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PENSION FUND COUNCILLOR IN BRAZIL
LUCIANO CARVALHO VENTURA* 

Pension fund management is a relatively new activity in Brazil, when compared to company management.  However, it already demands extremely efficient management work of its administrators, be they councilors or officiers, due to the rapidly growing volume of funds involved and a commitment to a vast number of people who today make up the Brazilian complementary pension system.

The net worth of pension funds has leapt from one and a half billion dollars for 550,000 associates, in 1979, to over sixty billion dollars today for 2.2 million associates who, when added to their dependents, represent a community of nearly 10 million Brazilians.  Moreover, a conservative estimate points to an amazing net worth of two hundred billion dollars in ten years’ time.  This is a relatively small figure in relation to Brazil’s GNP, as compared with the ratios other countries with a longer history of complementary pensions, such as the USA, Japan and the Netherlands.  Although Brazil today has almost 400 pension funds sponsored by 1,500 companies, at least 5,000 other organizations could sponsor pension funds which would add a further nine thousand such funds to the Brazilian private pension community.

This environment of a high volume of funds with a growing contingent of associates, has greatly heightened the complexity of pension fund management. On the one hand, it requires a more efficient performance from its administrators and, on the other hand, this management must be monitored and supervised by the fund associates and by the government itself.

In its item 19, SPC Resolution 07/78 of October 9, 1978, established that the minimum structure for any private pension organization should comprise a council of at least three (3) members and na executive management also of at least three (3) members, all of them appointed in accordance with the respective organization’s statutes.  This resolution also dictated that the council’s role is that of control and administrative guidance and that its executive mamgement members, i.e., its officiers must be selected for their distinguished technical ability and integrity.  Accordingly, in legal terms, the roles of the pension fund councilor and officier in Brazil are complementary, where the former provides the guidance and the control and the latter manages operations.

In this context and, little by little, Brazilian pension fund administrative councils are turning from their traditionally passive role of monitoring fund activities to one of active guidance and control of the officiers’ administration activities.  Not only will this new concept of the role of administrative councilors or, as some prefer to call them, decision councilors or pension fund curators, significantly contribute to increased pension fund management efficiency, but will also encompass their legal responsibilities.  It should never be forgotten that the legal responsibilities of pension fund administrators, regardless of whether they are councilors, officiers or similar, are multi-faceted, as can be seen below:

a)  administrative - established by Law 6435, articles 75 and 76, subjecting administrators to penalties of warning, cash fine, suspension or dismissal, in the event of violation of such law.

b)  corporate - as provided by Law 6404/76, articles 158 and 165;

c)  penal - as provided by Law 6435/77, which defines as crime certain conduct by administrators.

In addition to the responsibility established by the above laws, administrators are also subject to several other regulations enacted by the Complementary Pension Secretariat and by the National Monetary Council.  A reference in this context is the Complementary Pension Secretariat’s Normative Instruction 10 of June 17, 1996, defining and consolidating inflation to Law 6435/77 and other regulations of private pension organizations, an area lacking in normative standards.

This practice has shown that pension fund administrative councils are efficient to the degree to which they have been appropriately structured; particularly when they are fortunate enough to have members fittingly qualified to discharge their duties.

A well structured Administrative Council presupposes the existence of:

· a clearly defined relationship with the executive management;

· frequent and productive meetings;

· well defined and monitored strategies;

· efficient data and operational control systems; and

· clear definition of the nature and scope of the matters to be undertaken.

Good qualifications are a more complex matter, for several reasons:

· as stated above, pension fund management is a relatively new activity in Brazil and, thus, not enough time has elapsed to train a large team of professional people who are familiar with this area;

· due to the inherent idiosyncrasies of pension fund activities, most councilors are professional people assigned on a part time basis by their sponsor companies, and, often lacking knowledge of these unique characteristics;

· due to other training priorities, as a general rule, these professionals do not take part in pension fund management training programs.

In order for the pension fund councilors to carry out their functions, correctly discharge their legal responsibilities, and strive for efficient management, the following, among other features, are essential:

a)  they must be competent;

b)  they must be familiar with the tax aspects of pension funds and of the administrative, corporate, and penal responsibilities of the managers;

c)  they must understand their role and develop their skills as pension fund managers, by establishing an effective relationship with the pension fund’s internal and external community;

d)  they must know how to monitor investment decisions and returns;

e)  they must be familiar with the basic Private Pension System structure, and most particularly, with their own pension fund’s Benefits Plan; and

f)  they must be fully familiar with pension and social security benefits.

Lastly, it is important to highlight the fact that there are over 350 pension funds in Brazil today and, as stated earlier, each one is legally obliged to appoint at least three (3) councilors.  Accordingly, there is a team of over 1,000 councilors, who have responsibilities under law and who, if competent and qualified, can contribute substantially to the more efficient management of Brazil’s pension funds.

This work was published in REVISTA ABRAPP​ - October 1996 - issue no. 227. 
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