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IBAN AUDIT ON THE 2016 FINANCIAL STATEMENTS OF
THE RETIREES MEDICAL CLAIMS FUND (RMCF)
Note by the Secretary General
1.
I attach the International Board of Auditors for NATO (IBAN) report on the audit of the
2016 financial statements of the Retirees Medical Claims Fund (RMCF).
2.
The IBAN report sets out an unqualified opinion on the financial statements and an
unqualified opinion on compliance.
3.
The IBAN report has been reviewed by the Resource Policy and Planning Board
(RPPB) (see Annex). I do not believe that this matter requires discussion in the Council.
Consequently, unless I hear to the contrary by 17:30 hrs on Tuesday 19 December 2017,
I shall assume that the Council has noted the IBAN report on the 2016 financial statements
of the RMCF and agreed to the public disclosure of this report, the IBAN audit and the
associated 2016 financial statements.

(Signed) Jens Stoltenberg

Annex 1:
Enclosure 1:

RPPB Report
IBAN Report

1 Annex
1 Enclosure

Original: English
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IBAN AUDIT ON THE 2016 FINANCIAL STATEMENTS OF THE RETIREES MEDICAL
CLAIMS FUND (RMCF)
Report by the Resource Policy and Planning Board
Reference:
A. IBA-AR(2017)25 - IBAN report

BACKGROUND
1.
This report covers the audit of the 2016 financial statements of the Retirees Medical
Claims Fund (RMCF). The IBAN have issued an unqualified opinion on both the financial
statements and on compliance for the year 2016 (reference A).
DISCUSSION
2.
The IBAN made three observations during the audit. The first observation did not
impact the audit opinion although the IBAN did chose to identify as an “emphasis of matter”
the actuarial valuation of the RMCF. The actuarial valuation is performed on an annual
basis and is a paid service. However the 2016 financial statements do not contain the most
up to date actuary obligation because the external report was not available before the
financial statements were issued. The IBAN acknowledge that this fact was properly
disclosed in the notes to the 2016 financial statements. The actuarial valuation of the RMCF
obligation has increased from EUR 1.8 billion in 2015 to EUR 2.3 billion in 2016, an increase
of 28% due primarily due to a decrease in the discount rate. The Financial Controller will try
to align the reporting timelines to ensure the financial statement contain the most up to date
actuarial valuation but this may be challenging.
3.
The RPPB notes that the final version of the actuarial report is usually available
during the audit field work and the suggestion from the FC that a revised version of the
financial statements could be issued to incorporate the data from the actuarial report. The
RPPB further notes that the IBAN believe the financial statements issued on 31 March
should be the final version and do not support an approach that would see them be
subsequently amended. The Board also notes that the same matter came up in the audit of
the 2016 financial statements of the NATO Coordinated Pension Scheme.
4.
The IBAN chose to highlight that no Supervisory Committee (SC) was held during
2016 which is contrary to the requirement for two meetings to be held each year as laid
down in the Civilian Personnel Regulations. Where there is no need for such a committee
meeting the IBAN recommend, and the Financial Controller has agreed, that this should be
properly documented and communicated in writing to members of the committee for their
approval.
5.
The third and final observation dealt with the need to enforce controls over the
reconciliation of bank balances and the IBAN found that monthly checks to reconcile cash
balances between the accounting system and bank statements had not been performed.
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The IS has agreed to add such reconciliations to the current reconciliation between bank
statements and the accounting system’s cash management module
Prior years’ observations
6.
The IBAN also followed up on the status of observations from previous years’ audits
and found that two had been settled, two had been partially settled, one had been
superseded by a current observation and one remained outstanding. The latter has been
maintained since 2010 addressing weak internal controls in contribution receipts and the
IBAN chose this year to highlight the need for management focus to address it. The RPPB
notes that action is now in hand to do so.
CONCLUSIONS
7.
The RPPB recalls that an asset and liability management study was commissioned
to re-assess the financial situation of the RMCF. The RMCF SC report is now complete.
The conclusions and recommendations on remedial actions that could be taken to limit the
level of obligations will be presented to the Budget Committee for consideration before the
end of 2017. The RPPB will then decide on the basis of advice from the BC if an update
on the issue to Council is necessary.
8.
Where it is not possible to align reporting timelines of information provided by an
external provider the RPPB believes that the IBAN and the FC should at least consider a
more pragmatic approach so that the most complete and up to date financial information is
presented and made available for public disclosure for the benefit of users.
RECOMMENDATIONS
9.

The RPPB recommends that Council:
a)

note the IBAN report (IBA-AR(2017)25);

b)

note the conclusions in paragraphs 7-8; and,

c)
approve the public disclosure of this report, the IBAN audit and the associated
financial statements of the RMCF.
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Summary Note for Council
by the International Board of Auditors for NATO (Board)
on the audit of the Financial Statements of the
NATO Retirees Medical Claims Fund (RMCF)
for the year ended 31 December 2016
The NATO Retirees Medical Claims Fund (RMCF) was set up with effect from
1 January 2001 pursuant to Council approval of P0(2000)123. The purpose was to
establish a reserve to ensure that sufficient funds are available for the years to come to
enable NATO to meet its obligations to pay the medical expenses of eligible retired
staff members and their recognised dependants.
The fund has a Supervisory Committee established to oversee the management of the
fund. The Committee meets at least twice a year.
In 2016, receipts from NATO bodies and staff were EUR 23.0 million (in 2015 - EUR 22.9
million). Insurance premiums paid out of these receipts were EUR 19.6 million in 2016
(EUR 18.3 million in 2015). At the end of 2016, the fund manager held EUR 306.9 million
on behalf of NATO (at the end of 2015 - EUR 288.9 million), and the actuarial present
value of the long term post-employment medical care obligation was presented as
approximately EUR 1.8 billion (at the end of 2015 — EUR 1.8 billion). An update of the
value of the obligation to EUR 2.3 billion was received after the issuance of the financial
statements.
The Board issued an unqualified opinion on the financial statements and an unqualified
opinion on compliance for the year ended 31 December 2016.
During the audit, the Board made three observations with recommendations which are
summarised below:
1. Disclosure of results of the actuarial valuation using 2016 data.
2. No supervisory committee meetings held in 2016.
3. Controls over the reconciliation of bank balances need to be enforced.
The Board also followed up on the status of observations from previous years' audits
and noted that two observations were partially settled, two observations were settled,
one observation remains outstanding, and one was superseded by a current year
observation.
The Auditor's Report (Annex 2) and the Letter of Observations and Recommendations
(Annex 3) were issued to the International Staff whose comments have been included,
see the Appendix to Annex 3.
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INTERNATIONAL BOARD OF AUDITORS FOR NATO

AUDITOR'S REPORT ON THE FINANCIAL STATEMENTS OF
THE NATO RETIREES MEDICAL CLAIMS FUND
(RMCF)
FOR THE YEAR ENDED 31 DECEMBER 2016
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REPORT OF THE INTERNATIONAL BOARD OF AUDITORS
FOR NATO TO THE NORTH ATLANTIC COUNCIL

Report on the Financial Statements
The International Board of Auditors for NATO (Board) audited the accompanying financial
statements of the NATO Retirees Medical Claims Fund (RMCF), which comprised the
Statement of Net Assets Available for Benefits as at 31 December 2016 and the
Statement of Changes in Net Assets Available for Benefits, and Notes to the Financial
Statements, including a summary of significant accounting policies.
Management's Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial
statements in accordance with the International Accounting Standard (IAS) 26'
Accounting and Reporting by Retirement Benefit Plans and the requirements of the NATO
Financial Regulations as authorized by the North Atlantic Council. This responsibility
includes the design, implementation and maintenance of internal control relevant to the
preparation and presentation of financial statements that are free from material
misstatement, whether due to fraud or error.
Auditor's Responsibility
Our responsibility is to express an opinion on these financial statements based on our
audit, which is conducted in accordance with our Charter and international standards on
auditing. Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.
An audit involves performing procedures to obtain evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, due to fraud or error. In making those risk assessments, internal control
relevant to the entity's preparation and presentation of financial statements is considered
in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of internal control. An audit
also includes evaluating the appropriateness of accounting policies used, the
reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

1 As

the NATO Accounting Framework does not have a standard specific to accounting and reporting by
retirement benefit plans, the NATO International Staff presents the RMCF Financial Statements in
accordance with IAS 26.
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We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.
Opinion on Financial Statements
In our opinion, the financial statements present fairly, in all material respects, the financial
position of RMCF as of 31 December 2016 and the changes in financial position thereof
for the year then ended in accordance with IAS 26.
Emphasis of Matter
Note 3, Actuarial Valuation, to the financial statements discloses an actuarial obligation
of EUR 1.8 billion related to the RMCF. The note describes that this valuation amount is
based on 2015 data because the actuarial valuation study based on 2016 data was not
yet completed at the time the financial statements were issued. As of the date of this
report, the actuarial obligation valuation study using 2016 data was performed and results
in an actuarial liability of EUR 2.3 billion related to the RMCF. Our report is not modified
as a result of this matter.
Report on Compliance
Management's Responsibility for Compliance
In addition to the responsibility for the preparation and presentation of the financial
statements described above, management is also responsible for ensuring that the
financial transactions and information reflected in the financial statements are in
compliance with the NATO Financial Regulations and the NATO Civilian Personnel
Regulations as authorised by the North Atlantic Council.
Auditor's Responsibility
In addition to the responsibility to express an opinion on the financial statements
described above, our responsibility includes expressing an opinion on whether the
financial transactions and information reflected in the financial statements are, in all
material respects, in compliance with the NATO Financial Regulations and the NATO
Civilian Personnel Regulations. This responsibility includes performing procedures to
obtain reasonable assurance about whether the funds have been used for the settlement
of authorised expenditure and whether their operations have been carried out in
compliance with the financial and personnel regulations in force. Such procedures include
the assessment of the risks of material non-compliance.
We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.
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Opinion on Compliance
In our opinion, in all material respects the financial transactions and information reflected
in the financial statements are in compliance with the NATO Financial Regulations and
the NATO Civilian Personnel Regulations.
Brussels, 31 August 2017

Herve-Adrien Metzger
Chairman
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31 August 2017

INTERNATIONAL BOARD OF AUDITORS FOR NATO

LETTER OF OBSERVATIONS AND RECOMMENDATIONS
FOR THE NATO RETIREES MEDICAL CLAIMS FUND FINANCIAL STATEMENTS
(RMCF)
FOR THE YEAR ENDED 31 DECEMBER 2016
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Introduction
The International Board of Auditors for NATO (Board) audited the NATO Retirees Medical
Claims Fund (RMCF) Financial Statements for the year ended 31 December 2016, and
issued an unqualified opinion on the financial statements and on compliance.
Observations and Recommendations
During the audit, the Board made three observations with recommendations which are
summarised below:
1. Disclosure of results of the actuarial valuation using 2016 data.
2. No supervisory committee meetings held in 2016.
3. Controls over the reconciliation of bank balances need to be enforced.
The Board also followed up on the status of observations from previous years' audit
reports and found that two observations were settled, two observations were partially
settled, one observation was superseded by a current year observation and one
observation was still outstanding. The outstanding observation on weak internal controls
in contribution receipts has been outstanding since the Board's audit of the 2010 financial
statements and needs management focus to address the weaknesses.
This Letter of Observations and Recommendations was formally cleared with the
International Staff, and the formal comments are included (Appendix, Annex 3).
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OBSERVATIONS AND RECOMMENDATIONS
1.

DISCLOSURE OF RESULTS OF THE ACTUARIAL VALUATION USING 2016
DATA

Reasoning
1.1
Paragraph 27 of the International Accounting Standard 26, Accounting and
Reporting by Retirement Benefit Plans, states that if an actuarial valuation has not been
prepared at the date of the financial statements, the most recent valuation is used as a
base and the date of the valuation disclosed.
1.2
The Board follows the International Standards of Supreme Audit Institutions
(ISSAIs). ISSAI 1560, Subsequent Events, which requires the auditor to assess events
occurring between the date of the financial statements and the date of the auditor's report.
Observations
1.3
The actuarial valuation of the RMCF obligation for post-employment medical care
is performed on annual basis by the Organisation for Economic Co-operation and
Development International Services for Remunerations and Pensions (ISRP) by request
of the Office of Financial Control, International Staff. This is a paid service.
1.4
According to the ISRP draft report "2016 Year End Accounting of the Defined
Benefit Obligations", the RMCF obligation for post-employment medical care has
increased from EUR 1.8 billion in 2015 to EUR 2.3 billion in 2016, an increase of 28%
due primarily to a decrease in the discount rate.
1.5
The RMCF financial statements for the year ended 31 December 2016 do not
contain the information on this updated actuary obligation due to the fact that the actuarial
valuation report was available only two months after the issuance of the financial
statements. This fact was properly disclosed in the financial statements in accordance
with paragraph 27 of IAS 26.
1.6
The Board supports the initiative of the Office of Financial Control to make an
annual valuation of the RMCF obligation for post-employment medical care. At the same
time the Board believes that the abovementioned information is very important for
decision making, specifically regarding the future operations of the RMCF. Therefore,
the timely delivery of this information to the users of financial statements is critical.
Recommendation
1.7
The Board recommends aligning the reporting timelines for the financial
statements and the ISRP actuarial valuation of RMCF obligation for post-employment
medical care in order to ensure that the financial statements include the data on actuarial
valuation for the respective year.
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2.

NO SUPERVISORY COMMITTEE MEETINGS HELD IN 2016

Reasoning
2.1
Article 3 of Annex XIII-2 of the NATO Civilian Personnel Regulations (CPRs)
requires that a Supervisory Committee be set up to oversee the management of the
RMCF. It is required that two Committee meetings be held each year. At these meetings,
the Committee shall be briefed by the Investment Managers on investment strategy and
results.
Observation
2.2
The Board found that no meetings of the Supervisory Committee were held in
2016 as required by the CPRs.
Recommendation
2.3
In general, the Board recommends compliance with the CPRs. However, if the
Committee does not believe that it is necessary or economical to hold a particular
meeting, the reasons for this should be clearly documented by the Chair of the
Committee and communicated in writing to all members of the Committee for their written
agreement. Such documentation should be properly filed in order to demonstrate that
the Committee fulfilled its responsibilities in relation to the RMCF.

3.

CONTROLS OVER THE RECONCILIATION OF BANK BALANCES NEED TO
BE ENFORCED

Reasoning
3.1
According to paragraph VI 4) (c) of NATO Financial Rules and Procedures, the
Financial Controller shall ensure that all accounts are reconciled and verified on a regular
basis, and all activities with financial implications, including multinational and nonappropriated fund activities, controlled by periodic inspection.
Observation
3.2
The Board found that the IS did not perform monthly reconciliations of cash
balances between the accounting system and bank statements during 2016. The IS
provided the Board with a spreadsheet showing such a reconciliation as of 31 December
2016, although there was no evidence that this control was performed in a timely basis
and it also was not signed by the preparer or reviewer.
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Recommendation
3.3 The Board recommends performing and documenting monthly cash
reconciliations between the bank balances and the amounts presented in the accounting
system. This will help to identify misstatements (if any) on a timely basis. This should
include signatures of the preparer and reviewer along with the dates.
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FOLLOW-UP OF PREVIOUS YEARS' OBSERVATIONS
The Board reviewed the status of the observations and recommendations arising from
previous years' audits. These observations and their status are summarised in the table
below.
OBSERVATION/RECOMMENDATION

ACTION

STATUS

1) Financial year 2012
IBA-AR(2013)25 — paragraph 5.1
Retirees Medical Claims Fund (RMCF) Net
Assets Inadequate to Fund Promised Future
Expected Benefits
The Board draws the attention of the Council
that there are currently not sufficient funds
available to enable NATO to meet its promised
future obligations as was the intention of the
plan, and recommends that, as was proposed
in SG(2009)0302, on the basis of the results of
the asset and liability study presented in the
December 2012 Supervisory Committee and
the related final report issued dated 30 April
2013, that the IS provides an estimate of the
minimum financial injection necessary to make
the RMCF sustainable.

The actuarial study aimed at
estimating the future medical
expenses of retirees aged sixty five
years old and over, under the charge
of the Retirees Medical Claims Fund
(RMCF).

The Board recommends also that the IS
provides all necessary information and any
remedial actions undertaken to limit the level of
obligations. This should be presented to the
nations as soon as possible in order to allow for
appropriate remedial actions, where still
feasible, to be made.

Also ISRP carried out the
Estimations of expenses to allow for
the evaluation of whether the fund
assets will be sufficient to meet
obligations. Several scenarios for
the return on assets have been
explored.

The ISRP (International Service for
Remuneration and Pensions) has
presented the Asset & Liability
Management
Study
to
the
Supervisory Committee.

Observation
Partially
Settled.

The Supervisory Committee still
needs to make decisions on
remedial actions to limit the level of
obligations.
(2) Financial years 2010 and 2011
IBA-AR(2013)06 — paragraph 5.3
Weak internal controls on contribution
receipts
The Board recommends that the IS continue According to prior year Comments
developing control procedures that will allow it, of the Office of the Financial
in a timely and systematic manner, to determine Controller
regarding
this
that the monthly cash receipts from the recommendation, "It is t h e OFC's
Agencies for the RMCF contributions are intent to request confirmations
accurate and complete.
after year-end 2016". Due to the
workload this was not done.
The Board was unable to get
reasonable assurance that this
control is already implemented and
is operating effectively for 2016.
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OBSERVATION/RECOMMENDATION

ACTION

STATUS

(3) Financial year 2015
IBA-AR(2016)24 — paragraph 1.3
LATE
ISSUANCE
OF
FINANCIAL
STATEMENTS
The Board recommends that future financial
statements be submitted by 31 March, the
deadline in the NFRs.
(4) Financial year 2015
IBA-AR(2016)24 — paragraph 2.3
DELAYED ISSUANCE OF THE STATEMENT
OF INTERNAL CONTROL

The financial statements for the year
ended 31 December 2016 were
issued on time.

Observation
Settled.

The Board recommends following the
requirements of NFRs and provide the Board
with the signed Statement of Internal Control
along with the signed Financial Statements on
timely basis.
(5) Financial year 2015
IBA-AR(2016)24 — paragraphs 3.8, 3.9
INSUFFICIENT DATA TRANSPARENCY AND
AVAILABILITY
IN
THE
ACCOUNTING
SYSTEM

The signed Statement of Internal
Control along with the signed
Financial Statements for the year
ended 31 December 2016 were
issued on time.

Observation
Settled.

The Board recommends improving the
transparency and availability of the accounting
data by recording all individual accounting
transactions in the ERP system and using
standard workflows for routine transactions. In
situations when aggregated data is entered in
the accounting program, underlying supporting
details (summaries, listings, calculations, etc.)
should be available within the ERP and should
be subject to proper verification and approval
within the system.

The Board noted improvements in
data transparency and availability in
the accounting system. However,
additional efforts are needed.
Income and Expense transactions,
different by nature, should be
recorded in separate ERP accounts,
for example:

Observation
Partially
Settled.

The Board recommends using a trial balance,
generated by ERP, as a main source for the
preparation of financial statements. Preparer of
the financial statements should keep detailed
supporting working papers in order to be able to
support any information, disclosed in the
financial statements.

• unrealized gain
• contributions
• rebates
• insurance premiums
• insurance management fee
• other types of income/expense
In addition, the Board would like to
highlight the importance of provision
of all supporting
information,
requested by auditors in the
announcement letter, at least on the
first day of audit fieldwork.
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OBSERVATION/RECOMMENDATION

ACTION

STATUS

(6) Financial year 2015
IBA-AR(2016)24 — paragraph 4.2
NO REGULAR RECONCILIATION OF BANK
BALANCES
The Board found that the IS has not performed
monthly reconciliations of cash balances
between the accounting system and bank
statements for 2015 and through the date of this
report for 2016. Monthly reconciliations can only
be performed after all bank transactions have
been recorded and reconciled in the ERP. This
did not happen because there were a significant
amount of unreconciled and unprocessed bank
transactions in the ERP in 2015.
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INTERNATIONAL STAFF (IS) FORMAL COMMENTS ON THE
LETTER OF OBSERVATIONS AND RECOMMENDATIONS
OBSERVATION 1., para 1.7:
DISCLOSURE OF RESULTS OF THE ACTUARIAL VALUATION USING 2016 DATA
International Staff's formal comments
The recommendation is agreed.
OFC will negotiate with ISRP in order to have earlier delivery of the actuarial
report. It should be noted, however, that the actuarial report depends on a high
volume of NATO-wide data to be submitted by IS Human Resources that may
not always be available on time since it depends, in turn, from information
produced by the insurance company.
There may be another way of aligning the reporting timelines, since the final
version of the actuarial report is usually available during the audit field work. At
that time a revised version of the financial statements submitted to 1BAN could
be produced by IS OFC with the data of the final actuarial study. This approach
would give flexibility in the preparation of the study and would still allow for the
public disclosure of complete and up to date information.
Board's position
The Board believes that the financial statements issued on 31 March should be
the final financial statements. The Board does not support an approach where
the financial statements issued for audit on 31 March would be expected to be
subsequently changed every year.
OBSERVATION 2., para 2.3:
NO SUPERVISORY COMMITTEE MEETINGS HELD IN 2016
International Staff's formal comments
The recommendation is agreed. The Chair of the Committee will undertake to
document such decisions in the future.
OBSERVATION 3., para 3.3:
CONTROLS OVER THE RECONCILIATION OF BANK BALANCES NEED TO BE
ENFORCED
International Staff's formal comments
The recommendation is agreed. Such reconciliations will be added to the current
reconciliations between bank statements and the accounting system's cash
management module.
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