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Professional Organizations The College of Actuaries has proposed to the Finance 
There are two main organizations that represent the Secretariat a set of rules for pension funding. These rules require 

actuarial profession in Mexico. that generally accepted actuarial funding methods must be used, 
One is the Mexican Association of Actuaries which was as  well as a number of minimum funding standards. 

instituted in 1962. The  original name of the Association was It is expected that the proposed rules will be officially 
"Mexican Association of Life Insurance Actuaries", the name was adopted at the end of 1982, 
later changed to "Mexican Association of Private lnsurance - 
Actuaries". Employee Benefit Plan Practices 

For many years this Association gathered actuaries at the - 
service of insurance companies, at present all actuaries can enroll. 

The  second association is the College of Actuaries which 
was founded in 1966. The  scope of the College of Actuaries is 

' 

more ample and since it was created has gathered most of the 
Mexican actuaries irrespectively of their professional specializa- 
tion. 

The  College of Actuaries has been particularly active 
during the last two years and has transmitted an excellent image of 
the profession, both in the private and public sectors. It has organ- 
ized two National Meetings attended by more than 200 actuaries 
each; in total over 100 papers on several topics were prepared and 
discus@. 

The public sector has been particularly receptive to the 
contributions of the College of Actuaries. The President of the 
Mexican Republic has held three private meetings with the Board 
of Directors of the organization and has personally closed each of 
the last two annual meetings. This is the first time in the history of - 
the profession in Mexico that the President of the country has 
attended actuarial meetings. 

One of the main results of this intensive activity is that the 
profession is now better known and understood and that many 
young people are getting interested in becoming actuaries. 

The  College of Actuaries has instituted a National   ward 
for the best work in actuarial science. It will be granted for the first 
time in 1982, and has been funded with contributions from insur- 
ance companies, Social Security and other Government agencies. 
The President of the  country will attend the ceremony. 

At present there is not an association of consulting actuar- 
ies even though there are some 20 firms of several sizes. It is esti- 
mated that there are approximately 50 consulting actuaries in the 
country. 

Education ofactuaries is conducted in three universities, all 
located in the metropolitan area of Mexico City, the curriculum 
concentrates on mathematics and omers several specializations 
including Life Contingencies, Statistics and Operations Research. 
Graduate work is available only in the fields of Demography and 
Operations Research. 

lnsurance Legislation 
The  insurance activity was conducted in Mexico by foreign - 

general agencies until 1936, when a national insurance law was 
enacted and the industry was Mexicanized. Since that time the 
insurance legislation remained practically unchanged and in 1981 
a completely new law became effective. One  of the most relevant 
aspects of the new insurance legislation is that insurance compan- 
ies will be permitted to  handle pension funds: up to that time 
pension funding was an  exclusive activity of banking institutions 
by means of trust agreements. 

The  new insurance law indicates that some special regula- 
tions will be published explaining how and when insurance com- 
panies can operate in the pension held. These regulations have 
not been enacted and at this point insurance companies are in the 
process of preparing this new product. 

Fiscal Legislation 
Two main changes have been introduced in the Income 

Tax Law. one indicates that contributions to pension funds are tax 
deductible if they are paid either t o  a trust arrangement entered - 
with a Mexican bank o r  to an  insurance company authorized to 
operate in the  mex xi can Republic. 

The other change regulates the maximum non-taxable 
income for individuals derived from certain 'employee benefit 
plans such as  cultural and sporting activities and child care 
institutions. 

Medical Benef~ts 
Medical insurance has evolved very fast and has become 
very flexible and highly sophisticated. Cash flow arrange- 
ments are available and administration expenses can be as 
low as 3% of claims. Even though the rates are established 
by the authorities, open competition prevails, resulting in a 
very reasonable cost to the employer. 
Basic hospitalization plans covering only illnesses that 
require hospitalization are available. Comprehensive 
major medical benefit is offered on top or instead of the 
basic portion with a wide range of maximum sums insured, 
maximum time of coverage, deductibles and coinsurance. 
Traditionally, insurance companies in Mexico have offered 
the product but not the service, with the exception of the 
minimum and untransferable activities such as issuing the 
contract and paying claims. 

Death Benefits 
The most common private benefits are provided in the case 
of death. In most cases the benefits are associated with a 
group life insurance contract. Existing plansgenerally grant 
lump sums equivalent to 18 months' salary but coverage 
for 24 months' salary is also frequent. 
In most instances the cost is paid totally by the company; 
where employees do contribute they generally pay about 
one third of the gross premium. Where plans are contribu- 
tory, employee contributions calculated as a percentage of 
salary are deducted from their pay checks, and dividends 
most commonly do not revert to the participants. 
Accidental death and dismemberment coverage is found in 
many plans, generally as a double indemfiity clause. 
Coverage for dismemberment rangcs'from one finger to all 
limbs: accidental loss ofsight is also included. 
Participants are free to appoint the beneficiaries they desire 
and in some cases a trust agreement is set up to administer 
the proceedings. Participants also have the privilege of 
carrying on an individual policy after leaving a group 
arrangement; suicide is generally covered under the group 
life portion after the second year. 

Disability Benefits 
Many plans provide disability benefits, most commonly as 
a lump sum payment equivalent to the death benefit. In 
some instances a waiver of premiums provision is included 
together with the lump sum payment: very seldom it is pro- 
vided by itself. 
Long-term disability pensions up to age 65 are provided 
only where there is also a retirement pension plan. In all 
cases these benefits are insured as a rider to the group life 
insurance program. 
The definition of disability is basically the inability to per- . 
form any work compatible with the aptitudes. knowledge 
and social position of the individual when the benefit is 
provided in a lump sum. For LTD it is understood as the 
incapacity to perform any remunerated work. 
When plans are contributory. employee contributions 
apply to all kinds ofbenefit. including disability. 

Retirement Benefits 
Retirement benefits and particularly pension plans are 
more common than it isgenerally realized. 
All Government employees are covered by a special 
pension plan. as well as the armed forces and the employ- 
ees of the Government-owned oil. light and power. tele- 
phone and railroad companies. 



There are several labor contracts which are at the same 
time law, such as those of the textile and rubber industries, 
which include pension provisions. 

All the employees of banking institutions and insurance 
companies are by law protected by a very generous pension 
plan. Many negotiated contracts provide retirement 
pensions and most well-administered companies provide a 
pension program. 

An important provision of the Mexican Labor Law applies 
to pension planning and refers to the legal severance 
indemnity. The Labor Law indicates that an employer 
dismissing an employee for a justified cause does not incur 
any further liability. The principal justified causes are 
dishonesty, violence, immorality, alcoholism and drug 
addiction. Old age is not considered a justified cause. 

If the work contract is terminated by the action of the 
company without justified cause, the employee has the 
right to receive, and the company has the obligation to pay, 
an indemnity equivalent to three months' salary plus 20 
days' salary for each year of service. 

The private pension movement started in 1965 when the 
lncome Tax Law made the fiscal advantages of such pro- 
grams clear for the first time. 

The modem design of plans includes a clear definition of 
eligible group, eligibility requirements, pensionable salary, 
pensionable service, retirement dates and conditions, the 
benefit formula, the normal and optional forms of pay- 
ment, employee contributions and additional benefits. 

The most important element is undoubtedly the benefit 
formula. Due to the legal severance indemnity provided by 
the Federal Labor Law, companies have two alternatives, 
one being to define a retirement policy and the other not to 
define it. 

If the company opts for the second alternative, it will face a 
variety of personnel problems and probably, in the long 
run, a very high cost derived from retaining unproductive 
personnel, but if a company decides to define a retirement 
policy and wants to make it effective, it automatically 
becomes liable for the payment ofthe severance indemnity 
at retirement age because the policy implies the termina- 
tion of the work contract without justified cause. 

This element is the key to pension plan design in Mexico, 
since it is necessary to grant a benefit with a cash value a t  
least equal to the severance indemnity; otherwise the 
employee will refuse to leave the company. 

In order to convert the legal severance indemnity into a 
pension, at least for design and calculation purposes, such 
indemnity has to be divided by the cash value of a life 
annuity at normal retirement age. Based on the GA- 195 1 
mortality table, a 9% interest rate and an average seniority 
of 30 years, the unit credit that has to be granted is approxi- 
mately 0.8% offinal salary per year ofservice. 

This benefit is known as the basic pension and is found in 
all private plans. Due to the fact that the cash value of the 
annuity can change, mainly because ofinterest rate fluctua- 
tions, the equivalence with the severance indemnity can be 
distorted, thus creating the need for a minimum pension 
provision, which in most plans is established indicating 
that the cash value ofthe annuity at normal retirement age 
cannot be less than the severance indemnity. 

The wording for this provision is always such that 
employees cannot identify it with the payment that would 
have to be made in cases of unjustified dismissal; the reason 
for this is obvious. 

For higher salaries. i.e. for those in excess ofthe maximum 
covered by Social Security, an additional pension is gener- 
ally provided calculated in the same way as the basic 
pension. though the salary that is taken into consideration 
is only the excess portion. 

When the basic pension is added to the Social Security 
benefit, it generates a total retirement income close to total 
final salary. This means that by facing the legal liability 
that any company has for doing business in Mexico and 
converting it into a pension plan, it can provide the 
employees with a most attractive retirement benefit at no 
additional cost. 

In this sense it can be said that the real cost of a pension 
plan is derived from the additional pension, which repre- 
sents a minor portion of the total contribution that is 
required. 

For the higher paid, the sum of the basic, additional and 
Social Security pensions produces a retirement income of 
approximately 60% of final earnings. 

In order to guarantee that if the emp1oye.e dies soon after 
retirement his beneficiaries will receive the severance 
indemnity that otherwise would have been paid to him, the 
normal form of pension is gerrerally a ten years certain and 
life annuity. In some cases cash refund annuities are also 
used. 

Early retirement is most commonly permitted as of age 60 
with pensions reduced on the same scale as Social Security 
or with an actuarially calculated table. 

Deferred retirement generally is not permitted but in prac- 
tice some companies retain valuable employees by having 
them retire under the plan and then rehiring them on a 
reduced income on a fee basis. 

Most plans are non-contributory because they cannot 
justify being otherwise. Since the basic pension is equiva- 
lent to the severance indemnity, the company cannot 
request the employees to pay a portion of that benefit; the 
additional pension can be contributory, but there are so few 
participants that it becomes difficult to justify the addition- 
al administrative expenses and other complications that 
come along with this type ofprogram. 

Vested rights are very seldom granted. The main reason is 
that the employee is entitled to the seniority premium . 
established in the Federal Labor Law. 

Qualified actuaries are responsible for producing an annual 
valuation; the actuarial funding methods are those accept- 
ed in other countries. The past service liability is most 
commonly calculated by the entry age normal method and 
is amortized over a fixed number of years, generally 20. 
The normal cost is usually calculated on an aggregate basis 
and is determined as a percentage of payroll. 

The maximum contributions permitted by Income Tax 
Law are the sum of the normal cost and the amortization of 
the past service liability over ten years. The minimum 
accepted contributions are the normal cost plus the interest 
on the past service liability. 

Actuarial assumptions are commonly based on Mexican 
experience, except for mortality and disability where U S .  
tables are generally used. 

Companies are required to prepare an annual valuation 
and are requested to obtain from the lncome Tax Authori- 
ties approval prior to any change in the plan basis and 
f~nding.  

Inflation 
Mexico has been running since 1976 a rate of inflation in 

the neighborhood of 30%. 

Employee bcnefits that are related to salary, such as death 
and disability, are automatically adjusted when wages are 
increased, pensions are being converted into a lump sum for both, 
existing and new retirees, but no indexing has been attempted. 

Major medical benefits are revised every year and the 
maximum sum insured as well as the deductible are properly 
increased. 


