption used in the latest valuation was 1.9 per cent of pensionable
remuneration. In order to make an assessment of the savings arising out of the new
110 per cent cap provision of the two-track system, the Consulting Actuary
compared (a) the emerging long-term costs of the two-track system with the 110 per
cent cap alone, based on an evaluation and projection of the data for those to whom
the 110 per cent cap provision might apply, which was 1.43 per cent of pensionable
remuneration, with (b) the emerging long-term costs of the two-track system as a
whole, based on data since 1990, which was 1.83 per cent of pensionable
remuneration.

195. On this basis and as a very preliminary first estimate, the emerging long-
term savings attributable to the introduction of the 110 per cent cap provision
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were estimated to be in the order of 0.40 per cent of pensionable remuner ation;
at the time the change in the cap was proposed, the actuarial savings had been
estimated at 0.20 per cent of pensionable remuneration.

196. It was noted that, since the current assessment of the emerging savings was
based on very limited data, still further years of experience would be necessary,
including an analysis of the evolution of the actual utilization of the two-track
pension adjustment option given the lower cap provision, before a more definitive
estimate of the savings could be made.

197. The Board took note with satisfaction of the assessments provided of the
actual emerging costs/savings of the recent modifications of the two-track
features of the pension adjustment system and concluded that no changes
needed to be made at the current stage, either as regards (a) the rate of
contribution or (b) the current parameters of the revised “Washington
formula” and of the cap provision.

Method of deter mining cost-of-living adjustments of pensions
in award

198. At its 1996 and 1998 sessions, at the request of FAFICS, the Board had
considered a proposal to change the method of determining cost-of-living
adjustments of pensionsin award.

199. Under the pension adjustment system, the dollar pensions and, if applicable,
the local-currency pensions, were adjusted on 1 April of each year, provided there
had been a defined minimum movement of the relevant cost-of-living index. The
adjustments were made in accordance with the movement of the United States
consumer price index and, if applicable, of the CPI of the country of residence,
subject to the requirement that the relevant CPI index had moved by at least 3 per
cent since the last adjustment. If the CPI changed by 10 per cent or more since the
last adjustment, then a further adjustment would be made as of 1 October of that
year.

200. In view of the favourable result of the actuarial valuation of the Fund as
at 31 December 1999 and as indicated in paragraph 56 above, the Board
decided to recommend to the General Assembly that the threshold for cost-of-
living adjustments for pensions in award should be reduced from 3 per cent to
2 per cent, effective from the adjustments due on 1 April 2001.

Status of the proposed agreement between the Board and
the Gover nment of the Russian Federation

Background infor mation

201. Since 1991, the Board has reported to the General Assembly on problems
arising from the past application of the transfer agreements which the Fund had
concluded with the Governments of the former USSR, the Ukrainian SSR and the
Byelorussian SSR. Those agreements had been approved by the General Assembly
and had entered into force in 1981. Their application had been suspended since
1992, following the dissolution of the former Soviet Union. During recent years,
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numerous representations have been received from former participants from the
countries concerned, claiming that they had been denied the benefit of their accrued
pension rights from the Fund.

202. At its fifty-first session, in 1996, the General Assembly concurred with a
proposed agreement between the Government of the Russian Federation and the
Board which had been negotiated by representatives of the Fund secretariat and of
the Russian Government and had received the approval of the Board in July 1996. In
both the proposed agreement and its accompanying protocol, as well as in the
recommendation of the Board to the General Assembly, the agreement was
envisaged as the first step in addressing problems related to claims and
representations made by former participants from the former USSR, the Ukrainian
SSR and the Byelorussian SSR, including in particular those who had transferred
their pension rights accrued in the Fund under the transfer agreements between the
Fund and the three Governments concerned.

203. Initsresolution 51/217 of 18 December 1996, the General Assembly:

 Concurred with the proposed agreement, which would represent the first step
in resolving the problems that had arisen with respect to the application of the
transfer agreements;

* Noted that some Member States had expressed concern that the proposed
agreement only covered certain former Fund participants who were currently
citizens of the Russian Federation;

» Endorsed the further steps envisaged in the proposed agreement and, towards
that end, urged the Governments of the Member States concerned to undertake
direct discussions aimed at resolving the financial issues involved in respect of
those former participants who were their citizens or permanent residents;

» Requested the Board to report to the General Assembly at its fifty-third session
on the developments in respect of the “further steps” mentioned above.

204. Under the proposed agreement, periodic pension benefits similar to those
provided under the Regulations of the Fund would be paid prospectively to the
former participants covered, as from 1 January 1997 or age 60, whichever was later.
While there would be cost-of-living adjustments analogous to those under the
pension adjustment system of the Fund, no retroactive payments of any kind would
be made. Widows' and widowers’' benefits would also be paid, but no children’s
benefits, and no periodic benefit could be commuted into a lump sum. It was also
agreed that the list of the former Fund participants to be covered by the proposed
agreement would be finalized in consultations involving the Fund secretariat, the
Government of the Russian Federation and the Association of Former International
Civil Servantsin Moscow, and that the actuarial costs of implementing the proposed
agreement would be provided to the Government of the Russian Federation. The
terms of the proposed agreement also stipulated that the agreement would not enter
into force until the first of 10 annual instalment payments of the actuarial costs
involved had been made to the Fund by the Government of the Russian Federation.

205. The proposed agreement was self-contained. It clearly stipulated that the rights
granted thereunder flowed neither from the Regulations of the Fund nor from any
obligation or responsibility on the part of the Fund. The proposed agreement gave
the Standing Committee the authority to resolve disputes relating to decisions taken
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by the Secretary in its implementation. Provision was also made for suspension of
the payment of benefits if the annual instalments payable by the Government of the
Russian Federation were delayed or cancelled. Before its entry into force, the
agreement had to be formally approved by the Government of the Russian
Federation, following its approval by the Board and the concurrence of the General
Assembly.

Developments from 1998 to mid-2000

206. Inits report to the General Assembly in 1998, the Board had indicated that the
Government of the Russian Federation had not yet accepted the proposed agreement
with the Fund and therefore had not paid the first instalment of the actuarial costs
required for its implementation. Consequently, the “further steps’ envisaged in
respect of persons not covered by the proposed agreement could not be initiated (i.e.
those who had less than five years of contributory service or had taken withdrawal
settlements as they had separated before the transfer agreements came into effect,
and those who were not nationals of the Russian Federation).

207. The General Assembly was also informed that the Board had decided:

“(a) To request the Secretary and the Chairman to intensify their efforts,
including through a visit to Moscow, if considered useful, to gain the formal
written approval by the Government of the Russian Federation of the proposed
agreement and protocol therein, negotiated between the Board and the
Government in 1996;

“(b) To authorize the Secretary and the Chairman, when obtaining the
formal approval of the Government, to allow for certain modifications in the
proposed agreement on matters related to the schedule of payments and/or the

date of entry into force of the benefit scheme” >

208. On 30 September 1998, the Permanent Representative of the Russian
Federation to the United Nations extended invitations to the Under-Secretary-
General for Management and the Secretary of the Board, as well as one or two
experts from the Pension Fund, to visit Moscow in early 1999 to discuss matters of
mutual interest, including the issue of the proposed agreement. In his response, the
Secretary indicated that both the Chairman of the Board and he stood ready to visit
Moscow if that were deemed useful in expediting formal approval by the
Government of the proposed agreement; and that the date for such a visit would
depend on the intentions and readiness of the Government of the Russian Federation
to pursue, within the framework of the proposed agreement, a solution to the
problems that had arisen.

209. Inthe Fifth Committee in 1998, the delegation of the Russian Federation stated
that the issue had been a matter of concern for the Government of the Russian
Federation ever since the proposed agreement had been concurred with by the
General Assembly in 1996 and that significant efforts had been made since then to
achieve progress and find a solution to the problem. The obstacles turned out to be
more serious and numerous than had been expected originally, because of the urgent
need in the Russian Federation to tackle serious social problems which had
accumulated with regard to payments to pensioners, teachers, medical workers and
other groups. The delegation also stated that the issue of settling the legitimate
demands of former staff of Russian nationality remained on the Government’s
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agenda. The delegation of the Russian Federation assured the members of the Fifth
Committee of its “responsible and serious intention to find a solution to this
complex and delicate problem as soon as possible.”®

210. The General Assembly, in section |11, paragraphs 1 and 2, of its resolution
53/210:

*« Took note of the information provided by the Russian Federation
concerning the problems that had arisen with regard to the
implementation of the proposed agreement between the Government of
the Russian Federation and the United Nations Joint Staff Pension Board
and noted the intention of the Government of the Russian Federation to
pursue all of the outstanding issues;

* Encouraged all parties concerned to continue their efforts to resolve the
problems addressed in section 1V of its resolution 51/217, in particular
those within the framework of the proposed agreement and protocol
thereto.”

211. Following the adoption of resolution 53/210, both the Secretary-General and
the Secretary of the Board urged the Government of the Russian Federation to give
concrete effect to its undertaking to resolve the outstanding problems and clear the
obstacles in the way of approval of the proposed agreement by the Russian
Federation. The matter was raised by the Secretary-General at meetings in New
York with high-level officials from the Russian Federation.

212. At the meeting of the Standing Committee in July 1999, a representative of
AFICS/Moscow stated that the Government did not intend to implement the
proposed agreement, but would pursue an internal solution involving minimal
additions to the current national pensions. The representative indicated further that
the majority of the membership of AFICS/Moscow would oppose the intended
measure and would continue to pursue a meaningful resolution of their grievances.

213. The Standing Committee was informed by a member representing the General
Assembly that there had been substantive interdepartmental discussions in Moscow
on implementation of the proposed agreement and that the major obstacle was the
high cost involved; moreover, the significant social, economic and financial
problems in the Russian Federation made implementation of the proposed agreement
extremely difficult, if not impossible, in the near future. He indicated that the
Government recognized the need to find a solution, and that this might consist of
increases in the national pensions of former Fund participants, based on criteria and
involving amounts yet to be decided. The Standing Committee was informed that
ratification of the proposed agreement would remain on the agenda of the
Government, if the establishment of such a scheme affecting the national pensions
did not take place, and that the CEO/Secretary would be informed when a decision
was reached.

214. In a letter dated 23 September 1999, the Permanent Representative of the
Russian Federation to the United Nations extended an invitation to the Chairman
and the Secretary of the Board to visit the Russian Federation, to be “informed in
detail about the criteria, motive[s] and framework of the Government's decision
concerning the solution to the problems faced by former Russian participants of the
Fund”. After being apprised of the highly restrictive nature of the proposed agenda
for the visit, the CEO/Secretary, following discussions with the Chairman of the
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Board and the President of AFICS/Moscow, informed the Permanent Representative
on 7 October 1999 that such a visit would not be appropriate at that time, since the
proposed agenda did not take into account the mandate given by the Board to its
Chairman and CEO/Secretary and the request of the General Assembly that
solutions to the grievances of these former participants should be sought “within the
framework of the proposed agreement”.

215. The CEO/Secretary continued his efforts during 2000 to obtain further
information on the status and substance of the purported internal solution under
consideration by officials in the Government of the Russian Federation. He received
unofficial information from AFICS/Moscow, indicating that extensive discussions
had taken place in Moscow involving representatives from the ministries of Labour
and Social Development, Finance and Foreign Affairs on preparing legislation to
adjust selectively the national pensions of some of the former Fund participants.

216. In June 2000, in a communication to the Permanent Representative of the
Russian Federation to the United Nations, the CEO/Secretary recalled the past
developments related to the proposed agreement and expressed the view that an
internal approach, involving supplements to the national pensions that bore no
relation to the sums transmitted on behalf of the former Fund participants, would not
be adequate to address the political and legal implications of the issues and therefore
would not end the current protests and legal challenges to the earlier confiscatory
action. He urged that solutions should be sought “within the framework of the
proposed agreement”. He indicated further that, if the Government of the Russian
Federation no longer supported this position, its decision should be formally
communicated to the Board and the General Assembly.

217. In his reply of 27 June 2000, the Permanent Representative stated that his
Government attached importance to resolving the problems faced by Russian former
participants of the Fund and that several ministries and federal departments were
working on new provisions for supplementary payments to the former Fund
participants. He indicated that, taking into consideration the difficult financial
situation in the Russian Federation, every effort would be made to find mutually
acceptable solutions very soon and that the Government would duly inform the
Pension Board and the General Assembly of the final results.

218. The Secretary-General also sent a communication, dated 30 June 2000, on the
matter to the Minister for Foreign Affairs of the Russian Federation in which he
referred to the numerous communications that he and his predecessor had received
over the years from former Fund participants from the former USSR regarding their
having been denied pension entitlements they had earned during their service with
the United Nations or other member organization of the Fund. He indicated that it
was essential that a meaningful and fair resolution of the issue take place, as quickly
as possible, and that the absence of a solution acceptable to all the parties would
lead inevitably to an intensification of legal and other challenges by the former
participants concerned.

Discussionsin the Board

219. The President of AFICS/Moscow, participating in the discussions on the item
at the request of FAFICS, stated that the members of AFICS/Moscow would be
submitting demands for the “complete and unconditional restoration of their United
Nations pension rights and entitlements’. He added that they would pursue their
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claims before the Standing Committee and, eventually, the United Nations
Administrative Tribunal. The CEO/Secretary indicated that, in his view, the
statement of the President of AFICS/Moscow represented an apparent fundamental
shift from the previous position of the members of his Association, who were now
blaming the Fund for their situation.

220. The representatives of governing bodies and of executive heads, as well as
some participants, regretted the lack of a formal response by the Government of the
Russian Federation regarding its position on the proposed agreement; they also
voiced strong disappointment and regret with regard to the statement by the
President of AFICS/Moscow. They noted that the Chairman and the CEO/Secretary
of the Board had made strenuous efforts to foster implementation of the proposed
agreement, to date without success. The Fund and the Board had met their
obligations under the transfer agreements to the former Fund participants concerned.

221. The representative of several participants emphasized their strong support of
the concerns raised by the President of AFICS/Moscow in his statement made and
expressed the belief that the Fund and the Board would have to accept some
responsibility for the plight of the former participants.

222. The Board stressed the need to receive a formal response from the
Government of the Russian Federation to the relevant resolutions of the
General Assembly. After extensive discussions as to a future course of action,
the Board agreed that, given the indications that an official statement on the
position of the Government of the Russian Federation would likely be
communicated in August/September 2000, the matter would have to await
developments in the General Assembly, if any. The Board also agreed to
request the CEO/Secretary to report to the Standing Committee in 2001 on the
status of the issue. The Board expressed its appreciation for the continuous
efforts of the CEO/Secretary and its Chairman, as well asthat of the Secretary-
General of the United Nations, to find acceptable solutions to the problems; it
also indicated its disappointment that no meaningful progress had been
achieved towards implementation of the proposed agreement and its protocol.

Possible assistance from the Emergency Fund

223. At the July 1999 meeting of the Standing Committee, consideration was given
to a proposal by the participants’ representatives, FAFICS and FICSA that the
authorized sums not expended from the Emergency Fund should be utilized as an
interim measure to pay “limited benefits” to former participants from the former
USSR, pending a resolution of the outstanding issues. As an agreement on the
proposal could not be reached, the Standing Committee had requested the
CEO/Secretary to prepare a paper for the Board session in 2000, taking into account
the legal and financial implications.

224. The CEO/Secretary confirmed that the current guidelines for use of the
Emergency Fund did not provide for assistance to those who took withdrawal
settlements or transferred their accrued UNJSPF pension rights. Consequently, any
changes to permit non-beneficiaries to receive assistance from the Emergency Fund
would require the approval of the General Assembly, acting on the recommendation
of the Board.
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225. The CEO/Secretary also recalled that in 1994 he had suggested that the Board
might consider amending the guidelines of the Emergency Fund to permit one-time
ex gratia payments to former Fund participants from the former USSR. The Board
had not agreed to that suggestion, because of the legal, financial and administrative
implications that such a change would entail. The CEO/Secretary indicated further
that, if the Board were now inclined to provide assistance from the Emergency
Fund, it would have to formulate a proposal to be recommended to the General
Assembly, indicating the nature of the assistance, the eligibility criteria and the
method for determining the amount of the payments.

226. Several representatives from each of the constituent groups on the Board
indicated that they would favour, as a humanitarian gesture, giving some assistance
from the Emergency Fund.

227. After considerable discussion, the Board decided not to amend the
Emergency Fund guidelines to authorize ex gratia payments to the former
participants concer ned.

Information received after the session of the Board

228. After the Board session two communications were received from the
Government of the Russian Federation: a communication dated 31 July 2000
from the Foreign Minister of the Government of the Russian Federation,
Mr. I. Ivanov, responding to the 30 June 2000 communication of the Secretary-
General (see para. 218 above); and a communication dated 1 August 2000 from
the Vice Prime Minister, Mrs. Valentina |I. Matvienko, to the CEO/Secretary.
Pursuant to consultations with the Chairman of the Board, information is
provided below on the contents of the communications. This information has
also been brought to the attention of the members of the Board, through the
secretariats of the staff pension committees of the member organizations of the
Fund.

229. The Foreign Minister of the Russian Federation indicated that he shared
the concern of the Secretary-General regarding the need for a speedy solution
to the problem of the pension entitlements of the former Fund participants
from Russian Federation, and that the matter was being accorded constant
attention by the Government of the Russian Federation. He indicated that a
number of Russian ministries and departments had recently devised and
submitted, for Government approval, a new procedure for providing
supplementary benefits for former staff members of international
organizations to be funded through the federal budget. The Foreign Minister
referred to the strained financial situation of the Russian Federation, but also
stated that plans were being made to ensure that the greatest possible account
would be taken of the interests of the Russian citizens concerned. He expressed
the hope that he would be able to inform the Secretary-General of the terms of
the decision taken by the Government of the Russian Federation in the very
near future.

230. In her communication, the Vice Prime Minister recalled the background
to the Transfer Agreement between the Fund and the Government of the
former USSR, which had entered into force on 1 January 1981, after receiving
the concurrence of the General Assembly. She recalled that, under the Transfer
Agreement, upon receipt of a written request from the former participant, the
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pension rights under the Regulations of UNJSPF were transferred to the
former USSR; the amount transferred was to be taken into account in the
award of a Soviet pension, as stipulated in the agreement.

231. Mrs. Matvienko indicated that the practice had been to award individual
pensions to the former participants concerned; however, with the abolition of
individual pensionsin the Russian Federation, with effect from 1 January 1992,
these former participants of UNJSPF had been transferred to State pensions
established by the law of the Russian Federation on 20 November 1990.

232. The Vice Prime Minister stated that the former participants in the Fund
had then begun to approach various State organs of the Russian Federation
and the United Nations requesting the restoration of their pension rights in
UNJSPF. She noted that under the new proposed agreement, to which the
General Assembly had concurred in 1996, the Government of the Russian
Federation would be responsible for the full cost of restoring the pension rights
of the former Fund participants. The Vice Prime Minister indicated that the
proposed agreement would not be in the interest of the Russian Federation;
therefore, the Government of the Russian Federation considered that, in order
to protect therights of former staff member s of international organizations, the
Russian Federation (as the successor to the USSR) should take steps to give
effect to the 1981 Transfer Agreement. Towards this end a legal instrument was
being prepared which would provide that, on their retirement on a State
pension, the former officials of United Nations organizations would receive an
additional monthly benefit which would be paid irrespective of other types of
income received by such citizens in the Russian Federation. The amount of the
benefit would depend on the amount that had been transferred by the Fund to
the Social Security Fund of the former USSR, as well as on the length of service
in the international organization. The Vice Prime Minister stated that the
amount would substantially exceed the maximum pension benefit established in
the Russian Federation. She concluded that the Government of the Russian
Federation considered that there would be no need to adopt a new agreement
between the Fund and the Gover nment of the Russian Feder ation.

Other matters

Review by the International Civil Service Commission
of the common scale of staff assessment for pensionable
remuner ation purposes

Background

233. In 1996, the International Civil Service Commission, in close cooperation with
the Board, recommended a common staff assessment scale for both the Professional
and higher categories and the General Service and related categories, for the
determination of pensionable remuneration levels of both categories. The General
Assembly, in its resolution 51/216 of 18 December 1996, approved the
recommended scale, with effect from 1 January 1997.

234. At that time the Board and the Commission had agreed that the common staff
assessment scale should be reviewed and updated, as necessary, every two years
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based on tax changes at the seven headquarters duty stations. The Board also took
the position that consideration should be given in future reviews to the use of retiree
tax deductions, to some extent, in deriving the staff assessment rates.

235. During its review in 1998, ICSC had found that only minimal changes had
occurred in the average taxes at the seven headquarters duty stations between 1995
and 1997. It had therefore decided not to revise the common scale of assessment and
to review it again in 2000.

Review of the common staff assessment scale in 2000

236. As was done in 1998, an advance copy of the document on the periodic review
of the staff assessment scale, prepared by the ICSC secretariat for consideration by
the Commission at its July/August 2000 session, was provided to the Board for its
prior review. The data in that document indicated that only minimal changes had
occurred between 1995 and 1999, for both married and single taxpayers. Based
thereon, the ICSC secretariat had recommended that the common scale of staff
assessment, which had been in effect since 1 January 1997, should continue to apply
and that it should be reviewed again at the time of the next comprehensive review of
pensionable remuneration. The ICSC secretariat also recommended that, at that
time, the issue of the use of tax deductions, as related to employees/retirees, should
be addressed.

Discussionsin the Board

237. A number of participants’ representatives expressed their dissatisfaction with
the conclusion in the document of the ICSC secretariat. They also disagreed with the
methodology used in determining the staff assessment scale. They were of the view
that the indicated changes should be implemented, notwithstanding the fact that they
were considered to be minimal.

238. The representative of the ICSC secretariat at the Board session recalled that the
Commission had established certain guidelines and objectives during the last
comprehensive review of pensionable remuneration for determining the common
scale of staff assessment.” Those guidelines and objectives were as follows:

(@) The income inversion phenomenon should be significantly addressed,
particularly at net income levels applicable to both Professional and General Service
staff;

(b) Low net income levels should not be adversely affected,;

(c) High net income levels should receive no additional benefit as a result of
the adoption of a common scale of staff assessment.

The representative of the ICSC secretariat stated that, if the scale were to be revised
on the occasion of the current review, those guidelines and objectives would have to
be taken into account in the actual construction of arevised staff assessment scale.

239. The Board decided to take note of the data provided in the document
prepared by the ICSC secretariat, and in particular the level of movement of
the taxes at the seven headquarters duty stations since 1995; it also noted that,
on the occasion of the next comprehensive review of pensionable remuneration,
theissue of using retiree deduction factors would be considered.
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240. At its July/August 2000 session, the Commission decided to report to the
General Assembly that the current common staff assessment scale should
continue to apply and should again be reviewed on the occasion of the next
comprehensive review of pensionable remuneration, at which time the issue of
tax deductions related to employees or retirees for the construction of the scale
would be addressed.

Composition of the Board and its Standing Committee

Background

241. Pursuant to decisions taken from time to time by the Board and the General
Assembly, the Board has periodically reviewed questions related to the size and
composition of both the Board and its Standing Committee, as well as the rotation
schedule for the member seats on the Board and the Standing Committee. In 1987,
the Board had recommended and the General Assembly had approved an increase in
the size of the Board from 21 to 33 members, effective 1 January 1989. The size of
the Standing Committee was also increased in 1989 from 9 to 15 members.

242. At the last review, carried out in 1998, the Board had agreed to maintain the
size and composition at 33 members and the Standing Committee at 15 members,
and to allocate the seats on those two bodies for the period covered by the four
regular Board sessions held after 1998.

243. The Board had also agreed that, in the event ICITO/GATT withdrew from the
Fund, the size and composition of the Board would be re-examined at the first
regular session convened after its withdrawal. ICITO/GATT withdrew from the
Fund with effect from 31 December 1998, thus ceding automatically the member
seat it held on the Board; accordingly, the subject was placed on the agenda for the
2000 session.

Current review

244. The WIPO Staff Pension Committee requested that the vacant Board seat
should be allocated to WIPO, based on the increase in the number of WIPO
participants in recent years. Other organizations/entities requested changes in their
current arrangements as regards member seats and participation in the deliberations
of the Board: (a) UNESCO raised the possibility of obtaining a third seat on the
Board; (b) IAEA requested increased representation on the Board, reflecting the
growth in IAEA participants; (c) FAFICS advanced issues bearing on the nature
and/or size of its representation on the Board; and (d) FICSA requested
consideration of the possibility of sending two observers to Board sessions
(presumably CCISUA would expect the same consideration).

245. When the size of the Board was increased to 33 members, the following
principles had been approved by the Board and accepted by the General Assembly
for the allocation of seatsto member organizations:

(@) A new member organization would be entitled to a Board seat only if the
number of its participants constituted at least 1 per cent of the Fund's total
participants;
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(b) A new member organization not meeting the 1 per cent threshold would
be entitled to send one representative to Board sessions (a “representative” has all
the rights of a member except the right to vote);

(c) Any member organization already with a seat should not lose that seat,
even if its participant population decreased over time.

246. In his analysis of the options, the CEO/Secretary expressed the view that there
was no compelling need to enlarge the Board. As to the seat formerly occupied by
ICITO/GATT, he suggested that the allocation of that vacant seat might be
determined on the basis of the changes in the number of active participants that had
occurred since 31 December 1986 (the participant data had been used by the Board
in 1987 in determining the current size and composition of the Board). On that basis,
the CEO/Secretary suggested that the former seat of ICITO/GATT should be
allocated as follows: additional one half seatsto WIPO (giving that organization one
and a half seats) and to IAEA (giving that organization two seats). With respect to
WIPO, there had been an increase in the number of its participants from 325 to 955;
in IAEA, the number of participants had increased from 1,784 to 2,068.

247. As regards the requests made by FAFICS for reconsideration of the nature
and/or size of its representation on the Board, the CEO/Secretary suggested that
FAFICS should be accorded the right to send four representatives and two alternate
representatives (thus adding two representatives) to Board sessions. He noted that
travel and per diem expenses of FAFICS delegates who attended Board and Standing
Committee sessions were borne solely by FAFICS.

248. With respect to the request by FICSA, the CEO/Secretary indicated that the
Board would have to consider the implications of any change from the current
general limit of one observer from each entity invited to attend Board sessions.
Currently, there was a limit of one alternate representative for each Board member
and a one-representative limit (except in the special case of FAFICS). It was also
noted that the interlocutors for participants in the deliberations of the Board were
the participants’ representatives, who hold one third of the total seats on the Board.

249. With regard to the Standing Committee, the CEO/Secretary again expressed
the view that there was no compelling reason to increase its size. Although
ICITO/GATT had had no individual seat on the Standing Committee, it had formed
part of the group of five organizations (WMO, ICITO/GATT, IMO, WIPO and
IFAD) that shared two seats on the Committee. The CEO/Secretary suggested the
following changes in the composition of the Standing Committee:

(@ WMO, IMO and IFAD to share one seat (they had shared two seats
previously, with ICITO/GATT and WIPO);

(b) 1AEA to have one seat (previously IAEA had shared a seat with UNIDO),
thus gaining half a seat;

(c) WIPO to share a seat with UNIDO (previously UNIDO had shared a seat
with IAEA and WIPO had shared two seats with four other organizations).

250. As regards FAFICS, the CEO/Secretary suggested that it should be permitted
to send two representatives and two alternates to Standing Committee meetings (this
would represent an increase of one representative and one alternate).
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Discussionsin the Board

251. During the discussions, Board members focused on the issue of the
proportionality in the distribution of Board seats and, in particular, on the position
taken by the United Nations Staff Pension Committee that the allocation of seats to
the United Nations should be increased significantly, based on the large increase
since 1987 in the number of active participants employed by that Organization.
Currently, the United Nations had 65 per cent of the participants and only 36 per
cent of the seats on the Board. Members from other organizations stressed that the
appropriate allocation of seats and the full representation of all the member
organizations of the Fund were essential to the coherence and effective functioning
of a multi-employer Fund such as the UNJSPF; in their view, the allocation of seats
should not be based solely on the proportion of the participants employed by each
organization.

252. After informal consultations and based on a proposal by the United
Nations Staff Pension Committee, the Board decided by consensus: (a) to
provisionally allocate the former seat of ICITO/GATT on the Board and on the
Standing Committee as suggested by the CEO/Secretary (paras. 246 and 249
above, respectively); and (b) to request the CEO/Secretary to prepare a study
of the size and composition of the Board and the Standing Committee for
review in the first instance by the Standing Committee in 2001, and
subsequently by the Board in 2002. The Board indicated further that the study
should address:

(i) The principles agreed upon and used in 1987 for the allocation of
seats on the Board and the Standing Committee to the member
organizations, including in particular the proportional distribution of
seats based on the number of participants employed by each member
organization;

(ii) A review of the changesin the number of participantsin the member
organizations since 1987,

(iit) The criteria to be used for future allocation of seats on the Board
and the Standing Committee;

(iv) The number of representatives and alternates to be allocated to
FAFICS.

Proposed amendmentsto articles 6 and 14 of the Regulations

Article 6

253. Following consultations with the United Nations Staff Pension Committee, the
CEO/Secretary proposed an amendment to article 6 (b) of the Regulations of the
Fund, to establish four-year terms (rather than the current three years) for the elected
members and alternate members of the United Nations Staff Pension Committee.
The change would permit the elected members and alternates on the Committee to
participate at two sessions of the Board, since the Board currently meets biennially,
in even-numbered years.

254. The Board agreed to recommend to the General Assembly that in article
6 (b) the stated terms of office for the elected members and alternate members
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of the United Nations Staff Pension Committee should be changed from “three
years’ to “four years’.

Article 14

255. The CEO/Secretary also proposed that, in article 14 (b) of the Regulations, the
periodicity for audits of the accounts of the Fund by the United Nations Board of
Auditors, and the submission of reports thereon to the General Assembly, should be
biennial, rather than annual. Owing to the biennialization of the work of the General
Assembly, the current practice was for the Board of Auditors to submit reports to the
Assembly on the accounts of the Fund on a biennial basis.

256. The Board agreed to recommend to the General Assembly that, in article
14 (b), the frequency of audits of the accounts of the Fund should be changed
from “annually” to “every two years’.

Possible penaltiesin cases of fraud by participants and
beneficiaries

257. Based on observations made by the Board of Auditors on the operations of the
Fund for the biennium ended 31 December 1997, the Board requested the
CEO/Secretary to prepare a paper, for discussion by the Standing Committee in
1999 and the Board in 2000, on the possible introduction of a provision for
imposing penalties in cases of fraud or serious misrepresentation by Fund
participants or beneficiaries.

258. In 1999, the majority of speakers in the Standing Committee suggested that, in
cases of suspected or proven fraud, the competent national authorities might be
asked to institute criminal proceedings or recovery procedures. However, the
representatives of governing bodies were not convinced of the efficacy of involving
the national authorities, whether to institute criminal proceedings or to assist in the
Fund's recovery efforts.

259. There was general agreement in the Board that provisions dealing with this
subject should be added to the Regulations and/or the Administrative Rules of the
Fund. It was also considered necessary to limit such provisions to authorizing
appropriate administrative action by the Fund secretariat to recover overpayments,
with interest and the addition of a charge to cover administrative costs. The Board
took the position that issues of criminal intent or misrepresentation required judicial
rather than administrative proceedings, with full due process and Ilegal
representation for the individual concerned.

260. After extensive discussions, the Board agreed to recommend to the
General Assembly that the following phrase should be added at the end of
current article 43:

“,including interest and costs, where appropriate.”

261. The Board also agreed to add the following second sentence to
administrativerule J.9 (a):

“The Secretary may, where such an over payment had been attributable to
the submission of incorrect information to the Fund, recover interest, as
well as administrative costs of 10 per cent of the over payment.”
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262. The Board further agreed that the actions stipulated in paragraphs 260
and 261 above would represent the first steps in determining the extent to
which administrative measures could be taken or recommended by the Board
to respond to fraud and misrepresentation leading to overpayments by the
Fund. If necessary, additional steps would be considered by the Board in the
future, based on the actual experience with those initial measures.

Judgement of the United Nations Administrative Tribunal
requiring action by the General Assembly

Background

263. The Board considered the modalities for implementing a judgement issued by
the United Nations Administrative Tribunal in November 1999 in the case of Merani
v. United Nations Joint Staff Pension Board (Judgement No. 942). The
implementation issues were related to the interpretation and practical application of
several provisions of the pension adjustment system, as approved by the General
Assembly.

264. The Tribunal had concluded that, in the case of the Applicant, the cost-of-
living differential factor (paras. 5 and 6 of the UNJSPF pension adjustment system)
should be applied to establish the initial local-currency amount of the Applicant’s
deferred retirement benefit. The cost-of-living differential factor was intended to
provide a reasonable level of income replacement for a beneficiary, in the local
currency of the country of residence, as measured against the net income of an
active staff member serving in that country during the three years preceding the
retiree’s separation on retirement or early retirement; the level of the factor was
based on the three-year average by which the cost of living in the country of
residence after retirement exceeded that at the base of the United Nations pension
system, New York, with the cost-of-living difference measurements being based on
the post adjustment levels at each location during the 36-month period up to and
including the month of separation.

265. The Fund secretariat had not applied the cost-of-living differential factor in
view of the provisions of paragraph 27 of the UNJSPF pension adjustment system
under section J, entitled “Deferred retirement benefit” (covering explicitly the
adjustment of deferred retirement benefits), which read as follows;

“27. (@) For participants whose date of separation was before 31 December
1989, no adjustment shall be applied to deferred retirement benefits prior to
the beneficiary’s reaching age 50. Commencing at age 50 or the date of
separation, if later, the base dollar pension under subparagraph 5 (a) above is
adjusted by the United States CPI in accordance with section H above, without
retroactive effect. The two-track adjustment system becomes operative on the
date of commencement of the payment of the periodic benefit. At that time a
local currency base amount is established by applying to the adjusted dollar
amount the average exchange rate over the 36 consecutive months up to and
including the month of first payment.

(b) For participants separating from service on or after 31 December
1989, no adjustment shall be applied to deferred retirement benefits prior to
the beneficiary reaching age 55. Commencing at age 55 or the date of
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separation, if later, the adjustment procedures set out in (a) above shall be
applied to the deferred retirement benefits.”

266. With regard to the interpretation of the various provisions of the pension
adjustment system, the Tribunal stated in paragraph | of its judgement that it “must
construe the relevant paragraphs of the pension adjustment system, considering the
text of the pension adjustment system as a whole”, and in paragraph 11, that “the
relevant provisions are paragraphs 1 through 6, 17 and 27 of the 1992 edition of the
pension adjustment system”. In paragraph II, the Tribunal went on to note that
paragraph 4 of the adjustment system contained “the introductory phrase that gives
rise to the conflicting interpretations: ‘Except as otherwise noted, the pension
adjustment system applies to ... deferred retirement ...”” (emphasis added). The
Tribunal therefore concluded that, “like all exceptions, the quoted language should
be narrowly construed. Moreover, as explained below, the Tribunal finds that
paragraph 27 addresses very limited aspects of deferred benefits, specifically dates
for certain calculations, without changing the basic benefits.”

267. The Tribunal’s decision on the issue of interpretation is then set out in
paragraph X of its judgement:

“X. Another interpretation of paragraph 27 seems more reasonable to the
Tribunal. It focuses on the difference in dates (separation versus payment)
mentioned previously. The relevant sentence in paragraph 27 (a) starts with the
notion of a ‘local currency base amount’, the exact wording of paragraph 5 (b).
Thus, this notion carries over to paragraph 27, along with the three-step
process described above. However, paragraph 5 (b) was written to apply to
retirees whose benefits begin on separation. Consequently, the ‘notional dollar
base amount’ is established on the basis of the final average remuneration
adjusted by the United States CPI on the date of separation. In contrast, when
benefits are deferred, the adjustments to the United States dollar amount
continue from the date the beneficiary reaches the age of 50 or the date of
separation, if later, until the date of payment. The reference point is not the
‘notional dollar base amount’ (adjusted by the United States CPI until the date
of separation) but is the ‘adjusted dollar amount’ (adjusted by the United
States CPI until the date of payment). This interpretation is supported by
language in paragraph 17, which states: ‘each beneficiary’s record contains ...,
if applicable, an amount in [local] currency ... determined in accordance with
sections C, D [cost-of-living differential factors] and E ...”” (emphasis added).

Consider ations

268. In order to implement the Tribunal’'s decision that the cost-of-living
differential factor should apply to the Applicant, a problem arises in deciding the
date to which the factor would relate in determining the initial local currency
pension amount (i.e., whether it should be the date of separation or the date of the
commencement of the payment of the deferred retirement benefit payment).
Paragraphs 5 and 6 of the pension adjustment system relate the calculation of the
cost-of-living differential factor to the date of separation, whereas paragraph 27
addresses the calculation of the initial local currency track pension amount of
deferred retirement benefits in relation to the date of the commencement of
payment, without any reference to the use of a cost-of-living differential factor.
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269. In that regard, the Tribunal stated in paragraph XII of its judgement that “in
this case the manner of the implementation of the pension adjustment system, given
the conflicting dates, is not within the province of this Tribunal, which has power to
interpret but not to legislate”. However, in paragraph XI11, the Tribunal purported to
limit application of its judgement solely to the situation of the Applicant, stating that
“with regard to existing beneficiaries under the deferred benefit system, the Tribunal
believes that the statute of limitations has run on similar applications”.

Conclusion of the Board

270. After an extensive exchange of views, the Board agreed that, in
implementing the Tribunal Judgement in the case of the Applicant, the initial
local currency track pension amount should be established by applying a
methodology that involved calculation of both the cost-of-living differential
factor and the 36-month average exchange rate by reference to the month of
separ ation.

271. In addition, in order to clarify the situation of other beneficiaries, present
and future, pending possible future proposals for changes in the pension
adjustment system with respect to cost-of-living adjustments for deferred
retirement benefits, the Board also decided to recommend to the General
Assembly for approval, on a provisional basis, two amendments to paragraphs
4 and 5 of the current provisions of the UNJSPF pension adjustment system, as
set out below (proposed additions to the current text are indicated by
underlining):

“4. Except as otherwise noted (e.g. in paragraphs 5 (d), 10 and 27 with
regard to deferred retirement benefits), the Pension Adjustment System
applies to retirement, early retirement, deferred retirement, disability,
widow’s, widower’s, child’s and secondary dependant’s periodic benefits.
It does not apply to withdrawal or other lump-sum payments, including
those derived from the partial or total commutation of a periodic benefit,
nor does it apply to any benefit arising from voluntary deposits.
Adjustments operate on benefits based on standard, minimum and
maximum formulae, including those that are based on flat dollar amounts.

“5. Subparagraphs (a), (b) and (c) remain unchanged.
Add a new subparagraph (d), reading:

“(d) The cost-of-living differential factor in subparagraph 5 (b) (i) above
shall not apply to deferred retirement benefits.”

272. The substantive issues related to the initial establishment and subsequent
adjustment of deferred retirement benefits have been referred to the Working Group
established by the Board to review and make proposals to the Board in 2002 on the
future needs of the Fund (see paras. 57-59 above).

Emergency Fund

273. The Emergency Fund was initially established by the Board in 1973 from
voluntary contributions of member organizations, staff associations and individual
contributors to alleviate the distress of recipients of small pensions caused by
currency fluctuations and cost-of-living increases. Since the introduction of the
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pension adjustment system in 1975, the Fund has been used to provide relief in
individual cases of proven hardship owing to illness, infirmity or similar causes.

274. The Board reviewed the operation of the Emergency Fund since the last report
to the Standing Committee in July 1999 and noted that during the period from 1
May 1999 to 30 April 2000, 21 disbursements had been made (as compared with 22
in the previous reporting period) totalling $36,674; the amounts disbursed over the
two-year period from 1 May 1998 to 30 April 2000 totalled $64,695. Total
expenditures from the Emergency Fund since 1975 have reached $832,694.

275. Asin the past, the bulk of the disbursements has been to assist in the payment
of medical expenses, including hospitalization, and related expenses not
reimbursable from other sources. In all cases involving claims for medical expenses
not covered by the after-service medical insurance schemes of the member
organizations, prior advice of the medical consultant was obtained.

276. The Board took note of the report on the disbursements from the
Emergency Fund during the two-year period from 1 May 1998 to 30 April
2000.

Notes

! Official Records of the General Assembly, Fifty-third session, Supplement No. 9 (A/53/9), paras.
14-37.

2 1bid., paras. 38-47.

3 Ibid., paras. 330-341.

* Ibid., paras. 239-317.

® |bid., para. 278 (&) and (b).

® See A/C.5/53/SR.21, para. 44.

7 Official Records of the General Assembly, Fifty-first Session, Supplement No. 30 (A/51/30),
para. 89.
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Annex XVI

Draft resolution proposed for adoption by the
General Assembly

[The draft resolution covers those matters in the report of the United Nations
Joint Staff Pension Board which require action by the General Assembly, as well as
other matters in the report which the Assembly may wish to address in its
resolution.]

The General Assembly,

Recalling its resolutions 51/217 of 18 December 1996, 53/210 of 18 December
1998, and section V of resolution 54/251 of 23 December 1999,

Having considered the report of the United Nations Joint Staff Pension Board
for 2000 to the General Assembly and to the member organizations of the United
Nations Joint Staff Pension Fund,2 the report of the Secretary-General on the
investments of the Fund,p and the related report of the Advisory Committee on
Administrative and Budgetary Questions,c

|
Actuarial matters

Recalling section | of its resolution 53/210,

Having considered the results of the valuation of the United Nations Joint Staff
Pension Fund as at 31 December 1999 and the observations thereon by the
Consulting Actuary of the Fund, the Committee of Actuaries and the Board,

1. Takes note with satisfaction of the improvement in the actuarial situation
of the Fund, from an actuarial surplus of 0.36 per cent of pensionable remuneration
as at 31 December 1997 to an actuarial surplus of 4.25 per cent of pensionable
remuneration as at 31 December 1999, and in particular of the opinions provided by
the Consulting Actuary and the Committee of Actuaries, as reproduced in annexes
IV and V, respectively, to the report of the Board;?

2. Takes note also of the decision of the Board, in accordance with article
11 (a) of the Regulations of the Fund, to lower the interest rate used to determine
lump-sum commutations, from the current 6.5 per cent to 6 per cent, with respect to
contributory service performed as from 1 January 2001;

3.  Takes note further that the Board has established a working group to
undertake a fundamental review of the benefit provisions of the Fund, taking into
account developments in staffing and remuneration policies in the member
organizations and in pension arrangements at the national and international levels,
and to make proposals to the Standing Committee in 2001 and subsequently to the
Board in 2002, on the future long-term needs of the Fund and its constituent groups,
for eventual submission by the Board to the General Assembly at its fifty-seventh
session;

a Official Records of the General Assembly, Fifty-fifth session, Supplement No. 9 (A/55/9).
b A/C.5/55/3.
c A/S5/___.
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4. Concurs with the Transfer Agreement with the World Trade
Organization, approved by the Board under article 13 of the Regulations of the
Fund, with a view to securing continuity of pension rights between the Fund and the
World Trade Organization, as set out in annex VI to the report of the Board;

5.  Takes note of the intention of the Board and the International Bank for
Reconstruction and Development to pursue a new transfer agreement in the light of
the changes made in the pension plan of the Bank, and of the interim procedures that
will be followed until a new agreement is concluded,;

[
Pension adjustment system

Recalling section Il of itsresolution 53/210,

Having considered the reviews carried out by the United Nations Joint Staff
Pension Board, as set out in paragraphs 186 to 200 of its report,? of various aspects
of the pension adjustment system,

1.  Takes note of the results of the monitoring of the costs/savings of recent
modifications of the two-track feature of the pension adjustment system, and of the
intention of the Board to continue to monitor those costs/savings every two years, on
the occasion of the actuarial valuations of the Fund,;

2. Approves changes in the pension adjustment system, as set out in annex
XV to the report of the Board:?

(@) To lower the threshold for implementing cost-of-living adjustments of
pensions in award from 3 per cent to 2 per cent, with effect from the adjustment due
on 1 April 2001; and

(b) To modify, provisionally, paragraphs 4 and 5 of the provisions of the
pension adjustment system in order to implement Judgement 942 of the United
Nations Administrative Tribunal, as described in section X, paragraphs 263 to 272,
of the report of the Board,? pending possible future proposals by the Board to the
General Assembly for changes in the pension adjustment system as regards
adjustments of deferred retirement benefits;

Il
Financial statements of the Fund and report of the Board of Auditors

Having considered the financial statements of the United Nations Joint Staff
Pension Fund for the biennium ended 31 December 1999, the audit opinion and
report of the Board of Auditors thereon, the information provided on the internal
audits of the Fund and the observations of the United Nations Joint Staff Pension
Board,

Takes note with satisfaction that the report of the Board of Auditors on the
accounts of the Fund for the biennium ended 31 December 1999 had indicated that
the financial statements presented fairly, in all respects, the financial position of the
Fund, and that the transactions tested as part of the audit had, in all significant
respects, been in accordance with the Financial Regulations and legislative
authority,
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L onger-term administrative arrangements of the Fund

Recalling section VI of its resolutions 51/217, section V of resolution 52/222,
section V of 53/210 and section V of 54/251 concerning the administrative
arrangements and expenses of the United Nations Joint Staff Pension Fund,

Having considered section VI of the report of the United Nations Joint Staff
Pension Board,? on the longer-term administrative arrangements of the Fund,

1. Takes note of the information, set out in paragraphs 117 to 154 of the
report of the Board,? on the strategic plan for the operations of the Fund, which
addresses computer systems, process re-engineering and technological
improvements, the progress report on the enhancement of the role of the Geneva
office of the Fund, the delegation of personnel and procurement decisions to the
Fund and office space needs;

2. Welcomes the efforts under way to effect improvements in the Fund’s
administrative operations through greater use of the latest developments in
information technology, including electronic exchanges of information between the
Fund and its member organizations, as well as with participants and beneficiaries of
the Fund, using Internet/Intranet web sites;

3. Requests the Standing Committee, in submitting the budget proposals for
the biennium 2002-2003 and, if necessary, revised estimates for the current
biennium, to provide detailed information on the costs and benefits related to both
phase | and phase Il of the project, including timetables and the prioritizing of the
various initiatives;

\Y
Entitlement to survivors' benefitsfor spouses and former spouses

Recalling section VI, paragraph 4, of its resolution 51/217 and section V111
of resolution 53/210,

Noting the further review undertaken by the United Nations Joint Staff Pension
Board of issues related to the pension entitlements of spouses and former spouses, as
set out in paragraphs 155 to 185 of its report,?

1. Approves the amendment to article 35 bis of the Regulations of the Fund,
as set out in annex XIV to the report of the Board,® which would extend the
provision for a divorced surviving spouse’s benefit, to divorced spouses of former
participants who separated before 1 April 1999 and who meet all the other eligibility
conditions in subparagraph (b) of article 35 bis;

2. Approves also the amendment to article 34, as set out in annex X1V to the
report of the Board,? which would restore the surviving spouse’'s benefit that had
been eliminated for those who had remarried prior to 1 April 1999, subject to
recovery (with interest) of the lump-sum payment made at the time of remarriage;

3. Approves further an amendment to article 45, as set out in annex XIV to
the report of the Board,® which would modify the payment facility approved in
resolution 53/210 along the lines set out in paragraphs 172 to 177 of the report of
the Board,;
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4.  Approves, with effect from 1 April 2001, the amendment to article 34 (b),
as set out in annex XIV to the report of the Board,® which would eliminate the
partial commutation option for participants electing to receive a deferred retirement
benefit for the reasons set out in paragraphs 178 to 183 of the report of the Board,

5.  Takes note of the responses to the arrangements approved in resolution
53/210 for the optional purchase of surviving spouses benefits, on cost-neutral
terms, in respect of marriage after separation from service;

6. Requests the Board to continue to monitor the experience with these
issues and to report to the General Assembly, as necessary;

\
Status of the proposed agreement between the Pension Board and the
Government of the Russian Federation

Recalling section IV of its resolution 51/217 and section Il of resolution
53/210,

Noting that the General Assembly, on the recommendation of the Board, had
given its concurrence to the proposed agreement between the Government of the
Russian Federation and the Board and had requested the Board to provide
information to the Assembly at its fifty-third session on developments in respect of
the further steps envisaged under section 1V, paragraph 5, of resolution 51/217,

Noting also the information provided by the Board on developments, as set out
in paragraphs 201 to 232 of the report of the Board,? since the statement made by the
delegation of the Russian Federation to the General Assembly at its fifth-third
session, concerning the problems that had arisen with regard to the implementation
of the proposed agreement, and the intention of the Government of the Russian
Federation to pursue all outstanding issues,

Noting further that the General Assembly in resolution 53/210 had encouraged
all parties concerned to continue their efforts to resolve the problems addressed in
section IV of its resolution 51/217, in particular those within the framework of the
proposed agreement and protocol thereto,

[Operative paragraphs to be formulated in the light of developments.]

VIl
Other matters

1.  Takes note of the observations of the United Nations Joint Staff Pension
Board, as set out in paragraphs 233 to 240 of its report,® on the review and
conclusions reached by the International Civil Service Commission on the changes
in average tax rates at the seven headquarters duty stations which formed the basis
for the development of the current common scale of staff assessment for pensionable
remuneration;

2. Takes note also of the review of the size and composition of the Board
and the Standing Committee and, in particular, the provisional allocation of the seat
vacated by the former Interim Commission for the International Trade Organization
effected upon the termination of its membership in the Fund as at 31 December
1998, as described in paragraphs 241 to 252 of the report of the Board;?
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3. Notes that a further review of the size and composition of the Board and
the Standing Committee will be undertaken in the first instance by the Standing
Committee in 2001 and subsequently by the Board in 2002, addressing the issues set
out in paragraph 252 of the report of the Board;?

4.  Approves, with effect from 1 January 2001, amendments to articles 6 and
14 of the Regulations of the Fund, as set out in annex XIV to the report of the
Board,? which would, respectively:

(@) Set the terms of office for the elected members and alternate members of
the United Nations Staff Pension Committee at four years, instead of the current
three years; and

(b) Set the frequency of the audits of the accounts of the Fund to be every
two years, instead of annually;

5. Approves also, with effect from 1 January 2001, an amendment to article
43 of the Regulations, as set out in annex X1V to the report of the Board,? which
would provide for the recovery of indebtedness to the Fund pursuant to observations
made by the Board of Auditors and to the comments thereon by the Board, for the
reasons given in paragraphs 257 to 262 of the report of the Board,;

6. Takes note of the consequent amendment that would be made to
administrative rule J.9 (a), as set out in paragraph 261 of the report of the Board;?

7.  Takes note also of the other matters dealt with in section X of the report
of the Board;?

VIl
I nvestments of the Fund

1. Takes note of the report of the Secretary-General on the investments of
the United Nations Joint Staff Pension Fund, as well as the observations of the
United Nations Joint Staff Pension Board thereon in its report;®

2.  Takes note also of the observations of the Board of Auditors on the
outstanding tax refunds due to the Fund from some Member States in respect of
direct taxes imposed on the Fund’s investment income, as set out in paragraphs 20 to
24 of itsreport, which is reproduced in annex |11 to the report of the Board;?

3. Urges once again those Member States which have outstanding balances
on foreign tax accounts receivable to provide the reimbursement due;

4. Reiterates its request to those Member States which do not grant tax
exemptions to make all possible efforts to do so as soon as possible.

00-62549 (E) 031000
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