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Actuarial Association of Europe 

Established in 1978 by 12 national associations 

 Belgium, Denmark, France (2), Germany, Ireland, Italy (2), Luxembourg, 

Netherlands, UK (2) 

 

Now representing some 20.000 actuaries in Europe 

 Full Member Associations (33) 

 Observer Member Associations (4) 

 

Purpose 
 advise European institutions on issues of actuarial interest 

 provide a forum for discussion among actuarial associations in Europe 

 promote high standards of education and professionalism 

 further the education and professional development 
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Timeline review IORP Directive (I) 

“… in close cooperation with 

the actuarial profession …” 
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Timeline review IORP Directive (II) 
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EIOPA’s final QIS report July 2013 
- 168 pages of excellent reading material 
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Holistic Balance Sheet measurement 
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Excess Assets over Liabilities 
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systems to one 

European 
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National 

prudential rules 

European 

prudential 
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(Base 

scenario) 
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Impact ex-post benefits reductions 

Excluding 

ex-post reductions 

Including 

ex-post reductions 

Excess Assets over Liabilities 

S
u

rp
u

s
 o

v
e
r 

F
u

n
d

in
g

 R
e
q

u
ir

e
m

e
n

t 

Impact 

reductions of 

accrued 

pensions 

Everybody 

happy??? 
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Proposal to revise the Pension Directive 
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IORP II proposal 

 Published on 27 March 2014 

 

 As announced: no Pillar 1 changes (quantitative 

requirements) 

 

 Significant Pillar 2 and Pillar 3 amendments/additions 

 

 Might take a long time (years) before adoption 

 

 Likely that proposal will be amended after discussions with 

European Parliament 
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IORP II proposal 

4 Main objectives: 

 

1. Removing remaining prudential barriers for cross-border 

IORPs 

 

2. Ensuring good governance and risk management 

 

3. Providing clear and relevant information to members and 

beneficiaries 

 

4. Ensuring that supervisors have the necessary tools to 

effectively supervise IORPs 
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IORP II proposal – Pillar 2 

Pillar 2 – qualitative requirements 

 Governance 

 4 eyes principle 

 Fit and proper requirements 

 Sound remuneration policy 

 Function holders for: 

– Risk management 

– Internal audit 

– Actuarial function 

 Risk evaluation for pensions 

 Outsourcing requirements 

– Must appoint a depositary 
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IORP II proposal – Pillar 3 

Pillar 3 – reporting and disclosure requirements 

 Information to beneficiaries 

– In common format 

– Correct, understandable, not misleading 

– Easy to read 

 Pension Benefit Statement 

– Annually (free of charge) 

– Key information – 2 pages A4 

– Electronically available 

– Great detail in content requirements 

 Specific information 

–  2 years before retirement and in pay-out phase 
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EIOPA 

 Working on “open issues” from QIS 

 Occupational Pension Committee has formed a Solvency 

Subgroup 

– Chair: Marius Wenning (Germany) 

– Work Streams: 

1. Valuation of Sponsor Support 

2. Supervisory Responses 

3. Discretionary Mechanisms 

4. Reduction of Benefits 

5. Contract Boundaries 

 EIOPA’s own initiative 

– no brief from European Commission 
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EIOPA’s Timeline 

 Consultation Paper on Further Work on Solvency of IORPs 

– Issued 13 October 2014 

– Deadline was 13 January 2015, 23:59 CET 

– 163 pages, 111 questions 

 

 (Second) Quantitative Assessment (<> 𝑄𝐼𝑆) 

– Draft technical specifications end of March 2015 

– Consultation stakeholders April 2015 

– QIS starts mid May 

– Report end of 2015 

 

 1rst Stress test IORPs in 2015 

– Will be combined with the Quantitative Assessment 
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Pension deal 

Combinations possible 

Supervising Pension Deal or IORP? 
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Market Consistency for Pensions 
“Providing clarity to all stakeholders” 

 Protect wider interests of members 

– This does not mean: 

• Taking all risks away 

• Putting security above adequacy and sustainability 

 Occupational pensions agreed by social partners 

 Wide variety of pension schemes 

– even within a single Member State 

 Wide variety of financing systems 

– With or without external party (e.g. insurer or IORP) 

 Wide variety of degrees of certainty 

 Wide variety of who bears the risks (sponsor, IORP, 

member) 
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Market Consistency for Pensions 

Discount rates in Europe 

Source: EIOPA, Mapping Exercise for Further Work on Solvency of IORPs, 13 October 2014 
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Discount rate 
“Depending on the properties of the pension promise” 

Debate 

 Level A, risk-free interest rate 

 Level B, expected return on assets 

 

Considerations 

 It is about putting a value on a pension scheme 

 Particularities pension scheme should be known 

– In principal different discount rate for each scheme 

 

Position 

 Fully guaranteed pension promises  risk-free rate 

 Fully conditional pension promises  expected return on assets 

– Most pension promises are somewhere in between 
Caveat: if pension risks are already modelled in the cash flows then the discount rate should be the risk-free 

rate in order to prevent double counting 
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Discount rate 
“Depending on the properties of the pension promise” 

 

 

 

 

 

 

 

 Risk free 

– Liquid Risk Free Rate 

– Illiquid Risk Free Rate 

 Risk Premium 

– Economic Risk Premium 

– Subjective Risk Premium 
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Counter Cyclical Premium1) 
”Hiding the real pension liability” 

Debate 

 Pensions are long-term: let’s not reflect every short-term economic cycle 

 Counter-Cyclical Premium would stabilise valuation 

 

Considerations 

 Valuation should be as objective as possible 

 Reflect long-term nature of pensions in financial assessment 

 

Position 

 Keep the valuation transparent 

– Don’t change (lower) the valuation of the liabilities by adding a counter cyclical premium 

to the discount rate 

 Consider long-term nature of pension liabilities in financial assessment 

– Use Counter Cyclical Premium in supervisory framework 

 1) In Solvency II/Omnibus II environment this term is replaced by “volatility adjustment” 
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Matching Premium 
“Understating the value of the pension liability” 

Debate 

 Value of the pension liabilities should be equal to the value of the assets if 

fully matched 

 Matching Premium could proportionally reduce value of the liabilities  

 

Considerations 

 Valuation should be as objective as possible 

 Valuation of liabilities does not change by asset strategy 

 

Position 

 Keep the valuation transparent 

– Don’t change (lower) the valuation of the liabilities by adding matching premium to the 

discount rate 

 Consider matching strategy in financial assessment 

– Use Matching Premium in supervisory framework 
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Solvency 
“Supporting risk-based information resulting in better management” 

Debate 

 Solvency Capital Requirement too much as risks are not always with IORP 

Considerations 

 A risk-based framework is valuable 

 SCR should reflect the risks of the IORP 

– buffer for adverse economic, demographic and operational circumstances 

Position 

 Having an SCR is inherent to a risk-based framework 

 Accepting that SCR will not be (fully) available in economic adverse times 

 Social partners to determine the appropriate method and length of 

recovery 

– Considering the long-term nature of the pension liabilities and the degree of 

certainty they accept 

 Requiring the SCR at all times results in a much higher degree of certainty 

– And is probably not affordable 
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Suggestion: ALM Test 
“Exploring the future in addition to assessing the current financial position” 

Debate 

 Valuation becomes volatile 

– Does not fit with the long-term nature of pensions  

 

Considerations 

 Valuation is by definition reflection situation at a single point in time 

 Accept volatile nature of valuation 

 Assessment of financial situation of IORP to be looked at over longer term 

 

Position 

 Valuation does provide little or no information about financial sustainability 

of pension financing 

 An ALM-test would be valuable addition to “snapshot” approach of a 

valuation 
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Excess Assets over Liabilities 
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Promised too much, saved too little 

 Big deficits 

– except for Sweden and Norway 

 

 Pension industry’s conclusion 

– Methods and assumptions are wrong 

– Pensions are just not comparable 

 

 AAE’s discussion 

– We don’t dare showing funding deficits 

– We are pushing deficits forward to future generations 
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Dan Brown presents in his latest book  

‘Inferno’ a quote from Dante Alighieri 

My take: we, actuaries, should speak up 
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Comprehension & Conciliation Approach 
“Understanding and respecting each other to find constructive ways forward together” 
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Market Consistency for Pensions 

Comprehension and Conciliation Approach 

Debate 
 None yet 

 

Considerations 
 Many cases where pension promise cannot be kept anymore 

 Financial means generally not available to live up to the promise 

Position 
 Adopt Comprehension and Conciliation approach (inspired 

by Desmond & Mpho Tutu) 

 Sincere dialogue preferred over litigations 

 Actuaries can present facts in unbiased way 

 Problems will not go away; not addressing issues is not an 

option 

 

 

Tutu Global Forgiveness Challenge.mp4
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On Consistency, Comprehension and Conciliation 

(Market) Consistency = Applied Actuarial Theory  

 

 

Comprehension = Understanding based on unbiased facts 

 

 

Conciliation = Finding constructive ways forward based on 

dialogue 

 

For me it is all about People (not Finance) 

and 

Compassion 
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