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Abbreviations	Bapepam-LK
	Financial Institutions and Capital Markets Supervisory Agency, Ministry of Finance (Government of Indonesia)

	DPLK
	Financial Institution Pension Fund (Dana Pensiun Lembaga Keuangan)

	DPPK
	Employer Pension Fund (Dana Pensiun Pemberi Kerja)

	DPS
	Sharia Supervisry Board (Dewan Pengawas Syariah)

	PPBS
	Sharia Based Pension Plan (Program Pensiun Berbasis Syariah)

	PPIP
	Defined Contribution Pension Plan (Program Pensiun Iuran Pasti)

	PPMP
	Defined Benefit Pension Plan (Program Pensiun Manfaat Pasti)

	SPWG
	Sharia Pension Working Group (of the Pension Funds Bureau, Bapepam-LK)


Background
Indonesia has had laws and regulations in place since 1992 governing voluntary private pension plans implemented and supervised through the Pension Funds Bureau set up under the Capital Market and Financial Institution Supervisory Agency of the Ministry of Finance.
The penetration of voluntary pension plans has remained a concern for the Government of Indonesia: the 2010 annual report of the Pension Funds Bureau shows that participants of these schemes (which include contributors and beneficiaries) represent 4.96% of the total Indonesian workforce.

Indonesia is a country of 245.6
 million inhabitants with 86.1%
 estimated to be Muslims and has a workforce estimated to be 56.8
 million.

Also keeping in view the experience of the banking and insurance industries which have shown growing appetite of the local population to Sharia modes of banking and insurance.

· Sharia Baking: Introduced through laws enacted in 1998 which allowed dedicated Sharia banks as well as Sharia divisions to be setup by conventional banks. A law was passed in 2008 by Parliament that required Sharia divisions to be converted into dedicated units within 15 years or when the Sharia business exceeded 50% of the parent bank. This was in response to lack of promotion of Sharia banking by some conventional banks. The 2008 law has spurred Sharia banking and Bank Indonesia estimates that it currently accounts for approximately 4.5% of banking assets and 7.0% by number of accounts. Currently the Sharia banking industry is experiencing growth in the range of 35-45% which is projected to continue in the immediate future.
· Sharia Insurance: Insurance on Islamic principles (or Takaful insurance) has been present in Indonesia since the late 1990s. At end of 2009 there were 42 providers of life and non life Islamic insurance out of which 3 were full fledged operations and the remainder were window operations of conventional insurers or reinsurers. The market share in life insurance of products following Sharia principles was approximately 8.8% by number of policies and 3.1% by premium in 2009.

It is perceived that the lack of laws and regulations allowing and supporting Sharia voluntary private pension plans is a factor in the slow development and lack of significant penetration of private pension plans in Indonesia. The Pension Funds Bureau has received information of cases where employees have opted out of the pension arrangements made by their employer as it did not comply with Sharia principles. In addition some pension funds operating under current law have tried to adopt Sharia principles on their own

To address this gap in the regulatory framework on voluntary pensions, the Pension Funds Bureau has been carrying out research on how to organize and implement voluntary private pension plans under Sharia mode. The Pension Funds Bureau has published a report titled “An Assessment of Sharia Based Pension Plans” to consolidate its initial research findings, identify issues where resolution is remaining and to provide a basis for further studies leading to implementation of Sharia compliant voluntary private pension plans.
The Consultant has been tasked to:

1. Review current legislations on voluntary private pension in Indonesia and to provide initial observations related to implementation of Sharia based schemes.

2. Review and provide initial observations on the report published by the Pension Funds Bureau.

3. Providing initial recommendations based on best practices on various aspects of implementation and administration of voluntary private pension plans.

4. Provide the outline/template for further comparative study, including recommendations for the topics to be included in the study.

Principles of Voluntary Private Pension Plans

The initial discussions held with various staff members of the Pensions Bureau and review of current legislations and related documents have indicated that clearer understanding needs to be developed in relation to concepts and processes underlying retirement income planning and the role of private occupational pensions.

Thus, it is considered appropriate to briefly outline the key concepts and processes before entering into review of the current law and the study carried out by the Pension Funds Bureau on Sharia based pensions.
Consumption Smoothing
Nature of human condition is such that the ability to engage in income generating activity is limited to a specific period during an individual’s life cycle.
In the formative years individuals do not have the knowledge, physical capabilities or maturity to effectively contribute to economic activities in the organized or informal sectors. All societies have laws specifically prohibiting child labor and mandate basic education. Higher education is universally encouraged in order to develop a knowledgeable innovative work force.
It also a universally accepted principle that an individual should not be required to work after attaining a certain age. Old age results in reduced physical and mental well being to various degrees. In addition most societies accept that individuals attaining a certain age should be allowed to retire from daily active life but be able to continue an adequate standard of living.

It is clear from this discussion that humans must have a mechanism for smoothing the consumption of income earned during the economically active years over their total life spans. All societies in the past achieved this smoothing largely through the joint family unit. The responsibility of providing for the children’s needs and education fell on their parents. The responsibility of providing for aged parents fell on their economically active children. Thus, intergenerational transfers of income provided the smoothing of consumption.
Social Security
Humans unfortunately face certain universal weaknesses.

Myopia is the greatest such weakness due to which individuals focus almost entirely on issues and challenges being currently faced to the exclusion of long-term needs that require planning and execution over entire working lifetimes.
Financial literacy is another weakness which afflicts not only underdeveloped economies but also advanced economies. Most individuals understand short-term financial needs and can plan for them but vast majority are unable to analyze long-term needs and/or understand the market products that help plan for them.
In view of these weaknesses many are unable to plan adequately for their old-age and often find themselves with insufficient income and fall into poverty. The resources required from the state to provide financial security to the old-age population are too substantial and it is, therefore, necessary for individuals to develop assets during working life to generate income and remain financially secure.
Thus, the role of occupational and private pension plans is crucial for mitigating financial insecurity during old-age. For this reason governments around the world provide infrastructure, tax benefits and incentives, monitoring and supervisory authorities for development of pension schemes.
Origin of Occupation pension obligation

An individual, or collection of individuals, often require to organize in the form of a firm or a company to perform economic activity (which may be of commercial or social nature) as participation of others (who do not contribute to the equity of the entity)  is needed for carrying out of such activity. Contracts of employment are required to define assigned duties and functions of hired persons and their remuneration. There is no explicit or implied commitment that the employer or employee cannot renegotiate the terms of the contract and very often if the performance of the enterprise or the employee is at variance to expectations they often do. Businesses that out-perform expectations result increased remunerations, which can be temporary or permanent adjustments. The converse can also be true; declining business results can cause temporary or permanent reductions in compensation. Similarly, the employee’s individual performance may have similar consequences.

Employers that provide pension benefits, or any other perks and privileges in addition to cash compensation, only do so if their business has the capacity to pay and it is considered appropriate or necessary in view of market practice or business strategy. It has been seen that those employers providing perks and privileges have relatively lower cash compensations and vice versa. No perk or privilege, including pension benefit, is provided for “free” i.e. without additional commitment or risk exposure by the employee.

Pension schemes are part and parcel of an employee’s work contract with the employer. They are not grants or unearned benefits even if there are no explicit contributions made by employees.

The pension scheme regulations as a standard contain provisions authorizing the employer to organize the scheme on behalf of the members and this would include appointing administrators, other service providers and technical experts as and when needed. It is international practice for employment contract to include an indication that the employee has read the pension scheme regulations and agrees to the terms contained therein (this would include giving employer the authority to deduct contributions from employee’s salary if the scheme is contributory).

Guarantees under Pension schemes

It is often stated that Defined Benefit schemes provide for guaranteed benefits since the amount of pension is determined through a formula and it is payable throughout life. Defined contribution schemes are said to be non-guaranteed in that the benefit amount is not known until retirement and then there is no guarantee that a pension will be available throughout old-age (unless an annuity is purchased from an insurance company). These observations while generally true do not fully reflect the underlying realities and assumptions.
A Defined Benefit scheme does provide a pension determined on a formula and can provide the payments throughout life. However, the formula is not guaranteed nor is the lifetime pension guaranteed. The formula can and often does get changed for such schemes and pensions will be paid as long as there are assets in the underlying fund or the employer continues to contribute new funds.  Future owners of the business and future workers may discontinue the scheme or change its terms and conditions depending on the prosperity of the business and market practices. The only true guarantees are in respect of accrued benefits.
A Defined Contribution scheme also only offers guarantee on the accrued benefits which are equal to the accumulated individual balance. The beneficiary can obtain lifetime guarantee income through purchase of life annuity using the accumulated balance.

Thus, the true underlying guarantee in any pension scheme is limited to the accrued benefit and future guarantees, if any, are subject to discretion of employer and future employee groups.
Sharia Concerns on Financial Products

It is useful to briefly discuss the concerns that Sharia compliant financial products must address and also the methods currently adopted to overcome these concerns.
Main Princples Under Sharia
The primary principles of Islamic finance include:

· prohibition of taking or receiving interest;

· capital must have a social and ethical purpose beyond purely seeking of return;

· prohibition or avoidance of investments in businesses dealing with alcohol, gambling, drugs or other subjects considered undesirable or barred under Sharia;
· prohibition on transactions involving “masir” (speculation or gambling); and

· prohibition on “gharar”, or uncertainty about the subject-matter and terms of contracts, this includes a prohibition on selling something that is not owned by the seller.
These concerns meant many of the conventional banking and insurance products were considered as not being Sharia compliant. Over recent decades various mechanisms and processes have been developed to allow conventional banking and insurance products to become reconfigured under Islamic principles.
Islamic Banking

Numerous methods have been developed to allow conventional banking products to be reformulated in line with Sharia principles. The more prevalent methods are briefly outlined here.

The Murabaha is a method of asset acquisition finance involving a contract between a bank and its client for the sale of goods at a price that includes a predefined profit margin, either as a percentage of purchase price or a fixed amount. The bank purchases the goods as requested by its client and sells them to the client with a markup that is fixed before the deal closes and cannot be increased, even if the client does not take the goods within the time stipulated in the contract. Some Islamic banks use an agency arrangement, where the client takes delivery of goods from the seller as agent of the bank. Payment is usually over time by installments.

The Mudaraba is a profit sharing contract, with one party providing the capital and the other party (known as the mudarib) providing its expertise to invest the capital, manage the investment project and, if appropriate, provide labour. Profits generated are distributed according to a predetermined ratio, but like the capital itself, cannot be guaranteed. Losses accrued are therefore borne by the provider of capital, who has no control over the management of the project. Mudaraba structures are often used for investment funds, with investors providing money to the Islamic bank, which it invests as mudarib, taking a management fee.

The Musharaka involves a partnership between two parties who both provide capital towards the financing of new or established projects. Both parties share the profits on a pre-agreed ratio, allowing managerial skills to be remunerated, with losses being shared on the basis of equity participation. One or both parties can undertake management of the project. As both parties take on project risk, it is relatively rare for banks to participate in Musharaka transactions.

The Ijara is a contract where the bank buys and leases out equipment required by the client for a rental fee. The duration of the lease and rental fees are agreed in advance. Ownership of the equipment remains with the bank, which will seek to recover the capital cost of the equipment plus a profit margin out of the rentals. There are two types of Ijara: operating leases and lease purchase. In a lease purchase, the obligation to purchase the equipment at the end of the lease and the price at which the assets will be bought is pre-agreed. Rental fees already paid constitute part of the final purchasing price.

In an Istisna’a transaction, a financier may undertake to manufacture an asset and sell it on receipt of monetary installments. As banks do not normally carry out manufacturing, a parallel contract structure is typically be used. The ultimate buyer of the asset will commission it from the bank, which will institute a parallel contract under which the bank commissions the asset from the manufacturer. The bank charges the buyer the price it pays the manufacturer plus a reasonable markup. The bank therefore takes the risk of manufacture of the asset.
These are but a few examples of how traditional bank products have been reconfigured to comply with Islamic principles and requirements. The methods and process are constantly expanding and being fine tuned.

Islamic Insurance

As in the case of banking, concepts have also been developed to allow traditional insurance products to be formulated in compliance with Sharia principles.
The basic foundation for Islamic insurance is the principle of Takaful, which is an Arabic word that means “guaranteeing each other”. In a Takaful arrangement the participants agree to jointly guarantee among themselves against loss or damage to any of them in line with predefined terms and conditions. This arrangement is based on concepts of TA’AWUN (mutual assistance) and TABARRU’ (gift or donation) and the risk is shared collectively by the group on purely voluntary basis.

The Takaful arrangement can be constructed in a number of ways amongst which the primary methods are briefly described here.
Mudarabah Model

The participant and the takaful operator (or Islamic insurer) enter into a Mudarabah contract for indemnification and sharing of the underwriting results. Participants suffering losses are indemnified in line with stated terms and the remaining surplus is shared between the participants and the takaful operator in an agreed ratio.
This model allows the takaful operator to share in the underwriting results from operations as well as the favorable performance returns on invested premiums.

Wakalah Model 

Cooperative risk sharing occurs among the participants whereas the takaful operator earns a fee for services (as a Wakeel or Agent).
The operator earns an upfront deductible fee which can be in the form or percentage of premium of fixed amount and shares in the profit from investments, but does not share in the results of underwriting.
Wakalah based on Waqf Model

In this arrangement the participants agree to relinquish as “donation” (Tabarru ) certain amount of money defined as percentage of premium or a fixed amount linked to some factor.

The Takaful Fund, consisting of the contributions paid as Tabarru, is invested by the takaful operator based on principle of Islamic modes of investment, through which the element of interest (riba) is avoided.

A Waqf Fund is established by the shareholders of the takaful company through the contribution of a “ceding amount” (derived from the capital) to compensate the beneficiaries or participant of the takaful scheme. Any person joining the arrangement and contributing to the Waqf Fund becomes a member.
The Waqf Fund works to achieve the following objectives:

· To extend financial assistance to its members in the event of losses.

· To extend benefits to its members strictly in accordance with the Waqf Fund Deed.

· To donate to charities approved by the Shariah Supervisory Board.
The Waqf Fund is governed by laid down rules for distribution to the beneficiaries. The Waqf Fund will become owner of all contributions and has the right to act as a legal entity as per its terms for investment, compensations and dealing with the surplus amounts.

The takaful operator may distribute the surplus amounts on the following three bases:

· A portion of surplus is kept as reserve to mitigate the future losses.

· A portion of surplus is distributed among the participants.

· A portion of surplus may be utilized for charitable purposes.

The takaful company, while managing the Waqf Fund, plays two different roles simultaneously. As the operator/manager it will perform all functions necessary for the operations of the Waqf  Fund against a Wakala Fee to be deducted from the contributions of the participants. As the the Mudarib it will manage the investment of the excess funds of the Waqf Fund in Shariah compliant investments and will participate in the profit of the fund’s investments at a fixed percentage of profit.
Islamic Pensions

Although there are no specific Islamic pension arrangements in place the existence of Islamic banking and insurance products means that such products can be formulated if desired.
Pension schemes span both baking and insurance concepts. During the working years a pension scheme accumulates assets to be used after retirement for generating income to replace the lost wages. This phase is like any savings scheme provided by a bank or other financial institution. After retirement, the accumulated assets are used to generate regular income which is the same as purchasing an annuity. As there are established banking and insurance products that are compliant with Sharia principles, developing pension products also compliant with Sharia should not be insurmountable.

Review of Private Pension Law

Purpose

Indonesia enacted law on private, as opposed to public or state, pension funds in 1992 to provide a legal framework for employers and individuals to build savings aimed at providing continuity of regular income after retirement.
The basic statute is law number 11 of 1992 titled “Pension Funds”. Over the years a number of subordinate regulations have been issued to provide detailed requirements in respect of various authorities delegated by the Act.
The Consultant is tasked with review of the Pension Fund law and to provide initial observations relating to implementation of Sharia based private pension funds. In undertaking this review it has been assumed that the current law will be amended to make provision for Sharia based private pension funds. This is the recommended approach so as to ensure consistency of principles across conventional and Sharia based products. However, in the final analysis it may be determined that a separate law is required to have clarity and avoid creation of a complex piece of regulation. In such case, it is strongly recommended that consistency in regulation principles be retained across both laws and avoid any perception of discriminating one in favor of the other.
Any review of a legislation which has been in place for almost 20 years should, in addition to other objectives, also discuss the appropriateness of its provisions keeping in view market developments and changes in international best practice. Thus, observations arising from the review will also include comments on where the law would benefit from updating or amendment in light of this additional objective. It maybe that some observations may be made simply due to translated version of the law not reflecting accurately the original version, they me kindly be excused.
Law 11 of 1992: Pension Funds

Article 1. Para 1

· Pension Fund means the legal entity that manages and implements any program promising Pension Benefits using conventional or Sharia principles.
· Add new para along the lines: “Sharia Pension Fund is a Pension Fund which is purely based on Sharia principles.”

Article 1. Para 4
· Currently financial institutions pension funds can be established by bank or life insurance companies.

· It may be necessary to include family takaful companies if they are considered a different type of provider than conventional life insurance.
· In some countries (examples UK and Pakistan) private pension schemes can be offered by asset management companies which manage mutual fund schemes. It may be appropriate, depending on market conditions, to consider expanding the list in Indonesia to include this type of pension scheme provider.
Article 1. Para 9

· “Pension Benefits” are strictly defined as periodic payments. This needs to be reconsidered.
· It would be appropriate to allow pension funds to accumulate monies for purposes of retirement income although the income may be provided through a different mechanism, such as life or family takaful operator. Those schemes which wish to run on DC principles may find it impractical or inappropriate to be involved in the payout phase but they should still be considered Pension Funds. In fact some DB schemes may also wish to have the choice.

· It would be appropriate to define Pension Benefits as payment or periodic money to participant or accumulation of account balance for the purpose of purchasing such benefits.

Article 1. Para 16.b
· Will require amending to include family takaful and possibility asset management companies. 
Article 1. Para 23

· Definition of disability is appropriate to FIPF arrangements but not EPF arrangements. Is it necessary to go into this detail level in the basic regulation?

Article 2.

· It would be necessary to identify two additional types of funds: Employer Sharia Pension Fund and Financial Institution Sharia Pension Fund.

Article 3.

· In all known examples, the private pension funds are operated as trusts. A full reading of the Pension Funds Act also implies a trust behavior.

· It is recommended that Article 3 be enhanced so as to make this relationship of the legal entity being the “trustees” of the funds under its control and having no rights to those funds under any circumstances.

Article 4.

· This article is intended to prohibit any unapproved pension fund to operate in Indonesia but the language is not consistent with the definition used for Pension Fund in earlier articles. May be appropriate to consider revision.
Article 5. 

· This article requires extension to address requirements for Employer’s Sharia Pension Fund.

· Sharia Pension Fund must appoint a Sharia Supervisory Board, which can also mean contracting with a central Sharia Supervisory Board which may be provided by Pension Funds Bureau or Sharia National Council.

· The Pension Regulations for a Sharia Pension Fund must be approved by a Sharia Supervisory Board.
Article 6. 

· Para 1.(c). Include appointment of Sharia Supervisory Board for Sharia Pension Fund.

· Para 1.(d). The investment directives should be approved by Sharia Supervisory Board for Sharia Pension Fund. 

· Add new para for approval certificate from the Sharia Supervisory Board.

· Para 6.(2). It may be advisable for reasons of transparency to have a separate register for approved Sharia Pension Funds.

Article 8.(2) 

· The ability to convert from conventional to Sharia should be included.
· The regulations under Para (3) will provide details on how conversion will be allowed.
Article 9
· States that accrued rights cannot be reduced by changes in Pension Regulations. But the process of changing regulations is not elaborated. Is Article 6 invoked when Pension Regulations occur?

Article 11

· The “third parties” mentioned in the Article should be restricted to those that are regulated or authorized law and not just any person or group.
Article 13 and 14
· The international practice is to have a Board of Trustees which is responsible for administration of Occupational Pension Funds which can delegate, day-to-day activities to authorized third parties.

· The current effectively divides the authorities and responsibilities of the Board of Trustees between Supervisory Board and Administrator.

· The current law requires to be updated in order to provide greater clarity on the roles, authorities, responsibilities and interrelationships of the Supervisory Board and 
Article 13a (New)
· A new Article 13a is required to clarify the role of the Sharia Supervisory Board and authority to prescribe regulations for appointment and changes to its members as well as prescribing fit and proper tests.
· If an alternative central Sharia Pension Funds Supervisory Board is to be provided then the Pension Funds Bureau requires to be authorized for establishing such a board, appointing and changes its members, and remunerating their services. In addition if the Sharia Pension Funds using the services of such a Board are required to pay service user fee then provisions for such fee collection need to be included.
· A second approach to creation of central Sharia Pension Funds Supervisory Board, would be to have it established under the Sharia National Council and only prescribe fit and proper test for its members and allow Sharia Pension Funds to use its services.

Article 15 to 18
· The provisions on contributions on the whole are more relevant for Defined Contribution plans but not sufficient for Defined Benefit plans. In fact, it would be appropriate to have separate sections by type of plan. In addition, Financial Institution Plans also require separate set of provisions.
· The provisions relating to delays in contributions and actions required in case of such delays are not sufficient especially for Defined Benefit plans.
· The definition of “contributions” to be made by the plan sponsor under a Defined Benefit plan requires greater clarification. This will also require addressing minimum funding requirements under Defined Benefit plans.
· It is not appropriate to stipulate conditions for benefits and contributions. There can be minimum contributions requirements to ensure that the benefits derived are meaningful and usually there will be maximum contribution levels specified by tax law to avoid excessive accumulation of assets under tax sheltered programmes.

· For contributory plans, it is standard practice to include a provision in the rules ensuring that minimum benefits paid under the plan due to any circumstance are at least equal to employee contributions plus profit accrued thereon. This also has implication for Article 24.
Article 19
· In view of current situation some employees feel disenfranchised by employers providing conventional pension funds, it may be appropriate considering an alternative provision for such employees.

· A possible alternative would be for every employer providing access to conventional pension fund (employer based or institutional based) it is necessary to identify one or more Financial Institution Sharia Pension Funds in which an employee can elect to participate in lieu of the employers own scheme. This would require such funds institutional funds to be available but would provide an immediate solution for such employees. The level of contribution will follow naturally from the pension plan regulations for Defined Contribution plans but specific directions will need to be included in regulation for Defined Benefit plans.
Article 21 to 27
· The provisions relate to provisions that are to be contained in pension plan regulations. Article 5.(3) stipulates that subordinates regulations will be issued for defining contents of pension plan regulations. There appears to be conflicting approach as to regulation. A subordinate regulation appears to be the proper choice for such provisions.
· It has to be kept in view that the pension plans being regulated are voluntary in nature. Therefore, incorporating specific benefit structures or benefit types must be done with care and in the right regulations.

· The mandatory scheme for private sector in Indonesia, Jamsostek, provides for a lump sum payment of benefits. Thus, requiring voluntary schemes to provide for monthly income based benefits is unlikely to create mass acceptance.
· A more practical approach would be to allow Defined Contribution and Defined Benefit programs to pay some portion of benefit as lump sum, the international benchmark seems to be 25%. This is usually addressed in the tax law which stipulates that such amounts can be received tax free. Schemes can still pay larger lump sum amounts but the recipient is required to pay tax. To encourage receipt of benefits in monthly income form, the tax law usually provide for favourable tax treatment of income from such plans.

· The provisions in this part of the law require harmonizing and put into a proper framework which supports current and projected private pension environment. Different articles and sub-paragraphs  appear to be conflicting or counterproductive.
· In respect of Sharia Pension Funds, at this point it would not be appropriate to introduce specific requirements in the basic law on benefit payment procedures since it is likely to take some time before full clarity can be achieved.

Article 30
· For Sharia Pension Funds the role of the Sharia Supervisory Board (SSB) will need to be clarified in this Article. The areas requiring elaboration are:
· The investment directives of the founder and any changes must have approval from the SSB;

· The financial institution selected for fund management must have approval from SSB.

· The option of family takaful companies should be added to life insurance companies in paragraphs (6) and (7).

 Article 36.(1)
· It is likely that providing for outstanding contributions for a Defined Benefit program will be insufficient. The employer should be liable for outstanding contributions or difference between minimum funding level and current assets whichever amount is the greater.

Article 36.(2) to (4)
· These provisions are unnecessarily harsh for the employer and may provide windfall gains to beneficiaries. They should be rationalized. 

Article 37.(1)
· It is standard practice to provide for a priority of rights. Current pensioners are provided highest priority; the next category are those still in service but entitled to retire; then come those who have acquired deferred pension rights and any remaining make up the final category.

Article 40
· Category of family takaful companies should also be added. Allowing additional market players, such as asset management companies, may also be considered.

Article 41.(2)
· It would be appropriate to specify a timeline. In fact it is best practice to require a prior approval or prior notice of change before its becomes effective allowing opportunity for regulator to react in advance.
Article 42.(3)
· This Article appears unnecessarily restrictive in allowing different payment process to be included in plan regulations. 

Article 42.(3)
· The role of the Sharia Supervisory Board needs to be included for Financial Institution Sharia Pension Funds. Since these institutions to likely to already have Sharia advisory boards under their parent legislations, they can simply be allowed to use the same.

Article 44
· Category of family takaful companies should also be added.

Article 47
· The intent of this article is not clear, it may be an issue of translation. However, if it envisages withholding of some amounts in the participants balance than it is an infringement of participants’ rights. In the event that there is some basis for withholding any portion of a participants account balance, the law must stipulate as to what happens to the withheld amount.

Article 52.(3)
· The Sharia Supervisory Board should be included in the list of those responsible.

General Observations

The initial review of the Pension Law has, in the opinion of the Consultant, confirmed that Sharia private pension funds can be introduced through an amendment to the existing law and it should not be necessary to develop a parallel legislation of this product.
The current basic law does contain provisions in some areas that are more appropriately left to subordinate regulations, for example the contents of pension fund regulations in respect benefit structures.

The purpose of a basic law is to provide clear basis for authorizing persons/entities wishing to undertake regulated activity. It specifies the submissions required for authorization; what happens in case authorization is not accorded; when authorization may be revoked and consequences of such revocation; when material changes are to be to the activity what submissions and when are they required for continued authorization. If an activity requires different entities to be involved then the authorities and responsibilities of each have to be clearly specified. If necessary the law must specify how each entity involved is to be authorized and remain authorized. The law also explicitly states primary concepts and principles to be followed in carrying out the activity but leaves detailed instructions to be included in different subordinate regulations.
The current basic law is in certain aspects incomplete (for example how plan changes are to be reported to maintained continued approval), while in other areas it contains details best left to subordinate regulation (for example minimum benefit terms and conditions to be included in plan regulations).

A number of current provisions do not represent international best practice or appear contradictory in relation to other; these have been noted in detail under earlier section.

It is understood that the pension law is under review by the Pension Funds Bureau for potential updating. The Consultant is of the view that the optimal approach would be to issue a new law replacing the current version in view of the many significant changes required as assessed. The provisions required for implementing Sharia based private pension funds can also be included in this new law. In addition, the Consultant is of the view that there should be a fundamental review of the strategy for developing the Indonesian private pension fund market keeping in view the current and projected needs of the work force. Such a review will enhance the potential for devising a regulatory framework that will sustain the development of private pension in the long-term rather than reacting to short-term needs.
Review of Study Carried Out on Sharia Based Pension Plans

Introduction
The Pension Funds Bureau created a Sharia Pension Working Group (SPWG) comprising of 20 of it’s staff to research and develop initial ideas on the implementation of Sharia based private pension plans. The SPWG has carried out reviews of other financial regulations used to regulate and supervise financial arrangements (such as banks, insurance, etc.) under Sharia principles. It has also held discussions, meetings and workshops internally and across a wide range of stakeholders in the Sharia based financial industry and senior members of Sharia experts during 2009 and 2010. The SPWG summarized its initial findings and identified issues requiring further research in a document titled “An Assessment of Sharia Based Pension Plans”.
The Consultant is tasked as part of Phase I TORs to review this document and provide initial observations on its findings and issues listed as requiring further research. Phase I TORs also list a number of specific parameters on which initial recommendations of the Consultant were sought.

Review of SPWG Report

The review of the SPWG report, which represents a substantial piece of work having analyzed issues in implementing Sharia private pension funds form all aspects, is best summarized by discussion on the final chapter of the report which is on the conclusions reached and recommendations made for further investigation.

The SPWG report was made available in Bahasa Indonesia and was translated to English by the SEADI office.
The text boxes contain excerpts from the final chapter (Chapter IV Conclusions and Advice) and the Consultants observations are provided below each box.

	CHAPTER IV CONCLUSIONS AND ADVICE
A. Conclusions

The implementation of syariah based pension plan (PPBS
) in Indonesia is possible. Generally, several pension fund schemes and regulations that currently exist can be accommodated by PPBS. However, of course several adjustments are necessary in order not to violate the principles of syariah. Other than that, PPBS also needs a specific additional regulation that is closely connected to the syariah financial institution, for example the regulation regarding DPS
.
Based on the discussion regarding PPBS as elaborated in Chapter Three, it can be concluded as follows:
A. Akad
 (Contract) Format
a.
The contract that can be used between the employer and the participant is hibah. However, the pension benefit promise of the pension plan can also be regarded as wa'ad from the employer to its employees. 

b.
The contract between the employer and the DPPK administrator is wakalah or wakalah bil ujrah.

c.
The contract between the participant and the DPPK administrator is the wakalah bil urjah.

d.
The contract between the administrator and the investee party is determined based on the contract of the respective investment instrument.


· The premise that in setting up a pension plan the employer is making a commitment to providing “grants” to the employee which are not earned as part of his employment rights is misconceived and leads to erroneous description of the basis for a pension scheme. It is likely that Sharia experts will misunderstand and provide inappropriate guidance.
· A contract of employment is an agreement by an employer, an individual or collection of individuals organized in the form of firm or company, to remunerate a person on a specified basis in return for which the person commits to undertaking assigned duties and functions. The reason for the employer to enter into these agreements is to achieve commercial or social objective. There is no explicit or implied commitment that the employer or employee cannot renegotiate the terms of the contract and very often if the performance of the enterprise or the employee is at variance to expectations they often do. Businesses that out-perform expectations result increased remunerations, which can be temporary or permanent adjustments. The converse can also be true; declining business results can cause temporary or permanent reductions in compensation. Similarly, the employee’s individual performance may have similar consequences.
· Employers that provide pension benefits, or any other perks and privileges in addition to cash compensation, only do so if their business has the capacity to pay and it is considered appropriate or necessary in view of market practice or business strategy. It has been seen that those employers providing perks and privileges have relatively lower cash compensations and vice versa. No perk or privilege, including pension benefit, is provided for “free” i.e. without additional commitment or risk exposure by the employee.
· Pension schemes are part and parcel of an employee’s work contract with the employer. They are not grants or unearned benefits even if there are no explicit contributions made by employees.

· The pension scheme regulations as a standard contain provisions authorizing the employer to organize the scheme on behalf of the members and this would include appointing administrators, other service providers and technical experts as and when needed. It is international practice for employment contract to include an indication that the employee has read the pension scheme regulations and agrees to the terms contained therein (this would include giving employer the authority to deduct contributions from employee’s salary if the scheme is contributory).
· The employer would therefore enter into agreement with service provider(s) as it considered appropriate or required by local regulations to manage and implement t the scheme. These agreements could take the form of wakalah bil ujrah (i.e. fee based contract). 

	B. Institutional Scheme
a.
To ensure the legal certainty, the government needs to ratify a regulation that is expected to be the legal guidance to the implementation of pension plan based on syariah principles. 

b.
The implementation of PPBS can be done in 3 ways, namely: establishing a pension fund that runs a syariah based pension plan, either through a new establishment or through conversion, implement PPBS with a syariah business unit scheme, or provide a syariah investment package to DPLK
 and DPPK
 PPIP
. 

c.
The merger of pension fund can be made between a syariah pension fund to a syariah pension fund or a conventional pension fund to a syariah pension fund. However, The merger of syariah pension fund to a conventional pension fund is regarded not in line with syariah principles.


· The Consultant agrees that Sharia pension plans should be regulated as is the case currently for conventional pension plans. In both cases the pension benefits represent significant employee assets accumulated over their working lives to manage old-age financial needs and require to be safe guarded since the employees have little or no direct control over them.

· Three approaches are considered for providing Sharia pension plans, but the translation does not allow full understanding of each option and hence no comment can be provided. However, a general principle should be established under which if an employer provides a conventional plan only, and then the employer must indentify Sharia pension plan(s) offered by financial institutions to which employees can elect to become members. The contributions from employer and employees would be equivalent to those under the employer provided conventional plan. Guidelines would need to be issued to ensure that equivalence is determined on consistent and fair basis. Similarly, if an employer was to provide only a Sharia pension plan then alternative option should be available to employees wishing to become members of a conventional plan offered by a financial institution.

· The Consultant recommends that laws and regulations should have consistency of treatment. When the Sharia pension plan regulation is first introduced it is practical to provide a one-time window of say 12 months for conversion from conventional approach to Sharia based approach. Thereafter, no conversions should be allowed.  Any employer wishing to convert would be required to liquidate one and launch the other. In both cases, employees should have the option as described in the preceding paragraph.

	C. Scheme Stewardship 
Pension fund that implements PPBS must have human resources that is competent in the field of syariah.

D. Scheme Good Governance
a.
PPBS must have a DPS to carry out the supervisory functions related syariah aspects in order that all business activities of syariah entities are in line with the provisions and principles of syariah that has been doctrine by DSN. 

b.
DPS can be in the form of a separate organ equal to the supervisory board. However, for cost efficiency, DPS can also be one of the members of the supervisory board of the pension fund. Specific for DPLK, the position of DPS can be doubled by a member of DPS in the founding company.


· This is an important and primary requirement. It can be seen that Islamic financial institutions all around the world fulfill this requirement through the appointment of a Sharia supervisory/advisory board which is appointed with the approval of the highest Sharia body in a jurisdiction. This is also the case in Sharia banking and insurance in Indonesia.
· It does not appear appropriate to rely on a single individual to provide oversight on compliance with Sharia principles. A more suitable approach would be to provide for suitably qualified Sharia boards located in major economic centers that could be accessed on a fee for service or annual retainer basis. This would allow training of defined groups of Sharia experts on matters relating to pension funds and financial transactions in general and allow Sharia pension funds to use their services. This will assist in keeping the costs under control and ensuring availability of sound consistent advice.
	E. Contribution Scheme

a.
There are two possibilities in the approach scheme for the pension plan contribution based on syariah principles, namely the wa'ad scheme and the hibah scheme. In the wa'ad concept the funding source (contribution) for pension fund is appropriately the responsibility of the employer if using the hibah scheme, additional funding from the employee (participant contribution) is possible as long as agreed in the form of a contract and the participant's funds is separated from the hibah funds of the employer. 

b.
There are several opinions on the status of the contribution that has been deposited to the pension fund. One of the opinion is that the contribution as a hibah that is deferred from the employer to the participant. 

c.
The contribution amount of the employer and the contribution of the participant for DPPK PPIP and DPLK can be determined based on the agreement of both parties. 

d.
Referring to the doctrine of DSN regarding General Guidelines of Syariah Insurance that also regulates the use of certain referrals as a tool to calculate the premium, so it can be concluded that the use of actuary assumptions in the determination of the contribution for DPPK PPMP
 is allowed. However, the use of such assumptions surely must be free of riba elements. 

e.
The imposition of sanctions on delayed payment of contribution to the employer can still be made. Nevertheless, the basis for determining the delay interest penalty that refers to a certain bank interest rate must be eliminated. Such interest penalty can be replaced by a sanction of ta'jir nature and the amount has been pre-agreed Revenues from such penalties must be used as social fund and not as a pension fund property.


· As discussed earlier the issue of providing pension benefits under Sharia requires further discussion on the basis that these benefits are part of employee’s rights earned as part of his/her employment contract. The Consultant expects that, once the underlying principles are understood by Sharia experts, both defined benefit and defined contribution programs should be acceptable under Sharia principles.
· The categorization of past contributions as “hibah”, i.e. donations or grants, is misconceived and requires further discussion and debate.
· Islamic banking and insurance processes both recognize that accumulated funds can generate income; this means that the nominal value of money will change overtime. The mechanism of discounting future money to arrive at current values is a reflection of this process. Thus, there should be no issue in use of discounting technique to balance income and expense streams. The assumptions used in such discounting techniques must be in relation to Islamic financial instruments.
· The imposition of late payment penalties results when the employer does not meet its contractual obligations in a times manner. It is normal practice in Islamic financial contracts to include defined penalties in case of any party failing in its responsibilities. The penalties must be specified but can change during the contract term, i.e. do not have to be constant. In addition penalties can be specified in relation to an external index or parameter provided that it is determined on Islamic principles. 

	F. Wealth Management Aspect
a.
Based on 16 (sixteen) investment instruments that are available in the provisions regarding pension fund investment, the majority of investment instruments have already a syariah investment alternative. 

b.
Syariah based pension plans can still be classify its investments in a trading group under the condition that the mechanism must be syariah compliant. 

c.
Basically, all contracts either tabarru contract or tijarah contract can be applied on PPBS investment transactions. 

d.
The arrangement of affiliated is not specifically regulated in Islam. However, the government is considered to be able to regulate affiliated as long as the regulations on these affiliates have a positive value. 

e.
The use of investment managers by PPBS is allowed as long as the participants as owner of the funds understand the fund management by the investment managers.


· The development of the Islamic banking and insurance industries clearly indicates the availability of Sharia compliant investment vehicles.

· However, pension funds are unique in that they require access to large amounts of long-term investments which are generally lacking especially in the bond market. This is not an issue for legislation but one of Islamic financial market development and must be highlighted to those making policies in this area. 
	G. Pension Benefits Aspect
a.
The pension benefit promise in PPIP relatively does not contain the indicated element contradicting the syariah principles. The pension benefit in this program is similar to the accumulated individual savings that is to be returned at retirement age.
b.
If the pension plan is regarded as wa'ad, the pension benefit promise specific to PPMP relatively does not contradict with the syariah principles. In line with its characteristics, wa'ad is a one sided promise so there will be no transfer of risks that is haram in nature. 

c.
If the pension plan is carried out using a hibah contract scheme, the pension benefit promise in PPMP basically is a hibah object. Thus, in this pension plan, there is relatively no potential of loss risk bearing by one party on another party considering that the hibah contract is not included in the business transaction (tijarah contract). 

d.
The deferred pension benefit principle seems to be still in line with syariah principles. If the pension benefit is considered as wa'ad from the employer, the deferred benefit can be classified as a requirement by the employee/workers to obtain the "promise" of the employer in the form of such pension benefit. In the context of pension benefit being part of a contract, the deferred benefit principle can also be applied under the consideration that this principle can be stipulated in the contract. 

e.
From a regulatory point of view, the government regulations that requires deferred payment of pension benefit is regarded in line with syariah principles. This is based on the Islamic rule that states that government policies must be adhered to as long as such policy is based on a policy that provides goodness to the people. Based on such rule, the deferred benefit can also be applied to autonomous participants in DPLK. 

f.
If the pension benefit is regarded as a wa'ad/promise of the employer, then the employer can amend the pension benefit amount that is promised. 

g.
Under the consideration that the pension benefit is a wa'ad of the employer, the difference of the pension benefit amount due to the time difference of payment and the time the rights are calculated seems not prohibited by syariah. If viewed from the point of a hibah, the difference of the pension benefit amount may be carried out as long as regulated as part of a requirement or a clause of the membership agreement of a participant in the pension plan. 

h.
The payment of pension benefit for a lifetime by the administrator of DPPK PPMP is regarded in line with syariah principles as these pension benefits basically is the liability of the employer and forms part of the contract (akad) in funding the pension plan as agreed at the time of establishment of DPPK. 

i.
A lifetime annuity is prohibited according to syariah principles as there are uncertainties (gharar) in the transactions and there is a risk transfer of longevity to the insurance company. 

j.
The payment of pension benefit in the form of annuity can be exchanged with a programmed withdrawals/term annuity scheme.


· Until the Pension Funds Bureau and Sharia experts determine and agree on the origin of the occupational pension obligation, i.e. whether it is a part of employment terms and conditions or an external social program, it will not be possible to address the questions raised in this section.

· The applicability of “hibah” and “wa’ad” principles will become clear once the origin of the pension obligation is defined.

· It is true that Sharia prohibits arrangements that contain elements of “gharar”, which requires there to be no uncertainty regarding subject matter or terms of a contract. However, there are established Islamic principles whereby groups of individuals may pool assets and provide mutual guarantees to each other for social and financial security. These principles form the basis of Islamic insurance and there is no reason why these concepts cannot be translated to annuity products. In addition, as stated in the Report there other options available for managing the payout stage, such as income drawdown (also known as scheduled withdrawals) or annuities certain, which are not subject to Sharia prohibitions. Thus, solutions to the payout stage can be developed in a Sharia compliant environment.
	H. Aspects of Development and Supervision
The imposition of delay penalty on late submission of pension fund periodic report by the regulators can be done with the purpose to educate or increase the commitment of the pension funds. However, such penalties cannot contain the element of riba and is not recognized as property. Revenues from such penalty must be used for social purposes.


· The purpose of penalties is two-fold. First it acts as a deterrent against inappropriate behavior. Secondly, they distribute the cost of supervision and monitoring in a more fair manner: those participants that do not follow rules create need for greater monitoring and, thus, should shoulder more of the supervision costs. 
· Pension Funds Bureau staff and infra-structure costs form part of general government expenditures but to keep these costs at sustainable levels the fines and penalties should be used to offset the Bureau’s operating costs. It does not seem appropriate to redirect income from these sources for social purposes.
· There should be no difficulty in keeping basis for determining amount of fines and penalties free from “riba” since there will be alternate Sharia compliant reference indices available for use. 
	B. Advice

The review on syariah based pension plan performed through 2009 and 2010 has not been able to answer all questions that arise related to whether or not a mechanism in several aspects of the execution of pension fund meets the syariah principles. Therefore, in the future such issues need to be reviewed again together with competent parties in the sector of syariah, specifically experts in Islamic economy.


The PPBS review in the future years need to focus itself on open topics from 2009 and 2010, namely:
1. Institutional Scheme
a.
Which scheme is most appropriate to be implemented in Indonesia, Syariah Based Pension Fund or Syariah Based Pension Plan that is executed both by DPPK and DPLK? 

b.
Can an employer that carries out non halal business include its employees in a syariah pension plan? 

c.
How is the pension fund scheme and merger procedure either between syariah pension funds or from a conventional pension fund to a syariah pension fund? 

d.
How is the separation scheme of a conventional pension fund that later the pension fund furthermore forms a new syariah based pension fund ?


· It is recommended that the Pension Funds Bureau in developing the law focuses on framework issues and allows experience to provide solutions to the detailed matters. Issues such as whether defined benefit schemes can be offered under Sharia do not require the framework law to make a determination and are best left to later detailed subordinate regulations and/or guidelines which can be modified readily as experience dictates.
· In respect to who can setup a Sharia pension plan is also a matter left to subordinate regulations that are primarily the domain of Sharia experts. What is important from the Bureau’s perspective is to ensure that all employees in pensionable service are given access to pension benefits even if this requires the employer providing option of selecting institutional pension plan.
· It is recommended that long-term principles should not be influenced by current conditions. There is benefit in allowing mergers between conventional and Sharia funds, they should be kept separate always. Employers should have the right to close conventional or Sharia funds and transfer the assets to other funds provided that those funds can accept the types of assets being transferred. Conversions or splits are only required for the current schemes as a transition process.
· All pension funds should be independent entities both legally, financially and administratively. There should be no intermingling of assets and liabilities of different funds even if they are by the same employer. This should not prohibit a single entity/group from managing different funds provided all the requirements for each fund under law are being met. 
	2. Contribution Scheme
a.
How is the mechanism of contract between the employer and the employee in the event that the participant contributes to the pension fund? 

b.
Is the additional contribution concept available in PPMP in line with the syariah principles?

c.
Is the hibah amount indeed fixed and cannot change based on an actuary valuation?


· The questions posed in this paragraph will largely be resolved once the origin of the pension obligation is resolved.
· If regular contributions for a particular plan are acceptable under Sharia, there is no reason for past contributions or adjustments to be prohibited. Islamic insurance products can have variable contributions/premiums which are determined from time-to-time.
· Contributions determined by actuary are estimates of likely costs; actuaries cannot guarantee costs of defined benefit schemes. In case of cost increases the employer and the employees, in case of contributory schemes, determine whether the scheme can be continued or if modifications are required. Changes to the scheme, whether they are benefit or contribution related, are considered a revision in the employment terms and conditions.
	3. Wealth Management Scheme

a.
What are the tijarah contracts most appropriate for PPBS? 

b.
Do the regulators need to regulate the contracts used in an investment transaction? 

c.
Does each investment execution need to be approved by DPS? 

d.
In the implementation of PPBS, other than fund management (investment) that has to be in line with the syariah principles, which aspects need to regulated differently from the conventional pension plan, in order that PPBS conforms completely to syariah principles? 

e.
The current Indonesian economic environment is not pure syariah therefore it is most likely inevitable to transact with conventional institutions. How to ensure that PPBS remain under syariah principles? 

f.
Is the property investment assessment method different between syariah and conventional?


· The questions posed in this paragraph are not issues that are solely faced by Sharia pension funds. The Islamic banks, insurance and other financial entities operating in Indonesia will be facing the same concerns. The Pension Funds Bureau should provide framework and guidelines that are in harmony with those given by regulators of the other institutions since it is fair and practical to have consistency of treatment in a single jurisdiction. 
	4. Retirement Benefits Scheme
In the event that a pension fund includes a participant to contribute, is the regulation that does not allow a participant to take the pension benefit prior to reaching the retirement age justified according to syariah?


· This question is not just appropriate for Sharia pension plans but all pension plans.
· A framework law on pension should provide for minimum benefit standards both in contributory and non-contributory schemes. The term used for this type of legal provision is “vesting of benefits” and generally there are minimum vesting requirements under law.

· For contributory schemes it is standard practice to provide for a guarantee that the benefits received by an individual, or his heirs, will not be less than the contributions made by that person plus investment income accrued thereon.

	5. Coaching and Supervision Scheme
a.
How is the syariah audit mechanism to find out if a financial institution is truly managed in line with the syariah principles? 

b.
Who performs the syariah audit (can DPS perform such syariah audit or are there other parties)? 

c.
Is it necessary to make a separate syariah pension fund report (financial statements, investment report, and actuary report)?


· The ultimate authority to declare transactions or processes as being Sharia compliant lies with the Indonesian Sharia National Council. The Council may allow specific authorities to be exercised by Sharia Supervisory Board, internal/external auditors, Pension Funds Bureau or other persons for which it will issue specific guidelines. These authorities and guidelines may be changed only at the direction and discretion of the Council.
· The process of Sharia audit is in early development but is being done both for Islamic banks and insrance companies. All those entities involved in financial audit processes can and should play a role in respect of Sharia compliance audit. This would require these entities to develop capacity in Sharia principles and rulings and to carry out continuous development in such capacity.
· As discussed earlier, there is no benefit to allowing conventional pension funds to operate Sharia pension funds as a subsidiary account. A pension funds should either be conventional or Sharia. Employers and financial institutions should be allowed to have both types of funds in parallel. The reporting required would be defined by type of benefit (defined benefit or defined contribution) and type of fund (employer or institution). However, contents of reports would vary by conventional and Sharia based funds.
Initial Recommendations on Paramters

As part of Phase I TORs, the Consultant is required to provide initial recommendations in respect of specific parameters of Sharia Pension Funds based on best practices. All the parameters listed in the TORs have been discussed in the preceding section (Review of SPWG Report) which includes the Consultant’s initial recommendations on these parameters.

Study Tour

International comparative study

To assist the preparation of Sharia based private pension plans regulation, the Pension Funds Bureau considered it appropriate to undertake a comparative study of international practice and supervision methodologies for Islamic pension funds. However, the Consultant’s search for locations where such examples exist produced no options. It is quite likely that Indonesia may be the first jurisdiction where such a product is being formally developed and adopted. Therefore, an international comparison is not possible.
The natural follow on question arises whether other objectives can be achieved through an international comparative study or study tour which would benefit the Pension Funds Bureau in developing the Sharia Based Pension product.
Objective of study tour
Initial interactions with the Pension Funds Bureau staff, review of current law and research paper on Sharia based private pensions suggested that the Bureau would benefit from the following:
· Review of international private pension environments having established well defined private pension regulations and technically strong supervisory bodies.
· Review of established international environments having clear prudential regulations for authorizing Sharia based financial arrangements in banking, insurance and asset management.

· Interaction with established research institutes working on issues relating to development of Sharia based financial products in areas of insurance, banking and mutual funds.

· Interaction with established universities providing graduate and/or post-graduate studies in Islamic finance including topics of insurance, banking and other financial products.
These reviews and interactions would assist in enhancing the Pension Funds Bureau’s capacity to engage in productive discussions with Sharia experts of Indonesia for developing a Sharia based private pension fund product. There is information available on the internet to attempt such a review but it is at times scattered, limited or incomplete. Furthermore, interaction with research institutes and established universities by remote would be limited and consume considerable elapsed time.
A more efficient and productive approach would be to carry out this research and interaction through a study tour provided a suitable location can be identified.

As stated earlier, there is no location where a Sharia based private pension product is available for study. However, such a product can be developed in any location which allows Sharia compliant products in insurance, banking products and asset management. There are a number of potential locations where such environments exist.
Study Tour TORS and Expected Outcomes

The Terms of Reference for the study tour of the selected location should include the following:
1. To develop a brief on the private sector pensions market prevailing in that location covering occupational pension and personal pension products.

2. Understand requirements for authorizing Sharia compliant financial institutions (insurers, banks, asset/portfolio managers. Etc.) and their products. This would include but not be limited to:
i. Submissions required for registering/licensing of financial entities and for ongoing monitoring; 
ii. Fit and proper requirements for Sharia advisory board and key officers of the financial institution including continuing professional development standards;

iii. Submissions required for product approval and ongoing monitoring of products including their marketing, servicing and dispute resolution;

iv. Types of products and structures currently considered Sharia compliant and those specifically excluded. This should also include the permitted contractual arrangements for each product type;

v. How authorizing body confirms Sharia compliance (i.e. through internal or external Sharia experts or combination of both). In case of internal Sharia experts how they are recruited, trained and retained. In case of external Sharia experts how their understanding of financial products is ensured and further developed.
3.  Understand working of private pensions regulator especially in relation to but not limited to:
i. Submissions required for registering new DB/DC plans and for amending existing DB/DC plans;

ii. Legal structure of plans and responsibilities/authorities of sponsor, member, administrator, fund manager, technical advisors/experts.

iii. Standards/guidelines issued regarding membership, contributions, benefits, etc. for DB/DC plans;
iv. Standards/guidelines for vesting of DB and DC benefits;

v. Standards/guidelines for determining transfer values between plans, especially from DB to DC or DC to DB;

vi. Standards/guidelines on benefit payments especially from DC plans including options for annuitization; income drawdown/scheduled (or programmed) withdrawal;

vii. Standards/guidelines on fund closer or merger or splitting especially for DB plans;
viii. Limitations on plan investments and mechanism for monitoring, especially for DC plans and whether standards/guidelines provide for members right to choose investment options and how default option is constructed;

ix. Standards/guidelines for solvency determination and actions taken to ensure solvency, especially minimum funding requirements for DB plans;

x. Market information: trends in types of plans, benefits, investments, etc.

4. Interactions with research institutions and universities would be in respect of:
i. Understand the topics being researched at the institutions relating to Sharia based pensions or determine interest and potential for research in such topics;

ii. Determine possibility of establishing communication links for sharing information on developments in Sharia based finance which could impact retirement income planning;
iii. Determine potential for jointly developing material which could assist in Pension Bureau enhancing capacity of its staff in respect of Sharia principles and/or Indonesian Sharia experts in understanding pension plans;

iv. Share copy of study carried out on Sharia Based Pension Plans by the Pension Bureau to obtain feedback and comments which may assist in furthering the purpose of the study;

v. Understand the academic course contents offered by the universities and determine if any have suitability for future training of Pension Bureau staff or Indonesian Sharia experts.

vi. Share copy of study carried out on Sharia Based Pension Plans by the Pension Bureau to determine potential of university faculty in researching issues arising from the study.

Location for Study Tour

In view of there being no jurisdictions where Sharia based private pensions are being provided in a regulated manner and also keeping in view the objectives described above for the study tour, the Consultant has short listed the following three locations:
5. United Kingdom

6. Turkey

7. Malaysia

United Kingdom (UK)
The UK has well established mandatory and voluntary (occupational and personal) pension schemes in place that are well regulated and used by vast majority of its work force. An outline of the schemes being offered is included in the country brief included in the attachments to this report.

The regulatory bodies and their processes in UK are also well established and staffed by technically skilled and trained employees who are supported by advanced IT systems. These regulators are well versed in authorizing Sharia based financial entities and their products in the fields of banking, insurance and asset management. These regulators are in the forefront of implementing risk based supervision processes and can offer insights into similar approaches for Sharia products.
There are institutes that have been involved in development of Sharia based financial products and processes as well as universities that have developed and are offering graduate and post-graduate studies in the area of Islamic finance. These organizations offer the possibility of collaborating on developing Sharia based pension concepts and products.
Turkey

Turkey went through a significant pension reform approximately 10 years back and devised a well structured environment for developing and regulating private pensions. The private pension program is beginning to reach significant proportions. A country profile is included in the Attachments to this report outlining the pension environment prevailing there.

The insurance operators there also provide annuity products which can be used by the private pension schemes. The country therefore offers an opportunity to see how a private pension structure can be devised and implemented in an Islamic country. It should be noted that Turkey does not make a distinction between conventional and Sharia based private pensions.
Although the country is adopting EU standards in its financial regulatory framework the process is still ongoing and the staff of the regulating bodies is not experienced as in UK.
It is quite likely that there are institutes and educational organizations involved in research and dissemination of knowledge in the field of Islamic finance but no specific entity could be identified using internet search engines.
Malaysia

Malaysia has many financial products in line with Sharia in the areas of banking, insurance and asset management. However, its pension related products and programmes are not yet fully developed. In fact Malaysia has only very recently passed a law to develop and regulate its private pension industry for which a number of regulations are still expected. The country profile for Malaysia is also included. Malaysia would not be able to provide technical know-how on regulation and supervision of private pensions.
Available information suggests that Malaysian Takaful (Islamic) insurance operators can and do offer takaful annuity schemes. Such schemes form an integral part of any private pension scheme and it will be necessary for Indonesia to develop similar products. However, it should be noted that the private pension law being implemented has not so far made any distinction between conventional and Sharia based private pensions. 
There are a number of institutes and educational organizations involved in researching and developing Sharia based concepts and products in the field of finance. These could provide useful forum for discussion of Sharia based pensions.

Recommendations Regarding the Tour
In view of the available information it would appear most useful for the Pension Funds Bureau to carry out a study tour of UK. Such a tour would maximize the learning opportunity and potentially provide contact for further interaction and sharing of knowledge.
If time and resources allow it would be advantageous for the Pension Funds Bureau to consider a second tour to either Turkey or Malaysia.

In order to meet with all the market players relevant to Islamic pension funds in any location it will be necessary to have a delegation comprising 3-4 individuals and which is in location for 5 working days. It may be appropriate to consider larger delegation or longer duration especially if the selected tour location requires local travel to meet all the relevant entities.
In view of the timeline being followed by the Ministry of Finance for completing the drafting of the Sharia Pension Funds Law, it will be essential that the tour takes place in the first 1-2 months of 2012 Bureau. A tour scheduled for later would not have much value from the law drafting perspective.

ATTACHMENTS

Brief on United Kingdom

State Pension

The public scheme has two tiers, (a flat-rate basic pension and an earnings-related additional pension), which are complemented by a large voluntary private pension sector. Most employee contributors “contract out” of the state second tier into private pensions of different sorts. An income-related benefit (pension credit) targets extra spending on the poorest pensioners.

Qualifying Conditions

State pension age, currently 60 for women and 65 for men, will gradually be equalised by 2020 to 65 for both. In addition state pension age will increase to 66 between 2024 and 2028; to 67 between 2034 and 2036 and 68 between 2044 and 2046.
To qualify for the basic state pension, people need: i) to pay; or ii) have been treated as having paid social security contributions; or iii) have credits for 30 years with proportionally reduced state pensions available where a person has a minimum of one year’s contribution or credits.

Contributions

For the 2011-12 tax year.

If employed then
· if you earn more than £139 a week and up to £817 a week, you pay 12 per cent of the amount you earn between £139 and £817

· if you earn more than £817 a week, you also pay 2 per cent of all your earnings over £817 

If self-employed then you pay Class 2 and Class 4 National Insurance contributions. The rates are:

· Class 2 National Insurance contributions are paid at a flat-rate of £2.50 a week 

· Class 4 National Insurance contributions are paid as a percentage of your annual taxable profits - 9 per cent on profits between £7,225 and £42,475, and a further 2 per cent on profits over that amount 

Benefit Calculation

The full basic state pension for a single person is GBP 102.15 per week in 2011/12. 

For earnings between the lower earnings limit (GBP 5,304 per year in 2011/12) and the low earnings threshold (GBP 14,400), the replacement rate is 40% of the difference. Over the next range, the replacement rate is 10%, ending at GBP 32,592 in 2011/12. Between this threshold and the ceiling, the replacement rate is 20%. The ceiling is GBP 40 040 in 2008/09. The benefit value is calculated on average lifetime salary, with earlier years’ pay uprated in line with average economy-wide earnings. The benefit is then price-indexed after retirement. From a date to be set, the earnings-related benefit will gradually phase into a flat-rate type of benefit.

Contracting Out

Some 35% of employees are “contracted-out” of the state second pension (the additional pension element of the State scheme), into an occupational pension scheme (provided by an employer), a personal pension or a stakeholder plan (both provided by financial-services companies). Occupational schemes are mainly defined benefit and whilst there was a rapid growth in defined-contribution occupational plans, numbers have since fallen. In broad terms, for employees who leave the state system (contract out) into a private pension arrangement, both they and their employer pay a lower rate of National Insurance contributions. For a contracted-out defined-contribution pension plan, the employer and employee continue to pay the full rate of National Insurance contributions (although there is a small reduction in the case of defined-contribution occupational plans), but the State makes a contribution to the plan, related to the employee’s age, referred to as the rebate. Schemes which are contracted-out on defined-benefit basis must meet a minimum benefit standard as set out in the Reference Scheme Test. The Pensions Act 2007 includes measures to abolish contracting-out on a defined-contribution basis, expected to happen from 2012. The government sets the social security rebates, reviewed every five years, on the advice of the Government Actuary. The rebates are designed to broadly reflect the value of the state pension rights forgone as a result of being contracted-out.

Voluntary Pensions

Voluntary pensions consist of Occupational and Personal plans these can be:
· Occupational pension schemes Pension Act 1995

· Occupational pension plans for government workers

· Personal pension plans

· Stakeholder pensions


Occupational Voluntary

While the State Second Pension (S2P) system is compulsory, employers can opt out and establish contracted-out occupational pension plans. Specific PAYG pension plans do exist for civil servants, but are not discussed in this brief.
Occupational pension plans are common in the United Kingdom, as the benefits provided by the public pension plans are relatively low. Traditional final average-pay DB plans were the norm in the United Kingdom. However, many are now closed to new entrants and have been replaced by DC plans. Occupational pension plans are set up by the employer and are always operated under trust, primarily to benefit from tax concessions, but also to ensure that assets are kept separate from the sponsoring employer.

Coverage

Any worker who opts out of the S2P system may join an occupational pension plan. In 2006, 47.1% of the employed population was covered by occupational plans. employed population was covered by occupational plans.

Typical Plan Design
Typical defined benefit plans in the United Kingdom cover employees who have contracted out of the S2P system. A common accrual rate for such a plan would be 1/60th of final average earnings for each year of service. DB plans typically require employee contributions at an average level of 6% of earnings.
Typically, defined contribution plans are not contracted out. Average contribution rates to DC plans would be 6% for the employer and 5% for the employee. Private-sector DB plans are almost always funded, since funding is a requirement for obtaining tax exemptions. Some public-sector DB plans are unfunded or only notionally funded, in contrast to those in the private sector which are always funded. Benefits take the form of a lump sum (maximum 25%) and/or annuities, while income drawdown arrangements are possible up to the age of 75.

The normal retirement age is 65 for men and 60 for women, while in 2006 the average effective retirement age was 64.2 for men and 61.8 for women.

Taxation

Employee contributions are tax-exempt. Investment returns are generally free from income and capital gains tax. Lump-sum payments are tax-free.

Personal voluntary

People may also participate in a personal pension plan and so-called “stakeholder pensions”. These plans are provided by life insurance companies and banks. Employers may offer personal pension saving plans to their employees by means of group personal pension plans. Personal pension plans are very similar to stakeholder pensions, but offer more flexibility. These are known as “contract-based DC plans” and operate on a different basis to occupational DC plans.

Personal pension plans may offer substitute benefits to individuals who contract out of the S2P and stakeholder pensions.

Coverage

Personal pensions are available to almost everybody under age 75, including people in employment, fixed-contract workers, the self-employed, and people who are not actually working, but can afford to make contributions.

Employers who do not offer employees an occupational pension plan or a personal pension plan into which they contribute at least 3% of salary, must offer a stakeholder pension.

Contributions

Contribution levels are laid down in the contract between the provider and the saver. There are no legal maximum contribution levels. Contributions can be paid on a weekly or monthly basis, or made as a one-off payment.

Benefits

Personal pension plans, also called “money purchase plans”, are defined contribution in nature. Up to 25% of pension assets can be paid out as a lump sum, with the remaining assets being paid as annuities. The saver may appoint a beneficiary, who can receive the benefits from the moment the saver decides to withdraw his pension benefits. Benefits are generally available from age 55. 

Fees

Stakeholder pension providers may charge no more than 1.5% of asset value in charges per year. This goes down to 1% after 10 years of membership.

Taxation

Tax relief can be obtained on contributions. For every pound paid in, the tax authorities will pay an extra 28 pence into the account up to the level of a person’s salary (subject to an annual limit of GBP 215 000). It is possible to contribute up to GBP 3 600 per year (GBP 2 880 plus tax relief) into a stakeholder pension plan even for people who are not earning. The lump sum is tax-free, while annuities are taxed.

Market information

Occupational Voluntary

The distribution of pension plan sizes in the UK is somewhat skewed, with a large handful of very large plans and over 50% of plans with less than 100 members. Some 1,600 plans with over 1,000 members account for approximately 85% of membership. Current DB membership stands at 22.2 million. This is contrasted with 6.2 million DC members. It is estimated that only 56% of DB benefit plans remain open or partially open. At the end of 2006, total assets of occupational pension plans amounted to GBP 1,088 billion (USD 2,004 billion).

Personal Voluntary

Personal pension plans are similar to stakeholder pensions, but they offer a wider range of investment options. Stakeholder plans must offer a default investment option, which has to include a lifecycle investment pattern – a less risky investment from five years before retirement.

Plans must have either trustees or stakeholder managers (insurance company, bank, or building society). Those enrolled in occupational plans may additionally join a personal pension plan.

In 2004, around 5.3 million people were enrolled in a personal voluntary plan.
Regulatory and Supervisory Authorities

The Financial Services Authority (FSA)
The FSA is an independent non-governmental body having statutory powers to regulate the financial services industry and accountable to Treasury Ministers and, through them, Parliament. 

It is a company limited by guarantee and financed by the financial services industry and therefore operationally independent of government.
The FSA authorizes all regulated activities which include among others accepting deposits; issuing e-money; effecting or carrying out contracts of insurance as principal; dealing in investments (as principal or agent); arranging deals in investments; managing investments; assisting in the administration and performance of a contract of insurance; safeguarding and administering investments; establishing etc collective investment schemes; establishing etc stakeholder pension schemes; providing basic advice on stakeholder products; advising on investments.

Those firms intending to carry out regulated activities must also identify the investments they will be concerned with which include deposits; electronic money; rights under a contract of insurance; shares etc; instruments creating or acknowledging indebtedness; sukuk (Sharia compliant debt instruments); government and public securities; instruments giving entitlement to investments; certificates representing certain securities; units in a collective investment scheme; rights under a stakeholder pension scheme; rights under personal pension scheme;

Website: www.fsa.gov.uk
Phone: (+44) 20 7066 1000
Address: 25 The North Colonnade, Canary Wharf, London E14 5HS
The Pensions Regulator (TPR)

TPR is empowered by the UK government to regulate work-based pension schemes. TPR’s role is to ensure people responsible for providing access to and managing work-based pensions fulfil their obligations. TPR works with trustees, employers, pension specialists and business advisers, providing guidance and education to make clear what is expected of them and enabling them to achieve high standards.
The powers of TPR fall into three categories: i) investigating schemes, gathering information to help identify and monitor risks; and ii) putting things right, taking actions where problems have been identified; and taking actions against avoidance, ensuring employers do not evade their pension obligations.

Website: www.thepensionsregulator.gov.uk
Phone: (+44) 845 600 0707

Address: Napier House, Trafalgar Place, Brighton BN1 4DW

The Department for Work and Pensions (DW&P)
The DW&P supports its Ministers (Secretary of State for Work and Pensions, Minister for Employment, Minister for Pensions, Minister for Disabled People, Minister for Welfare Reform) in developing and implementing policies and strategies aimed at: people who receive benefit ; people who need help to get work; disabled people; older people; people who get the State Pension.
DW&P delivers its customer services through three operational organizations: the Pension Service; Disability and Carers Service; Jobcenter Plus.

Website: www.dwp.gov.uk
Address: Napier House, Trafalgar Place, Brighton BN1 4DW

Research Institutes and Universities
The Islamic Finance Council UK (IFC)
The IFC is a not for profit body established to promote and develop the Islamic finance industry.  It carries out a range of activities to enhance the Islamic finance industry and to help create an environment where every believer can make financing decisions in accordance with their principles. The IFC focuses on:

· providing policy advisory and technical support to Government bodies (tax and regulatory authorities, et al),

· tailored training and capacity building,

· community education and awareness campaigns; and

· optimising Sharia governance frameworks.

IFC has been formally appointed to advise select European Government bodies on policy setting including strategic and tax related considerations. In addition the IFC works in partnership with the Central Bank of Bahrain (Waqf fund) and Central Bank of Malaysia body ISRA, on a pioneering and unique professional development programme for Sharia scholars and those involved in the Sharia assurance process.

Website: www.islamicfinancecounciluk.com
Email: info@ukifc.com
Address:  27 Old Gloucester Place, London WC1N 3AX and

                 33 Bothwell Street, Glasgow G2 6NL

Phone: (+44) 207 193 6329

Institute of Islamic banking and Insurance (IIBI)

IIBI was founded Institute in 1990, as a not-for-profit company with charitable objects, it aims at creating a wider base of knowledge and understanding of the principles and methodologies of Islamic banking and Islamic insurance by delivering the highest quality of professional education, training and research relevant to the needs of the industry and raise awareness across all financial disciplines of the positive benefits of incorporating moral and ethical aspects in all dealings.

Website: www.islamic-banking.com
Email: iibi@islamic-banking.com
Address:  7 Hampstead Gate, 1A  Frognal, London NW3 6AL

Phone: (+44) 20 7245 0404

Academy for International Modern Studies (AIMS)
AIMS is an Islamic Finance Institute operating globally, based in United Kingdom and has made significant contribution in Islamic Finance Industry. Objectives of AIMS are

· To facilitate individuals become industry experts and organization establish better Islamic financial system

· To promote industry professionalism and best practices in IFI
Website: www.learnislamicfinance.com
Address:  44 Robin Hood Lane, Blue Bell Hill, Chatham ME5 9JY, Kent
Durham University

MA in Islamic Finance and MSc in Islamic Finance courses are offered as part of the Durham Islamic Finance Programme (DIFP) located in the School of Government and International Affairs (SGIA). Being the major centre for Islamic banking and finance studies in the West, DIFP and SGIA provide a number of programmes and courses in Islamic economics, banking and finance. Both of these programmes will be jointly offered by SGIA and Durham Business School (DBS) by bringing together the expertise and reputation of two important institutions in their field. The contribution by DIFP through teaching and research over two decades is an indication that the MA/MSc in Islamic Finance will be yet another successful area of the programme, which will further contribute to the reputation of our programme.

The broad aims of MA/MSc in Islamic Finance are:   

· to develop an advanced understanding of the economics and finance and working mechanism and complexity of Islamic finance including its legal and regulatory framework and Sharia compliancy process;

· to develop an advanced understanding of issues, such as risk, in Islamic finance and conventional finance including their practical aspects;

· to develop a critical awareness of current issues in Islamic and conventional finance;

· to develop a specialised understanding of appropriate techniques, peculiar to Islamic and conventional finance, sufficient enough to allow investigation into relevant financial management issues;

· to develop a critical awareness of ethical and corporate social responsibility issues in Islamic and conventional finance.
Course Director: Dr Mehmet Asutay, Institute for Middle Eastern and Islamic Studies, School for Government and International Affairs

Website: www.dur.ac.uk/sgia/imeis/islamicfinancesummerschool/
Email: mehmet.asutay@durham.ac.uk
Address:  Elvet Hill Road, DURHAM DH1 3TU

Phone: (+44) 191 334 5672

University of Reading

MSc Investment Banking and Islamic Finance.  Degree is designed to give expertise in both "conventional" and Islamic finance. It provides a thorough understanding of the similarities and differences between these approaches to the common need to raise capital and resource for firms' activities. It is the first degree in the UK focussing wholly on finance to be offered in partnership with a leading teaching and research centre of Islamic finance. This 12-month programme is taught jointly with INCEIF (International Centre for Education in Islamic Finance), Kuala Lumpur and has many key benefits including:

· First degree in the UK with Islamic material taught by Islamic specialists

· Professional qualification from INCEIF

· Three months study in an Islamic country and the opportunity to take an internship with an Islamic bank.

Among the teaching staff are two leaders in the field of Islamic Finance: Professor Rifaat Ahmed Abdel Karim who is the Secretary-General of the Islamic Financial Services Board (IFSB) and Professor Simon Archer whose research focuses on Islamic financial institutions

Website: www.icmacentre.ac.uk
Email: admin@icmacentre.ac.uk
Address:  ICMA Centre, Henley Business School, Whiteknights, Reading RG6 6BA

Phone: (+44) 118 378 8239

Brief on Turkey
State Pension
From 2006, the separate systems for public and private sector employees and the self-employed were merged into one under the Social Security Institution. The state pension is an earnings-related public scheme with an income-tested safety net and a flat-rate supplementary pension.
Qualifying Conditions

Entrants into the system on or after 1st October 2008
 can draw a pension from age 60-65 for men (retirement age will gradually increase from 2036 to 2048) and 58-65 for women (retirement age will gradually increase from 2036 to 2048) with 7,200 days of contributions (9,000 days for civil servants and self-employed persons). An alternative eligibility condition is 25 years of insurance coverage with 5,400 days of contributions.

The means-tested pension is payable only to those with no other social security rights who are disabled or those aged 65 or over.

Contributions

Insured person: 9% of monthly earnings, up to a maximum.
Self-employed person: 20% of monthly declared earnings, up to a maximum.
Employer: 11% of employees' monthly earnings, up to a maximum.
Government: 25% of total contributions collected by the Social Security Institution. 

Benefit Calculation

· Earnings related

The pension is based on average lifetime earnings revalued in line with nominal GDP growth and the change of CPI [(1 + CPI + 30% GDP)]. The pension’s formula is 2% for one year coverage and it cannot exceed 90%.
There is a floor above which contributions are required. This is TRY 693 for the second half of 2009. There is a ceiling to pensionable earnings; its value was TRY 4,504.50.

According to the law acted in 1999 pensions are monthly indexed by consumer price  index. But since 2003 indexation of pensions in payment is determined once or twice a year, either by Budget Laws/Other Laws or by Board of Cabinet. For 2009 pensions are increased 3.84% in January and 1.83% in July.

· Minimum

There is a minimum pension, which in 2009 varied between TRY 590.7 and TRY 608.3.

· Targeted

The means-tested pension is paid quarterly. For the first half of 2009 the pension was TRY 90.7 per month, for the second, pension is TRY 94.8 per month.

Voluntary Pensions
Voluntary pensions consist of Occupational and Personal plans these can be:
· Occupational pension plans (first pillar substitute): defined benefit

· Occupational pension plan: defined benefit, defined contribution, or hybrid

· Occupational pension plan: defined contribution

· Personal pension plans: defined contribution (unprotected)

Occupational Mandatory

The Former Social Insurance Act excluded institutions in the financial services sector such as banks, insurance companies, reinsurance companies, the stock exchange, and chambers of commerce from the mandatory social security system. These institutions had set up their own defined benefit (DB) occupational pension plans, which are commonly known as first-pillar substitute funds. In accordance with 2008 social security reform in Turkey, these funds are being gradually transferred to the National Social Security System.

Occupational Voluntary

Numerous private sector corporations run voluntary occupational pension funds that operate as either DB or DC schemes, or combinations of both. They serve to top up employee benefits available under the public social security system. They are managed by non-profit foundations and are supervised by the General Directorate for Non-Profit Organizations. Additionally, a new occupational pension framework, which allows offering of occupational plans based on the individual account structure, has been established for some time.

Coverage

Occupational plans are established on a voluntary basis by employers.

Typical plan design

The typical voluntary occupational pension plan in Turkey is DC in nature.

Personal/Occupational Voluntary

A new system is the fully funded, voluntary DC account scheme, introduced in 2001. It is open to all adult participants, who take out contracts with a pension company. They may, in fact, open accounts with more than one pension company. Employers are allowed to contribute to the personal pension accounts of their employees.

Coverage

Anyone over the age of 18 may participate and there are no employment relationship requirements. By end of 2010 participants accounted for about 8.9% of the total workforce.

Contributions

Contribution levels for participants are laid down in the contract with the pension company. Employers may make voluntary contributions to group pension contracts but are not required to do so. For 2010, the average monthly regular contribution for a participant was TRY 154.

Benefits

Members are entitled to retirement benefits when they reach the age of 56 and have been saving under the scheme for at least 10 years. Benefits can take the form of a lump sum or a monthly annuity (programmed withdrawal).

Fees

Savers pay the pension company an entry fee (which may be waived if the participant stays with the pension company for a certain period not exceeding 5 years) and a daily fund management fee of up to 0.010% (3.65% in annual terms), while contribution fees may not exceed 8%. Company-sponsored plans are liable to lower management fees. Fees are unregulated but quite low, due to the intense competition in the pension market. By the end of 2010, the average contribution fee was 2.13% and average annual fund management fee about 1.73%.

Taxation

Participants may deduct contributions from their income tax base up to a ceiling of 10% of the gross monthly income. Total deductions in a year may not exceed the threshold of the annual minimum wage level. The total amount of employee and employer contributions for group pension plans is similarly capped. Employer contributions, including those to group contracts, are deductible as business expenses from the corporate tax base up to a ceiling of 10% of an employee’s annual salary.

Investment returns are tax-exempt.

As for benefits, where a participant withdraws benefits and has contributed to the system for less than 10 years, they are taxed at a rate of 15%. Where the participant has contributed for more than 10 years, but is under 56, benefits are taxed at a rate of 10%. If the participant has contributed for more than 10 years and is 56 or older, benefit taken as lump sum above 25% of balance is taxed at 5.5% (this includes a 10% surcharge). Income from annuities purchased through single premium is tax exempt.
Market information

Occupational mandatory

At the end of 2010, the state social security system had 16.09 million insured, 8.81 million deferred pensioners and 34.56 million pensioners. Insurance premiums collected amounted to TRY 66.8 billion whereas the pension payments amounted to TRY 79.0 billion.
Occupational Voluntary

There are an estimated 200-250 voluntary occupational pension funds outside the individual account system.

Personal/Occupational Voluntary

Only licensed pension companies may offer personal private pension products. Funds are invested through pension mutual funds that serve as investment vehicles. Mutual funds are founded by the pension companies, but should be managed by portfolio management companies, not by the pension companies, which pay them commissions. There were some 2.28 million participants by the end of 2010. There were 13 pension companies with 133 pension mutual funds, with pension mutual funds amounted to approximately TRY 12.0 billion. The two largest funds in terms of assets under management are Anadolu Hayat Emeklilik and Avivasa Emeklilik ve Hayat, which enjoy market shares of 21.8% and 21.3% respectively.

Individual participants may choose the pension company they wish and are entitled to change companies once a year. They also choose the funds that suit them and may switch between those offered by the same company up to six times a year. A pension company’s provision must include at least three funds, with different portfolios for each.

Regulatory and Supervisory Authorities

Social Security Institution (SSI)
SSI established under the Ministry of Labor and Social Security with objectives of:
· Implementing social security policies and undertake endeavors for the improvement of these policies in line with national development strategies and policies.
· To educate insured and employers to their rights and obligations and to facilitate the exercise of these rights and fulfillment of these obligations.
· To follow international developments, collaborate with the European Union and international organizations, to undertake necessary studies with regard to social security agreements to be concluded with foreign countries, to implement international agreements.

· To provide coordination and collaboration among the public agencies in the field of social security.
· To carry out the duties assigned to the Institution by laws. 

Website: www.sgk.gov.tr
Email: yayaz2@sgk.gov.tr (Media and Public Relations)

Address:  Ziyabey Cad. No:6 Balgat / ANKARA
Phone: (+90) 312 207 80 42-43
Pension Monitoring Center (EMG)
EGM is established under Undersecretariat of Treasury of the Prime Minister’s office, it is a control mechanism mainly assigned to perform the following tasks:
· Daily electronic monitoring & surveillance of pension company’s activities and e-reporting to the authorities;
· Storing standardized data for all individual accounts,;
· Consolidation of data, based on the daily transactions of the pensions companies;
· Providing information to public and participants;
· Generating statistical & actuarial information;
· Providing analysis & reports;
· Implementing the licensing exam of Intermediaries & keeping track of the electronic registries;
· Meeting the demand for joint presentation, training activities, software & allied subjects;
· Organizing data for timely intervention to possible problems;
· Managing complaints from the participants;
· Coordinating projects with international associations to enhance the system, giving support to pension companies;
· Analytically querying the system;
· Performing the other tasks determined by Prime Ministry Undersecretariat of Treasury that are related to the life insurance and the other branches of insurance. 
Address  Emeklilik Gözetim Merkezi (Pension Monitoring Center) 

Sarikanarya Sokak, No: 18 Yolbulan Plaza A Blok Kat: 1 34742, Kozyatagi, Istanbul, Turkey. 

Phone +90 216 571 66 00 - +90 216 445 85 58  

Fax +90 216 571 66 01 - +90 216 445 69 16 

E-mail : bilgi@egm.org.tr 
Website: www.egm.org.tr
Email: bilgi@egm.org.tr
Address:  Emeklilik Gözetim Merkezi (Pension Monitoring Center)
                 Sarikanarya Sokak, No: 18 Yolbulan Plaza A Blok Kat: 1 34742, Kozyatagi, Istanbul
Phone: (+90) 216 571 66 00 - (+90) 216 445 85 58
Brief on Malaysia
State Pension

There are two mandatory state schemes having social insurance elements established under the Employees’ Social Security Act, 1969 and the Employees Provident Fund (EPF) Act, 1991.

Social Security provides compulsory coverage for employees up to age 55 earning up to 3,000 ringgits a month. Previously registered employees who earn more than 3,000 ringgits must continue to contribute. Voluntary coverage is available for employees earning more than 3,000 ringgits a month when first employed, on agreement between the employer and the employee. Specifically excluded include household workers and self-employed persons.

EPF is mandatory for all private sector employees and non-pensionable public sector employees. It provides voluntary coverage for household workers, self-employed persons, foreign workers, and pensionable public-sector employees. The only significant exclusion is the nomadic aborigines.
Government employees and those in pensionable public sector are members of a Defined Benefit pension scheme financed from the annual government budget and are currently not required to contribute.
Qualifying Conditions

· Social Security 
The scheme provides death and disability related grants and pensions. It therefore covers employees for contingencies only during working years and is not a source of income in retirement.
· Employees Provident Fund

The EPF comprises of two accounts for each participant.

Account 1: All funds can be withdrawn at age 55 (or at any age if a member permanently emigrates from Malaysia). Funds can be drawn down before age 55 for investment in unit trusts through external fund management institutions approved by the Ministry of Finance. The minimum permitted withdrawal is 1,000 ringgits.

Account 2: All funds can be withdrawn at age 55 (or at any age if a member permanently emigrates from Malaysia). Funds can be drawn down before age 55 to purchase a house, to pay for education for the member or his or her children, and to pay for the treatment of 36 critical illnesses designated by the Employees Provident Fund Board.

The fund member is not required to retire at age 55. If the fund member withdraws all of his or her funds (Accounts 1 and 2) at age 55, he or she can choose to rejoin and contribute to the Employees Provident Fund if still employed or if new employment is found. Fund members who do not withdraw funds at age 55 and who are still employed must continue to make contributions.
Contributions

· Social Security 

Employee and employer both contribute 0.5% of monthly wage class earnings, according to 24 wage classes. There are no minimum monthly earnings used to calculate contributions (for the lowest wage class of under 30 ringgits, the contribution is based on 20 ringgits). The maximum monthly earnings used to calculate contributions are 3,000 ringgits.

Social insurance contributions are tax deductible.
· Employees Provident Fund
Employees contribute 11% of monthly earnings for members up to age 54; 5.5% of monthly earnings for members aged 55 to 75.
Employers contribute 12% of monthly earnings for members up to age 54; 6% of monthly earnings for members aged 55 to 75.
All contributions are divided between Accounts 1 and 2 in the ratio of 70% and 30% respectively.

The minimum monthly earnings used to calculate contributions are 10 ringgits. There are no maximum earnings used to calculate contributions.

Employees and their spouses and children can make voluntary additional contributions. Employers too can make additional voluntary contributions.
A self-employed person can contribute between 50 to 5,000 ringgits a month.

Benefit Calculation

Provident fund benefits are paid in addition to social insurance benefits.
Accounts 1 and 2: Members can withdraw total or partial savings through a lump-sum withdrawal (employee and employer contributions plus compound interest minus drawdown payments); a monthly pension of at least 250 ringgits for a period of not less than one year; a withdrawal at any time of at least 2,000 ringgits a month; or a combination of the last two options.

If funds remain in the accounts after age 55, members continue to earn compound interest until age 75.

Drawdown payment (Account 1): Members with at least 55,000 ringgits in Account 1 may draw down up to 20% of the account balance over 50,000 ringgits for investment in unit trusts through external fund management institutions approved by the Ministry of Finance. The minimum permitted withdrawal is 1,000 ringgits.

Drawdown payment (Account 2): Funds can be drawn down before age 55 to pay for a house, a house loan, education for the member or his or her children, and the treatment of designated critical illnesses. A list of 36 critical illnesses is provided by the Employees Provident Fund Board. 

Voluntary Pensions
The Employees Provident Fund Act allows pension plans/provident funds established prior to this Act to have approved fund status if they provide benefits at least as good as those of the mandatory Employees Provident Fund (EPF) and to be exempt from paying contributions to the EPF. Such plans/funds were established under 1967 Income Tax Act which defined legal requirements for the establishment of complementary occupational pension plans/provident funds that apply for tax exemption on contributions, investment income and benefit payments. There was no private pension fund law to monitor or regulate these funds.
There are personal pension plans being offered in Malaysia but currently these are unprotected and only being regulated under the insurance laws or other financial regulations.
Personal/Occupational Voluntary

In October 2011 the Malaysian Parliament passed an amended act to the Capital Markets and Services Act 2007 expanding the definition of capital market product to include “private retirement scheme”. In addition the amendment introduced a new part to the 2007 Act which states that such schemes cannot be offered unless approved by the Securities Commission and provides requirements for their approval.

The private retirement schemes must be set up as trust and work on defined contribution principles. It is envisaged that there will be a private retirement scheme administrator (to be approved by the Securities Commission) to perform the function of record keeping, administration and customer service for members and contributors. The Securities Commission requires that private retirement scheme will only be permitted if following approvals are given:
· To the person as a private retirement scheme provider; 

· To the private retirement scheme; and 

· To the scheme trustee under section. 

The Securities Commission is empowered to issues regulations further detailing various requirements under law. In December 2011 the eligibility requirements for private retirement scheme providers has been notified. It is expected that further regulations will follow.

So far no distinction has been made between conventional and Sharia based retirement schemes in the provisions of the Act or regulations issued.
Regulatory and Supervisory Authorities

Securities Commission
Established on 1 March 1993 under the Securities Commission Act 1993, the SC is a self-funding statutory body with investigative and enforcement powers. It reports to the Minister of Finance and its accounts are tabled in Parliament annually. The SC's regulatory functions include:

· Supervising exchanges, clearing houses and central depositories; 

· Approving authority for corporate bond issues; 

· Regulating all matters relating to securities and futures contracts; 

· Regulating all matters relating to unit trust schemes; 

· Licensing and supervising all licensed persons; 

Website: www.sc.com.my
Address:  3, Persiaran Bukit Kiara, Bukit Kiara, 50490 Kuala Lumpur
Phone: (+ 60) 3 6204 8000

Employees Provident Fund
Employees Provident Fund, managed by a tripartite governing board, administers contributions and benefits and is responsible for investing members' funds.
Website: www.kwsp.gov.my 
Address:  Level 25, EPF Building, Jalan Raja Laut, 50350 Kuala Lumpur
Phone: (+ 60) 3 2616 2212
Research Institutes and Universities
The Islamic Financial Services Board (IFSB)

The IFSB started operations in March 2003 serves as an international standard-setting body of regulatory and supervisory agencies that have vested interest in ensuring the soundness and stability of the Islamic financial services industry, which is defined broadly to include banking, capital market and insurance. In advancing this mission, the IFSB promotes the development of a prudent and transparent Islamic financial services industry through introducing new, or adapting existing international standards consistent with Sharî'ah principles, and recommend them for adoption.

As at November 2011, the 189 members of the IFSB comprise 53 regulatory and supervisory authorities, eight international inter-governmental organisations and 128 market players, professional firms and industry associations operating in 42 jurisdictions.

Website: www.ifsb.org 
Email: ifsb_sec@ifsb.org
Address:  Level 5, Sasana Kijang, Bank Negara Malaysia, 2, Jalan Dato' Onn, 50480 Kuala Lumpur
Phone: (+ 60) 3 9195 1400

International Centre for Education in Islamic Finance (INCEIF)
INCEIF established in March 2006 provides education in Islamic banking and finance from diploma to PhD degree. It is a university dedicated to the development of Islamic banking and finance.
Website: www.inceif.org 
Email: info@inceif.org
Address:  Second Floor, Annexe Block, Menara Tun Razak (Menara Tradewinds), Jalan Raja Laut, 50350, Kuala Lumpur
Phone: (+ 60) 3 2781 4000
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� Estimated population as at July 2011; source CIA The World Factbook.


� Based on 2000 census results; source CIA The World Factbook.


� Working population for year 2010; source Pension Funds Annual Report 2010


� The Pension Bureau’s report uses acronym PPBS for Program Pensiun Berbasis Syariah which translates to Syariah Based Pension Plan.


� The Pension Bureau’s report uses acronym DPS for Dewan Pengawas Syariah which translates to Sharia Supervisry Board.


� Akad is contract acceptable under Sharia principles.


� The Pension Bureau’s report uses acronym DPLK for Dana Pensiun Lembaga Keuangan which translates to Financial Institution Pension Fund.


� The Pension Bureau’s report uses acronym DPPK for Dana Pensiun Pemberi Kerja which translates to Employer Pension Fund.


� The Pension Bureau’s report uses acronym PPIP for Program Pensiun Iuran Pasti which translates to Defined Contribution Pension Plan.


� The Pension Bureau’s report uses acronym PPMP for Program Pensiun Manfaat Pasti which translates to Defined Benefit Pension Plan.


� Different rules apply for earlier entrants.





