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Executive summary

The actuarial valuation is performed on the baktata as of 31 December 2012.

It represents the first formal actuarial valuatafnthe schemes administered by
the PPA.

Schemes under review

PPA administers four schemes. The main charadtsrist the schemes are;:

Aged more than 45 Aged less than 45
on 1 September 2006 on 1 September 2006
and new entrants
Civilians Security forces Civilians Security forces
Scheme 1 Gaza
Scheme 2 West Bank West Bank
and Gaza and Gaza
Scheme 3 West Bank
and Gaza
Scheme 4 West Bank

Financial responsibility of the PPA

The Ministry of Finance is held responsible foretpenses related to Scheme 3
and Scheme 4. In the case of Scheme 1 and Schethe PPA assumes the
financial responsibility. However, the situationnigt clear for Security forces of
Scheme 2. For this group, the MOF transfers montblghe PPA the funds
necessary to pay current benefits and no debteoMinistry of Finance towards
the PPA has been identified regarding contribuioears.

Contribution arrears

The PPA must deal with important contribution arsetom the Ministry of
Finance. According to PPA estimates, contributiomeas amount to
3,537.2 million NIS as at 31 December 2012. Gienftnancial difficulties this
causes to the PPA, immediate actions must be fakander to force the Ministry

of Finance to meet its obligations regarding thegnment of contributions to the
PPA.

No new enrolment of private sector workers

Pension law No 7 of 2005 was supposed to integrafgdoyees of both public and
private sectors. In that context, some NGOs anéhf®isector enterprises have
joined Scheme 2 since 2006. However, the governmtantds to create a separate
pension scheme for the private sector. Consequédtrilyassumed in this valuation
that no additional private sector enterprises jwiti the PPA in the future.



Demographic and financial projections of the PPA

The report presents results regarding the fourrseBeadministered by the PPA
but concentrates its analyses on Scheme 2 whitheischeme open to new
entrants.

For Scheme 2, the ratio of contributors to pens®nehich stands at 22.8 in 2013,
will rapidly decrease to 6.2 in 2025 and will bewmd 1.0 at the end of the
projection period (2090)n the long term, there will be only one contributo
support each pensioner.

The cost of a scheme, on a going-concern basis bmayeasured by the general
average premium (GAP). The GAP represents the aonstontribution rate
necessary to finance all benefits over a perio80ojearsThe GAP is estimated
at 39.0 percent of insurable earnings for Schem@vilich may be further
disaggregated into 33.3 percent for Civilians aBd4or Security forces). This
GAP may be compared to the total contribution ct&6.0 percent jointly paid
by employees and employers. It demonstrates thdficiency of the current
contribution rate.

The pay-as-you-go (PAYG) cost of the schemes repteghe contribution rate
that would be necessary to finance the currentarexpenditures in the absence
of reserve funds. The PAYG of Scheme 2 is belowp2i@ent until 2020, but it
increases very rapidly thereafter to reach 34.Zquerin 2050 and 58.1 in 2090.

SCHEME 2 — Comparison of PAYG and contribution rate (2013-2093)
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Proposed modifications to Scheme 2

The results of the actuarial valuation show thdte®ee 2 would have to face very
important contribution rate increases in the futurerder to keep the present
provisions unchanged. The report presents a sefriegasures that are aimed at
improving the financial condition of Scheme 2. Theglude:

— Gradual increase of the retirement age;
— Less attractive early retirement conditions;
— Pensions based on career average earnings ingttiaal earnings;
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- Indexing of pensions based on CPI instead of wages;

- Reduction of the accrual rate of pensions fromp2f&ent to 1.5 percent
per year;

- Increase of contribution rates.

By adopting these modifications and applying thBowing contribution rate
schedule in the future, it would be possible topk#e scheme in good financial

condition.
Year Contribution rate
(% of insurable earnings)
2013-2036 16.0%
2037-2042 17.0%
2043 + 18.0%

The defined-contribution component of Scheme 2

The defined-contribution (DC) component of Scheméa® not been really
implemented. Contributions are not actually coltéctegarding that component,
so that participants' individual accounts haveyabtbeen created.

Given the problems of application of the DC compurtd the law, the incapacity

of the Ministry of Finance to pay contribution arge and the difficulty to invest

those funds in the current financial environmerghould be envisaged to review
this part of the law. One possibility would be &wrient this contribution income

into the DB component of Scheme 2 in order to e its financial status of the

DB component.
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Introduction

This represents the first actuarial valuation & fthemes administered by the
Palestinian Pension Agency (PPA). The valuatigeiformed on the basis of data
as of 31 December 2012, which represents the dateanost recent complete
database and latest available PPA financial stattsme

Section 1 of the report presents the general comtethe valuation. Section 2

analyses the financial operations of the PPA fa period 2008-2012. The
actuarial projections are presented in Section &ti@ 4 proposes different
measures to improve the financing of the PPA scBesinel Section 5 discusses
some other topics. The description of the scherttes, methodology of the

valuation, the general demographic and macroecandramework and the

actuarial bases of the valuation are describedmex
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1. Context of the valuation

This valuation represents the first formal actdavialuation of the schemes
administered by the PPA. Hence it does not incladeconciliation with the
previous valuation, as it is generally the casanractuarial report.

This section presents the schemes under reviewr{ded in detail in Annex 1)
and outlines different considerations that havéuarfced the way the actuarial
valuation was conducted.

1.1 The schemes under review

Table 1.1

Adoption of Pension law No 7 of 2005 brought a faméntal reform of the civil
service pension system in Palestine.

The Pension Law N° 7 of 2005 has integrated the fovoer civil servants’
schemes that had been inherited from Jordan (okthst Bank civil servants)
and Egypt (for the Gaza strip civil servants) ama pension scheme for security
forces personnel. Since the enactment of the Rehsn N° 7 of 2005, all newly
hired civil servants become members of the new mehesgardless of their
location, whereas the employees older than ages4bfdl September 2006
continue to be covered under the old schemes (La& &f 1964, Law N°16 of
2004 and Law N° 34 of 1959). Participation underfibur schemes administered
by the PPA is summarized in Table 1.1.

Schemes 1, 3 and 4 are closed to new entrantsrarfoeang phased out. From
2021, these schemes will count no active memberky (oensioners). Hence
Scheme 2 (Pension Law°N of 2005) is becoming the principal pension
instrument for future public sector employeesoitars all employees of the public
sector (civilians and security forces) who weredalgss that 45 on 1 September
2006, and those hired after that date. It alsorsavee employees of certain NGOs
and private sector enterprises who joined the sehadfter 1 September 2006.

Annex 1 presents a summary of the provisions ofiifierent schemes.

Summary of participation under the schemes administered by the PPA

Aged more than 45 Aged less than 45
on 1 September 2006 on 1 September 2006
and new entrants
Civilians Security forces Civilians Security forces
Scheme 1 Gaza
Scheme 2 West Bank West Bank
and Gaza and Gaza
West Bank
Scheme 3 and Gaza
Scheme 4 West Bank
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1.2 Specific considerations

Respective financial responsibility of PPA and Minstry of Finance towards the

schemes

A meeting of the PPA and Ministry of Finance wakihie December 2010 to set
up a mechanism of settling accounts between theparties to the pension
schemes. Following this meeting:

The Ministry of Finance is held responsible for edipenses related to
Scheme 3 and Scheme 4. With regard to these schémeole of the
PPA is limited to the calculation of benefits, eyment of benefits and
the control of eligibility during payment (familytagus). The MoF
transfers monthly to the PPA the funds necessapayocurrent benefits.
In the case of Scheme 1 and Scheme 2, the PPA asdhm financial
responsibility. Contributions due by employers amiployees must be
transferred to the PPAThe PPA must keep in reserve the funds not used
for the payment of current benefits. Despite tthig, situation is not clear
for Security forces of Scheme 2. For Security ferdhe MOF transfers
monthly to the PPA the funds necessary to pay outvenefits and no
debt of the Ministry of Finance towards the PPA bagn identified
regarding contribution arrears. There is no officigreement regarding
the continuation of this procedure in the future.

Maintenance of separate accounts

Pension Law No 7 of 2005 required the maintenaridé/e different accounts
(see box below). However, the financial statemehtfie PPA do not provide a
clear distribution of total funds between the diéigt schemes, while some figures
concerning contributions and benefits are spliieen Scheme 1 and Scheme 2
(Civilian).

We propose, in Section 2.4, a distribution of tiARssets as of 31 December
2012 between Scheme 1 and Scheme 2 (includingilootidns owed by the
government). Because of the limited role of the P&garding Schemes 3 and 4,
it is assumed that the accounts of these schemes &azero value as of
31 December 2012.

! For the period from September 2006 to August 2@6fiributions are due at the rate of
former Scheme 4 for the Civilians and former Sch&rier the Security forces. The
contribution rates of Scheme 2 (7% / 9%) are applie from September 2007.
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Pension Law N° 7 of 2005
Avrticle 12

The Commission shall establish the following actsun

1. A special account for the entitlements and contridms of subscribers to the
previous retirement system under the Law No. 8964 1(the ten (10%
percent system).

2. A special account for the entitlements and contiidms of officers, nont
commissioned officers, and members of persontieédfalestinian Security
Forces pursuant to the Law of Insurance and Sataoéthe Palestinian
Security Forces No. 16 of 2004.

3. A special account for the entitlements and contidns of subscribers to the
previous retirement system under the Law of Cietll@ment No. 34 of 1959
(the two (2%) percent system).

4. A special account for the purposes of the ‘DefiBedefit System’ set forth
under this law.

5. A special account for the purposes of the ‘Defi@edtribution System’ set
forth under this law.

The case of participants of Scheme 2 with serviceetore September 2006

A problem exists with the treatment of service befand after 2006 for persons
in Scheme 2. The law is not clear regarding thenoteto calculate pensions for
these persons. The general rule is that all seshoelld be calculated according
to the new Law of 2005 (Scheme 2). However, arclartnentions that the two
periods of service should be calculated accordirthe law applicable at the time
the services were rendered and imputed to the ppate fund.

Article 115 of Pension Law N7 of 2005 provides that the competent authorities
shall transfer the entitled benefits of employeasnger than 45 to their accounts
in the new system within a period not to exceed (@oyears of the entry into
force of the new law and such years of service dibelrecognized one for one in
the new scheme. In reality, the transfer of funu$ ghts has not been executed,
so the PPA presently treats these cases as ifataeygoverned by two laws (for
example, under Scheme 1 provisions for servicerbef®06 and Scheme 2
provisions for service after 2006). This causedlems, inter alia, in cases of
death or invalidity where persons are consideredaaing accumulated service
only since 2005. The dual problem would not eXishé contributions had been
transferred within two years after the implemewotatof Pension Law N7 of
2005, but the definition in Article 1 is not fullld for service prior to 1 September
2006 for employees younger than 45 on that date.

17



Pension Law N° 7 of 2005

Article 1 (Definitions)

Years of retirement service: The period of sertheg is admitted for retiremer
pursuant to the provisions of this law, the duafficial amounts of which were
paid in full to the Commission.

—

Article 112

So as not to contradict relevant laws (1959, 1964 2004), entitlements to
retirement pension of civil employees and offiéerthe Security Forces shal
not be violated by current retirement systems valg the enforcement of the
provisions of this law.

Article 115

The competent authorities shall transfer the emditbenefits of employees
younger than forty-five (45) years of age to thescounts as per the current
retirement system, pursuant to the previous lavitbjna period not to exceed
two (2) years from the date of the enforcemenhisflaw. The conditions and
data of transfer shall be as follows:

1. (.)

2. The years of contribution shall be registered ore tbate of
implementation at a ratio of one to one (1:1) ie tletirement syster|
for the benefit of the subscriber and at an averagsvo (2%) percent
of the monthly salary on the day of transfer focleadopted year.

3. (.)

>

There are 3 approaches to deal with that issue:

— Approach 1: service of the whole career is usedtHercalculation of
pensions in accordance with Scheme 2. Under thpsoaph, Scheme 2
will support the whole service of persons covergdhat scheme.

— Approach 2: separation of service in two parts wveiticulation of two
pensions according to Scheme 2 and the former schem

— Approach 3: service of the whole career is usedtHercalculation of
pensions in accordance with Scheme 2, but the abgiensions is
distributed between Scheme 2 and the former schéased on the
number of service years accomplished under ea@nszh

The PPA was applying Approach 1 for some time, thieth applied Approach 2
partially (only for civil servants). Now, this issis under review by the Board of
Directors and there is a possibility that the Baadldpts Approach 3.

In practice, the PPA has no problem with the yeapast service under Scheme 3
since the benefits of security force members amanfied completely by the
Ministry of Finance. There is no problem also wiggard to Scheme 1 because
the MoF normally pays contributions or allocategars. But the main problem is
with Scheme 4, since the PPA never received aniribations for that scheme
and there are no allocated arrears as well. Clyrehe MoF pays pensions of
Scheme 4 beneficiaries according to Approach 3.MoE should be responsible

18



for a portion of pensions of Scheme 2 beneficianike have past service years in
Scheme 4. However, the MoF has not accepted tipabagh until now.

Approach 1 should be the approach to apply. Nogmsdicial security legislations
are written to determine the rights of individu@itsterms of pension calculation)
independently of the way pensions are financedertiming of fund transfers.
The timing of fund transfers between the governnagat the PPA should not, in
theory, affect the pension rights of the individu&nd it appears that the intention
of the law (for Scheme 2) in the long term is ttcokate pensions by using the
whole service (before and after 2006). Approach thuis applied in this actuarial
valuation, assuming that the transfer of fundsn(ftbe former schemes to Scheme
2) will eventually take place with due consideratif the interest thereon. It is
considered that the requirements of Article 11%hefPension Law N7 of 2005
will eventually be met. Consequently, the pensiohgarticipants to Scheme 2
who have service prior to September 2006 will Heutated by considering the
whole service (before and after 2006) as a sinlgleklfor the application of the
pension formula of Scheme 2.

Retirement “windows” have been opened from time tdime

An important number of persons aged 60 and above hetired in block on

1 February 2005 and on 1 August 2005. In additioere has been a large number
of new retirees between 9 February and 1 March 2008~ring a Presidential
decree that allowed early retirement for membetbh®&ecurity forces in Scheme
2 and Scheme 3 who were aged 45 and over on 1 MA@ (759 persons in
Scheme 2 and 3,674 persons in Scheme 3). In thebdpit is difficult to establish

a retirement pattern by only considering past eégpee data.

No new enrolment of private sector workers

Pension law No 7 of 2005 was supposed to integrafgdoyees of both public and
private sectors. In that context, some NGOs anéhf®isector enterprises have
joined Scheme 2 since 2006. However, the governmgantds to create a separate
pension scheme for the private sector. Consequdrnityassumed in this valuation
that no additional private sector enterprises jwiti the PPA in the future.
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2.  Financial operations of the PPA for the period 2008-2012

This section includes a review of the PPA financipérations, an analysis of
contribution arrears, a discussion of PPA investsiand a proposed separation
of the PPA reserve fund as of 31 December 2012dst\8cheme 1 and Scheme 2.

2.1 Review of financial operations

In the financial statements of the PPA, the totabant of benefits paid covers
only Schemes 1 and 2. It appears that for Schenaesl 3, PPA'’s role is limited
to transferring to beneficiaries the amounts resgtiivom the Ministry of Finance
(according to pension calculations performed byRR&\). Hence the financial
situation of the PPA is not affected by the operatiof Schemes 3 and 4.

As regards contributions, the Ministry of Finandarted to apply Law no. 7
of 2005 (Scheme 2) only from September 2007 (9% for the DB component
and 3% / 3% for the DC component). Before that datetributions were
calculated in accordance with the former schemes.

Annex 6 presents a summary of the revenues andhditpees of the PPA for the
years 2008 to 2012. The contribution revenue iridetan the financial statements
is based on a theoretical calculation based otetiislated contribution rates and
insurable earnings. It will be shown in the nextties that actual contributions
paid are far lower that these theoretical amounts.

As regards expenditures, the amount of benefit mipgres has not increased
sharply over the period, going from 195 million Ni52008 to 224 million NIS
in 2012, an average increase of 3.5 percent per. Viedble 2.1 presents the
evolution of the number of pensioners and the edlggension expenditures of
Scheme 2 for the period 2007-2012. Since the sclevered only persons aged
45 and less at its creation, there is only a smattber of old-age pensioners.

Table 21 Scheme 2 (Civilians)
Old-age Invalidity Survivors
Year Number Expenditure Number Expenditure Number Expenditure
2007 0 - 2 13,979 181 170,339
2008 0 - 2 22,335 395 606,506
2009 0 - 15 145,699 726 1,316,115
2010 0 - 53 630,225 1050 2,310,070
2011 2 12,554 99 1,535,505 1358 3,055,757
2012 2 51,666 136 2,527,575 1663 3,991,487

Administrative expenses have been quite volatikr ogcent years. They were on
average 12 million NIS per year during the peri@l @ to 2012. This amount

represents approximately 1.8 percent of the cantidh income of 2012 and

5.4 percent of benefit expenditures.
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2.2 Contribution arrears

Table 2.2

With regard to contribution and other arrears,fipere calculated by the PPA as
of 31 December 2012 is 3,537.2 million NIS (seel@dh2), which is slightly
different from the figure of 3,517.7 appearinglie tPPA financial statements as
of 31 December 2012. This figure includes amourasthe government borrowed
in the past from the General Insurance and PenBind (GIPF), which is
98 million NIS. In addition, an amount of 736.8 iih NIS has been identified in
the financial statements as interest lost on douiion arrears and penalties due
by the Ministry of Finance. This latter amount ma¢ yet been agreed with the
Ministry of Finance and is still under discussion.

It must also be noted that the arrears appearifigie 2.2 belong to Scheme 1
and Scheme 2 (civil service) only. Given the rdi¢ghe PPA regarding Schemes
3 and 4 (payer only, with no financial responsipjli no pension debt of the
Ministry of Finance towards the PPA has been idiedtfor Schemes 3 and 4.

Given the financial difficulties this causes to fleA, immediate actions must be
taken in order to force the Ministry of Financenteet its obligations regarding

the payment of contributions to the PPA. It mushb&ed that a joint committee

of the Ministry of Finance and the PPA has beealdished for reaching an

agreement on the exact amount due to the PPA lgotrernment. This committee

should determine a final figure in the course df£20

Contribution arrears and other amounts due by the government to the PPA, as of
31 December 2012

(million NIS)

Scheme 1 Scheme 2
Contribution arrears 1,684.7 1,689.8
Arrears on account of Court decision N 98/590 55.3 —
Reconciliations 9.5 —
Amount owed by government to General Insurance and Pension Fund 98.0 —
Total 1,847.4 1,689.8

Source: PPA calculations

Note: an additional amount of 577.3 million NIS has been identified by the PPA as interest on contributions due
by the Ministry of Finance. The amount appearing in the financial statements is 736.8 million NIS.

Table 2.5 presents a more detailed breakdown dfibation and other arrears,
according to PPA calculations.

2.3 Investments

This section discusses the investment policy oPRA, the present asset mix and
the rate of return of the fund over recent years.

Investment policy

The PPA Investment Policy Guidelines provide that portfolio will maintain a
predominant weight in fixed-income investmentsjwvatsmall exposure to equity
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and other investments. The policy defines a taagset allocation, with minimum
and maximum margins, as shown in Table 2.3.

Table 2.3  Target asset allocation

Asset class Minimum Target Maximum
Liquid assets 5% 15% 45%
Fixed income 50% 65% 70%
Equity 5% 20% 25%
Alternative investments 0% 0% 0%
Other (e.g. convertibles, commodities, etc.) 0% 0% 0%

It shows that the intention of the PPA is to keepraportant proportion of its
portfolio (65 percent) into fixed-income securitids that context, the expected
rate of return of the fund cannot be very high.

Liquid assets are not defined in the investmenicpolt is understood that this
may include investment funds that can be easilyidiated, or bank deposits. The
range (minimum and maximum limits) for this categas very large (from
5 percent to 45 percent of the portfolio).

Asset mix and investment management

Table 2.4 presents the actual investment portidiat 30 June 2013. It may be
noted that 62.1 percent of portfolio is investedrgeas and 32.7 percent is in cash
and local bank deposits.

On 1 October 2013, investments in HSBC Bank wenepmsed at 71.5 percent of
equities. On 2 December 2013, investments in ArabkBof Switzerland were
composed at 85.7 percent of money market. Invegsman USA (through
Archstone and Canaan) are equities. Hence the gimpof the portfolio in
equities exceeds the maximum of 25 percent spdaifi¢he investment policy.

There is a need that PPA gets additional expdriiggzestment management. In
that regard, two steps were undertaken duringatetlvo years: (1) entrusting the
custody to the Arab Bank and (2) appointing of @ general investment manager
(Bank of Palestine).
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Table 2.4  PPA investment portfolio as at 30 June 2013

(miIIi:r:n Jgg; Percentage
Overseas investments
Investments under HSBC Bank custody 138.8 55.4%
Investments in USA (Archstone and Canaan) 7.5 3.0%
Investments through Arab Bank Switzerland 9.3 3.7%
Sub-total (overseas) 155.6 62.1%
Local investments
Cash and local bank deposits 81.8 32.7%
Middle East Pharmaceutical Co. 0.9 0.4%
Vegetable Oil Co. - Nablus 1.8 0.7%
Vegetable Oil Co. - Amman 0.3 0.1%
Ahlia Insurance Group 04 0.2%
Palestinian Electric Co. 1.1 0.5%
Palestinian Power Generating Co. 01 0.0%
Bank of Palestine 71 2.8%
Palestine Islamic Bank 0.6 0.2%
Birzeit Pharmaceutical Co. 0.4 0.2%
Palestine Communication Company 0.3 0.1%
Sub-total (local) 94.8 37.9%
Total 250.4 100%

Rate of return

The average rate of return of the fund over theogde2009 to 2012 has been
1.7 percent (see Chart 2.1). This is relatively,ldmt not unexpected when
considering the important proportion of fixed-ina®nsecurities in the PPA
investment policy and the limited investment oppoities in Palestine.

24



Chart2.1  Rate of return on PPA investments (2009-2012)
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B is the fund at the end of the year

2.4 Distribution of reserves as of 31 December 2012

Financial statements of the PPA are built on tisemption that, for Scheme 3 and
Scheme 4, the role of the PPA is limited to thewakion of pensions and the
monitoring of payment conditions. Consequently, #ssets of the PPA are
considered to belong to Scheme 1 and Scheme 2. sHuSon proposes a
separation of the assets of the PPA as of 31 Demefil2 between Scheme 1
and Scheme 2.

The first item concerns contribution and otherarseTable 2.5 presents the these
arrears separated between Scheme 1 and Schemer@iagdo PPA data. In this
table, interest and penalties have been calculateassuming an interest rate of
4.5 percent on funds in arrear, adjusted to fihwite total figure of the PPA
financial statements as of 31 December 2012.
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Table 2.5

Pension arrears for Scheme 1 and Scheme 2 (Civilian)

Scheme 1 Scheme 2 (Civilian)

Contribution arrears 1999 14,000,000 -

2000 75,011,310 -

2001 159,079,674 -

2002 165,022,802 -

2003 142,501,269 -

2004 176,525,892 -

2005 173,450,593 -

2006 353,840,328 -

2007 227,816,216 73,094,638

2008 35,067,570 217,666,228

2009 38,135,128 202,975,878

2010 18,123,099 176,864,616

2011 47,326,012 457,554,895

2012 58,759,834 561,597,485
Sub-total 1,684,659,727 (*) 1,689,753,740 (*)
Other arrears 162,769,519 —
Total arrears 1,837,230,970 (*) 1,680,425,872 (*)
Interest and penalties 615,832,653 120,930,895
Grand total 2,453,063,623 1,801,356,767

(*) Data from financial statements (slightly different from PPA internal calculations).

In addition to contribution and other arrears, #eparation of accounts for
Schemes 1 and 2 must take into account the netfloaeh of each scheme since
the creation of Scheme 2. This exercise is perfdnm&able 2.6. It must be noted
that contributions indicated in this table are ttegical” contributions that should
have been paid according to the provisions ofdtne(hs appearing in the financial

statements).
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Table 2.6

Theoretical contributions and actual benefits paid since 2007 for Scheme 1 and

Scheme 2 (Civilian)

Contributions

Benefits

Scheme 2 (Civilian)

Scheme 2 (Civilian)

Scheme 1 Scheme 1
Year DB DC DB DC
2007 298,880,049 91,399,088 34,274,673 159,832,276 — —
2008 97,647,933 287,012,885 105,840,129 192,958,571 2,466,438 —
2009 99,443,728 298,048,441 111,630,174 180,213,402 9,914,400 —
2010 43,931,676 358,964,783 134,613,348 185,702,689 13,209,946 —
2011 54,319,018 388,289,707 145,607,662 197,613,458 12,598,165 —
2012 57,433,601 408,527,435 153,178,136 209,411,467 14,780,587 —
Total 651,656,005 1,832,242,339 685,144,122 1,125,731,863 52,969,536 —
Accumulated with
interest on 764,559,172 2,002,579,577 748,656,658 1,253,649,720 56,626,511

31.12.2012

The calculation of the initial reserve by schemefa31 December 2012 appears
in Table 2.7. Contribution and other arrears coroenfTable 2.5. Contributions

actually received since 2007 are set equal to theotetical” contributions of

Table 2.6 minus contribution arrears appearingahbld@ 2.5 for the same period.

Benefits paid come from Table 2.6.

The difference between this theoretical calculatind the actual assets appearing
in the financial statements as of 31 December 20,125,383,935 NIS) is deemed
attributable to funds accumulated under Scheméddtdothe creation of Scheme 2,

and are thus assumed to belong to Scheme 1.

Table 2.7  Calculation of initial reserves of Scheme 1 and Scheme 2 as of 31 December 2012
Scheme 1 Scheme 2 (Civilian)

Contribution and other arrears (with interest and penalties due) 2,453,063,623 1,801,356,767
Contributions received since 2007 (with interest) 339,331,313 1,061,482,495
Benefits paid since 2007 (with interest) (1,253,649,720) (56,626,511)
Net cash flows since 2007 1,538,745,216 2,806,212,751
Difference attributable to

net cash flows before 2007 under Scheme 1 1,145,383,935 -

Initial reserve as of 31 December 2012 2,684,129,151 2,806,212,751
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3.

3.1

Demographic and financial projections of the PPA
schemes

This valuation deals with the ability of the PPAn®et its future obligations at
the time they fall due. This is done under an ogexup approach. It is assumed
that workers will continue to be insured by theesok indefinitely, thus paying
contributions, accruing benefit entitlements anterlareceiving benefits in
accordance with the legal provisions of the systmijections are performed over
a period of 80 years in order to adequately praberiong-term cost of the scheme
after reaching a certain level of maturity and otiee demographic evolution of
the insured population has stabilised.

This review deals with the revenue and expenditafable all types of benefits
administered by the PPA. A summary of the provisiohthe different schemes
appears in Annex 1. The general methodology of abwarial valuation is
described in Annex 2. Future contributions and bitnare calculated according
to the demographic and economic framework presentéhnex 3 and on the
basis of the database and assumptions presenfethax 4.

The main purpose of the valuation is to find outettler the financing of the
scheme is on course, and not to forecast numeatags exactly. Due to the long-
term nature of the assumptions, absolute figurestag® a high degree of
uncertainty. Therefore, results should be integatearefully and future actuarial
reviews undertaken on a regular basis will makesiptes a validation of the

assumptions in light of the actual experience.

Regarding Scheme 2, this section considers onlgdfieed-benefit component
of the scheme. The defined-contribution compongmtat yet implemented and
will be discussed in Section 5.

Demographic projections

The future covered population under the differehesnes has been determined as
described in Section A4.1 of Annex 4.

Tables 3.1 to 3.4 present the demographic projegti¢contributors and
pensioners) for each scheme. It must be recalldithemes 1, 3 and 4 are closed
to new entrants. Their active insured populatidhgvadually decrease to become
zero in 2021.

For Scheme 2, as mentioned before, it is assumedtitere will be no new
enrolment of private sector workers in the futdnee growth of the population of
contributors in Scheme 2 is thus the result ohibrenal increase of the population
of Civilian employees and Security forces in thaufa. Table 3.2 shows that the
ratio of contributors to pensioners, which stand228 in 2013, will rapidly
decrease to 6.2 in 2025 and will be around 1.8eatnd of the projection period
(2090). It shows that in the long term there wdldnly one contributor to support
each pensioner. This table also reveals the laugar of survivor beneficiaries
as a proportion of total pensioners, which is lsthke the generous provisions
regarding the eligibility of survivors.
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Table 3.1 SCHEME 1 - Projected number of contributors and pensioners (2013-2090)

Number of pensioners Ratio of
Year Number of contributors
contributors Old-age Invalidity =~ Widows(ers) Children Total to pensioners
2013 6,445 5,126 369 2,509 4,010 12,014 0.54
2014 5,811 5,479 375 2,634 3,892 12,381 047
2015 5,015 6,010 378 2,759 3,945 13,092 0.38
2016 4,174 6,580 379 2,882 4,038 13,880 0.30
2017 3,321 7,155 377 3,006 4,159 14,696 0.23
2018 2,391 7,799 373 3,128 4,294 15,594 0.15
2019 1,497 8,403 364 3,248 4,439 16,454 0.09
2020 422 9,181 352 3,367 4,591 17,491 0.02
2025 - 8,005 256 3,909 5,402 17,571 -
2030 - 6,206 167 4,287 6,211 16,870 -
2035 - 4,313 93 4,352 6,746 15,504 -
2040 - 2,549 42 3,918 6,956 13,464 -
2045 - 1,188 14 2,936 6,865 11,004 -
2050 - 394 4 1,706 6,505 8,610 -
2060 - 1 0 217 5115 5,333 -
2070 - - 0 8 3,017 3,025 -
2080 - - - 0 1,038 1,039 -
2090 - - - - 160 160 -
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Table 3.2  SCHEME 2 - Projected number of contributors and pensioners (2013-2090)

Number of pensioners Ratio of

Year Number of contributors

contributors Old-age Invalidity =~ Widows(ers) Children Total to pensioners
2013 142,458 760 276 838 4,372 6,247 22.81
2014 146,580 755 397 1,106 4,961 7,219 20.30
2015 151,406 750 528 1,394 5,522 8,194 18.48
2016 158,251 744 670 1,704 6,064 9,182 17.24
2017 165,331 737 825 2,038 6,588 10,188 16.23
2018 172,573 730 993 2,400 7,110 11,234 15.36
2019 179,883 723 1,178 2,791 7,633 12,325 14.60
2020 187,556 715 1,380 3,214 8,167 13,475 13.92
2025 216,702 15,134 2,577 5,897 11,539 35,148 6.17
2030 249,503 33,674 3,878 9,818 17,709 65,078 3.83
2035 283,371 56,321 5,190 15,404 27,425 104,340 2.72
2040 316,478 80,200 6,372 23,070 39,518 149,159 2.12
2045 348,164 96,337 7,346 32,941 53,707 190,331 1.83
2050 380,261 104,966 8,336 43,936 69,269 226,508 1.68
2060 444,114 134,327 10,927 61,994 102,050 309,296 1.44
2070 498,864 180,728 14,113 72,289 136,570 403,700 1.24
2080 547,375 235,227 17,075 85,495 169,217 507,012 1.08
2090 579,688 274,313 19,409 105,078 196,958 595,758 0.97
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Table 3.3  SCHEME 3 - Projected number of contributors and pensioners (2013-2090)

Number of pensioners Ratio of

Year Number of contributors

contributors Old-age Invalidity =~ Widows(ers) Children Total to pensioners
2013 1,141 5,632 4 1,008 2,101 8,746 0.13
2014 1,048 5,565 9 1,124 2,155 8,852 0.12
2015 952 5,494 13 1,243 2,222 8,972 0.11
2016 834 5,439 16 1,364 2,300 9,119 0.09
2017 687 5,406 20 1,485 2,381 9,293 0.07
2018 508 5,398 23 1,607 2,468 9,495 0.05
2019 305 5,410 25 1,728 2,556 9,719 0.03
2020 59 5,460 26 1,848 2,627 9,962 0.01
2025 - 4,474 22 2,395 3,006 9,897 -
2030 - 3,362 16 2,751 3,431 9,559 -
2035 - 2,277 9 2,807 3,748 8,841 -
2040 - 1,328 4 2,534 3,869 7,735 -
2045 - 616 1 1,951 3,815 6,383 -
2050 - 203 0 1,195 3,608 5,006 -
2060 - 0 0 187 2,799 2,987 -
2070 - - - 16 1,587 1,603 -
2080 - - - 2 496 498 -
2090 - - - 0 53 53 -
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Table 3.4

SCHEME 4 - Projected number of contributors and pensioners (2013-2090)

Number of pensioners

Ratio of

Year Number of contributors

contributors Old-age Invalidity =~ Widows(ers) Children Total to pensioners
2013 4,626 9,634 386 1,713 1,811 13,544 0.34
2014 4,162 9,726 387 1,937 2,053 14,104 0.30
2015 3,660 9,846 387 2,157 2,321 14,710 0.25
2016 3,160 9,955 385 2,372 2,598 15,311 0.21
2017 2,467 10,248 383 2,582 2,878 16,091 0.15
2018 1,738 10,570 378 2,787 3,157 16,891 0.10
2019 963 10,933 370 2,984 3,436 17,723 0.05
2020 95 11,384 358 3,174 3,711 18,627 0.01
2025 - 9,304 269 3,967 4,993 18,533
2030 - 7,007 182 4,389 5,994 17,573
2035 - 4,758 106 4,328 6,637 15,829
2040 - 2,787 43 3,756 6,917 13,508
2045 - 1,317 15 2,748 6,869 10,950
2050 - 457 3 1,573 6,531 8,564
2060 - 7 0 188 5,135 5,330
2070 - 1 0 6 3,038 3,045
2080 - - - 1 1,096 1,097
2090 - - - 0 198 198

3.2 Financial projections

Apart from being driven by the evolution of the riagn of beneficiaries, the cost

of the proposed scheme will also be affected byatrerage amount of benefits

paid to these persons. One indicator of the evaiubf pension amounts is the

pensions’ replacement ratio (the ratio of the ayenaension to the average wage
of active contributors). Table 3.5 presents reptaa® ratios of new pensioners

for Scheme 2 in selected years and for each typermsion.

It must be noted that Table 3.5 represents comigingéctions for Civilians and
Security forces together (for example, 85.8 perogplacement ratio for new old-
age pensioners in 2090). It may be mentioned th#tea long term, specific old-
age replacement ratios are projected to be arotmpe@ent for Civilians and 122
percent for Security forces, being the result ofteeper salary scale for the
Security forces (and benefit formula linked to fiearnings).
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Table 3.5 SCHEME 2 - Projected replacement ratios of NEW pensioners (2020-2090)

Widows /

Year Old-age Disability widowers Children
2020 67.8 61.7 25.8 8.7
2030 89.5 71.0 321 13.0
2040 102.2 68.4 37.3 17.2
2050 85.5 62.8 38.0 18.3
2060 85.9 64.7 36.8 18.2
2070 91.3 66.4 35.1 18.4
2080 924 65.2 36.8 19.9
2090 85.8 63.8 37.2 20.9

The initial reserve of 5,490 million NIS as of 3®dmber 2012 is separated
between the different schemes as shown in Table Thése initial reserves

consider the amount of contribution arrears ancerotimounts due by the

government to the PPA. Section 2.4 was descriliiagriiethodology used for the

separation of PPA assets as of 31 December 2002&etScheme 1 and Scheme
2.

Table 3.6 Initial reserve as of 31 December 2012 for each scheme

Initial reserve

(million NIS)

Scheme 1 2,684
Scheme 2 2,806
Scheme 3 0
Scheme 4 0
Total 5,490

Tables 3.7 to 3.10 present financial projectionglie different schemes. It must
be remembered that:

— The PPA assumes full financial responsibility relyag Scheme 1 and
Scheme 2. However, for Security forces, the MOBg@ndy transfers each
month to the PPA the funds necessary to pay cutvenefits. It is
supposed in the projections that this practice mdgllonger be applied
from the valuation date and that as long as cantidhs and investment
income are sufficient to support scheme's experadifno funds will be
transferred from the MoF to the PPA for the payn@rturrent benefits
of Security forces members. So for both Civiliand &ecurity forces, the
MoF would intervene only from the moment contribag and investment
income are no longer sufficient to support schemgenditures (to avoid
negative reserves).

— The Ministry of Finance is presently held respolesitor all expenses
related to Scheme 3 and Scheme 4. The MoF tramafarthly to the PPA
the funds necessary to pay current benefits. Fgegion purposes, it is
supposed that, in the future, the MoF will onlyafiite the portion of
expenditures that cannot be supported by contabsti
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Since Schemes 1, 3 and 4 are closed to new enttlaatgrojections of Scheme 2
are the most interesting and relevant.

The cost of a scheme, on a going-concern basis b@ayeasured by the general
average premium (GAP)The GAP represents the constant contribution rate
necessary to finance all benefits over a perio80ojearsThe GAP is estimated

at 39.0 percent of insurable earnings for Schem@vilich may be further
disaggregated into 33.3 percent for Civilians aBd4or Security forces). This
GAP may be compared to the total contribution cdt&6.0 percent jointly paid
by employees and employers.

Tables 3.7 to 3.10 also present the pay-as-yolrgd G) cost of the schemes. It
represents the contribution rate that would be sssw to finance the current
annual expenditures in the absence of reserve faidsPAYG of Scheme 2 is
below 2.0 percent until 2020, but it increases vapidly thereafter to reach 34.7
percent in 2050 and 58.1 in 2090 (see Table 3.8).

2 There are two approaches for the calculation efglneral average premium. A first

approach uses the reserve at the valuation dadetjannvestment income thereon) so that
the application of the GAP during the whole praj@eiperiod would lead to a zero reserve
at the end of 80 years. In that case, the valubeotnitial reserve, plus the present value
of contribution revenue (at the GAP rate) and itwesnt income over the next 80 years is
put equal the present value of benefit and admatise expenditures over the same
period. Under the second approach, the initialrkesgnd the investment income thereon)
is not used in the calculation, so that the GARasgnts the actual constant contribution
rate that would balance the future contributionoime and the future expenditure (and
investment income on both). The second approagsed in this section.
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Table 3.7 SCHEME 1 - Projected revenue, expenditure and reserve, 2013-2090 (million NIS)

REVENUE EXPENDITURE RESERVE
PAYG
Year Contribution Co_ntribution Transfer Inyestment _ Total Benefits Administrative Totall Amount Ratio of gnnual (%)
rate income from MoF income income expenses expenditure (year-end) expenditure

2013 225 65 - 105 171 21 2 212 2,643 12.7 73.0
2014 225 61 - 103 164 234 2 235 2,571 11.2 87.1
2015 225 54 - 100 154 254 2 256 2,469 10.0 106.0
2016 225 47 - 95 142 283 2 285 2,325 8.7 137.0
2017 225 39 - 88 127 313 2 315 2,137 74 183.6
2018 225 29 - 80 108 347 2 350 1,896 6.1 273.6
2019 225 19 - 69 88 382 2 385 1,599 49 459.1
2020 225 6 - 56 62 425 3 428 1,233 3.7 1701.9
2025 225 - 479 - 479 476 3 479 - - n.a.
2030 225 - 501 - 501 498 3 501 - - n. a.
2035 225 - 497 - 497 494 3 497 - - n.a.
2040 225 - 461 - 461 458 3 461 - - n.a.
2045 225 - 400 - 400 397 2 400 - - n.a.
2050 225 - 332 - 332 330 2 332 - - n.a.
2060 225 - 257 - 257 256 2 257 - - n.a.
2070 225 - 218 - 218 217 1 218 - - n.a.
2080 225 - 124 - 124 123 1 124 - - n.a.
2090 225 - 35 - 35 35 0 35 - - n.a.
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Table 3.8 SCHEME 2 - Projected revenue, expenditure and reserve, 2013-2090 (million NIS)
REVENUE EXPENDITURE RESERVE
PAYG
Year Contribution Co_ntribution Transfer Inyestment _ Total Benefits Administrative Totall Amount Ratio of gnnual (%)
rate income from MoF income income expenses expenditure (year-end) expenditure

2013 16.0 830 - 128 959 61 6 67 3,698 41.8 1.3
2014 16.0 902 - 165 1,068 70 7 77 4,689 48.2 14
2015 16.0 983 - 207 1,189 80 7 87 5,791 53.6 14
2016 16.0 1,078 - 253 1,331 92 8 100 7,022 58.0 15
2017 16.0 1,181 - 304 1,486 105 9 114 8,394 61.8 15
2018 16.0 1,293 - 361 1,655 120 10 130 9,919 64.8 1.6
2019 16.0 1,414 - 425 1,839 137 1 148 11,610 67.1 1.7
2020 16.0 1,546 - 495 2,041 157 12 169 13,482 68.8 1.7
2025 16.0 2,193 - 895 3,089 1,001 21 1,023 23,701 212 75
2030 16.0 3,045 - 1,272 4,317 2,681 38 2,719 32,995 11.5 14.3
2035 16.0 4,119 - 1,433 5,551 5,745 64 5,808 36,126 6.3 22.6
2040 16.0 5,494 - 1,050 6,544 10,390 102 10,492 24,576 27 30.6
2045 16.0 7,401 8578 - 15,979 15,831 149 15,979 - - 34.5
2050 16.0 10,110 11824 - 21,934 21,730 204 21,934 - - 34.7
2060 16.0 18,063 24 253 - 42,316 41,933 383 42,316 - - 375
2070 16.0 30,184 53 329 - 83,512 82,794 718 83,512 - - 443
2080 16.0 48,487 113 254 - 161,741 160,419 1,321 161,741 - - 53.4
2090 16.0 77,673 204 462 - 282,135 279,878 2,257 282,135 - - 58.1
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Table 3.9  SCHEME 3 - Projected revenue, expenditure and reserve, 2013-2090 (million NIS)
REVENUE EXPENDITURE RESERVE
PAYG
Year Contribution Co_ntribution Transfer Inyestment _ Total Benefits Administrative Totall Amount Ratio of gnnual (%)
rate income from MoF income income expenses expenditure (year-end) expenditure

2013 225 15 375 - 391 388 2 391 - - 567.9
2014 225 15 390 - 405 402 3 405 - - 620.2
2015 225 14 407 - 420 418 3 420 - - 687.6
2016 225 12 424 - 437 434 3 437 - - 91.7
2017 225 10 444 - 454 452 3 454 - - 978.4
2018 225 465 - 473 470 3 473 - - 1,331.5
2019 225 488 - 493 490 3 493 - - 2,290.8
2020 225 514 - 515 512 3 515 - - 11,621.7
2025 22.5 - 565 - 565 562 3 565 - - n.a.
2030 22.5 - 590 - 590 586 4 590 - - n. a.
2035 225 - 582 - 582 579 4 582 - - n.a.
2040 225 - 538 - 538 535 3 538 - - n.a.
2045 225 - 467 - 467 464 3 467 - - n.a.
2050 225 - 387 - 387 385 2 387 - - n.a.
2060 225 - 287 - 287 285 2 287 - - n.a.
2070 225 - 219 - 219 217 1 219 - - n.a.
2080 225 - 101 - 101 101 1 101 - - n.a.
2090 225 - 18 - 18 17 0 18 - - n.a.
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Table 3.10 SCHEME 4 - Projected revenue, expenditure and reserve, 2013-2090 (million NIS)

REVENUE EXPENDITURE RESERVE
PAYG
Year Contribution Co_ntribution Transfer Inyestment _ Total Benefits Administrative Totall Amount Ratio of gnnual (%)
rate income from MoF income income expenses expenditure (year-end) expenditure

2013 20 4 354 - 358 355 2 358 - - 165.5
2014 20 4 377 - 381 379 3 381 - - 189.7
2015 20 4 404 - 407 405 3 407 - - 2221
2016 20 3 432 - 435 432 3 435 - - 266.1
2017 20 3 468 - 471 468 3 471 - - 357.9
2018 20 2 507 - 509 506 3 509 - - 527.8
2019 20 1 551 - 552 549 3 552 - - 1,014.3
2020 20 0 600 - 600 597 4 600 - - 10,810.6
2025 20 - 657 - 657 653 4 657 - - n.a.
2030 20 - 682 - 682 677 4 682 - - n. a.
2035 20 - 668 - 668 664 4 668 - - n.a.
2040 20 - 613 - 613 610 4 613 - - n.a.
2045 20 - 530 - 530 527 3 530 - - n.a.
2050 20 - 444 - 444 441 3 444 - - n.a.
2060 20 - 354 - 354 352 2 354 - - n.a.
2070 20 - 308 - 308 306 2 308 - - n.a.
2080 20 - 182 - 182 181 1 182 - - n.a.
2090 20 - 57 - 57 57 0 57 - - n.a.
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Chart 3.1 illustrates the difference between therdoution rate of the scheme (at
16 percent of insurable earnings) and the PAYG. tlo®veals that the investment
income generated by the excess of the contribuditnover the PAYG cost during

the next 20 years or so will allow the accumulatba substantial reserve (36,384
million NIS in 2034). However, the PAYG cost cont@s to increase thereafter
and this clearly reveals that the present coniobutate of 16 percent is not

sufficient to ensure the long term financial susahility of the scheme.

Chart3.1  SCHEME 2 - Comparison of PAYG and contribution rate (2013-2093)
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As it appears in Chart 3.2, the reserve of ScheinsepPojected to increase until
2034 and then to rapidly decrease and become z@@44.
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Chart 3.2

Table 3.11

SCHEME 2 - Projection of reserve
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Table 3.11 presents the total expenditures oball §chemes administered by the
PPA as a percentage of GDP. It shows that totadiperexpenditures of the PPA
now represent 2.3% of GDP. This ratio is stabldl @22, but then starts to
increase until 2045 where it will represent 4.0cpet of GDP.

It also presents the accumulated reserves for cilerases combined, as a
percentage of GDP. It must be noted that undarsstato projections, deficits will
eventually emerge and they will have to be finanogdhe Ministry of Finance.
Reserves disappear after 2040.

Total expenditures and accumulated reserves of Schemes 1, 2, 3 and 4, as
percentage of GDP

Year Tot.al Accumulated
expenditures reserves
2015 2.3% 16.3%
2016 2.3% 17.0%
2017 2.3% 17.7%
2018 2.3% 18.3%
2019 2.3% 18.9%
2020 2.3% 19.5%
2025 2.5% 21.5%
2030 2.8% 20.8%
2035 3.3% 16.0%
2040 3.8% 7.8%
2045 4.0% -
2050 3.9% -
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3.3

Actuarial liabilities

This section presents the actuarial liabilitieshe schemes administered by the
PPA on a closed-group basis. Normally, this typeesiults is not included in
actuarial reviews performed by the ILO becausedbinsidered that social security
schemes are universal, that they are long-termatnra and that they are not
expected to wind up at any point in time. Hencejaosecurity schemes can
continually count on the inflow of new contributote support scheme’s
expenditures over time. However, in the contexhefPPA:

— the law requires that PPA maintains separate atsdomeach scheme it
administers; estimates of the actuarial liabilitiesa closed-group basis
represents a useful tool to determine the valubeficcumulated rights
accrued under each scheme at a given date aneanfer readjusting
the value of these separate accounts at a given dat

— considering the debt owed by the Ministry of Finatmthe PPA (mainly
attributable to contribution arrears), the actlabalance sheet on a
closed-group basis represents an appropriate dooletasure, for each
scheme, the real liability of the government tovgattte pensions of its
employees;

— even if Section 2.4 proposes reserve values faeriBeb 1 and 2 (Civilian)
as at 31 December 2012, these reserve values eongidy past
accumulated contributions (paid and due) to eablerse and does not
consider that_benefits under Scheme 2 should beuleééd by
considering the whole career of the participantslén the former scheme
for service before 2006 and under Scheme 2 folicgefrom 2006), and
that the schemes’ accounts should eventually bhestedj to reflect that
reality.

In this section, the actuarial liability refersthe present value, as of the valuation
date, of future payments related to pensions immgsy and to the accrued rights
of the present insured persons. Calculations werémned on the following
basis:

— Service considered for benefit calculations istidito the period before
the valuation date;

- For eligibility purposes, service after the valoatdate is considered until
benefit becomes payable;

— Future salary increases (after the valuation datexonsidered;

— Minimum pensions are prorated to reflect the pedaocbmplished before
the valuation date.

Table 3.12 presents the actuarial liabilities safgdy for each scheme, and
separately for pensions in payment and for actigired persons. It must be
remembered that Scheme 2 covers persons who wengegothan age 45 in 2006
and thus includes very few pensioners. For schenteniust also be considered
that, even if it was introduced in 2006, the acclatad service of the participants
includes their whole career, and liabilities presdnn Table 3.12 were calculated
on that basis. It is thus assumed here that theevadl their rights accumulated
under former Schemes 1, 3 or 4 is now part of Sehzm
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Table 3.12  Actuarial liabilities and unfunded liabilities of the schemes administered by the PPA
as at 31 December 2012 (million NIS)

Scheme 1 Scheme 2 Scheme 3 Scheme 4
Actuarial liabilities
— Related to pensions in payment 4,009 1,771 9,695 7,786
— Related to active insured persons 4,191 59,600 1,190 4,235
Total actuarial liabilities 8,201 61,371 10,885 12,021
Estimated reserves 2,684 2,806 - -
Unfunded liabilities 5,517 58,565 10,885 12,021

Table 3.12 also presents the unfunded liabilinesléficit) for each scheme which
is calculated as the total actuarial liabilitieshos the estimated reserve of each
scheme (which was appearing in Table 3.6). The nddd liabilities can be
interpreted as the single sum that should be paidteé81 December 2012, to
complement the existing reserves, in order to fieaall the accrued rights of the
current insured persons in the unlikely scenard tthe schemes would be wound-
up at the valuation date.

The actuarial liabilities may be considered as ttheoretical accumulation of
contributions that should have been paid in the fpefsind the benefit rights that
have accumulated as at 31 December 2012. Unfunaleidities would then be
interpreted as the size of the funds that shoulttavesferred to the PPA for each
scheme to reach a funding ratio of 100% for alt fathemes. In the case of public
schemes, this objective is rarely pursued and lofueding ratios may be
appropriate. However, the accrued liabilities gare indication of the relative
importance of the different schemes' accounts gshatld be maintained by the
PPA.

3.4 Sensitivity tests

Projections include an extensive set of demograptdonomic and scheme-
specific assumptions. Actual experience will inally differ from projections.
This section analyses alternative assumptions degal1) the rate of return on
PPA investments and (2) the salary growth rate. Séwesitivity tests have been
performed on Scheme 2 projections only since ghiké only scheme that is open
to new entrants and that will be fully operatiofwalseveral decades in the future.
The financial impacts of the sensitivity tests resented on the GAP and on the
PAYG cost in 2090.

Sensitivity test on investment return

The base scenario assumes that the rate of rdttima BPA funds will be 4 percent
in the future. The sensitivity test uses an altitveaate of 6 percent per year. This
higher rate of return would have an important imercthe fund accumulation of
Scheme 2 and would reduce the GAP from 39.0 petoe32.0 percent. There is
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no impact on the PAYG cost since this cost meassuiredependent of the value
of reserve funds.

Table 3.13  Sensitivity test on investment return (% of insurable earnings)

Scenario GAP PAYG in 2090
Base scenario 0 0
(4%) 39.0% 58.1%
Sensitivity test 32.0% 58.1%

(6%)

Sensitivity test on salary growth

The base scenario assumes that salaries will isereya 4 percent per year from

2016 onwards. A sensitivity test has been performi¢d a higher salary increase

of 5 percent per year. The higher salary increaseiraption has the effect of

increasing contribution income, but at the same tiinaccelerates the progression
of the salary during the career of an individuatl amcreases the average final
salary on which pensions will be calculated. Trespnt shape of the salary scale,
which is particularly steep for the Security forcegacerbates this sensitivity to

the salary growth assumption. Under the sensitbeity, the GAP would increase

from 39.0 percent to 41.0 percent. The PAYG co2080 is almost unaffected.

Table 3.14  Sensitivity test on salary growth (% of insurable earnings)

Scenario GAP PAYG in 2090
Base scenario 0 0
(4%) 39.0% 58.1%
Sensitivity test 0 0
(5%) 41.0% 56.8%
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4.  Proposed modifications to PPA schemes

Results presented in Section 3 showed that Schemeull have to face very
important contribution rate increases in the futurerder to keep the present
provisions unchanged. This section presents assefrimeasures that are aimed at
improving the financial condition of Scheme 2. dtdonsidered that the other
schemes administered by the PPA being closed to emdvants, it would be
difficult to introduce major changes without ragithe issue of altering past
accrued rights of the members.

All proposed measures are first described with ridtgonale leading to each
specific recommendation.

4.1 Gradual increase of the retirement age

Presently, life expectancy at the age of 60 (thenabretirement age under PPA
schemes) is 18.3 years for men and 20.6 years daren. Considering that the

period of contribution of certain public sector dayges may be as short as 20
years when they become eligible to retirement,@Rfgains the size of the burden
that will fall on the shoulders of the financiefgloe system.

Between 2013 and 2050, it is projected that thbajlbife expectancy in Palestine
will increase by approximately 5 years. So thisldgustify to gradually increase
the normal retirement age of Scheme 2, for exarfnple age 60 now to age 65 in
2050. The PPA legislation could already provide gach an increase, so that
people would be aware of the future gradual in@easd could plan their
retirement accordingly.

This modification would decrease the GAP of Schérfrem 39.0 percent to 33.9
percent. The PAYG costin 2090 would decrease &8rh percent to 51.9 percent.

4.2 Less attractive early retirement conditions

According to experience data, over recent yeany, feav persons retired before
the normal retirement age of 60, except duringtéchiperiods (e.g. 2008) where
the government allowed early retirement under gphewdbnditions. However,
certain early retirement conditions provided byltve appear generous: reduction
factor of only 4 percent per year, possibility Bncel the pension reduction for
early retirement following a decision of the Counof Ministers, specific
conditions for what is called "alternative" retirem, etc. This could eventually
encourage people to retire before age 60.

It is thus recommended to remove these attractixlg setirement conditions from
Scheme 2 in order to avoid a possible increaseliamae's cost in the future. For
example, the pension reduction could be increas®a # percent to 5 percent per
year and it could be applied in case of both "alitve" and "early" retirements.

The less attractive early retirement conditionseha® impact on costs since the

base scenario of the actuarial valuation suppdsgsetrerybody retires at age 60
(in line with experience data).
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4.3 Pensions based on career average earnings instead of final earnings

Chart 4.1

For the calculation of pensions, it is recommenttedse average earnings over
the whole career of the individudlhe suggested method is commonly referred to
as thecareer average re-valued earnings formiareby equal weight is given to
wages in each year, with older wages re-valueddeed to give them a current
value. This method of calculating social securigngions is used in almost all
OECD? countries.The proposed formula would ensure equity in théofdhg
manner:

- Participants with important wage increases towtrd®nd of their career
would not receive undue advantage (significantiyhbr pensions) just
because their final earnings are high.

— Participants with earnings that decline towards e¢hd of their career
could be disadvantaged if the formula would use tim earnings over a
short period preceding retirement.

— Each year’s contribution is given an equal weight.

The first step consists in adjusting the past iaisler earnings of the person. Chart
4.1 illustrates how past earnings would be adjustedrder to give them an
updated value. To operate this revaluation, aledmmings during the career of the
individual would be multiplied by a cumulative waigelex for the period between
the year these earnings were recorded and thahgaension becomes payable.
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This modification would decrease the GAP of Sch@rfrem 39.0 percent to 30.1
percent. The PAYG cost in 2090 would decrease &8rh percent to 44.1 percent.

3 Organisation for Economic Co-operation and Deveiept.
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The effect of the proposed maodification is more ant@nt for the Security forces
because their salary scale is steeper than thefdhe Civilian employees.

4.4 Indexing of pensions based on CPIl instead of wages

Pensions are presently indexed at an annual rateadent to the inflation rate
plus 1.25 percent, in line with the annual increafssalaries in the public sector.
It is recommended to change this adjustment sopiasion would be indexed
annually in line with CPI increase only.

This modification would decrease the GAP of Sch@rfrem 39.0 percent to 34.4
percent. The PAYG cost in 2090 would decrease &8rh percent to 50.1 percent.

4.5 Reduction of the pension accrual rate

The accrual rate of pensions should be reduced 2rOrpercent to 1.5 percent per
year of service. However, the lower accrual raté (fercent) would be applied
only to future service after the reform date.

This measure would reduce the GAP of the schemma 88.0 percent to 30.6
percent. Under that scenario, the PAYG rate in Z080ch is 58.1 percent under
status quo) would be reduced to 44.0 percent.

4.6 Summary of financial impact of the proposed measures

With the introduction of the measures recommendeprévious Sections 4.1 to
4.5, the cost of Scheme 2 would decrease signtficaas shown in Table 4.1. For
all measures combined, the GAP of Scheme 2 woudtkdee from 39.0 percent
to 18.1 percent and the PAYG cost in 2090 wouldesese from 58.1 percent to
25.7 percent (last line of Table 4.1).
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Table 41  Impact of proposed modifications to Scheme 2 (as % of insurable earnings)

GAP PAYG in 2090

Base scenario 39.0% 58.1%
Reform measures taken individually

— Increase of the retirement age 33.9% 51.9%

— Indexing of pensions based on CPI 34.4% 50.1%

—  Career earnings formula 30.1% 44.1%

—  Reduction of the pension accrual rate (1.5%) 30.6% 44.0%
All measures combined 18.1% 25.7%

4.7 Increase of the contribution rate

An automatic mechanism (or rule) should be adoptetlincluded in the law for
the determination of future contribution rates,tba basis of periodic actuarial
valuations. In the future, the contribution rateldde established at a level equal
to the larger of:

I) the contribution rate in application at the momefthe valuation, and

i) the general average premium (GARjlculated over the period of
50 years following the valuation date, roundechlbwest 1.0 percent.

Such a rule would ensure the financial sustairtgwfithe scheme and at the same
time allow a gradual increase of the contributiate towards its long-term level.

The application of this rule to the benefits ansluitable earnings projected for
Scheme 2 would result in the application of thetgbation rates appearing in
Table 4.2.

4 The GAP utilized here is calculated by considerthg initial reserve at time of
determination.
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Table 4.2  Possible future contribution rate schedule (in combination with reform measures)

Contribution rate

Year (% of insurable earnings)
2013-2036 16.0%
2037-2042 17.0%
2043 + 18.0%

Table 4.3 presents financial projections that fat@account the reform measures
and the increase of the contribution rate. It shihasthe application of the reform
measures in addition to the gradual increase ofonéibution rate would ensure
the financial sustainability of the scheme, thesres remaining positive until
2090.
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Table 4.3  SCHEME 2 - Projected revenue, expenditure and reserve under reform, 2013-2090 (million NIS)

REVENUE EXPENDITURE RESERVE
PAYG
Year Contribution Co.ntribution Inyestment _ Total Benefits Administrative Tota_l Amount Ratio of qnnual (%)
rate income income income expenses expenditure (year-end) expenditure
2013 16.0 830 128 959 60 6 66 3699 425 1.3
2014 16.0 902 166 1068 67 7 74 4693 50.3 1.3
2015 16.0 983 207 1190 75 7 82 5801 57.2 1.3
2016 16.0 1078 253 1331 84 8 92 7040 63.3 1.4
2017 16.0 1181 305 1487 93 9 102 8425 68.8 1.4
2018 16.0 1294 363 1657 105 10 114 9967 736 1.4
2019 16.0 1414 427 1841 118 11 128 11680 e 1.5
2020 16.0 1546 499 2 044 132 12 144 13580 81.2 1.5
2025 16.0 2193 921 3115 774 20 794 24 490 279 5.8
2030 16.0 3087 1408 4 496 1695 32 1727 37 041 19.8 9.0
2035 16.0 4254 1954 6 208 3182 49 3231 50 946 14.8 12.2
2040 17.0 6114 2538 8652 5 364 73 5437 65 855 11.5 15.1
2045 18.0 8670 3143 11812 8195 104 8299 81311 9.4 17.2
2050 18.0 11741 3844 15 586 11124 141 11265 99 478 8.4 17.3
2060 18.0 21150 6136 27 285 19 926 253 20179 158 875 75 17.2
2070 18.0 35672 8 886 44 558 38 363 456 38819 227 7% 57 19.6
2080 18.0 57 643 9151 66 794 73043 804 73 847 228 037 32 231
2090 18.0 90 768 919 91687 128 332 1348 129 680 4068 0.3 25.7
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5. Other issues

This section discusses various additional topickted to the schemes
administered by the PPA.

5.1 The defined-contribution component of Scheme 2

The defined-contribution (DC) component of Schem&a® not been really
implemented. Contributions are not actually cobéictegarding that component,
so that participants' individual accounts have yeit been created. Theoretical
accounts can be considered to exist for Civiliaplegees only.

For Security forces, there is no registered DCrilmumiions because PPA does not
have complete data. Actually, PPA started to recéinve data of the theoretical
amount of monthly contributions only in July 2016. order to calculate the
correct theoretical accumulated DC account for eadlvidual, the PPA would
need historical data starting from September 2007.

Pension Law N° 7 of 2005
Article 18

The compulsory contribution by the Government o Defined Contribution
System shall be three (3%) percent and the compul=antribution by the
subscriber shall be three (3%) percent of the saldthe subscriber shall b
entitled to contribute any other additional percages, provided that no sug
contributions will incur any additional financialbtigations on the part of th
Government.

D S0

Article 26

The Defined Contribution System:
1. The subscriber, as he reaches the age of compuistirement, shall be
entitled to the whole sum accumulated in his nambe special account set
forth under paragraph 5 of Article 12, includingetiBhare of the employeg,
the share of the Government, and the pension retiite shall have the righ
to choose between one of the following options:
a) The whole sum as one payment upon retirement.
b) A monthly sum throughout his lifetime or as peiinaetable to be
agreed upon.
c) A combination of the options set forth under (aj &m above.
2. In the event of disability, the subscriber shalldide to withdraw the whol
sum as one payment.
3. If the subscriber dies, the beneficiaries or eatitpersons shall receive the
whole sum as one payment, which shall be paidéora@nce with the Tabl
1 in Article 34 less the total amount of paymeiftany, already paid to the
subscriber in his lifetime.

—

1%

WD

In theory, people who resign, die or become dighbéve the right to receive back
their DC account. This is not applied presentlyause the MoF does not pay the
contributions and the arrears. In addition, NGOsnitipalities and private sector
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organisations do not pay the DC part (they pay ¢timéyDB part). Hence no DC
accounts were created for them. Currently, the P& the DC account only in
cases of resignation.

Given the problems of application of the DC compurtd the law, the incapacity
of the MoF to pay contribution arrears and theidliffy to invest those funds in
the current financial environment, it should beisaged to review this part of the
law. One possibility would be to reorient this admition income into the DB
component of Scheme 2 in order to reinforce itarfoial status of the DB
component and thus delay some of the contribuaitmincreases proposed in this
report.

5.2 Future actuarial valuations

Regular actuarial valuations should take placeetteee years in order to assess
the financial sustainability of the schemes andvalfor regular adjustments as
necessary.

If, as recommended in Section 4.5, an automatidhamr@sm is included in the law

for the determination of future contribution ratesriodic actuarial valuations will
represent the tool to establish these contributites.

54



Conclusion

This report has stressed the important problenoofribution arrears due by the
Ministry of Finance to the PPA. It has showed tihat present generosity of the
schemes, combined with a relatively low contribaitrate, makes impossible to
reach a financial equilibrium in the medium anddaoerm.

The report proposes a series of modifications aiaeeducing the cost of Scheme

2, accompanied by a reasonable contribution ratedsde, that would allow to
maintain the scheme in place and ensure its saslisty.
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Annex 1 Summary of the provisions of the schemes
administered by the PPA

This annex presents a summary of the provisiontlseofour schemes
administered by the PPA.
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GENERAL PROVISIONS

Scheme |
Law No. 8 of 1964
(the 10% system)

Scheme Il
Pension law n° 7 of 2005

Scheme llI
Law of Insurance and Salaries of the Palestinian
Security Forces
No. 16 of 2004

Scheme IV
Law of Civil Retirement
No. 34 of 1959
(the 2% system)

- All Gaza civil servants and some of the
West Bank civil servants who were more
than 45 years old on 1/9/2006 and who are
paid from the Palestine National Authority
(PNA) general budget;

— Palestine Liberation Organization civilian
employees who were more than 45 years
old on 1/9/2006, working outside the
country and who are paid from the PNA
general budget, unless they are participant

— Civil servants and security forces who were
less than 45 years old on 1/9/2006 and
those hired after that date regardless their
age and who are paid from the Palestine
National Authority (PNA) general budget;

— Palestine Liberation Organization
employees who were less than 45 years old
on 1/9/2006, working outside the country
and who are paid from the PNA general
budget, unless they are participant in an

- Security forces who were more than 45
years old on 1/9/2006 and who are paid
from the Palestine National Authority (PNA)
general budget;

— Palestine Liberation Organization security
forces who were more than 45 years old on
1/9/2006, working outside the country and
who are paid from the PNA general budget,
unless they are participant in an other
governmental pension scheme.

— West Bank civil servants who were more
than 45 years old on 1/9/2006 (excluding
those covered by Scheme I) and who are
paid from the Palestine National Authority
(PNA) general budget;

— Palestine Liberation Organization
employees from West Bank who were more
than 45 years old on 1/9/2006, working
outside the country and who are paid from
the PNA general budget, unless they are

Persons ; ) . : ) - .
covered in an other governmental pension scheme; other governmental pension schgme, parhqpant in an other governmental
— Gaza employees of local authorities and — Gaza employees of local authorities and pension scheme.
public institutions (municipalities) who were public institutions (municipalities) who were
more than 45 years old on 1/9/2006. less than 45 years old on 1/9/2006. And
West Bank employees of local authorities
and public institutions (municipalities) who
joined the scheme according to the
presidential decree N° 5 of 2007 (regardless
of their age);
— NGOs and private sector employees
(partially implemented).
Basic salary, fixed increments (linked to the Basic salary, fixed increments (linked to the Basic salary, fixed increments (linked to the Basic salary, fixed increments (linked to the
. nature of work), periodic increments and nature of work), periodic increments and nature of work), periodic increments and nature of work), periodic increments and
Earnm%s increment for cost of living. increment for cost of living. increment for cost of living. increment for cost of living.
covere
No ceiling on covered earnings No ceiling on covered earnings No ceiling on covered earnings No ceiling on covered earnings
Ceiling on
earnings
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Scheme |
Law No. 8 of 1964
(the 10% system)

Scheme Il
Pension law n° 7 of 2005

Scheme llI
Law of Insurance and Salaries of the Palestinian
Security Forces
No. 16 of 2004

Scheme IV
Law of Civil Retirement
No. 34 of 1959
(the 2% system)

Financing

DB system:
— Employer: 12.5%
— Employee: 10%

DB system:
— Employer: 9%
— Employee: 7%

DC system:
— Employer: 3%
— Employee: 3%

DB system:
— Employer: 12.5%
— Employee: 10%

DB system:
— Employee: 2%

Automatic
pension
indexing

Increment based on wage increase of active
contributors, connected to CPI or salary scale
changes, applied automatically to pensions

Increment based on wage increase of active
contributors, connected to CPI or salary scale
changes, applied automatically to pensions

Increment based on wage increase of active
contributors, connected to CPI or salary scale
changes, applied automatically to pensions

Increment based on wage increase of active
contributors, connected to CPI or salary scale
changes, applied automatically to pensions
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OLD-AGE BENEFITS

Scheme |
Law No. 8 of 1964
(the 10% system)

Scheme Il
Pension law n° 7 of 2005

Scheme llI
Law of Insurance and Salaries of the Palestinian
Security Forces
No. 16 of 2004

Scheme IV
Law of Civil Retirement
No. 34 of 1959
(the 2% system)

Eligibility
conditions

Mandatory retirement:
— Age 60 with at least 15 years of service (or
more than 9 years of service plus
purchased years up to 15)

Alternatives:
— Age 58 with at least 20 years of service
- Higher Judicial Council: between 60 and 70
with at least 15 years of service

Early retirement:
— Atleast 20 years of service regardless the
age

In case of service termination, the employee with
at least 15 years of service is eligible for the
pension. No reduction applied.

Mandatory retirement:

— Age 60 with at least 15 years of service (or
more than 9 years of service plus
purchased years up to 15)

Alternatives:

- Civil servants: age 55 with at least 20 years
of service for males and 15 years of service
for females. Or, age 50 with at least 25
years of service for males and 20 years of
service for females

- Security forces, laboratories, marine,
employees serving in oil and gas
exploration: age 50 with at least 20 years of
service

— Academic staff: between 60-65 with at least
15 years of service

— Higher Judicial Council: between 60 and 70
with at least 15 years of service

Early retirement:

- Civil servants: age 55 with at least 15 years

of service

In case of service termination, the employee with
at least 15 years of service is eligible for the
pension. No reduction applied.

Note: A presidential decree of 2008
concerning Security forces of Schemes Il and
Il gave the right to optional early retirement
with 100% of salary for those aged 45 and
over with 15 years or service on 1/3/2008
(805 persons concerned in Scheme ).

Mandatory retirement:

— Age 60 with at least 15 years of service (or
more than 9 years of service plus
purchased years up to 15)

Early retirement:

—  From age 40 to age 55 (depending on the
military rank) with at least 20 years of
service. The early retirement is based on
the Chief Commander's decision.

Note: A presidential decree of 2008
concerning Security forces of Schemes Il and
Il gave the right to optional early retirement
with 100% of salary for those aged 45 and
over with 15 years of service on 1/3/2008
(3920 persons concerned in Scheme Ill).

Mandatory retirement:

— Age 60 with at least 15 years of service (or
more than 9 years of service plus
purchased years up to 15)

— 40 years of service

Alternative:
— 30 years of service regardless of age

Early retirement:
— Atleast 15 years of service regardless of
age, conditional to decision of the Council of
Ministers. No reduction applied.
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Scheme |
Law No. 8 of 1964
(the 10% system)

Scheme Il
Pension law n° 7 of 2005

Scheme llI
Law of Insurance and Salaries of the Palestinian
Security Forces
No. 16 of 2004

Scheme IV
Law of Civil Retirement
No. 34 of 1959
(the 2% system)

Amount of
benefits

- 2.5% per year of service, multiplied by
average salary of the last 3 years
(maximum 70%)

— Early retirement:

- 20% reduction if retire before age 48

- 15% reduction if retire between 48
and 51

- 10% reduction if retire between 51
and 56

- 5% reduction if retire between 56 and
58

Reduction may be cancelled following

decision of Council of Ministers.

— Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5
of 2007.

— Dependents’ supplement of 60 NIS for wife
(paid to male pensioners) and 20 NIS per
child (paid to male pensioners or to female
pensioners if she is the only breadwinner).

DB system:
— 2% per year of service, multiplied by
average salary of the last 3 years
— Early retirement: 5% reduction per year
before age 60.
Reduction may be cancelled following
decision of Council of Ministers.

— Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5
of 2007.

— Dependents’ supplement of 60 NIS for wife
(paid to male pensioners) and 20 NIS per
child (paid to male pensioners or to female
pensioners if she is the only breadwinner).

— 2.5% per year of service, multiplied by
average salary of the last 3 years
(maximum 70%)

— Early retirement:

- 20% reduction if retire before age 48.

- 15% reduction if retire between 48
and 51

- 10% reduction if retire between 51
and 56

- 5% reduction if retire between 56 and
58

Reduction may be cancelled following

decision of Council of Ministers.

— 2.67% per year of service, multiplied by
average salary of the last 3 years
(maximum 75%)

— Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5
of 2007.

— Dependents’ supplement of 60 NIS for wife
(paid to male pensioners) and 20 NIS per
child (paid to male pensioners or to female
pensioners if she is the only breadwinner).

— Ifnot eligible to pension at age 60,
retirement grant equal to employee’s
contributions plus interest.

- If not eligible to pension at age 60,
retirement grant equal 15% of the last
annual salary for each service year

DC system:
— Based on the amount accumulated with
interest.
— May be paid as a lump sum, life annuity or
scheduled payments.

— Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5
of 2007.

— Dependents’ supplement of 60 NIS for wife
(paid to male pensioners) and 20 NIS per
child (paid to male pensioners or to female
pensioners if she is the only breadwinner).

- If not eligible to pension at age 60,
retirement grant equal monthly salary for
each service year (if contributions were
paid for these years) and 50% of
monthly salary for each service year (if
contributions were not paid for these
years).

— If not eligible to pension at age 60,
retirement grant equal 15% of the last
annual salary for each service year
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INVALIDITY BENEFITS

Scheme |
Law No. 8 of 1964
(the 10% system)

Scheme Il
Pension law n° 7 of 2005

Scheme llI
Law of Insurance and Salaries of the Palestinian
Security Forces
No. 16 of 2004

Scheme IV
Law of Civil Retirement
No. 34 of 1959
(the 2% system)

Eligibility Below age 60 Below age 60 Below age 60 Below age 60 with at least 10 years of service
conditions
2.5% per year of service, multiplied by average DB system: 2% per year of service, multiplied by 2.5% per year of service, multiplied by average 2.67% per year of service, multiplied by average
salary of the last 3 years (minimum 40%, average salary of the last 3 years (maximum salary of the last 3 years (minimum 40%, salary of the last 3 years (maximum 75%).
maximum 70%). 70%). Years of service include half of years from maximum 70%).
invalidity to age 60. If not eligible to invalidity pension (less than 10
— Pension supplement of 300 NIS per month, — Pension supplement of 300 NIS per month, years of service), grant equal to monthly salary
according to Presidential Resolution No. 5 — Pension supplement of 300 NIS per month, according to Presidential Resolution No. 5 for each service year (if contributions were paid
of 2007. according to Presidential Resolution No. 5 of 2007. for these years) and 50% of monthly salary for
— Dependents’ supplement of 60 NIS for wife of 2007. — Dependents’ supplement of 60 NIS for wife each service year (if contributions were not paid
(paid to male pensioners) and 20 NIS per — Dependents’ supplement of 60 NIS for wife (paid to male pensioners) and 20 NIS per for these years).
PG child (paid to male pensioners or to female (paid to male pensioners) and 20 NIS per child (paid to male pensioners or to female .
P pensioners if she is the only breadwinner). child (paid to male pensioners or to female pensioners if she is the only breadwinner). — Pension supplement of 300 NIS per month,

pensioners if she is the only breadwinner).

DC system: may receive the accumulated
amount as a lump sum (not implemented).

according to Presidential Resolution No. 5
of 2007.

— Dependents’ supplement of 60 NIS for wife
(paid to male pensioners) and 20 NIS per
child (paid to male pensioners or to female
pensioners if she is the only breadwinner).
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SURVIVORS’ BENEFITS

Scheme |
Law No. 8 of 1964
(the 10% system)

Scheme Il
Pension law n° 7 of 2005

Scheme llI
Law of Insurance and Salaries of the Palestinian
Security Forces
No. 16 of 2004

Scheme IV
Law of Civil Retirement
No. 34 of 1959
(the 2% system)

The deceased was receiving a retirement
pension or was active contributor at the time of

The deceased was receiving a retirement
pension or was active contributor at the time of

The deceased was receiving a retirement
pension or was active contributor at the time of

The deceased was receiving a retirement
pension at the time of death or was eligible to

Egﬂ:’lé::ﬁs death death death receive a retirement pension according to the law
(at least 10 years of service)
— Widow or widows of the participant. — Widow or widows of the participant. — Widow or widows of the participant. — Widow or widows of the participant
— Male children and brothers younger than — Male children and brothers younger than — Male children and brothers younger than — Male children younger than eighteen (18)
twenty-one (21) years of age supported by twenty-one (21) years of age supported by twenty-one (21) years of age supported by years of age supported by the participant
the participant prior to his death. the participant prior to his death. the participant prior to his death. prior to his death.
— Male children and brothers younger than — Male children and brothers younger than — Male children and brothers younger than — Male children younger than twenty-five (25)
twenty-six (26) years of age if pursuing their twenty-six (26) years of age if pursuing their twenty-six (26) years of age if pursuing their years of age if pursuing their higher
higher education, supported by the higher education, supported by the higher education, supported by the education, supported by the participant prior
participant prior to his death. participant prior to his death. participant prior to his death. to his death.
Eligible — Male children and brothers supported by the — Male children and brothers supported by the — Male children and brothers supported by the — Male children supported by the participant
survivors participant prior to his death and who are participant prior to his death and who are participant prior to his death and who are prior to his death and who are unable to

unable to earn a living by virtue of physical
reasons.

— Unmarried, divorced or widowed female
daughters and sisters.

— Parents of the participant.

— Husband of the female participant, if he was
at the time of her death unable to earn a
living in physical terms or unable to support
himself.

unable to earn a living by virtue of physical
reasons.

— Unmarried, divorced or widowed female
daughters and sisters.

— Parents of the participant.

— Husband of the female participant, if he was
at the time of her death unable to earn a
living in physical terms or unable to support
himself.

unable to earn a living by virtue of physical
reasons.

— Unmarried, divorced or widowed female
daughters and sisters.

— Parents of the participant.

— Husband of the female participant, if he was
at the time of her death unable to earn a
living in physical terms or unable to support
himself.

earn a living by virtue of physical reasons.
— Unmarried, divorced or widowed female
daughters.
— Parents of the participant.
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Scheme |
Law No. 8 of 1964
(the 10% system)

Scheme Il
Pension law n° 7 of 2005

Scheme llI
Law of Insurance and Salaries of the Palestinian
Security Forces
No. 16 of 2004

Scheme IV
Law of Civil Retirement
No. 34 of 1959
(the 2% system)

2.5% per year of service, multiplied by average
salary of the last 3 years (minimum 40%,
maximum 70%) multiplied by:
- Widow: 50%
— Children: one-third for one child, 50% for
2 children or more

— Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5

DB system: 2% per year of service, multiplied by
average salary of the last 3 years (maximum
70%), multiplied by:
- Widow: 50%
—  Children: one-third for one child, 50% for
2 children or more
— Others’ shares are illustrated in the table of
survivors’ shares (see Table 2, Article 34 of
Law Ne 7 of 2005 hereunder)

2.5% per year of service, multiplied by average
salary of the last 3 years (minimum 40%,
maximum 70%) multiplied by:
—  Widow: 50%
— Children: one-third for one child, 50% for
2 children or more

2.67% per year of service, multiplied by average
salary of the last 3 years (maximum 75%) divided
equally between eligible survivors

Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5 of
2007 (shared among survivors).

Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5 of

ﬁg:lfli?; g of 2007 (shared among survivors). 2007 (shared among survivors).
— Dependents’ supplement of 20 NIS added Years of service include half of years from death
to the orphan’s pension. to age 60.
Pension supplement of 300 NIS per month,
according to Presidential Resolution No. 5 of
2007 (shared among survivors).
DC system: may receive the accumulated
amount as a lump sum (not implemented).
Children and siblings younger than twenty-one Children and siblings younger than twenty-one Children and siblings younger than twenty-one Children younger than eighteen (18) years of age
Duration (21) years of age or younger than twenty-six (26) (21) years of age or younger than twenty-six (26) (21) years of age or younger than twenty-six (26) or younger than twenty-five (25) years of age if

years of age if pursuing higher education.

years of age if pursuing higher education.

years of age if pursuing higher education.

pursuing higher education.

Suspension of
benefit

Pension to the widows and unmarried, divorced
or widowed female daughters and sisters ceases
upon marriage or work.

Pension to the widows and unmarried, divorced
or widowed female daughters and sisters ceases
upon marriage or work.

Pension to the widows and unmarried, divorced
or widowed female daughters and sisters ceases
upon marriage or work.

Pension to the widows and unmarried, divorced
or widowed female daughters ceases upon
marriage or work.
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Law Ne 7 of 2005, Article 34, Table 2

The total pension amount for survivors is allocated according to the following table:

Case Persons entitled Widows Children Parents Dependen_t brothers
and sisters

Widow, widows or entitled husband and more than

1 ; one-half one-half - -
one child

2 Widow or widows or entitled husband and one child one-half one-third one-sixth for one or both _
and two parents

3 Widow or widows or entitled husband and one child one-half one-third - -

4 Wldowlor WIdOWS. or entitled husband and more than one-third one-half one-sixth for one or both _
one child and entitled parents
Widow or widows or entitled husband and parents, .

5 . . one-half - one-sixth each -
without children

6 More than one child and parents without a widow or _ three-fourths one-sixth for one or both _
entitled husband

7 One child and parents without a widow or entitled _ one-half one-sixth for one or both _
husband

8 Pgrents, vs{lthout widow or entitled husband and _ _ one-third for one or both _
without children

9 One brother or sister without a widow or entitled _ _ _ one-sixth
husband and without children or parents

10 More than one brother or sister without widow or _ _ _ one-third equall
entitled husband and without children and parents quatly
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Annex 2 Methodology of the actuarial valuation

This actuarial review makes use of the comprehensiethodology developed at
the ILO Financial and Actuarial Service for reviegithe long-term actuarial and
financial status of national pension schemes. Tmesdelling tools include a
population model, an economic model, a labour fonoeel, a wage model and a
pension model.

The actuarial valuation starts with a projectiontioé future demographic and
economic environment of Palestine. Next, projectamtors specifically related to
the scheme under study are determined and usedribigation with the
demographic and economic framework.

A2.1 Modelling the demographic and economic environment

The use of the ILO actuarial projection model regslithe development of
demographic and economic assumptions related t@eheral population, the
economic growth, the labour market and the increamskdistribution of wages.

Other economic assumptions relate to the futueeatiteturn on investments, the
indexation of benefits and the adjustment of patamselike the maximum

insurable earnings.

The selection of projection assumptions takes &uwount recent experience to
the extent this information is available. The agstibms are selected to reflect
long-term trends rather than giving undue weighet®nt experience.

General population

General population is projected starting with mostrent data on the general
population (obtained from PCBS), and applying appete mortality, fertility and
migration assumptions.

Economic growth

Increase of the productivity of labour, wage shar&DP and inflation rates are
exogenous inputs to the economic model. Real GRiwthris the result of
assumptions on the future evolution of the labaucd, the employment rate in
the labour force and the productivity of labour.

Labour force, employment and insured population

The projection of the labour force, i.e. the numbiepersons available for work,
is obtained by applying assumed labour force ppgimn rates to the projected
number of persons in the general population. Ageific employment rates are
assumed constant in the future. The number of ulwgmgp persons is then
calculated as the difference between labour forakthe number of employed
persons.

The model assumes (implicit) movement of participaretween the groups of
active and inactive insured persons.
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Wages

Based on an allocation of total GDP to capital meoand to labour income, a
starting average wage is calculated by dividingltatages in the GDP by the total
number of employed persons.

In the short-term, it is assumed that the goverrimi@hcontinue to apply for some
time its current practice of granting wage increasgual to the inflation rate plus
1.25 percent. In the medium term, real wage dewvedop is checked against the
labour productivity growth. In specific labour matksituations, wages might
grow at a pace faster or slower than productiitywever, due to the long-term
perspective of the present review, the real wageease is assumed to converge
with real labour productivity. It is expected thaages will adjust to efficiency
levels over time.

Wage distribution assumptions are also neededrtolate the possible impact of
the social protection system on the distributiorinabme, for example through
minimum and maximum pension provisions. Assumptionghe differentiation
of wages by age and gender are established, asawedissumptions on the
dispersion of wages between income groups.

A2.2 Modelling the financial development of the scheme

The present actuarial review addresses all revandexpenditure components of
the pension scheme.

Purpose of pension projections

The purpose of the pension model is twofold. Fitss,used to assess the financial
viability of the pension scheme. This refers tortieasure of the long-term balance
between income and expenditure of the scheme.da chimbalance, a revision
of the contribution rate or the benefit structereecommended. Second, the model
may be used to examine the financial impact ofed#ft reform options, thus
assisting policy-makers in the design of benefil &inancing provisions. More
specifically, the pension model is used to devdlmpg-term projections of
expenditures and insurable earnings under the sgHenthe purpose of:

— assessing the options to build up a contingeneytechnical reserve;
— proposing a contribution rate consistent with tineding objective;

— testing how the system reacts to changing econanit demographic
conditions.

Pension data and assumptions

Pension projections require the demographic andov@emonomic frame already
described and, in addition, a set of assumptioasiip to the scheme.

The database as of the valuation date includesindered population, the

distribution of insurable wages of insured persand the distribution of past
credited service. Data are disaggregated by aggemder.
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Scheme-specific assumptions such as the disabilitidence rates and the
incidence of retirement by age are determined wéference to the scheme
provisions and views about the future evolutiometirement behaviour.

The projection of the annual investment income ireguinformation on the
existing assets on the valuation date. A ratetofmeassumption is formulated on
the basis of the nature of the scheme’s assetpaiigoerformance of the fund, the
scheme’s investment policy and assumptions ondigaonomic growth and wage
development.

Pension projection approach

Pension projections are performed following a y@atrear cohort methodology.

The existing population is aged and gradually regdiaby the successive cohorts
of participants on an annual basis according todémographic and coverage
assumptions. The projection of insurable earnings lzenefit expenditures are
then performed according to the economic assungptiand the scheme’s

provisions.

Pensions are long-term benefits. Hence the finhiotiBgations that a society
accepts when adopting financing provisions and fitepevisions for them are
also of a long-term nature. Participation in a pEmscheme extends over the
whole adult life, either as contributor or benedigi, i.e. up to 70 years for someone
entering the scheme at the age of 16, retiringeaage of 65 and dying some 20
or so years later. During their working years, dbntors gradually build
entitlement to pensions that will be paid evenrdfteir death, to their survivors.
The objective of pension projections is not to fat the exact development of
income and expenditures of the scheme, but to cliedinancial viability. This
entails evaluating the scheme with regard to thetive balance between future
revenue and expenditure.
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Annex 3 Projected demographic and macroeconomic
environment of Palestine

Future income and expenditure of the proposed seham closely linked to
changes in the size and age structure of the piqulaf the country, employment
levels, economic and wage growth, inflation, artésaf return on investments.
Therefore, in order to estimate the future finahdevelopments of the scheme, a
projection of Palestine’s total population and emuit activity is required.
Demographic projections provide estimates of tlze sind composition of the
labour force, while projections of the gross domeeptoduct (GDP) and the
growth of labour productivity are necessary to @cothe number of workers and
their earnings.

Demographic and macroeconomic variables were pegjdollowing an analysis

of past trends and an estimate of plausible fuaxgerience. Population and
economic projections are an intermediary step tivelg@rojections specific to the
proposed scheme.

A3.1 Population projection

The determinants of future population changes arglify, mortality and net

migration. Fertility rates determine the numberbaths, while mortality rates
determine how many and at what ages people aretp® die. Net migration
represents the difference between the number gilpasho permanently enter
and leave Palestine.

The last official population census has been cotedum 2007. For the period
after 2007, the Palestinian Central Bureau of 8tesi (PCBS) has published
population estimates based on the 2007 figuresttisrvaluation, the starting
2011 population distribution by age and gendeiaseld on the PCBS projection.
According to that projection, the 2011 populatier2j580,168 in the West Bank
and 1,588,692 in the Gaza Strip, for a total Piliest population of 4,168,860
persons.

Fertility

The total fertility rate (TFR) represents the ageraaumber of children each
woman of childbearing age would have if she hadhetlchildren in a particular

year. If there is no migration, a TFR of 2.1 isuieed for each generation to
replace itself. According to PCBS data, the prefatitity rate in Palestine is 4.0

children per women of childbearing age (3.6 in\est Bank and 4.7 in the Gaza
Strip). For this valuation, it is assumed thatférélity rate will gradually decrease

from its current level to 2.1 in 2075 and will stagnstant thereafter. In addition,
it is assumed that the ratio of male to femalehbiwtill be constant at 1.04.

Mortality

Current data on life expectancy are based on irdtiam obtained from the PCBS
and improvements in mortality are assumed to ogtaccordance with United
Nations (UN) estimates. Life expectancy at birtR@11 for Palestine is estimated
at 71.0 for males and 73.9 for females. Future anpments in life expectancy are
projected using the slow pace of UN improvementdiac that lead to life
expectancies at birth of 77.7 for males and 81r.fdimales in 2060.

71



According to this life table, life expectancy atap in 2011 is 14.6 and 16.7 years
respectively for males and females and will incee&s 17.4 and 19.6 years
respectively for males and females in 2060.

Migration

Net migration is assumed to be zero for the whodgeption period.

Total population

The population of Palestine is very young. The petan below the age of 15 was
representing 40.8 percent of the total populatio20d11. Over the next 30 years
(2011 to 2040), on the basis of the assumptionsritbesi above, the total
population of Palestine is projected to doublen(fré.2 million to 8.3 million).
The rate of growth of the population is projectedsiow down thereafter on the
basis of the projected decrease of fertility rafd®e phenomenon of population
aging is illustrated by the continuous declinela&f tatio of persons aged 15 to 64
to persons aged 65 and over (last column of TaBl&)AThis ratio decreases from
19.1in 2011 to 3.4 in 2100.

Table A3.1 Projected population of Palestine, by age groups (2011-2110)
Age Ratio of

Year Total persons 15-64

0-14 15-64 65 and over to 65 and over
2011 4,168,860 1,702,900 2,343,211 122,749 19.1
2020 5,366,392 2,053,869 3,148,687 163,836 19.2
2030 6,758,753 2,324,412 4,141,016 293,325 14.1
2040 8,250,093 2,539,314 5,231,471 479,308 10.9
2050 9,816,821 2,840,288 6,256,386 720,146 87
2060 11,298,931 2,970,689 7,205,789 1,122,454 6.4
2070 12,647,342 3,017,055 8,086,036 1,544,250 5.2
2080 13,777,146 3,013,514 8,780,674 1,982,958 4.4
2090 14,740,705 3,026,576 9,268,901 2,445,228 38
2100 15,550,086 3,071,551 9,641,646 2,836,890 34
2110 16,188,676 3,077,377 9,843,248 3,268,050 3.0

The population below age 15 will be stable from @0®@n the other hand, the
population aged 65 and over will increase from 129,in 2011 to 720,146 in
2050 and 3,268,050 in 2110. The population agedolb4, that part of the
population feeding the labour force and financingial security, will grow at a
continuous declining rate over the projection perio
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Chart A3.1 Projected population of Palestine, by age groups (2011-2101)
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A3.2 Macroeconomic framework
Labour force

Labour force participation rates are presently g&vcent for males and 18.6
percent for females. It is assumed that age-spegéiticipation rates for males
will be constant in the future. For females, thisolar force framework assumes
that age-specific participation rates will doubleeo the next 40 years.
Consequently, the total female participation raié imcrease from 18.6 percent
in 2011 to 38.7 percent in 2060. This evolutiontathl participation rates by
gender is presented in Chart A3.2. Detailed ladotre projections appear in
Table A3.2.

Chart A3.2 Projected participation rate, by gender (2011-2011)

80%

70% ==

60%

50%

0% Male
/ Female

30‘% /
20%

10%

0% T T T T T T T T T T
2011 2021 2031 2041 2051 2061 2071 2081 2091 2101 2111

73



High and persistent unemployment can be attribtded

— Restrictions on imports and exports. This is paitady, but not
exclusively, an impediment for job creation in Gazhere there have
been tight restrictions, including a virtual expoan and severe
restrictions on imports of building materials.

— Continued restrictions on labor mobility and on theallocation of
productive capital between the Gaza Strip and tlestvBank.

- Low levels of private sector investment, other tlearconstruction.

- High reservation wage of some job seekers. Somegekers may opt
for temporary unemployment or underemployment fgpfon a job in
either public sector or in Israel or settlementsandwages exceed those
paid by the private sector in WBG.

— The small size of most enterprises. Most enterpiis¢he WBG employ
less than 20 employees. They tend to be more If#estlan large
enterprises and may make a significant contributmemployment at a
relatively low capital cost. However, they face tabtes to their
development and ability to create jobs, including absence of a legal
framework for their operations, lack of access tarkets and
technology, and relatively limited financing opponities?®

For the purpose of the valuation, age-specific eynpent rates are supposed
constant for the projection period. Because oetimution of the age structure of
the labour force over time, the total unemploymeate decreases from 23.6
percent in 2011 to 21.1 percent in 2060.

5 International Monetary Fundlyest Bank and Gaza: Labor Market Trends, Growth and
UnemploymentDecember 2012.
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Table A3.2 Labour market balance (2011-2060) for Palestine, in thousand

2011 2020 2030 2040 2050 2060
Total population 4,169 5,366 6,759 8,250 9,817 11,299
Male 2,117 2,728 3,433 4,183 4,966 5,701
Female 2,052 2,638 3,325 4,067 4,851 5,597
Population 15-69 2,388 3,216 4,268 5414 6,515 7,617
Male 1,215 1,638 2,171 2,754 3,304 3,854
Female 1,173 1,577 2,097 2,660 3,211 3,762
Labour force 1,053 1,511 2,119 2,830 3,564 4,165
Male 835 1,146 1,528 1,948 2,340 2,710
Female 218 365 591 882 1,224 1,455
Total participation rate 441% 47.0% 49.7% 52.3% 54.7% 54.7%
Male 68.7% 69.9% 70.4% 70.7% 70.8% 70.3%
Female 18.6% 23.2% 28.2% 33.1% 38.1% 38.7%
Total employed 804 1,158 1,642 2,200 2,793 3,287
Male 658 911 1,227 1,571 1,903 2,212
Female 146 247 414 629 891 1,075
Unemployed 249 353 aT7 629 7 878
Male 177 235 301 376 438 498
Female 72 118 177 253 333 379
Unemployment rate 23.6% 23.4% 22.5% 22.2% 21.6% 21.1%
Male 21.2% 20.5% 19.7% 19.3% 18.7% 18.4%
Female 33.1% 32.4% 29.9% 28.7% 27.2% 26.1%

Productivity of labour

In this valuation, productivity of labour is an @emous assumption. Considering
recent data and long-term perspectives of the takas economy, it is assumed
that productivity of labour will increase by 1.0rpent per year from 2015.

GDP growth
Chart A3.3 shows that economic growth has beerequotatile over the past

decade. However, the economy recovered from 200Qfi,am average real GDP
growth rate of 7.6 percent over the period 20072201
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Chart A3.3 Growth rate of real GDP in Palestine (2000-2012)
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Source: Palestinian Central Bureau of Statistics and Palestinian Monetary Authority.
Short-term forecasts on economic growth entailgh kiegree of uncertainty.

The West Bank (which comprises some 70% of theigethGDP of the
Palestinian Territories) has seen a limited recgvesince mid-2007,
following an easing in some lIsraeli restrictionsp&k-up in donor aid
flows, and some private-sector investment from Gudfmpanies in
construction and services. However, no major eangnternal and
external closure mechanisms in the West Bank isoteg in 2013-14 (over
500 Israeli obstacles to internal movement remaiplace), crimping the
economy's growth potential, and we expect real @BPhead to remain
just below its level preceding the 2000 intifadar(sing). The completion
of the Israeli separation barrier will have a lastj impact on the economic
landscape in the West Bank, making it much haatePélestinians to work
in Israel (their major source of income before thifada), cutting
Palestinian communities off from one another aminfitheir agricultural
land and restricting mobility and economic activity

The Palestinian economy grew by 5.9% in real tam#012, according to

the latest data from the Palestinian Central BuredStatistics, boosted by
a significant expansion in the construction sectord the base-effect
recovery in Gaza. The pace of expansion sloweblarsécond half of the
year, reflecting the PA's intensifying fiscal csishnd problems in the
agricultural sector (owing to unfavourable weatheonditions). The

economy slowed further in the first quarter of 204@®wing by just 2.7%
year on year, a per capita contraction. We expeoivth to remain sluggish
in 2013, at around 3.5%, as higher fuel prices fmvio lower subsidies,
even though the fuel price rise was partly revey$ede a negative impact
on consumer spending. More positively, however,urasgy more
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favourable weather conditions, the agricultural ®ecshould recover from
mid-2013 after a difficult 2012. In 2014 the padesgpansion is expected
to pick up ... helped by a steady acceleration insheeli economy.

In this valuation, real GDP growth is the produttie rate of increase of total
employment by the increase of the productivity afdur. Consequently, it is
projected that real GDP growth will average 3.6 pat over the period 2013-2015
and will then gradually decrease to 2.4 percer20i60 and 1.9 percent in 2080,
driven down by the decrease of the rate of growtheemployed population (see
Table A3.3).

Table A3.3 Projected GDP growth, productivity and total employment (2013-2080)

Increase of the Increase of the

Year Real GDP growth productivity per worker number of workers
(%) (%) (%)

2013 1.9 -24 44
2014 35 0.8 4.3
2015 5.3 1.0 43
2020 5.0 1.0 3.9
2030 4.3 1.0 3.3
2040 3.7 1.0 2.7
2050 3.2 1.0 22
2060 24 1.0 14
2070 21 1.0 1.1
2080 1.9 1.0 0.9

Inflation

Inflation has averaged 3.0 percent during the pe#i609-2012, as shown in
Chart A3.4.

The slowdown in global economic performance was@apanied by a rise
in inflation rates ... due to the increase seen bpriges (31.6 percent) and
world food prices (19.4 percent). The Palestinia@rrifory had been

affected by this increase in global prices, esgbcthat the main influence
to consumer prices in the Palestinian Territory a@sts of imports and
world food prices, plus some domestic factors sagtreight costs and
fluctuation in supply (seasonal changes to agrimalk goods in particular)

and others. PCBS data indicate an increase in ComsuPrice Index (CPI)

during 2011 by 2.9 percent compared to 2010.

5 Economist Intelligence UniGountry Report — Palestinian Territoriedanuary 2014.
" Palestine Monetary Authoritfinancial Stability Report 201 Duly 2012.
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Chart A3.4
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It is projected that inflation will be constant3® percent for the whole projection
period. Projected inflation rates appear in TakBedA

Wage increase

Real wage growth has been almost suppressed ax@mtrgears. According to
PCBS data, the average daily wage in the Palestifgaritory has increased by
4.9 percent in 2009, 0.4 percent in 2010 and OrGgmé in 2011.

Real private sector wages have declined in the \Bask, despite strong
economic growth, by 8 percent in 2008-11. In Gazal private sector
wages have dropped 4 percent since 2008 and aresignificantly lower
than in 1999, before the start of the second IdtafawWages in Israel and
the settlements far exceed public and private seatages in WBG,
although there too real wage growth has been stagnm 2012, the
average daily wage of a West Bank worker in thegpe sector was about
half of the average wage for Palestinians employedisrael and
settlements. Public sector wages declined sharpB fercent in real terms
in 2008 and recovered somewhat thereafter. In thet\Bank they are now
roughly back at their 2006 level while in Gaza rpablic sector wages are
about 20 percent lower than in 2006. Public seatages exceed private
sector wages (in the West Bank since 2006) whittteisesult of downward
pressures on wages in the private labor market gwio economic
constraints related to restrictions on movement amcktess. These
restrictions result in lower investment, lower gtbvand hence less private
sector job creation, and thus excess labor suphllyof those factors put
downward pressure on private sector wages.

It must be noted that the present practice of theegiment is to grant each year,
to the employees of the public sector, a salamea®e equal to the increase of the

8 International Monetary Fundfyest Bank and Gaza: Labor Market Trends, Growth and
UnemploymentDecember 2012.
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CPI plus 1.25 percent. It is projected that thes@ng policy will continue to apply
until 2015, but that the adjustment of wages inghblic sector will gradually
converge towards the general growth of productipity worker assumed under
the macroeconomic framework established for thisatéon, as it is expected that
wages will adjust to efficiency levels over timen @at basis, the nominal wage
increase in the public sector is projected at petGent from 2013 to 2015 and 4.0
percent from 2016 onwards (see Table A3.4).

Rate of return of the fund

For the period 2009-2012, the global rate of retidrthe PPA fund varied between
0.2 percent and 2.9 percent, with an average gpédr@ent. This results from the
high concentration of assets in short-term investmdn the future, it is assumed
that the investment policy will be adjusted towalasger term investments and
that the real rate of return of the fund will falldhe productivity growth rate. The
projected nominal rate of return of the fund isjpcted to be constant at 4.0
percent.

Table A3.4 Projected inflation rate, wage increase and rate of return of the fund (2013-2080)

Annual nominal Annual nominal
wage increase wage increase Rate of return
Inflation rate in the economy in the public sector of the fund
Year (%) (%) (%) (%)
2013 3.0 0.5 4.25 4.0
2014 3.0 22 4.25 4.0
2015 3.0 4.0 4.25 4.0
2020 3.0 4.0 4.0 4.0
2030 3.0 4.0 4.0 4.0
2040 3.0 4.0 4.0 4.0
2050 3.0 4.0 4.0 4.0
2060 3.0 4.0 4.0 4.0
2070 3.0 4.0 4.0 4.0
2080 3.0 4.0 4.0 4.0
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Annex 4 Actuarial bases and assumptions specific to the
schemes

In addition to the demographic and economic assiempipresented in Annex 3,

the projection of the future financial developmehthe PPA requires actuarial
assumptions specific to the schemes under study.

A4.1 Assumptions regarding the insured population

Initial insured population

Tables A4.1 to A4.4 present the number and averagengs of the active insured
persons in 2012.

Table A4.1  Scheme 1 - Insured population and average salary, by age and gender (2012)

Male Female
Age Number sz;a;ag;'?r‘?lgt)hly Number Av:allg;rzmgt)hly
15-19
20-24
25-29
30-34
35-39
40-44
45-49
50-54 2121 3,589 762 3,177
55-59 2,952 3,726 862 3,366
60-64 379 3,879 90 3,840
65-69 31 14,084
Total 5,483 3,742 1,714 3,307
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Table A4.2 Scheme 2 - Insured population and average salary, by age, gender and type of

employment (2012)
Civilians Security forces
Male Female Male Female

Average Average Average Average

Age  Number monthly  Number  monthly Number  monthly  Number  monthly
salary (NIS) salary (NIS) salary (NIS) salary (NIS)
15-19 - - 1 1,965 71 1,301 1 942
20-24 568 2,088 357 2,266 5,203 1,811 36 1,604
25-29 4,269 2,393 3,831 2,460 9,441 2,142 177 2,211
30-34 7,460 2,642 7,476 2,666 16,042 2,470 249 2,623
35-39 8,541 2,97 7,833 2,862 14,829 2,930 406 3,132
40-44 8,946 3,161 6,256 2,894 10,369 3,547 324 3,444
45-49 8,632 3,223 4,948 2,978 5,878 4,076 182 3,629
50-54 3,234 3,365 1,577 3,109 738 4,358 19 3,166
55-59 144 2,788 38 2,278 - - - -
60-64 13 2,387 1 1,562 - - - -
65-69 - - - - - - - -
Total 41,807 2,964 32,318 2,802 62,571 2,825 1,394 3,021

Table A4.3 Scheme 3 - Insured population and average salary, by age and gender (2012)

Male

Female

Age

Number

Average monthly

Number

Average monthly

salary (NIS) salary (NIS)
15-19 - - - -
20-24 - - - -
25-29 - - - -
30-34 - - - -
35-39 - - - -
40-44 - - - -
45-49 - - - -
50-54 661 4,610 31 3,396
55-59 488 5,265 24 4,133
60-64 76 6,094 3 4,978
65-69 15 6,218 1 5,936
Total 1,240 4,978 59 3,819
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Table A4.4 Scheme 4 - Insured population and average salary, by age and gender (2012)

Male Female
Age Number sz;alag;rpmgt)hly Number AV::?&T&gt)hly
15-19
20-24
25-29
30-34
35-39
40-44
45-49
50-54 1,747 3,760 863 3,341
55-59 1,715 3,975 635 3,588
60-64 199 4,108 63 3,451
65-69 2 16,274
Total 3,663 3,886 1,561 3,446

New entrants

Table A4.5

The General Personnel Council (GPC) provided fatscan the number of new
entrants to the civil service for the period 2042015. Data appear in Table A4.5.

GPC projected number of new entrants to civil service (2013-2015)

Year Number
2013 2,027
2014 1,859
2015 2,578

Source: General Personnel Council.

For years 2013 to 2015, the number of new entiigagsbeen determined in line
with GPC forecasts. From 2016, the total numbemeiv entrants for each
projection year is the residual element of comparibetween the number of
projected covered persons in a given year anduhear of covered persons the
year before (see methodology under “Projection hef tnsured population”
hereunder). Once the total number of new entrardstermined for each sex and
each employment category (Civilians and Securitgds), it is distributed by age
according to an assumed distribution establishewh fihe experience under the
Scheme 2 (the only scheme that counts new entrants)

It is assumed in this valuation that there willhmenew enrolment of private sector
workers in Scheme 2 in the future. Pension law Nid 2005 was supposed to
integrate employees of both public and privatemsctn that context, some NGOs
and private sector enterprises have joined Schesiac2 2006. However, the
government intends to create a separate sociatigepansion scheme for the
private sector. Consequently, it is assumed in vhisation that no additional

private sector enterprises will join the PPA in theire.
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Charts A4.1 and A4.2 present the assumed agebdistmn of new entrants to
Scheme 2 for Civilians and Security forces respebtj and for both genders.

Chart Ad1  Age distribution of new entrants (Scheme 2 - Civilians)

Female

= = = Male

Chart A4.2 Age distribution of new entrants (Scheme 2 - Security forces)
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Projection of the insured population

The future covered population under the differehiesnes has been determined as
follows:

- From the total population of active insured persaridecember 2012, the
rate of increase of the Civilian workforce for ye&013 to 2015 was
established in line with the forecasts of the GahBersonnel Council

(GPC).

— From year 2013 in the case of Security forces amu fyear 2016 in the
case of Civilian employees, it was assumed thapdmellation of insured
persons would increase at the same rate as theagjpopulation.
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— The population insured under Schemes 1, 3 andedc{tised groups) has
been projected separately by assuming no new esitrathe future and,
consequently, that there will be no active contobsifrom year 2021.

- By difference, the future covered population un8eheme 2 has been
determined.

According to these assumptions, the number of i@ivilnsured persons under
Scheme 2 will increase from 74,125 in 2012 to 289, 2050, and the number
of Security forces participants under Scheme 2intiease from 63,965 in 2012
to 170,975 in 2050, as shown in Chart A4.1.

Chart A4.3 Projected number of insured persons under Scheme 2
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Salary scales

Table A4.6 presents the salary scales used indluation for each gender. These
scales were derived from the 2012 data on actseréd persons.
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Table A4.6 Salary scales, by gender

Civilians Security forces
Age Male Female Male Female
19 1.247 1.102 1.125 1.537
20 1.306 1.127 1.161 1.711
21 1.364 1.151 1.199 1.880
22 1.420 1.175 1.239 2.046
23 1.476 1.199 1.281 2.207
24 1.530 1.222 1.325 2.363
25 1.583 1.246 1.371 2.515
26 1.635 1.268 1.419 2.663
27 1.686 1.291 1.469 2.806
28 1.736 1.313 1.521 2.945
29 1.785 1.335 1.575 3.079
30 1.832 1.356 1.631 3.209
31 1.878 1.378 1.688 3.335
32 1.923 1.398 1.748 3.456
33 1.967 1.419 1.810 3.572
34 2.010 1.439 1.873 3.685
35 2.052 1.459 1.939 3.792
36 2.092 1.479 2.007 3.896
37 2132 1.498 2.076 3.995
38 2170 1.517 2.148 4.089
39 2.207 1.536 2.221 4179
40 2.243 1.554 2297 4.265
41 2278 1.572 2374 4.346
42 2312 1.590 2453 4423
43 2.344 1.607 2535 4496
44 2.376 1.624 2.618 4.564
45 2.406 1.641 2.703 4.627
46 2435 1.658 2.791 4.686
47 2.463 1.674 2.880 4.741
48 2.490 1.689 2.971 4.791
49 2.515 1.705 3.064 4.837
50 2.540 1.720 3.159 4879
51 2.563 1.735 3.257 4916
52 2.585 1.749 3.356 4.948
53 2.606 1.764 3.457 4977
54 2.626 1.778 3.560 5.000
55 2.645 1.791 3.665 5.020
56 2.662 1.804 3.772 5.035
57 2.679 1.817 3.880 5.045
58 2.694 1.830 3.991 5.051
59 2.708 1.842 4.104 5.053
60 2.721 1.854 4219 5.050
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Table A4.7 presents the coefficient of variationsafaries (ratio of standard
deviation to the average) used for this valuatidms gives an indication of the
dispersion of salaries around the average. Théiceeits were calculated directly
from PPA individual data on active insured persianghe year 2012.

Table A4.7 Coefficient of variation of salaries, by age and gender

Civilians Security forces

Age Male Female Male Female
17 0.115 0.115 0.130 0.199
22 0.166 0.115 0.149 0.218
27 0.209 0.151 0.173 0.236
32 0.303 0.190 0.204 0.253
37 0.362 0.232 0.240 0.268
42 0.397 0.268 0.283 0.283
47 0.418 0.285 0.331 0.297
52 0.438 0.302 0.386 0.310
57 0.438 0.310 0.446 0.322
62 0.438 0.317 0.513 0.333
67 0.438 0.317 0.585 0.343

Finally, the actuarial model separates the inspagmlilation into three subgroups
of earnings: the lowest 30 per cent, a medium rang® per cent and the highest
30 per cent, in order to adequately reflect theaichf minimum and flat-rate
benefits.

Density of contributions

Density of contributions represents the averageqmn of the year during

which contributions are paid under the scheme. &Sithe average density of
contributions under a social security scheme isnatly lower than 100 percent,
it means that the number of persons who contrituthe scheme during a given
year is larger than the number of actual contriteutdbserved during any month
of that year.

Based on recent data, and considering the spewtficre of the public sector

employment, it is assumed that the density of doutiions is 100 percent for both
sexes and for all projection years.

Past service

The average accumulated past service of insureipgrs of the valuation date
appears in Table A4.8.
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Table A4.8 Accumulated past service of active insured pensions as of 31 December 2012,

by age, gender and scheme

Scheme 1 Scheme 2 Scheme 3 Scheme 4
Civilians Security forces
Age Male Female Male Female Male Female Male Female Male Female
17 - - - - - - - - - -
22 - - 1.6 1.0 26 1.8 - - - -
27 - - 2.7 28 6.7 47 - - - -
32 - - 6.3 6.6 10.6 8.7 - - - -
37 - - 10.0 10.6 141 13.3 - - - -
42 - - 12.3 12.2 16.8 15.6 - - - -
47 - - 14.5 15.0 18.5 16.2 - - - -
52 15.4 15.8 3.8 4.2 - - 19.7 13.7 220 22.3
57 16.1 18.5 3.4 34 - - 239 154 234 247
62 13.5 35.0 - - - - 14.0 - 26.5 -

A4.2 Demographic assumptions related to the scheme

Mortality of insured persons

Mortality rates for the insured population wereumsed to be equal to the
mortality rates of the general population (samptetality rates are presented in
Table A4.9). Mortality rates were projected to deelcontinuously during the

projection period in line with the assumed increafsthe average life expectancy.
This mortality pattern is also used to project swoms’ benefits payable after the
death of insured persons and pensioners. For Higgi®nsioners, it is assumed
that mortality rates are equal to five times thokéhe general population at age
20, decreasing gradually to two times at age 60.
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Table A4.9 Sample mortality rates, by age and gender

Age Male Female
2015 2050 2100 2015 2050 2100

0 0.02880 0.00482 0.00435 0.02901 0.00601 0.00301
5 0.00058 0.00026 0.00008 0.00059 0.00031 0.00006
10 0.00033 0.00004 0.00005 0.00028 0.00010 0.00003
15 0.00046 0.00033 0.00012 0.00030 0.00024 0.00008
20 0.00070 0.00076 0.00036 0.00045 0.00034 0.00019
25 0.00088 0.00100 0.00053 0.00061 0.00041 0.00029
30 0.00108 0.00094 0.00054 0.00078 0.00049 0.00033
35 0.00143 0.00100 0.00057 0.00106 0.00068 0.00040
40 0.00210 0.00149 0.00088 0.00154 0.00103 0.00062
45 0.00326 0.00226 0.00159 0.00238 0.00162 0.00090
50 0.00521 0.00413 0.00278 0.00379 0.00257 0.00169
55 0.00842 0.00614 0.00433 0.00615 0.00383 0.00223
60 0.01365 0.00955 0.00657 0.01003 0.00598 0.00332
65 0.02210 0.01513 0.01005 0.01636 0.00944 0.00480
70 0.03562 0.02396 0.01604 0.02660 0.01633 0.00785
75 0.05696 0.04290 0.02849 0.04301 0.03017 0.01617
80 0.08987 0.07478 0.05140 0.06882 0.05733 0.03560
85 0.13902 0.12311 0.08773 0.10838 0.10157 0.07256
90 0.20889 0.19211 0.14842 0.16662 0.16895 0.13511
95 0.30158 0.28071 0.23637 0.24747 0.25801 0.22402
100 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000

Invalidity incidence rates (natural cause)

After a review of the PPA experience on new invglidases over the period 2010-
2012 for Scheme 1 and Scheme 2 (Civilians), grosdidity incidence rates were
calculated from the PPA experience and they wenepeoed with the rates used
for the projection of new invalidity cases undeg thanada Pension Plan (CPP)
applicable for years 2015 and after. It appears BRA gross invalidity rates
represent approximately one-third of the CPP r&tesever, in order to take into
account (1) the possible volatility of the invatidiexperience under a small
scheme like the PPA, (2) the fact that the debnitdf invalidity of the CPP is
relatively strict and (3) the possibility that tregministrative treatment of
invalidity cases by the PPA may evolve over théqokof several decades covered
by this actuarial valuation, the invalidity incidenrates are assumed equal to 50
percent of the CPP rates for the whole projectieniog. A sample of these
invalidity incidence rates appear in Table A4.10.
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Table A4.10 Invalidity incidence rates, by age and gender (per 1,000)

Age Male Female
25 0.3 0.2
30 0.4 0.5
35 0.6 0.8
40 0.8 1.2
45 1.3 1.7
50 2.0 25
55 3.6 3.9
60 5.9 55

Retirement behaviour

Table A4.11

The General Personnel Council (GPC) provided mretirgt forecasts in the civil
service for the period 2014 to 2024. Data appedialrie A4.11. It must be noted
that this concerns only Scheme 1, Scheme 2 (Qigiand Scheme 4.

GPC projected number of civilian retirees (2014-2024)

Year Male Female Total
2014 913 237 1,150
2015 887 304 1,191
2016 982 318 1,300
2017 961 374 1,335
2018 1,286 439 1,725
2019 1,176 499 1,675
2020 1,453 588 2,041
2021 1,380 617 1,997
2022 1,755 826 2,581
2023 1,845 939 2,784
2024 1,901 915 2,816

Source: General Personnel Council.

The actuarial model used for the actuarial valumationsiders retirement as the
residual element of a series of factors. The macaomic valuation framework
provides the number of people employed each yeagdch age and gender. For
a given age (at which retirement is possible uriderscheme), the difference
between the number of insured persons in two caotisecyears (for two
consecutive ages) is considered to represent neéaments at that age.

In this valuation, it is assumed that retiremenils agcur at age 60 in the future.
This assumption is based on recent experience gwherhave isolated the effect
of specific “retirement windows” that were openedcartain points in time
(namely in 2008). However, for persons with lesmtll5 years of service at the
age of 60, it is assumed that these persons witiroee working until they reach
15 years of service and that they will retire atttime. The same approach has
been used for males and females, for civilian eyg#s and security forces, and
for all schemes.
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For civilian employees, an exercise of calibratidthe actuarial model has been
performed over the first 10 years of projectiononder to match, as much as
possible, the GPC retirement forecasts.

Family structure

Information on the family structure of the insuggapulation is necessary for the
projection of survivors’ benefits. Assumptions haween established on the
probability of being married at death, the averagedifferential between spouses,
the average number of children and the averagefape orphans. Since the total
pension associated with children is shared amoamihit is also necessary to
establish an assumption on the probability of hgnan least one child and the
average number of children in cases where therat ikast one child. The
applicable family statistics appear in Table A4.%@parately for each gender.
These assumptions have been established basedkainaent of the PPA database
on survivors’ pensions.

In addition to these assumptions, the probabilitgwovival of children has been
set equal to 1.0 from age O to age 21 and 0.5 &gen22 to age 25. For ages 25
and higher, the probability of survival of childrand parent beneficiaries has been
set equal to the female mortality rates.
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Table A4.12 Family statistics

MALES
Probability of Average Average Proportion Avirfagﬁilr:#gber
Age _h_aving an Average age nun_1ber of age of with at It_east (if at least one

eligible spouse of spouse children children one child child)
17 0.01 15.9 0.0 1.3 0.01 1.0
22 0.25 19.7 0.1 47 0.13 1.0
27 0.67 23.2 1.3 8.0 0.57 23
32 0.88 27.9 3.1 11.3 0.81 3.9
37 0.97 329 4.0 14.7 0.86 4.6
42 0.98 37.9 4.1 18.0 0.88 47
47 0.96 429 3.7 21.3 0.86 4.3
52 0.94 47.9 3.2 24.7 0.83 3.8
57 0.94 52.9 25 28.0 0.77 3.2
62 0.96 57.9 1.8 31.3 0.69 27
67 0.99 62.4 1.3 34.7 0.60 22
72 1.00 66.9 0.8 38.0 0.45 1.9
77 0.98 71.3 0.5 413 0.31 1.6
82 0.84 76.3 0.3 447 0.22 14
87 0.53 81.3 0.2 48.0 0.15 1.2
92 0.06 86.3 0.1 51.3 0.10 1.0

FEMALES
Probability of Average Average Proportion Avirfagﬁilr:#gber
Age _h_aving an Average age nun_1ber of age of with at I(_east (if at least one

eligible spouse of spouse children children one child child)
17 0.15 18.1 0.0 0.5 0.01 1.0
22 0.58 24.3 0.1 15 0.13 1.0
27 0.80 30.9 1.0 3.9 0.57 1.8
32 0.86 36.1 27 6.9 0.81 3.4
37 0.87 41.1 35 10.6 0.86 4.0
42 0.86 46.1 3.6 14.8 0.88 4.1
47 0.83 511 3.2 18.2 0.86 3.7
52 0.79 56.1 26 20.3 0.83 3.1
57 0.50 61.1 1.9 22.8 0.77 25
62 0.50 66.1 1.3 25.3 0.69 1.8
67 0.50 71.6 0.8 27.8 0.60 1.3
72 0.50 771 0.5 30.3 0.45 1.0
7 0.50 82.7 0.3 32.8 0.31 1.0
82 0.50 87.7 0.2 35.3 0.22 1.0
87 0.50 92.7 0.1 37.8 0.15 1.0
92 0.50 97.7 0.1 40.3 0.10 1.0
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A4.3 Other assumptions
Indexing of pensions in payment

PPA pensions are normally adjusted annually in Viith the wage increase of
active civil servants. The general wage adjustroéattive civil servants is equal
to 1.25% plus a cost of living adjustment. Howewver,the long term, the

application of such a rule leads to pension in@edbkat would be higher than
salary adjustments. It is thus assumed that PPAiges will be indexed in the
future at a rate equal to the assumed wage incieaee public sector (4.25
percent from 2013 to 2015 and 4.0 percent themafte

It must be mentioned, however, that no indexatmmadgsumed for the pension
supplement of 300 NIS and for the dependents’ supghts of 60 NIS and 20 NIS
paid to the wife and children.

Administrative expenses

For the purpose of actuarial projections, the ayer@PA administrative
expenditures observed during the 3-year period 2010 to 2012 (12 million
NIS) were assumed to be divided equally betweerofiezations related to (a)
contribution collection and (b) benefit allocatiand payment. According to that
distribution, administrative expenditures are asstino represent 0.1 percent of
total insurable earnings plus 0.6 percent of togslefit expenditures. These ratios
are assumed constant for the whole projection geaimd are used for all four
schemes. Such a formula used for projections altovtake into account the fact
that the three schemes that are closed to newnéntsall eventually have to incur
administrative expenses related exclusively to fiepayment.
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A4.4 Pensions in payment in December 2012

Table A4.13 Old-age pensions

Scheme 1
Male Female
Age Average Average
Number mont_hly Number mont_hly
pension pension
<50 - - 1 1,417
50-54 18 1,883 6 2,334
55-59 64 2,464 39 2,340
60-64 1,613 2,267 435 2,385
65-69 973 2,800 250 2,602
70-74 538 3,114 69 2,659
75-79 411 2,523 13 2,147
80-84 130 211 6 1,895
85-89 57 2,168 2 2,582
90-94 9 1,533 - -
95-99 1 2,253 - -
Total 3,814 2,543 821 2,464
Scheme 2
Civilians Security forces
Male Female Male Female
Age Average Average Average Average
Number monthly Number monthly Number monthly Number monthly
pension pension pension pension
<50 - - - - 6 3316 - -
50-54 1 3,146 - - 754 3,722 3 3327
55-59 - - - - - - - -
60-64 1 1,396 - - - - - -
65-69 - - - - - - - -
70-74 - - - - - - - -
75-79 - - - - - - - -
80-84 - - - - - - - -
85-89 - - - - - - - -
90-94 - - - - - - - -
95-99 - - - - - - - -
Total 2 22N - - 760 3,718 3 3327
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Scheme 3

Male Female

Age Average Average
Number mont_hly Number mont_hly

pension pension

<50 - - - -
50-54 1,122 4,069 4 4,118
55-59 1,224 4,794 7 4,597
60-64 1,221 5,636 6 3,146
65-69 1,095 5,994 3 3,023
70-74 591 5411 2 1,214
75-79 281 5,089 - -
80-84 59 4,965 - -
85-89 15 3,465 - -
90-94 2 3,538 - -
95-99 1 5,502 - -
Total 5,611 5,144 22 3,592

Scheme 4
Male Female

Age Average Average
Number monthly Number  monthly

pension pension

<50 24 1,404 24 1,561
50-54 410 2,631 225 2,427
55-59 797 2,819 447 2,738
60-64 1,829 2,141 871 2,799
65-69 1,531 2,97 700 2,739
70-74 1,019 2,401 331 2,069
75-79 606 1,941 124 1,618
80-84 258 1,666 51 1,444
85-89 104 1,631 25 1,225
90-94 20 1,423 3 1,119
95-99 2 2,035 - -
Total 6,600 2,602 2,801 2,555
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Table A4.14 Invalidity pensions

Scheme 1
Male Female
Age Average Average
Number monthly Number monthly
pension pension
20-24 - - - -
25-29 - - - -
30-34 - - - -
35-39 2 1,090 1 1,266
40-44 3 1,154 - -
45-49 9 1,177 4 1,224
50-54 34 1,349 8 1,353
55-59 46 1,466 16 1,401
60-64 62 1,704 20 1,748
65-69 53 2,204 28 1,872
70-74 33 2,065 3 1,750
75-79 14 1,785 5 1,216
80-84 14 1,543 5 1,353
85-89 3 1,626 - -
90-94 - - - -
95-99 - - - -
Total 273 1,727 90 1,610
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Scheme 2

Civilians Security forces
Male Female Male Female

Age Average Average Average Average
Number monthly Number monthly Number monthly Number monthly
pension pension pension pension

20-24 - - - - - - - -
25-29 - - 1 1,330 - - - -
30-34 1 1,391 1 1,655 2 1,322 - -
35-39 3 1,383 8 1,475 3 1,639 - -
40-44 12 1,390 16 1,545 2 2,224 - -
45-49 39 1,558 29 1,845 12779 - -
50-54 25 2,062 17 1,588 - - - -
55-59 - - - - - - - -
60-64 - - - - - - - -
65-69 - - - - - - - -
70-74 - - - - - - - -
75-79 - - - - - - - -
80-84 - - - - - - - -
85-89 - - - - - - - -
90-94 - - - - - - - -
95-99 - - - - - - - -
Total 80 1,682 72 1,667 8 1,848 - -
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Scheme 3

Male Female

Age Average Average
Number monthly Number monthly
pension pension

20-24 - - - -
25-29 - - - -
30-34 - - - -
35-39 - - - -
40-44 - - - -
45-49 - - - -
50-54 - - - -
55-59 - - - -
60-64 - - - -
65-69 - - - -
70-74 - - - -
75-79 - - - -
80-84 - - - -
85-89 - - - -
90-94 - - - -
95-99 - - - -

Total - - - -
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Scheme 4

Male Female

Age Average Average

Number mont_hly Number mont_hly

pension pension
20-24 - - - -
25-29 - - - -
30-34 - - - -
35-39 - - - -
40-44 1 1,413 1 943
45-49 7 1,202 10 1,262
50-54 60 1,643 25 1,496
55-59 53 2,031 33 1,960
60-64 68 2,483 13 1,694
65-69 46 2,709 8 1,793
70-74 21 1,822 11 1,600
75-79 18 1,653 2 1,795
80-84 5 1,522 1 1,119
85-89 1 1,119 - -
90-94 2 1,500 1 1,542
95-99 1 1,424 - -
Total 283 2,087 105 1,675
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Table A4.15 Widows and widowers’ pensions

Scheme 1
Widows Widowers

Age Average Average
Number monthly Number monthly

pension pension

20-24 - - - -
25-29 2 538 - -
30-34 14 634 - -
35-39 32 670 - -
40-44 76 699 - -
45-49 118 870 - -
50-54 188 800 - -
55-59 243 958 - -
60-64 336 986 - -
65-69 450 1,010 - -
70-74 391 951 - -
75-79 296 843 - -
80-84 162 808 - -
85-89 55 699 - -
90-94 15 700 - -
95-99 2 867 - -
Total 2,380 907 - -
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Scheme 2

Civilians Security forces
Widows Widowers Widows Widowers

Age Average Average Average Average
Number mont_hly Number monthly Number mont_hly Number mont_hly
pension pension pension pension

20-24 1 321 - - 13 681 - -
25-29 22 457 - - 50 785 - -
30-34 38 557 - - 89 700 - -
35-39 55 542 - - 101 822 - -
40-44 55 499 - - 59 776 - -
45-49 32 530 - - 33 931 - -
50-54 17 463 - - 8 975 - -
55-59 2 416 - - 3 599 - -
60-64 1 197 - - - - - -
65-69 - - - - - - - -
70-74 - - - - - - - -
75-79 - - - - - - - -
80-84 - - - - - - - -
85-89 - - - - - - - -
90-94 - - - - - - - -
95-99 - - - - - - - -
Total 224 513 - - 356 785 - -
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Scheme 3

Widows Widowers

Age Average Average
Number monthly Number monthly

pension pension

20-24 1 1,702 - -
25-29 13 764 - -
30-34 27 896 - -
35-39 38 937 - -
40-44 43 1,411 - -
45-49 119 1,643 - -
50-54 126 1,707 - -
55-59 140 1,881 - -
60-64 151 2,129 - -
65-69 108 2,095 - -
70-74 79 2,002 - -
75-79 31 2,167 - -
80-84 12 1,572 - -
85-89 3 2,095 - -
90-94 - - - -
95-99 - - - -
Total 891 1,801 - -
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Scheme 4

Widows Widowers

Age Average Average
Number monthly Number monthly

pension pension

20-24 2 620 - -
25-29 1 740 - -
30-34 - - - -
35-39 1 301 - -
40-44 32 761 - -
45-49 58 833 - -
50-54 137 989 - -
55-59 186 1,270 6 1,325
60-64 221 1,434 2 423
65-69 354 1,441 6 1,255
70-74 183 1,369 2 1,246
75-79 165 1,254 2 1,319
80-84 77 1,128 1 1,677
85-89 36 1,192 - -
90-94 10 1,241 - -
95-99 - - - -
Total 1,464 1,280 19 1,217
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Table A4.16 Children and parents pensions

Scheme 1

Average

Age Number monthly
pension

0-4 3 220
59 145 291
10-14 444 240
15-19 822 233
20-24 1,237 293
25-29 386 326
30-34 186 407
35-39 136 493
40-44 143 561
45-49 124 559
50-54 140 575
55-59 95 519
60-64 102 484
65-69 80 409
70-74 7 268
75-79 102 300
80-84 80 287
85-89 45 332
90-94 31 347
95-99 10 261
Total 4,382 327
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Scheme 2

Civilians Security forces

Average Average

Age Number mont_hly Number mont_hly
pension pension

0-4 89 201 98 279

59 322 21 589 320

10-14 302 179 489 231
15-19 274 138 319 213
20-24 151 157 90 204
25-29 6 139 7 164
30-34 - - 1 214
35-39 - - - -
40-44 - - 2 520
45-49 5 209 37 478
50-54 10 176 105 584
55-59 41 153 131 383
60-64 59 141 146 381
65-69 44 173 118 388
70-74 50 179 74 331
75-79 43 187 59 306
80-84 24 166 21 310
85-89 14 203 5 347
90-94 4 247 2 283
95-99 1 58 - -
Total 1.439 175 2.293 305
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Scheme 3

Average

Age Number monthly
pension

0-4 21 500

59 227 441

10-14 376 437
15-19 471 460
20-24 317 589
25-29 129 734
30-34 73 919
35-39 39 906
40-44 28 778
45-49 42 1,110
50-54 67 825
55-59 64 519
60-64 56 487
65-69 60 475
70-74 31 457
75-79 40 395
80-84 40 425
85-89 14 521
90-94 12 674
95-99 6 566
Total 2,113 546
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Scheme 4

Average

Age Number monthly
pension

0-4 2 726

59 40 436

10-14 121 495
15-19 279 537
20-24 325 646
25-29 265 740
30-34 110 736
35-39 86 798
40-44 89 807
45-49 86 799
50-54 64 736
55-59 47 738
60-64 43 956
65-69 17 900
70-74 5 822
75-79 12 1,017
80-84 21 1,456
85-89 13 989
90-94 3 1,315
95-99 4 762
Total 1,632 692
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Annex 5 Balance sheets of the PPA

(2008-2012)

(Amounts in NIS)

ASSETS

Fixed assets
Property, plant and equipment
Investments available for sale (equity)
Account receivable - Ministry of Finance
Total fixed assets

Current assets
Interest due for delays and fines
Contributions due (by MoF)
Net loans to employees
Other current assets
Cash and cash equivalents
Accounts receivable
Total current assets

Total assets

RIGHTS OF MEMBERS AND LIABILITIES

Rights of members
Net rights of members
Cumulative change in value
Surplus of the year
Total equity of members

Liabilities
Current liabilities
Accounts payable

Due to retirement fund of security forces

Other current liabilities
Total current liabilities
Total liabilities

Total rights of members and liabilities

2008 2009 2010 2011 2012
10 10 624 649 19213 335 40502018 40 924 649
597196267 676727008 658328286 715884598 601572029
- N 99820000 106612800 104440000
597196277 687351657 777361621 862999416 746936678
498893053 596645802 736763548
2305219539 2607653871 2403297823 2892143063 3517 656 842
1967 376 17 260 889 65 805 614 70915973 97 398 744
6483 142 7581832 11903 928 8776 900 15087 765
92765815 180296213 401815665 345265717 376498325
111769292 112709 966
2518205164 2925502771 3381716083 3913747455 4743405224
3115401441 3612854428 4159077704 4776746871 5490 341 902
2731796005 3124573399 3981661475 4579413133 5172816285
(10 301 823) 81580 644 97 098 256 95 349 455 145 564 877
381758990 406393770
3103253172 3612547813 4078759731 4674762588 5318381162
- - 7770 000 - N
71925874 101460 652 156 025 234
12 148 269 306 615 622099 523 631 15935 506
12 148 269 306 615 80317973 101984 283 171 960 740
12148 269 306 615 80317973 101984 283 171 960 740
3115401441 3612854428 4159077704 4776746871 5490 341902
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Annex 6 Revenues and expenditures of the PPA
(2008-2012)

(Amounts in NIS)

2008 2009 2010 2011 2012
REVENUES
Contributions 517 582 157 535 043 206 564 511 815 618 247 582 667 049 937
Interest for delays and fines 83921990 65 753 403 116 884 989 100 927 740 140 145 958
Interest from banks - - 1072781 6 125 567 5438 303
Interest from loans - B 4688 252 4124 329 6616 680
Investment income 1040 948 1539529 19 199 999 8492137 15819615
Other revenues 6043 428 6 056 567 6481589 8404 082 10 140 883
Currency differences (48 044 521) 55741075 (18 985 155)
Total revenues 608 588 523 608 392 705 664 794 904 802 062 512 826 226 221
EXPENDITURES
Benefits paid 195 425 009 190 127 802 198 912 635 210 211 623 224192 054
Salaries and wages B B 5208 741 5945776 5984 674
General and administrative expenses 3758 409 4973 575 9420611 5564 425 1718 435
Depreciation B 591710 558 611 880 676 927 906
Other expenses 27 646 115 6 305 848 B B B
Total expenditures 226 829 533 201 998 935 214100 598 222 602 500 232 823 069
Surplus for the year 381 758 990 406 393 770 450 694 306 579 460 012 593 403 152

Notes: It must be noted that “Contributions” and “Benefits paid” appearing in this table concern Scheme 1 and Scheme
2 (Civilians) only.

Contributions represent theoretical contributions calculated at the rates of (12.5% / 10.0%) for Scheme 1, (9% /
7%) for the DB component of Scheme 2 and (3% / 3%) for the DC component of Scheme 2.
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