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INSTRUCTIONS: Answer question one and any other two questions

QUESTION ONE (30 MARKS) 
a) Prof. Nantilde Muller from the Technical University of Berlin is a mechanical engineer. She is married to a Kenyan and is willing to settle in Kenya on permanent basis. Meru University has offered her a job as a professor in the School of Engineering on a permanent and pensionable basis. Her appointment letter indicates that she would contribute 10% of her basic salary towards the employees’ pension scheme and the University would contribute 20%. Technical University of Berlin maintains a defined benefit pension plan that if financed on a pay as you go basis. Prof. Muller is uncomfortable with Meru University pension plan and  requests the Management to consider converting their scheme to a defined benefit plan.
Required:
Explain the Meru University Management the following:
i) A defined benefit scheme,									(1 Marks)
ii) Pay-as-you-go method,									(1 Mark)
iii) Advantages of a defined benefit scheme,						(6 Marks)
iv) Disadvantages of a defined benefit scheme.						(6 Marks
b) The Retirement Benefits Act requires that schemes be established under an irrevocable trust. A trust ensures that the pension scheme’s assets are kept separate from those of the employer. This is important for the security of members’ benefits. A trustee is a person or company, acting separately from the employer, who holds assets in the trust for the beneficiaries of the scheme.
 Required:
i) Explain what a trustee deed is.								(2 Marks)
ii) Explain the advantages of a corporate trustee as opposed to individual trustee	(8 Marks)
c) Describe the role, and give examples of each of the following parties who may be involved in the provision of pensions in Kenya:
i) The Regulator										(2 Marks)
ii) The Sponsor										(2 Marks)
iii) Fund Manager										(2 Marks)
QUESTION TWO (20 MARKS)
Over the last decade, Kenya has undertaken a major reform of parts of its pension system. Some of the positive effects of the reform have started to be seen and thinking is now shifting to policy issues and the challenges of increasing coverage, benefit, adequacy and the growth of retirement savings.
Required:
a) Discuss the four pension systems in Kenya. Further, indicate whether they are affordable, adequate and sustainable.										(12 Marks)
b) Explain four challenges faced by the government in expanding pension coverage in Kenya. 
													(8 Marks)
QUESTION THREE (20 MARKS)
a) Ali Hassan is employed by Meru University as a Pension Administrator on permanent and pensionable basis. The University has a pension scheme where an employee contributes on monthly basis 10% of the basic salary while the employer contributes 20%.
His salary for the month of November 2015 was as follows:
	
	Kshs.

	Basic salary
	75,000

	House Allowance
	20,000

	Bus-fare allowance
	8,000

	Gross Salary
	103,000



Required:
Compute his net salary assuming that:
i) The pension scheme is registered							(4 Marks)
ii) The pension scheme is not registered							(4 Marks)
PAYE TAX TABLE FOR MONTHLY INCOME (YEAR 2009)
Monthly 	Taxable Income 	Tax rate
The 			1st Ksh.10, 165		10%
Next			9576			15%
Next			9576			20%
Next			9576			25%
Over			Ksh.38893		30%
Personal relief Ksh.1162 p.m
Insurance relief 15% of gross premiums 
b) 	Differentiate between the following terms as used in risk management:
i) Hazard and peril										(2 Marks)
ii) Objective risk and subjective risk							(2 Marks)
c) i) Risk is the uncertainty concerning the occurrence of a loss. The presence of a risk results in various undesirable social and economic effects. Therefore risk is a burden not only to an individual but to the society too.

Required:
Explain, giving relevant examples, four techniques of handling risks.			(8 Marks)
QUESTION FOUR (20 MARKS)
a) The Retirement Benefit Act has identified various risks as the main areas for consideration. Discuss various categories of risks faced by a pension scheme.					(12 Marks)
b) The Kenya Constitution states that every Kenyan has a right to quality and affordable health care. The aim of the current Government is to achieve a Universal Health Coverage. Discuss the extent to which the Kenya Government has achieved this goal.				(8 Marks)



QUESTION FIVE (20 MARKS)
According to World Bank, the number of elderly has steadily multiplied since 1948, due to the decreased fertility and increased life expectancy rates worldwide. Society, the government, the senior citizens themselves and children have contributions regarding the problems of senior citizens. By the year 2060, the number of elders in Kenya is estimated to be over 15 million. 
Required:
a) Suggest the solutions to the problem of old age.						(10 Marks)
b) The investment portfolio that a fund holds at one time is dictated by its unique profile of the fund. Discuss the factors that trustees and funds manager consider in determining the investment portfolio of a pension scheme.								(10 Marks)
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