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No.

Name

Reference

Comment

Resolution

OPSG (EIOPA
Occupational Pensions
Stakeholder Group)

34.

The OPSG considers that the concept of a holistic balance sheet
approach is intellectually attractive and we are happy that
EIOPA recognises that the steering instruments should be
recognised in the supervisory framework. However, we think
that the concept should be researched more in depth and
developed further before one can decide whether it can and
should play a role in European supervision of IORPs. The
concept is too difficult to implement as the primary European
supervisory instrument, certainly with the current status of
knowledge. The calculations needed for a holistic balance sheet
are complex, especially with conditional elements. For small
and medium sized pension funds, the supervisory costs would
be disproportionate relative to the value of the benefits if they
need to calculate the balance sheet on a regular basis.
Conversely, for very strong companies, it may be clear that the
value of the sponsor covenant will be far in excess of that
needed to meet the IORP capital requirements, and hence the
need for complex calculation should be avoided in those cases.

The OPSG accepts that a holistic framework would enable
supervisors to handle all kind of various steering instruments
and align them (using market consistent valuation) and
suggests that IORPs should be allowed to use the the holistic
framework as an internal model. The option to use it as an
internal model should be expected to provide improved risk
management, better understanding of the steering instruments
and their impact by all stakeholders, leading to better informed
decision making and supervision.

The OPSG also sees many shortcomings in the HBS. The first is
that the objective is not clear. If and when this is not set out

Noted.

The final response has
noted that the HLB
requires considerable
further investigation,
and that the potential
complexity of the
approach is not yet
known.
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clearly, any discussion on the HBS seems premature. The
second is that the impact is unclear, as mentioned earlier.
Without proper impact assessment and QIS, it is unclear what
the consequences of the HBS will be. The third is that a HBS
preferably needs a complete pension deal, which means that all
measures that the IORP will take should be clear ex-ante, in all
situations. Next to the fact that a pension deal never can be
complete for all (unforeseeable) situations, this also will imply
that social partners and trustees will have less freedom in
steering the IORP versus the current situation. The HBS will
breach the discretionary freedom they currently have and they
have to abandon the option to decide (discretionary) on the
appropriate measures in the event of a crisis. The fourth is that
the calculations are too complex (see below for more
explanation). The fifth is that it will lead to pseudo security.
The HBS brings back supervision to a couple of numbers, each
based on a set of assumptions. The few numbers in the balance
sheet can give the impression of full understanding of the
benefits and the steering instruments, not recognising all
uncertainty around these. The sixth and final is that it is
disproportionate, implying severe supervisory costs and span of
control by trustees at the (possible) expense of the benefits.

The difficulties in calculation the OPSG sees are:

O The HBS requires using complex valuation techniques,
like option models and ALM Monte Carlo simulations, to be able
to calculate the value of contingent assets and liabilities;

O Markets are incomplete;

- There is no (developed) market for (ultra) long dated
liabilities. This is already an issue for guaranteed benefits with
maturities of 30 years and over, also using other forms of
supervision than the HBS.
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- There is no market for longer dated options, needed for
the valuation of contingent assets and liabilities.

O Pension schemes are incomplete - and thus not all the
cash flows of the (contingent) assets and liabilities are known -
and it is therefore not possible to calculate the present value of
(contingent) assets and liabilities;

O It is unclear what to do with discretionary benefits;

O An assessment is needed of sponsor risk to be able to
calculate the value of contingent assets like future
contributions and sponsor covenant.

Conclusion

The OPSG thinks that the holistic balance sheet - the OPSG
would prefer *holistic framework’ - is intellectually attractive,
but there are too many open issues to conclude whether it
should be applicable to IORPs. An impact assessment and
quantitative impact study are needed before any decision can
and should be taken at level 1. Next, that it is too early to tell
whether a holistic framework would have added value, the
concept is also very complicated and would possibly be too
prudent. Currently and with the knowledge of today the holistic
framework is not considered suited for supervision of IORPs.

The OPSG is of the opinion that a set of common principles
should apply at EU level for both the holistic framework and for
the valuation of assets and liabilities, but that the responsibility
for setting the detailed rules for calculating these should
remain at Member State level. Discount rates should be market
consistent, but be adapted for the long term nature of pensions
by applying modifications, the volatility should be smoothed
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and the recovery periods should be flexible and sufficiently
long.

2. AbA Arbeitsgemeinschaft 34. As described above, we do not believe that risk-based capital Noted. The HLB could
flr betriebliche Altersver requirements are appropriate for IORPs. Moreover, we consider | be used to give credit
own funds to be unnecessary in a system where IORPs have for sponsor support and
sponsor support coupled with an insolvency protection scheme. | other security
mechanisms.
3. ABVAKABO FNV 34. The concept of own funds can be applied to IORPs as well. We Noted.
propose however some amendments to the relevant Solvency
IT articles for application to IORPs.
O In Article 88, we suggest to remove 88(1), as pension
funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.
O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.
O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
(unconditional, conditional and possibly discretionary
liabilities).
4, AEIP 34. 75. Taking the aim of the three tier system into account - to | Noted.

cluster different levels of security (SCR / MCR) by applying
different kinds of own funds - we find the whole approach
artificial. Usually IORP’s do not provide of tier 2 or tier 3
capital. The sponsor covenant - provided on legal or

EIOPA agrees that the
specificities of IORPs
should be reflected in
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contractual basis - is sufficient. We therefore do not welcome
the application of Articles 87-99 of Solvency II to IORPs.

76. However, if it would be decided to apply the concept of
own funds to IORP’s, the solvency II rules should at least be
altered to take the specificities of IORP’s into account.

IORP’s have no own shares, neither do they have subordinated
liabilities. This brings the definition of basic own funds to the
excess of assets over liabilities. Moreover, the concepts of
ancillary own funds surplus funds, and tiering of own funds are
irrelevant and not applicable to IORP’s. Only in case the holistic
approach is adopted (what we regard as only the second best
solution) the differences between unconditional, conditional
and discretionary liabilities could be expressed in some form of
tiers.

AND OCCUPATIONAL PENSIONS ALITHOR
any Directive applying
to IORPs.

6. AMICE 34. AMICE agrees with EIOPA’s proposal to apply Articles 87-99 on | Noted.
own funds to IORPs and, subject to further analysis, with the
amendments proposed by EIOPA.
7. AMONIS OFP 34. Do the stakeholders agree that Articles 87-99 of Solvency II on | EIOPA supports a

own funds should be applied to IORPs? What amendments,
other than the ones suggested by EIOPA, should be made?

AMONIS OFP rejects the idea of imposing capital requirements
based on mark-to market valuation of liabilities as a general
rule and their implementation in the holistic balance sheet.

Therefore AMONIS OFP is opposed to the application to IORPs
of articles 87-99 of the Solvency II Directive on own funds.

market based valuation
of assets and liabilities.
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IORPs have no equity capital, neither do they have
subordinated liabilities. The additional concepts of ancillary own
funds and surplus funds seems therefore superfluous for
IORPs. The same holds for the tiering of own funds. This
concept is not applicable for IORPs.

8. ANIA - Association of 34. In general, the ANIA agrees that the articles 87-92 & 97-98 of | Noted. EIOPA
Italian Insurers the Solvency II Framework Directive on own funds should be recognises the
applied to IORPs. The ANIA supports the proposed importance of a QIS and
amendments. of cost/benefit analysis
However, the ANIA is hesitant about including the articles on
the classification of own funds (articles 93-96 of the Solvency
IT Framework Directive). On these articles the ANIA can only
take an informed decision after the outcome of a carefully
executed QIS.
9. Association Francaise de la | 34. No. AFG don’t support the idea that Article 87-99 of Solvency II | Noted.
Gestion financiére (AF should apply to IORPs/Pension schemes.
10. Association of British 34. The ABI believes that applying these articles of the Solvency II | Noted. These are
Insurers Directive in the context of an IORP seem rather extreme. intended only for IORPs
IORPs are not insurance companies with claims and bearing risks.
reassurance treaties. Only if and where appropriate should
these be applied and certainly should only be applicable to
IORPs if they are running biometric risks.
11. Association of Consulting 34. No. “Own funds” is not a concept that maps onto many IORPs, | Noted.

Actuaries (UK)

particularly sponsor-supported IORPs in the UK. The sponsor
has a legitimate interest in any “excess” funding, particularly
because it can be (to an extent) symmetrical to its acceptance
of the risk of underfunding. We have already made the point
that the IORP is not and does not bear comparison with an
insurance company. The sponsor does not bear comparison
with the insurer’s shareholders. The undertaking (of providing
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pensions) is not a competitive one. A risk-free SCR, above
which own funds can be defined, is inappropriate. By
extension therefore, the concept of own funds itself is
inappropriate within the context of an IORP with sponsor
support.

12. Association of French 34. In general, the FFSA agrees that the articles 87-99 of the Noted.
Insurers (FFSA) Solvency II Framework Directive on own funds should be
applied to IORPs. A tiering system with quantitative limits could
ensure an overall good level of protection for IORPs.
13. Association of Pensioneer 34. See response to question 12. Noted.
Trustees in Ireland
14. Assoprevidenza - Italian 34. Taking the aim of the three tier system into account we find Noted.
Association for supplemen the whole_ approac_h artificial. Usually IORP’s do not_prowde of EIOPA agrees that the
tier 2 or tier 3 capital. The sponsor covenant - provided on ificiti f IORPS
legal or contractual basis - is sufficient. Speciticities o .
should be reflected in
However, if it would be decided to apply the concept of own any Directive applying
funds to IORP’s, the solvency II rules should at least be altered | to IORPs.
to take the specificities of IORP’s into account. In case the
holistic balance sheet approach is adopted the differences
between unconditional, conditional and discretionary liabilities
could be expressed in some form of tiers.
15. Assuralia 34. Noted.

CfA 6: SECURITY MECHANISMS

The extremely short delay for responding to the technical
consultation document has forced the members of Assuralia to
prioritize and to focus on a number of questions. Our lack of
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response to this question must not be regarded as a lack of
interest or opinion.

16.

Belgian Association of
Pension Institutions
(BVPI-

34.

Do the stakeholders agree that Articles 87-99 of Solvency II on
own funds should be applied to IORPs? What amendments,
other than the ones suggested by EIOPA, should be made?

BVPI-ABIP rejects the idea of imposing capital requirements
based on mark-to market valuation of liabilities as a general
rule and their implementation in the holistic balance sheet.

Therefore BVPI-ABIP is opposed to the application to IORPs of
articles 87-99 of the Solvency II Directive on own funds. IORPs
have no own shares, neither do they have subordinated
liabilities. The additional concepts of ancillary own funds and
surplus funds seems therefore superfluous for IORPs. The
same holds for the tiering of own funds. This concept is not
applicable for IORPs.

Noted.

17.

BNP Paribas Cardif

34.

In general, BNP Paribas Cardif agrees that the articles 87-99 of
the Solvency II Framework Directive on own funds should be
applied to IORPs. A tiering system with quantitative limits could
ensure an overall good level of protection for IORPs.

Noted.

18.

Bosch Pensionsfonds AG

34.

See under “General comment”: “Sui generis” supervisory
system for IORPs.

Noted.

19.

Bosch-Group

34.

See under “"General comment”: “Sui generis” supervisory

Noted.
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system for IORPs.

20.

BT Pension Scheme
Management Ltd

34.

While these Articles consider structures for IORPs with which
we are not familiar, we see no reason why the proposal is not
appropriate.

Noted.

21,

BVI Bundesverband
Investment und Asset
Management

34.

BVI disagrees with the proposal.

Noted.

22,

CEA

34.

In general, the CEA agrees that the articles 87-92 & 97-98 of
the Solvency II Framework Directive on own funds should be
applied to IORPs. The CEA supports the proposed amendments.

However, the CEA is hesitant about including the articles on the
classification of own funds (articles 93-96 of the Solvency II
Framework Directive). On these articles the CEA can only take
an informed decision after the outcome of a carefully executed
Qls.

Noted. EIOPA
recognises the
importance of a QIS and
of cost/benefit analysis

23.

Charles CRONIN

34.

I support EIOPA’s recommendation to change the IORP
Directive by applying Articles 87-99 from the Solvency II
Directive, with the minimum necessary wording amendments.

Noted.

24,

Chris Barnard

34.

I support that Articles 87-99 of Solvency II on own funds, with
appropriate amendments, should be applied to IORPs.

I would suggest that letters of credit should be given prudent
consideration, especially where the letter-of-credit issuing bank
is an affiliate.

Noted.

25.

CMHF (Centrale van
Middelbare en Hogere
Functionar

34.

The concept of own funds can be applied to IORPs as well. We
propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension

Noted.
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funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.

O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
(unconditional, conditional and possibly discretionary
liabilities).

26. De Unie (Vakorganisatie
voor werk, inkomen en
loop

34.

The concept of own funds can be applied to IORPs as well. We
propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension
funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.

O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities

Noted.
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(unconditional, conditional and possibly discretionary
liabilities).

27. Direction Générale du 34. Yes we agree that articles 87-99 of Solvency 2 on own funds Noted.
Trésor, Ministére des should be applied to IORPs.
financ
28. Ecie vie 34. We agree : articles 87-99 of Solvency II Directive on own funds | Noted.
should be applied to IORPs.
29. European Association of 34. Do the stakeholders agree that Articles 87-99 of Solvency II on | Noted.
Public Sector Pension Inst own funds should be applied to IORPs? What amendments, EIOPA aarees that the
other than the ones suggested by EIOPA, should be made? /1 ag
specificities of IORPs
should be reflected in
EAPSPI strongly disagrees. The provisions on own funds as laid any Directive applying
, ) L to IORPs, and that
down in Articles 87-99 of Solvency II is in general not X
. . . . further work will be
applicable to public sector IORPs. For instance many public .
L . required before
sector IORPs are social institutions under public law, not . -
; . . - implementation of any
incorporated companies. This means those IORPs have in most - -
W ” political decision.
cases no external “owner” or shareholder but only members.
Therefore they have no own shares. In addition the legal basis
for IORPs is as varied as the diversity of institutional settings
which also involve very different accounting standards. So in
consequence the Articles on (basic and ancillary) own funds,
the tiering of own funds and the eligibility of own funds does
have no meaning in the context of IORPs.
30. European Federation for 34. The EFRP is opposed to the application to IORPs of Articles 87- | Noted.

Retirement Provision
(EFRP

99 of the Solvency II Directive on own funds. IORPs have no
own shares, neither do they have subordinated liabilities. The
additional concepts of ancillary own funds and surplus funds
seems therefore superfluous for IORPs. The same holds for the
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tiering of own funds. This concept is not applicable for IORPs.

31.

European Metalworkers
Federation

34.

See response question 22

Noted.

32.

European Mine, Chemical
and Energy workers’ Fede

34.

See previous

Noted.

33.

Federation of the Dutch
Pension Funds

34.

The concept of own funds can be applied to IORPs as well. We
propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension
funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.

O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
(unconditional, conditional and possibly discretionary
liabilities).

Noted.

34.

Financial Reporting
Council

34.

We do not agree that articles 87 — 99 of Solvency II are
applicable to all IORPs.

Where the IORP bears the risk, then as the existing IORP
directive points out, such IORPs are very similar to insurance
companies. It might therefore be appropriate to apply articles
87 -99 suitably amended to them.

Noted.
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However, IORPs backed by a sponsor have very different
characteristics and the concept of ancillary own funds and
tiering of own funds does not make sense for these IORPs. In
the absence of any robust analysis and research on the matter
we consider that quantitative analysis of a holistic balance
sheet is likely to be unreliable and that, as described in our
response to question 33, a more qualitative analysis is required
to consider the ability of the IORP to remain a going concern.

35.

FNV Bondgenoten

34.

The concept of own funds can be applied to IORPs as well. We
propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension
funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.

O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
(unconditional, conditional and possibly discretionary
liabilities).

Noted.

36.

Generali vie

34.

We agree : articles 87-99 of Solvency II Directive on own funds
should be applied to IORPs.

Noted.

37.

German Institute of

34.

We disagree. The Articles should not be applied to IORPs. The

EIOPA supports a
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Pension Actuaries
(IVS\32\45\3

fundamental assumption of market value justifies the non-
applicability for IORPs. Since all subsequent provisions
effectively build on this foundation, the entire system is not
appropriate for IORPs - for reasons please see our response to
question 12.

market based valuation
of assets and liabilities.

38.

Groupe Consultatif
Actuariel Européen.

34.

We think that some further thought is needed on what is the
intended meaning of ‘own funds’ and it may be desirable to
adopt a different terminology. Some member actuarial
associations think that the concept of ‘own funds’ is largely
irrelevant for most types of IORPs, if ‘own funds’ is meant to be
something akin to the share capital of a business (as most
IORPs do not operate with such a capital structure).
Conversely, ‘own funds’ is meant to be the value ascribable to
support mechanisms (which we might then call ‘support
capital’) and if the HBS concept is introduced then Articles 87-
99 of Solvency II may form an appropriate starting point.
However, as EIOPA have already noted, these articles would
need some amendments before being suitable for application to
IORPs. In particular, it may be necessary to amend some
articles to allow for inclusion within the HBS of values ascribed
to security mechanisms other than tangible assets, e.g.
sponsor covenants, insolvency protection schemes and
conditional benefit structures. We assume that in most or all
cases these values would contribute to basic own funds or
involve liability offsets. This means that they would increase
the surplus as per Article 91. Such an approach would avoid
imposing undue burdens on supervisors to give advance
approval (as would be the case if they were only available as
ancillary own funds) and would allow such components to
contribute to coverage of the MCR, should an MCR type
element be considered necessary.

Noted.

EIOPA recognises that
the specificities of
IORPs should be
reflected in any
Directive applying to
IORPs, and that further
development would be
needed to classify all
existing features.
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Although EIOPA indicate that they think that Articles 93-96 and
98 should be retained largely as currently worded, we think
that some simplification of the proposed approach to tiering
own funds may be desirable. We think that the need for such
tiering is less strong for an IORP than for an insurance entity
because:

- There is less practical differentiation between risk
absorbency on a ‘going concern’ basis versus a ‘gone concern’
basis. Most IORPs have no equivalent of the franchise value
that is a primary differentiator between the value of a business
(such as an insurer or bank) on a going concern basis and the
value on a gone concern basis.

- IORPs less commonly issue subordinated debt of the
sort that would be classified as lower tier if it were issued by
insurers and banks.

- The 3 tier approach proposed under Solvency II seems
to be more complicated than is now being proposed for banks
under Basel III.

We also think that it should be possible for sponsor capital
(even if assessed qualitatively) to contribute to coverage of the
technical provisions (as long as the characteristics of the
associated sponsor covenant meet suitable criteria), which
would limit the need for tiering. However, we think that agreed
deficit correction plans that have the status of legally
enforceable debts should be specifically carved out from more
general potential access to additional sponsor contributions as
such plans are likely to be of better quality than uncommitted
sponsor capital.

39.

Groupement Francgais des
Bancassureurs

34.

In general, FBIA agrees that the articles 87-99 of the Solvency
IT Framework Directive on own funds should be applied to

Noted.
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IORPs. A tiering system with quantitative limits could ensure an
overall good level of protection for IORPs.

40.

PMT-PME-MnServices

34.

The concept of own funds can be applied to IORPs as well. We
propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension
funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.

O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
(unconditional, conditional and possibly discretionary
liabilities).

Noted.

41.

HM Treasury/Department
for Work and Pensions

34.

We do not agree that articles 87-99 on the classification and
tiering of Own Funds should be applied to IORPs. In particular,
the long duration and predictability of liabilities, are sufficiently
different to those for insurance products, and the standing of
IORPs is sufficiently different to that of insurance undertakings,
that there is no prima facie case for applying any tiering of
capital to IORPs.

The Call for Advice specified that EIOPA should “include an

Noted.

The revised text clarifies
EIOPA’s view that the
primary political
decisions must be taken
before the detailed
implementation of any
system can be finalised,
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assessment as to whether there is an advantage to keep a
three-tier system”. The UK Govt is concerned that EIOPA has
not carried out such an assessment, and instead looked only at
what adjustments might be made to the tiering applied to
insurance undertakings through Solvency II. The case for
tiering IORPs capital has therefore not been made, and EIOPA
should not therefore include such a recommendation in its final
advice without exploring the case, and the positive and
negative impacts.

and that further work is
required.

42,

Institute and Faculty of
Actuaries (UK)

34.

In the UK most IORPs do not have “own funds” as there are
few IORPs with assets in excess of liabilities measured on a
“Solvency II basis”. (Any that did would buy out and so UK
IORPs should not have to fund more than the buy out cost,
whatever the regime).

We recognise however that if employer covenant is taken into
account in assessing whether there are “own funds”, which we
would not support, then “own fund” restrictions could affect UK
IORPs and would then potentially have a direct and significant
impact on UK capital markets etc. We note, in particular, that
an IORP would not be able to influence the sponsor capital
allocations unless the IORP Directive applied directly to the
sponsor for this purpose, which again we would not support.

Noted.

43.

KPMG LLP (UK)

34.

In the UK most schemes do not have “own funds”. Any which
do would be able to buy out their liabilities with an insurance
company, and so tend to do so. Therefore it would seem
perverse to require any funding or security measure in excess
of that required to buy out benefits with an insurer (which itself
is subject to Solvency II).

There is no specific
EIOPA proposal about
the level at which
security measures
should be set.

44,

Le cercle des épargnants

34.

We agree : articles 87-99 of Solvency II Directive on own funds
should be applied to IORPs.

Noted.
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45.

Macfarlanes LLP

34.

CfA 6 Security mechanisms
21. Preliminary comments on security mechanisms

22. It is important to recognise that security mechanisms,
including those addressed in EIOPA’s consultation document,
are not cost-free and are likely to represent a transfer of value
or a redefinition of the “social contract” between stakeholders
(to use the terms of the consultation (see 10.6.8) or indeed of
the explicit legal obligations of the parties (including both
employer sponsors and guarantors).

23. Legislative changes intended to apply in relation to
existing obligations which are already binding on the parties
effectively represent a retrospective variation of the financial
obligations assumed by the parties. Accordingly, there must be
strong justification for such intervention if it is to apply to
existing obligations, or a specific carve-out to ensure it applies
only to obligations that may be assumed by private parties in
the future.

24. The stated objectives for revising the IORP directive
include member protection, increasing pension provision across
the EU and creating a level playing field between IORPs and
insurance companies. Each provision should be justified by
reference to these objectives. Unfortunately, many of the
suggested changes to the Directive will not promote the
various objectives which the Commission has in mind.

25. For various reasons, in part relating to the definition of
the role of EIOPA, the scope of the Directive excludes certain
types of pension provision, including book reserve schemes and
pension schemes which are not established by the employer or
where the employer does not play an essential role in the
funding of the scheme. The consequence is that the proposals

Noted. EIOPA
recognises the
importance of a QIS and
of cost/benefit analysis
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will apply to pension schemes that are not in any significant
sense in competition with insurance companies and so will not
ensure uniform levels of member protection within EU pension
arrangements (for instance the UK National Employment
Savings Trust (NEST)), but will significantly damage pension
schemes which are not in competition with them, without any
material increase in member protection.

26. This is relevant to the “level playing field” argument for
applying Solvency II in a modified form. In the UK, IORPs
established by employers are non-trading, cannot themselves
decide to expand their activities by entering new markets or
admitting new members (or customers), cannot generally
terminate their activities (in the sense of 10.3.32 i.e. the
inclusion of new rights for participants) and do not provide a
profit to shareholders. In the sense of 10.3.204, these IORPs
do not (and, under the terms of their constitutional documents,
generally cannot) “act in a manner similar to insurance
companies”. Many IORPs are in fact customers of insurance
companies rather than their competitors. While it may be
appropriate to legislate, by reference to the need for fair
competition, for those that do or can compete with insurance
companies, such as NEST, it is not appropriate to impose these
requirements on those who are not competing. A ‘level playing
field’” is not required for non-trading IORPs, because they are
not ‘players’ and are not ‘'in the field’. The rules intended to
support the single market in financial services should only
apply to those who are or could be market participants.
Furthermore, the application of rules to level a non-existent
playing field in a way which places disproportionate burdens on
only some EU companies in relation to the security of their
pension arrangements is itself anti-competitive.

27. While many characteristics of IORPs have been
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identified, there is little focus on the fact that very many (if not
the majority of) IORPs are not marketing to the public and that
legislation aimed at protecting customers in relation to
insurance companies has no application in relation to IORPs,
which may be viewed as ‘safe-deposit boxes’ for an employer’s
pension promises to its employees. This fundamental difference
is also the reason why the sanctions for breaching security
mechanisms under Solvency II cannot be easily adapted to
IORPs (terminating activities, transferring their business to
another insurance company).

28. The justification for legislative change — member
protection - has little force if there is not to be consistency for
members of all EU pension arrangements. The vast majority of
UK pension schemes - a high proportion of the existing IORPs
in the EU - are more akin to book reserve arrangements in that
they provide security for an employer’s pension promises; the
major difference is that they have the added benefit of ring-
fenced assets in addition to sponsor support and, in the UK, a
pension protection scheme to give further protection to the
employee against the risk of the employer’s insolvency. In that
sense, members of UK IORPs are better protected than
members of book reserve schemes. Any justification for
excluding book reserve schemes from prudential regulation
must apply equally or more clearly to such UK IORPs since the
later are already well covered by domestic and EU regulation.
They should therefore be carved out from the new proposals to
the same extent as book reserve arrangements.

Specific response to question 34

29. (CfA 6 Security mechanisms) Do the stakeholders agree
that Articles 87-99 of Solvency II on own funds should be
applied to IORPs? What amendments, other than the ones
suggested by EIOPA, should be made?

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation
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30. We do not support the core premise of adapting
Solvency II for the generality of IORPs, or re-legislating for
IORPs by reference to the single market or a level playing field
with insurance companies, without a comprehensive analysis of
whether the IORPs actually or potentially “act in a manner
similar to insurance companies” and are genuinely and
meaningfully competing or operating in the same market as
insurance companies. In addition, a complete analysis of the
effects of such regulation is needed.

31. For those IORPs or other pension providers that are
trading (whether or not for profit) and are soliciting customers
from the general public who might instead approach an
insurance company, we agree that Articles 87-99 of Solvency II
could be appropriately adapted.

47. Mercer 34. We agree that, where relevant, the principles of ‘own funds’ Noted.
applies equally to IORPs as to insurance companies.
48. MHP (Vakcentrale voor 34. The concept of own funds can be applied to IORPs as well. We Noted.

Middengroepen en Hoger
Perso

propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension
funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.
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O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
(unconditional, conditional and possibly discretionary
liabilities).

50.

National Association of
Pension Funds (NAPF)

34.

Do the stakeholders agree that Articles 87-99 of Solvency II on
own funds should be applied to IORPs? What amendments,
other than the ones suggested by EIOPA, should be made?

51.

Pan-European Insurance
Forum (PEIF)

34.

Assuming that the Solvency II Framework Directive is the
reference point model to follow, then we support EIOPA’ view
as a starting point. However, as recognized by EIOPA, the
diversity of national situations needs to be fully taken into
account and there should be a clear benefit for members.

The appropriateness of the tiering approach, which was directly
copy-pasted from the banking model into the economic model
of Solvency II for pension, occupational or personal, or for
insurance own funds should be re-considered.

Although the regimes for IORPs and insurers should be
consistent, PEIF believes that it is not possible to provide an
unconditional, comprehensive answer at this stage.

Noted. EIOPA
recognises the
importance of a QIS and
of cost/benefit analysis

52.

Pensioenfonds Zorg en
Welzijn (PFZW)

34.

The concept of own funds can be applied to IORPs as well. We
propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension

Noted.
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funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.

O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
(unconditional, conditional and possibly discretionary
liabilities).

53. Predica 34. In general, Predica agrees that the articles 87-99 of the Noted.
Solvency II Framework Directive on own funds should be
applied to IORPs. A tiering system with quantitative limits could
ensure an overall good level of protection for IORPs.
54. Railways Pension Trustee 34. We have not considered this question. Noted.
Company Limited ("RPTCL
55. Sacker & Partners LLP 34. CfA6: Security Mechanisms Noted.
56. The Association of Pension | 34. Tiering of assets is too complicated and superfluous for IORPs. Noted.

Foundations (Finland)

We oppose application of articles 87-99.

We see it also problematic to leave valuation of sponsor
quarantee to supervisors of different member countirie as it
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would to different value in different countries. Sponsor
quarantee should not be left to be dependent of prior
supervisory approval. On the contrary there should be
universal application of sponsor support which could evidently
be taken out or restricted by Pension fund’s own board or
supervisors by careful prudence. Prior approval would be
burdensokme for both IORP’s and supervisors.

As an example Finnish supervisors see it fit in for statutory 1.
pillar pensions which do not fall under IORP-directive that value
of sponsor support is only 4 % of annual payroll. Magnitude of
that kind of value is very limited.

57.

The Association of the
Luxembourg Fund
Industry (A

34.

The Respondents are opposed to the application to IORPs of
articles 87-99 of the Solvency II Directive on own funds. IORPs
have no own shares, neither do they have subordinated
liabilities. The additional concepts of ancillary own funds and
surplus funds seems therefore superfluous for IORPs. The
same holds for the tiring of own funds. This concept is not
applicable for IORPs.

Noted.

58.

The Society of Actuaries in
Ireland

34.

Yes, we agree that these Articles can be adopted for IORPs.
However some of the items defined may not have relevance in
the context of an Irish IORP.

The need for supervisory approval for ancillary own funds for
each IORP would create an excessive work load on the
supervisory authority. We therefore believe prior approval
should not be a requirement for an IORP.

Noted.

59.

THE SOCIETY OF PENSION
CONSULTANTS

34.

We disagree.

The calculation of Own Funds for (re)insurance undertakings

Noted.
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depends upon a notional reference undertaking that would be
prepared to assume the liabilities of the (re)insurer. Despite
the notional basis of the reference undertaking, it is possible to
see the rationales given that (re)insurance entities are
commercial organisations, which engage in M&A activity. UK
IORPs do not engage in such commercial activity, although
there is an actual counterparty for UK pension obligations in
the buyout market. Consequently, the application of Articles
87-99 would likely lead to buyout cost becoming a proxy
valuation of liabilities. If this is the intention it would be
simpler to legislate for Own Funds sufficient to cover the
buyout cost.

However, we believe that this outcome is highly undesirable in
the UK pensions market, where IORPs and forms of pension
arrangement operate successfully in parallel.

60. Towers Watson 34. We agree in principle, although for IORPs, the sources of Noted.
Deutschland GmbH capital differ substantially from those available to insurer. Also
the issue of tiering is questionable if the capital giver is the one
providing the covenant.
61. UK Association of Pension | 34. CfA 6 (Security mechanisms): Do the stakeholders agree that Noted.

Lawyers

Articles 87-99 of Solvency II on own funds should be applied to
IORPs? What amendments, other than the ones suggested by
EIOPA, should be made?

We do not support the core premise of adapting Solvency II for
the generality of IORPs or re-legislating for IORPs by reference
to the single market or a level playing field with insurance
companies without reference to whether the IORPs actually or
potentially “act in a manner similar to insurance companies” or
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are genuinely and meaningfully competing or operating in the
same market as insurance companies. See the general
comments we make in relation to question 38 below.

For those IORPs or other pension providers that are trading
(whether or not for profit) and are soliciting customers who
might instead approach an insurance company, it may be
appropriate to adapt Articles 87-99 of Solvency II, following a
thorough analysis of the issues.

62. UNI Europa 34. See question 22 Noted.
63. Universities 34. Do the stakeholders agree that Articles 87-99 of Solvency II on
Superannuation Scheme own funds should be applied to IORPs? What amendments,
(UsSs), other than the ones suggested by EIOPA, should be made?
64. VHP2 (Vakorganisatie voor | 34. The concept of own funds can be applied to IORPs as well. We Noted.

middelbaar en hoger pers

propose however some amendments to the relevant Solvency
IT articles for application to IORPs.

O In Article 88, we suggest to remove 88(1), as pension
funds do not have any subordinated liabilities. Also, the
reference to own shares should be removed. This leaves the
definition of the excess of assets over liabilities for basic own
funds.

O The additional concepts of ancillary own funds and
surplus funds seems superfluous for IORPs. These concepts can
possibly play a role in case the holistic balance sheet is
adopted.

O The same holds for the tiering of own funds. This
concept is not applicable for IORPs. Only in case the holistic
balance sheet approach is adopted could some tiering be
appropriate in order to cover different forms of liabilities
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(unconditional, conditional and possibly discretionary
liabilities).

65.

Whitbread Group PLC

34.

We see no reason for change to the current regulatory regime
for UK pension schemes, which provides strong protection for
member’s pension benefits

Noted. EIOPA
recognises the
importance of a QIS and
of cost/benefit analysis

66.

Zusatzversorgungskasse
des Baugewerbes AG

34.

41. Taking the aim of the three tier system into account - to
cluster different levels of security (SCR / MCR) by applying
different kinds of own funds - we find the whole approach
artificial. Usually IORP’s do not provide of tier 2 or tier 3
capital. The sponsor covenant - provided on legal or
contractual basis - is sufficient. We therefore do not welcome
the application of Articles 87-99 of Solvency II to IORPs.

42. However, if it would be decided to apply the concept of
own funds to IORP’s, the Solvency II rules should at least be
altered to take the specificities of IORP’s into account.

Noted.

67.

Towers Watson

34.

35. CfA 6 Security mechanisms

Do the stakeholders agree that Articles 87-99 of Solvency II on
own funds should be applied to IORPs? What amendments,
other than the ones suggested by EIOPA, should be made?

We believe that all UK IORPS are of the type where the
sponsoring undertaking bears the risks (ie not “regulatory own
funds”).

Whether or not it is appropriate to require sponsor-backed
IORPs to be supported by own funds, in addition to their
technical provisions, depends on the level of technical
provisions they are required to hold. If IORPs are expected to
hold technical provisions, including a risk margin, at a level
that broadly reflects the cost of transferring their liabilities to a

Noted.

EIOPA recognises the
need for appropriate
and consistent
recognition of sponsor
covenants and all
security mechanisms.
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third party (generally an insurer), then we do not believe it
would be appropriate to require additional own funds. This is
because sponsor-backed IORPs, unlike insurers, are not in the
business of taking risks to make long-term profits. If a
sponsor-backed IORP were able to transfer its liabilities to a
third party, with only a few limited exceptions, we would
expect it to do so.

If IORPs were to be required to have own funds, then
significant changes to Articles 87-99 would be needed in order
to address the situation of sponsor-backed IORPs. The only
source of own funds generally available to UK IORPs is
employer covenant. IORPs do not have direct control over the
value of employer covenant and therefore — as mentioned at
12, 18 and 31 above - cannot themselves raise additional own
funds.

68. OPSG (EIOPA 35. See question 34 Noted.
Occupational Pensions
Stakeholder Group)
69. AbA Arbeitsgemeinschaft 35. Yes. The AbA agrees that subordinated loans from the Noted.
flr betriebliche Altersver employer to the IORP should be explicitly allowed in a revised
IORP Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. It is understood that these
loans should in practice be accounted for at nominal value,
therefore, further implementing measures are unnecessary.
70. ABVAKABO FNV 35. Yes, the PF agrees that subordinated loans from employers to Noted.

the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
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European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.

71.

AEIP

35.

AEIP thinks that subordinated loans from employers to the
IORP should be allowed. They might however only be possible
in cases of temporarily problematic, but going concern
situations.

Noted.

73.

AMONIS OFP

35.

Do stakeholders agree that subordinated loans from employers
to the IORP should be explicitly allowed in a revised IORP
Directive?

AMONIS OFP considers that subordinated loans from employers
to the IORP should be allowed. The subordination feature can
offer loss absorption in problematic, but going concern
situations.

Noted.

74.

ANIA - Association of
Italian Insurers

35.

The ANIA fully agrees with EIOPA that contractually agreed
subordinated loans from employers to IORPs should be allowed
in the revised IORP Directive. As such, valuation of
subordinated loans should be settled in the level 2
implementing measures.

Noted.

75.

Association of British
Insurers

35.

The ABI agrees that subordinated loans from employers to
IORPs should be allowed under the review of the IORP
Directive.

Noted.

76.

Association of Consulting
Actuaries (UK)

35.

Yes, with suitable protection from potential abuse, and
clarification of the interplay with the Employer Related
Investment requirements in the UK for instance.

Noted.

77.

Association of French
Insurers (FFSA)

35.

The FFSA agrees with EIOPA that subordinated loans from
employers to IORPs should be allowed in the revised IORP
Directive.

Noted.
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Noted.

78. Association of Pensioneer 35. See response to question 12.
Trustees in Ireland
79. Assoprevidenza - Italian 35. We agree with this proposal. Subordinated loans might Noted.
Association for supplemen however only be possible in cases of temporarily problematic,
but going concern situations.
80. Assuralia 35. Noted.
The extremely short delay for responding to the technical
consultation document has forced the members of Assuralia to
prioritize and to focus on a number of questions. Our lack of
response to this question must not be regarded as a lack of
interest or opinion.
81. Belgian Association of 35. Do stakeholders agree that subordinated loans from employers | Noted.
Pension Institutions to the IORP should be explicitly allowed in a revised IORP
(BVPI- Directive?
BVPI-ABIP considers that subordinated loans from employers to
the IORP should be allowed. The subordination feature can
offer loss absorption in problematic, but going concern
situations.
82. BNP Paribas Cardif 35. BNP Paribas Cardif agrees with EIOPA that subordinated loans Noted.
from employers to IORPs should be allowed in the revised IORP
Directive.
83. Bosch Pensionsfonds AG 35. Yes, we agree. Noted.
84. Bosch-Group 35. Yes, we agree. Noted.
85. BT Pension Scheme 35. Yes, we agree that subordinated loans from employers should Noted.
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Management Ltd

be allowed for consideration as own funds.

86.

CEA

35.

The CEA fully agrees with EIOPA that contractually agreed
subordinated loans from employers to IORPs should be allowed
in the revised IORP Directive. As such, valuation of
subordinated loans should be settled in the level 2
implementing measures.

Noted.

87.

Chris Barnard

35.

I agree that subordinated loans from employers to the IORP
should be explicitly allowed in a revised IORP Directive, subject
to requirements on their issuance and redemption.
Subordinated loans can serve as a useful security mechanism.
This will increase flexibility by offering additional protection
possibilities to members and beneficiaries.

Noted.

88.

CMHF (Centrale van
Middelbare en Hogere
Functionar

35.

Yes, the CMHF agrees that subordinated loans from employers
to the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.

Noted.

89.

De Unie (Vakorganisatie
voor werk, inkomen en
loop

35.

Yes, De Unie agrees that subordinated loans from employers to
the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the

Noted.
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European occupational pension sector”, Member States
confirms that subordinated loans are a useful security

mechanism.
90. Ecie vie 35. Yes Noted.
91. European Association of 35. Do stakeholders agree that subordinated loans from employers | Noted.
Public Sector Pension Inst to the IORP should be explicitly allowed in a revised IORP
Directive?

EAPSPI agrees and wants to stress that the discussion to allow
for subordinated loans is directly connected to the question of
security mechanisms for IORPs: Subordinated loans can be
seen as a variant of sponsor support in difficult situations under
the going-concern-premise but are better quantifiable than
those security mechanisms discussed within the HBS by EIOPA.

92. European Federation for 35. Yes, the EFRP agrees that subordinated loans from employers Noted.
Retirement Provision to the IORP should be explicitly allowed in a revised IORP
(EFRP Directive. Subordinated loans can serve as a security

mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
European occupational pension sector”, Member States
confirms that subordinated loans are a useful security

mechanism.
93. European Metalworkers 35. See response question 22 Noted.
Federation
94. European Mine, Chemical 35. See previous Noted.

and Energy workers’ Fede
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95.

Federation of the Dutch
Pension Funds

35.

Yes, the PF agrees that subordinated loans from employers to
the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.

Noted.

96.

Financial Reporting
Council

35.

We do not have a view on this proposal. We are not aware of
the existence of any significant subordinated loans from
employers to IORPs.

Noted.

97.

FNV Bondgenoten

35.

Yes, FNV BG agrees that subordinated loans from employers to
the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.

Noted.

98.

Generali vie

35.

Yes

Noted.

99.

German Institute of
Pension Actuaries
(IVS\32\45\3

35.

We agree. It goes without saying that subordinated loans from
sponsors should be permitted, preferably to a greater extent
than is currently the case in Germany.

Noted.

100.

Groupe Consultatif
Actuariel Européen.

35.

Yes, subject to appropriate limits on the extent to which they
might be taken into account in the HBS.

Noted.
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101.

Groupement Francgais des
Bancassureurs

35.

FBIA agrees with EIOPA that subordinated loans from
employers to IORPs should be allowed in the revised IORP
Directive.

Noted.

102.

PMT-PME-MnServices

35.

Yes, we agree that subordinated loans from employers to the
IORP should be explicitly allowed in a revised IORP Directive.
Subordinated loans can serve as a security mechanism for all
types of IORPs. The subordination feature can offer loss
absorption in problematic, but going concern situations. Also
according to the OPC report “Survey on fully funded, technical
provisions and security mechanisms in the European
occupational pension sector”, Member States confirms that
subordinated loans are a useful security mechanism.

Noted.

103.

Institute and Faculty of
Actuaries (UK)

35.

Yes, but subordinated loans from employers are not a current
feature of UK Pensions industry.

Noted.

104.

KPMG LLP (UK)

35.

Yes, although these are not used in the UK at present.
Consideration should be given as to whether they would
constitute an acceptable form of self-investment risk.

Noted.

105.

Le cercle des épargnants

35.

Yes

Noted.

106.

Macfarlanes LLP

35.

(CfA 6 Security mechanisms) Do stakeholders agree that
subordinated loans from employers to the IORP should be
explicitly allowed in a revised IORP Directive?

Yes

Noted.

108.

Mercer

35.

We consider that any assets available to the IORP should be
allowed for, following the principle of the holistic balance sheet.

Noted.
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The issue will be in the valuation of the asset, and how it is
allowed against the SCR.

109. MHP (Vakcentrale voor 35. Yes, the MHP agrees that subordinated loans from employers to | Noted.
Middengroepen en Hoger the IORP should be explicitly allowed in a revised IORP
Perso Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.
111. National Association of 35. Do stakeholders agree that subordinated loans from employers
Pension Funds (NAPF) to the IORP should be explicitly allowed in a revised IORP
Directive?
112. Pan-European Insurance 35. Subordinated loans from employers to IORPs should be Noted.
Forum (PEIF) explicitly allowed. However, it may be that they should be
limited to a certain amount to reduce risk.
113. Pensioenfonds Zorg en 35. Yes, PFZW agrees that subordinated loans from employers to Noted.

Welzijn (PFZW)

the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
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European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.

114,

Predica

35.

Predica agrees with EIOPA that subordinated loans from
employers to IORPs should be allowed in the revised IORP
Directive.

Noted.

115.

PTK (Sweden)

35.

Yes, the PTK agrees that subordinated loans from employers
to the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations.

Noted.

116.

Railways Pension Trustee
Company Limited ("RPTCL

35.

We have not considered this question.

Noted.

117.

TCO

35.

Yes, TCO agrees that subordinated loans from employers to
the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations.

Noted.

118.

The Association of Pension
Foundations (Finland)

35.

Subordinated loans should be allowed.

Noted.

119.

The Association of the
Luxembourg Fund
Industry (A

35.

The Respondents agree that subordinated loans from
employers to the IORP should be explicitly allowed in a revised
IORP Directive. Subordinated loans can serve as a security

Noted.
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mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.

120. | The Society of Actuaries in | 35. Yes, we agree that subordinated loans should be explicitly Noted.
Ireland allowed for in a revised Directive. They could be used to cover
the SCR and technical provisions. The value given to the
subordinated loan is a matter for level 2 and there should be
some cap on them relative to total assets.
121. | THE SOCIETY OF PENSION | 35. Subordinated loans are not relevant in the UK. It is Noted.
CONSULTANTS inappropriate for a UK commentator to give an opinion as to
the use of a risk-mitigation mechanism available in another
Member State. That is a matter for the supervisory authorities
and legislature in that Member State alone.
122. | Towers Watson 35. We agree that subordinated loans from sponsors should be Noted.
Deutschland GmbH permitted.
123. UK Association of Pension | 35. CfA 6 (Security mechanisms): Do stakeholders agree that Noted.
Lawyers subordinated loans from employers to the IORP should be
explicitly allowed in a revised IORP Directive?
Yes.
124. | UNI Europa 35. See question 22 Noted.
125. Universities 35. Do stakeholders agree that subordinated loans from employers
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Superannuation Scheme
(USS),

to the IORP should be explicitly allowed in a revised IORP
Directive?

126.

VHP2 (Vakorganisatie voor
middelbaar en hoger pers

35.

Yes, the VHP2 agrees that subordinated loans from employers
to the IORP should be explicitly allowed in a revised IORP
Directive. Subordinated loans can serve as a security
mechanism for all types of IORPs. The subordination feature
can offer loss absorption in problematic, but going concern
situations. Also according to the OPC report “Survey on fully
funded, technical provisions and security mechanisms in the
European occupational pension sector”, Member States
confirms that subordinated loans are a useful security
mechanism.

Noted.

127.

Whitbread Group PLC

35.

We see no reason for change to the current regulatory regime
for UK pension schemes, which provides strong protection for
member’s pension benefits

Noted.

128.

Zusatzversorgungskasse
des Baugewerbes AG

35.

43. We think that subordinated loans from employers to the
IORP should be allowed. They might however only be possible
in cases of temporarily problematic, but going concern
situations.

Noted.

129.

Towers Watson

35.

36. Do stakeholders agree that subordinated loans from
employers to the IORP should be explicitly allowed in a revised
IORP Directive?

Subordinated loans are not in use by UK IORPs. However, if it
were accepted that IORPs should hold own funds, and
subordinated loans rank behind the interests of members and
beneficiaries, then it would seem appropriate for subordinated
loans to be allowed as own funds.

Noted.

130.

OPSG (EIOPA

36.

See question 34

Noted.
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Occupational Pensions
Stakeholder Group)

131. | AbA Arbeitsgemeinschaft 36. We believe that a uniform level of security of occupational EIOPA recognises that
flr betriebliche Altersver pension benefits cannot be a determined across EU countries the question of a
due national differences in the way security is addressed. First | common level of
and foremost, the security of the benefits provided by an IORP | security and, if relevant,
is determined by the social partners and, in particular, the what such a level should
sponsor’s risk budget. It is also a function of the promised be, is a matter requiring
benefit level itself. Backing this are provisions in the social and | political decision
labour law which are idiosyncratic from country to country and
reflect cultural attitudes. It has to be kept in mind that security
comes at the price of lower benefits. A further important factor
is the relative importance of the 1st and 2nd pillars, which
differs across countries. Therefore, we suggest that EIOPA
recommend that a uniform level of security should not be
pursued at the EU level.
132. | ABVAKABO FNV 36. According to the PF, the security for IORPs across Europe EIOPA recognises that

should not be uniformed. In most Member States the level of
security of a pension promise is currently part of the pension
agreement itself, and is one of the main elements. Other main
elements are, for example, the accumulation of pension rights,
the contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: "Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The

the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

133. | AEIP 36. 77. AEIP thinks that a uniform security level is almost EIOPA recognises that
impossible to achieve. The diversity and complexity of pension | the question of a
schemes throughout Europe is such that national supervisors common level of
need to have leeway to judge and rule specifically. We do not security and, if relevant,
find that leeway within the standard formulas of Solvency II. what such a level should

be, is a matter requiring

78. The decision regarding the adoption of a uniform - .
political decision

confidence level across EU countries as well as the definition of
a specific probability for the confidence level is of a highly
political nature. We agree with the decision not to propose a
specific probability for defining the confidence level. Defining
the level of security is up to the member states and in
paritarian schemes up to employers and employees. In the
latter case the fundamental right of collective bargaining has to
be preserved. Moreover, the security level is sometimes part
of the pension promise. AEIP thinks that the IORP directive
should not prescribe a uniform level of contribution rate,
accrual rates or indexation policy, nore a uniform level of
security of pension income

There should be an appropriate balance between affordability,
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adequacy and the level of security.

135.

AMICE

36.

AMICE would like to see that the right conditions are in place to
ensure a higher level of security for beneficiaries within
financial service providers. In order to create a level playing
field for all pension providers, a solvency regime based on the
“same risks, same consumer protection rules” principles should
be a first priority on the European agenda.

Noted.

136.

AMONIS OFP

36.

What is the stakeholders’ view on the analysis whether to
introduce or not a uniform security level for IORPs across
Europe? Do the stakeholders agree with EIOPA’s decision not to
recommend a specific probability? If not, what specific
probability should be imposed upon IORPs?

There should not be a uniformed level of security for IORPs
across Europe. The diversity and complexity of pension
schemes throughout Europe is such that national supervisors
need to have leeway to judge and rule specifically.

The decision regarding the adoption of a uniform confidence
level across EU countries as well as the definition of a specific
probability for the confidence level is of a highly political
nature.

EIOPA states not to advice on a specific probability level.
AMONIS OFP agrees on this, but would like to add the
suggestion that EIOPA, considering the arguments mentioned,
advice the EC not to pursue a uniformed security level.

AMONIS OFP thinks that the IORP directive should not
prescribe a uniform level of contribution rate, accrual rates or
indexation policy, nor a uniform level of security of pension
income

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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There should be an appropriate balance between affordability,
adequacy and the level of security.

137. | ANIA - Association of 36. The ANIA stresses that the settlement of the confidence level EIOPA recognises that
Italian Insurers should lead to equal consumer protection, independent of the the question of a

Member State, the security mechanisms or the pension common level of
provider. The ANIA refrains from taking a final position on the | security and, if relevant,
harmonisation and the threshold of the confidence level before | what such a level should
a carefully executed QIS is done. Furthermore it should be be, is a matter requiring
compared with an insurance undertaking to assess the political decision
maintenance of the level playing field taking into account the
valuation of all security mechanisms of IORPs.

138. | Association Francgaise de la | 36. The goal of achieving a uniform security level for IORPs across | EIOPA recognises that

Gestion financiere (AF Europe appears very ambitious for reasons that are highlighted | the question of a

by EIOPA. Indeed, existing national Social and Labour Law common level of
allows for different levels of security, given the existence of ex- | security and, if relevant,
post benefit adjustment mechanisms and on-going legal what such a level should
obligations of sponsors and providers. To the extent that these | be, is a matter requiring
mechanisms reflect the “social contract” between the main political decision
stakeholders (i.e. members, beneficiaries, employers), Member
States should retain full responsibility for the decision on the
role of these mechanisms, in accordance with the principle of
subsidiarity.

139. | Association of British 36. The ABI believes that the approach taken regarding security Noted

Insurers

levels for IORPs across Member States should be flexible
enough to account for the differences in the types of IORPs
that exist.
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The ABI agrees with EIOPA's decision not to publish a
probability as the confidence level selected must be able to
account for the different level of security for a member
between different types of IORPs. Furthermore we could not
accept a harmonisation of the confidence level where the
nature of IORPs are different.

140. | Association of Consulting
Actuaries (UK)

36.

To impose a blanket solvency level on all IORPs risks being
either:

-meaningless (so low as to be worthless for a number of
Member States)

-damaging (so high as to cripple sponsors and cause lasting
economic damage by diverting capital away from economic
growth and into risk-free investments, simultaneously causing
long term overall lowering of pension provision)

We have also pointed out that such an approach may be
practically impossible and inappropriate (due to the entirely
different nature of the “external” mechanisms for protection
such as the Pension Protection Fund, other insurance
arrangements, ability to reduce benefits, conditional or
discretionary funding etc).

Finally it should be borne in mind that most IORPs are very
small compared with any insurance company, and it is wholly
disproportionate to compel (most) IORPs into a system that
makes them value such mechanisms as part of a solvency
assessment.

It is not so much that we agree that EIOPA should not be
recommending a specific probability at this time. It is more
that we believe the whole concept of a specific pan-European
harmonised “probability” is inappropriate.

Noted.
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141. Association of French
Insurers (FFSA)

36.

53. The FFSA favours a market maximal harmonisation
approach as this will lead to equal member/beneficiary
protection, independent of the Member State, the security
mechanisms or the pension provider. This would also lead to
increased comparability and consistency across the different
Member States.

54. The FFSA does not share EIOPA analysis regarding the
difference existing in the adjustment mechanisms between
insurers and IORP. When an IORP is underfunded, the scheme
relies first on the sponsor covenant before ex-post benefit
adjustments mechanisms. The adjustment mechanism is very
similar to the raise of new capital. In both cases, for insurers
and IORPs, to reduce benefits is a last resort measure that
should be avoided by implementing an adequate prudential
regime.

55. Quantitative requirements are meant to guarantee a
level of security to pension beneficiaries and this should be the
main concern regarding pension benefits provided by insurers
or IORPs.

56. The different security mechanisms should be taken into
account in the calculation of the Solvency Capital
Requirements. Mechanisms to reduce benefits could easily be
included in this calculation. However, the situation of the
company should be made public and strong disclaimers will be
needed in the information to members and beneficiaries to
inform people of the likelihood that benefits could be reduced
in the near future.

57. In case no harmonization was to be found, it would be a
problem regarding cross border activity.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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In all cases the same confidence level should apply for
retirement schemes provided by the insurers.

142. | Association of Pensioneer 36. See response to question 12. Noted.
Trustees in Ireland
143. | Assoprevidenza - Italian 36. We prefer option 2 (a non uniform security level) as the EIOPA recognises that
Association for supplemen acceptable level in each country depends not only on technical | the question of a
factos but also very much on political factors (eg social and common level of
labour law, possibility to reduce benefits, etc), that cannot be security and, if relevant,
overcome by EU-wide prudential regulation. Decisions what such a level should
regarding the adoption of a uniform confidence level across EU | be, is a matter requiring
countries as well as the definition of a specific probability for political decision
the confidence level is of a highly political nature and we agree
with the decision of not to propose a specific probability for
defining the confidence level.
144. | Assuralia 36. EIOPA recognises that

What is the stakeholders’ view on the analysis whether to
introduce or not a uniform security level for IORPs across
Europe? Doe the stakeholders agree with EIOPA’s decision not
to recommend a specific probability? If not, what specific
probability should be imposed upon IORPs?

The members of Assuralia are managing more than 80% of
occupational pensions in Belgium. They include mutual, co-
operative, joint-stock and limited insurance companies. The
response hereunder needs to be understood together with the
following remarks:

1/ With state pensions under pressure it is necessary to ensure

the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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that occupational pensions are safe and affordable. Prudential

rules and capital requirements for long-term pension business
must consistently protect all pension beneficiaries, regardless

of whether they are affiliated with an insurance company or an
IORP.

2/ Prudential rules and capital requirements must respect the
long-term perspective of occupational pension provision
without resulting in excessive volatility of own funds and
solvency ratios. The European Commission and the European
Parliament are presently considering these issues in the
context of the Omnibus II directive and the Solvency II
implementing measures.

3/ To the extent that differences between regimes are not
justified (as stated by draft response nr. 2.6.2), Solvency II
and IORP II need to be aligned in order to achieve a consistent
level of protection of beneficiaries:

a) With regard to the pension institutions, there seems to
be no reason not to apply a prudential regime equivalent to
Solvency II to IORPs to the extent that they bear a certain risk
(e.g. operational risk). This goes both for quantitative and
qualitative requirements.

b) With regard to the pension obligation as such, Solvency
IT rules seem to be adequate to quantify at least the liabilities
of the total pension obligation. On the asset side, we would
suggest a very cautious approach with regard to the idea of
recognizing sponsor covenants and pension protection plans as
assets to cover the liabilities of an IORP in the newly proposed
Holistic Balance Sheet (HBS). Appropriate transitional regimes
and sufficiently long recovery periods may be a better
alternative to cope with a situation where the tangible assets
held by IORPs do not cover pension liabilities sufficiently.

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation
47/434
© EIOPA 2012




==

4/ The objective of European prudential requirements is to
ensure that beneficiaries all over the EU can reasonably trust
that they will effectively receive the occupational pension
benefits that have been promised to them (harmonized
security level).These requirements set the practical and
financial boundaries of what can realistically be promised and
therefore need to be respected by national rules and
agreements in the social field.

A uniform security level

We believe it is important for the protection of employees and
beneficiaries to harmonise the level of security (prudential) in
all member states of the EU, especially in a context of
increased employee mobility and cross-border activity. The
European Commission’s objective of creating an internal
market for occupational retirement provision on a European
scale seems technically impossible to achieve if the security
level would not be harmonised.

While national social and labour law has an important role with
regard to the design of the pension obligation (cfr. draft
response nr. 8.3.15), it seems technically inevitable to accept
that European prudential requirements must safeguard the
actual materialisation of that obligation (harmonised security
level). The desire of the Commission to harmonise the security
level for all pension providers - regardless of the pension
obligations’ design itself — therefore seems to be consistent and
appropriate (cfr. draft response nr. 8.3.1.).
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The draft response mentions that member states may have a
different appreciation with regard to the trade-off between the
security (confidence level) and the affordability of pension
benefits (cfr. draft response nr. 8.3.15-8.3.16). This needs to
be approached with extreme caution. Lowering the confidence
level because of affordability means that the pension sponsor
and supervisor accept an increased risk of failure to provide the
promised benefits to employees. Decisions with regard to the
potential reduction of pension benefits should in our view be
made in the design of the pension obligation itself (e.g. the
level of guarantees and benefit mix). Contrary to what is
suggested in draft response nr. 8.2.25, it should not have an
impact on the prudential confidence level (i.e. the minimum
level of probability that the promise will be kept).

145. Balfour Beatty plc

36.

What is the stakeholders’ view on the analysis whether to
introduce or not a uniform security level for IORPs across
Europe? Do the stakeholders agree with EIOPA’s decision not to
recommend a specific probability? If not, what specific
probability should be imposed upon IORPs?

Whilst we can see the rationale for a consistent level of security
for pension promises, we do not believe that consistent has to
mean ‘the same’. In particular, a flexible approach would be
needed to reflect the different nature of pension promises in
Member States. Furthermore, security in different Member
States is provided in part by a range of mechanisms (such as
the UK’s Pension Protection Fund and various IORP-specific
contingent funding arrangements). Such mechanisms are in
many cases hard to place a value on. A wide-ranging
discretion would need to be available to national regulators to

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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decide how such mechanisms should be taken into account in
assessing security.

If a specific probability were to be prescribed for IORPs, then
what this probability represents would need to be clearly
explained in order to avoid misunderstanding by other parties,
including IORP members and beneficiaries. In the consultation
document, probability is discussed in the context of the
confidence level used to determine the solvency capital
requirement. However, we believe a more sensible definition
of solvency would be the probability that the IORP is able to
pay members’ benefits over the long-term.

146. Belgian Association of
Pension Institutions
(BVPI-

36.

What is the stakeholders’ view on the analysis whether to
introduce or not a uniform security level for IORPs across
Europe? Do the stakeholders agree with EIOPA’s decision not to
recommend a specific probability? If not, what specific
probability should be imposed upon IORPs?

There should not be a uniformed level of security for IORPs
across Europe. The diversity and complexity of pension
schemes throughout Europe is such that national supervisors
need to have leeway to judge and rule specifically.

The decision regarding the adoption of a uniform confidence
level across EU countries as well as the definition of a specific
probability for the confidence level is of a highly political
nature.

EIOPA states not to advice on a specific probability level. BVPI-
ABIP agrees on this, but would like to add the suggestion that

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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EIOPA, considering the arguments mentioned, advice the EC
not to pursue a uniformed security level.

BVPI-ABIP thinks that the IORP directive should not prescribe a
uniform level of contribution rate, accrual rates or indexation
policy, nor a uniform level of security of pension income

There should be an appropriate balance between affordability,
adequacy and the level of security.

147.

BNP Paribas Cardif

36.

BNP Paribas Cardif favours a market maximal harmonisation
approach as this will lead to equal member/beneficiary
protection, independent of the Member State, the security
mechanisms or the pension provider. This would also lead to
increased comparability and consistency across the different
Member States.

BNP Paribas Cardif does not share EIOPA analysis regarding the
difference existing in the adjustment mechanisms between
insurers and IORP. When an IORP is underfunded, the scheme
relies first on the sponsor covenant before ex-post benefit
adjustments mechanisms. The adjustment mechanism is very
similar to the raise of new capital. In both cases, for insurers
and IORPs, to reduce benefits is a last resort measure that
should be avoided by implementing an adequate prudential
regime.

Quantitative requirements are meant to guarantee a level of
security to pension beneficiaries and this should be the main
concern regarding pension benefits provided by insurers or
IORPs.

The different security mechanisms should be taken into
account in the calculation of the Solvency Capital
Requirements. Mechanisms to reduce benefits could easily be

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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included in this calculation. However, the situation of the
company should be made public and strong disclaimers will be
needed in the information to members and beneficiaries to
inform people of the likelihood that benefits could be reduced
in the near future.

In case no harmonization was to be found, it would be a
problem regarding cross border activity.

As such transparency regarding the final confidence level can
be obtained while not touching upon the VaR of 99.5%.

148. BT Group plc 36. What is the stakeholders’ view on the analysis whether to EIOPA recognises that
introduce or not a uniform security level for IORPs across the question of a
Europe? Do the stakeholders agree with EIOPA’s decision not to | common level of
recommend a specific probability? If not, what specific security and, if relevant,
probability should be imposed upon IORPs? what such a level should
W o i . be, is a matter requiring

e can see no convincing need for a uniform security level, - -
; : oo ) ot political decision

particularly given the differing approaches to benefit provision
in different member states.
We believe that there is no need for an SCR, but if EIOPA is to
recommend this approach it is imperative that the quantitative
impact assessment considers closely the confidence interval to
be used and this should not be set until after the impact
assessment. It also needs to reflect the fundamental
differences between the nature of the promise from IORPS and
insurers

149. BT Pension Scheme 36. Yes. We share EIOPA’s very real concerns about the difficulty of | EIOPA recognises that

Management Ltd

applying a single security level across all IORPs. The range of
structures and the different promises made to beneficiaries
mean that it simply would not be appropriate to apply a single

the question of a
common level of
security and, if relevant,
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security level. We also agree with the key comment that there
is a high value in uniformity in the insurance sector, but that
the varying nature of the pension promises made, in terms of
benefits and security, across the EU mean that this uniformity
simply does not apply to IORPs.

what such a level should
be, is a matter requiring
political decision

150.

BVI Bundesverband
Investment und Asset
Management

36.

BVI believes that the Solvency II framework for IORPs should
take into account at least the following aspects of the
occupational pension market:

O The various specificities of the vehicles in question. Each
vehicle has different funding requirements and could operate in
its own capacity through an IORP subsidiary or through
providers (i.e. a bank, asset management entity, an issuer
etc.).

O The specificities of the products run and offered through
the vehicle and whether it is a pure DC scheme. If a scheme
does not contain any guarantee and/or biometric risk coverage,
the market and longevity risks are borne by the member.

O The specificities of the risks involved. Traditionally, only
financial risks have been taken into account. However, other
factors could be considered. EIOPA has identified eight different
types of risks in a recent study.

O Who bears that risk - is it the employer, the employee,
the vehicle itself, or a combination of these? It is obvious that
no “one size fits all”-approach can accommodate to this
variety.

O The specific role of the pension vehicle and whether it is
to play an essential role in pension provision or to offer an
additional source of retirement income.

Thus, the goal of achieving a uniform security level for IORPs
across Europe appears very ambitious for reasons that are

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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highlighted by EIOPA. Indeed, existing national Social and
Labour Law allows for different levels of security, given the
existence of ex-post benefit adjustment mechanisms and on-
going legal obligations of sponsors to provide the full level of
benefits. To the extent that these mechanisms reflect the
“social contract” between the main stakeholders (i.e. members,
beneficiaries, employers), Member States should retain full
responsibility for the decision on the role of these mechanisms
in accordance with the principle of subsidiarity.

The following conclusions can be derived from these remarks:

O The review of the IORP Directive should not aim at
harmonizing the level of security of Member States’ pension
systems through the implementation of identical rules
regarding the time horizon, the confidence level and the
frequency of the calculation of solvency capital requirement.
Indeed, imposing identical rules would represent an attempt to
enforce a single definition of the “pension promise” across
Europe, i.e. excluding the possibility of ex-post and ex-ante
benefit adjustment mechanisms.

O The assessment of the confidence level that would be
applied to IORPs should take into account other security
measures, especially last resort measures to reduce benefits.
To the extent that these cannot be taken into account
adequately in the holistic balance sheet, a lower confidence
level would be required to take into account these benefit
adjustment mechanisms. Such elements should be related to
the longer term horizon that IORPs typically have to implement
policies and adjust their balance sheet.

O Aiming at achieving a high level of harmonization of
technical provisions across Europe does not appear consistent
with the necessity to take into account in an explicit way the
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benefit adjustment mechanisms.

151.

CEA

36.

The CEA stresses that the settlement of the confidence level
should lead to equal consumer protection, independent of the
Member State, the security mechanisms or the pension
provider. The CEA refrains from taking a final position on the
harmonisation and the threshold of the confidence level before
a carefully executed QIS is done. Furthermore it should be
compared with an insurance undertaking to assess the
maintenance of the level playing field taking into account the
valuation of all security mechanisms of IORPs.

Noted.

152.

Charles CRONIN

36.

I do not believe it will be useful to introduce a uniform security
level for IORPs across Europe. Complex financial mathematics
as predictor of outcomes hopefully reached its peak in 2007

with the structured loan crisis. Allegedly what occurred was a

6 sigma event, totally beyond bounds of reasonable probability.

The principle behind this is that the volatility of securities
corresponds to the shape of a ‘normal distribution curve’;
adoption of this assumption suggests that the risk of a portfolio
is manageable to a finite degree of confidence, such as 99.5%.
However my studies and experience challenge this assumption
and suggest that comfort drawn from VaR specified levels of
confidence is misplaced. While the mathematics behind the
normal curve function when rolling dice or drawing cards, there
is something innately different in the trading behaviour of
securities, be they cash instruments, bonds, equities or
alternative assets. Though security trading behaviour
generally follows the normal curve formula, the match is far
less than perfect, probably on account of human intervention
(psychology) when it comes to pricing assets.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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The chart below illustrates the difference between predication
and observation. In this study I collected the monthly
percentage returns of the FT All Share Index from January
1981 to April 2011. The sample size, with 364 items of data, is
large and hence distribution of observations and their
difference from the predicted outcome is significant. The blue
curve contains the observations and the pink curve the
predications under normal curve analysis. The results would
not surprise statisticians, they have observed for many years
that security distributions are negatively skewed (weighted to
the right) and leptokurtic (more peaked than a normal curve).
However it is rare for this data to be presented before non-
statisticians.

1.
2.
3.

4, In the context of VaR at the 99.5% level of confidence,
we are interested in the area under the left tail of the normal
curve, an area with less than 0.5% probability. This point is
2.575 standard deviations (&) below the mean return, or an
event that exceeds a monthly fall of 11.55%. The probability
of this event is less than 1 in 200 (0.5%); however there are 5
observations in 364 where this has happened (Oct 1987 -
30.9%, Sep 1981 -18.4%, Sep 2008 -14.4%, Oct 2008 -12.9%
and Sep 2002 -12.7%). Therefore observations exceed
expectations 5 to 1, and account for 1.37% of the sample data.

5.

6. As can be appreciated, the reliability of VaR as a
measure of risk is questionable. A further criticism is that
conceptually it forces the user to focus on the threshold of loss.
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“Under normal market conditions, what is the worst case loss
that can happen over a given time horizon, at a specified
confidence level?” Risk managers and supervisors are probably
more concerned about abnormal market conditions and the
absolute loss that could occur.

7.

VaR is a popular form of risk measurement; the concept
appears in Directive 2009/138/EC (Solvency II), which raises
harmonisation issues for the revision of the IORP. Whilst I
would not advocate for the disposal of VaR as a risk
management tool, I believe there is now sufficient and
extensive observed ‘electronic’ data in existence that would
permit more confident risk modelling based on observation,
rather than theoretical interpretation of observed data.

153. Chris Barnard

36.

I agree with the analysis on whether to introduce or not a
uniform security level for IORPs across Europe. I also accept
that the definition of a specific probability for the confidence
level is highly political and I therefore agree with EIOPA’s
decision not to recommend a specific probability.

I would support option 1, which sets up a harmonised
confidence level. I would suggest that any benefit adjustment
mechanisms defined by SLL of Member States should be
allowed for in the calculation of the technical provisions. The
alternative for a non-harmonised confidence level, in which
benefit adjustment mechanisms would be reflected in a lower
confidence level, is simply too subjective, intransparent and
potentially confusing.

I fully support Paragraph 10.3.39, in that these issues must be
properly communicated and explained, in order to better
manage the expectations of members and beneficiaries
concerning the security of their retirement provision.

Noted
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154.

CMHF (Centrale van
Middelbare en Hogere
Functionar

36.

According to the CMHF, the security for IORPs across Europe
should not be uniform. In most Member States the level of
security of a pension promise is currently part of the pension
agreement itself, and is one of the main elements. Other main
elements are, for example, the accumulation of pension rights,
the contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: "Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

155.

De Unie (Vakorganisatie
voor werk, inkomen en
loop

36.

According to De Unie, the security for IORPs across Europe
should not be uniform. In most Member States the level of
security of a pension promise is currently part of the pension

Noted.
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agreement itself, and is one of the main elements. Other main
elements are, for example, the accumulation of pension rights,
the contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: "Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

156. DHL Services Limited 36.

What is the stakeholders’ view on the analysis whether to
introduce or not a uniform security level for IORPS across
Europe? Do the stakeholders agree with EIOPA’s decision not to
recommend a specific probability? If not, what specific
probability should be imposed upon IORPS?

Noted.
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The types of security provided to IORPS across Member States
are so varied that it is completely impractical to impose a
uniform security level for IORPS across Europe.

157. | DHL Trustees Limited 36. What is the stakeholders’ view on the analysis whether to EIOPA recognises that
introduce or not a uniform security level for IORPS across the question of a
Europe? Do the stakeholders agree with EIOPA’s decision not to | common level of
recommend a specific probability? If not, what specific security and, if relevant,
probability should be imposed upon IORPS? what such a level should
be, is a matter requiring
political decision
The types of security provided to IORPS across Member States
are so varied that it is completely impractical to impose a
uniform security level for IORPS across Europe.
158. Direction Générale du 36. We think essential to have a uniform security level for IORPs EIOPA recognises that
Trésor, Ministére des across EU (confidence level and time horizon). The protection the question of a
financ of beneficiaries and the issue of the level playing field with the | common level of
insurance undertakings offering similar products are at stake. security and, if relevant,
For reasons of consistency, the Solvency 2 parameters should what such a level should
apply to IORPs. If not, the question of the retirement activity of | be, is a matter requiring
the insurance undertakings should certainly be re-examined. political decision
159. Ecie vie 36. We support a uniform security level for any institution that Noted.
offers retirement schemes (insurance companies and IORPs)
across Europe : “same risk same capital” . we recommend a
specific probability@99.5%.
160. EFI (European Federation 36. It is very important to introduce a uniform security level in EIOPA's view is that the

of Investors)

Europe and we don’t see why EIoPA should not be able to
propose it.

question of a common
level of security is a

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

60/434

© EIOPA 2012




&>

L

\ ANCE
NSURANI

NAL PENSIONS AUTHOE

matter- requifing
political decision

161.

European Association of
Public Sector Pension Inst

36.

What is the stakeholders’ view on the analysis whether to
introduce or not a uniform security level for IORPs across
Europe? Do the stakeholders agree with EIOPA’s decision not to
recommend a specific probability? If not, what specific
probability should be imposed upon IORPs?

EAPSPI strongly disagrees with the introduction of a uniform
security level for IORPs across Europe. The main problem is:
security and benefit aspects cannot be separated; in the end an
increase of security comes at the expense of a decrease of
benefits - changing the former implies changing the latter. As
the level of benefits is a political decision at the national level
of Member States a uniform security level is not only a
technical decision, but a strictly political issue and must remain
under Member State competence to ensure the consideration of
national characteristics and the relations of technical provisions
regulations to Social and Labor Law.

For the answer to the second and third sub-question please
refer to answer #37.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

162.

European Federation for
Retirement Provision
(EFRP

36.

There should not be a uniformed level of security for IORPs
across Europe according to the EFRP.

In most Member States the level of risk of a pension promise is
currently part of the pension agreement itself, and is just one

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
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of several elements. Other elements are, for example, the
accumulation of pension rights, the contribution and whether or
not there is indexation. This balance is different in all the
Member States and is intertwined with national Social and
Labour Law. Just like the fact that it is not desirable that the
IORP directive prescribes a uniform level of contribution rates,
accrual rates or indexation policy, also levels of security of
pension income should not be prescribed by European
legislation. Also EIOPA underwrites this in their view: “"Some
Member States provide relatively low benefits with high
funding/security requirements while others provide higher
promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of (ex-post) adjustment mechanisms of pension
benefits, would risk communicating to members a false sense
of “uniform” security.

EIOPA states not to advice on a specific probability level. The
EFRP agrees on this, but would like to add the suggestion that
EIOPA, considering the arguments mentioned, advice the EC
not to pursue a uniformed security level.

political decision

163.

European Fund and Asset
Management Association
(EF

36.

The goal of achieving a uniform security level for IORPs across
Europe appears very ambitious for reasons that are highlighted
by EIOPA. Indeed, existing national Social and Labour Law
allows for different levels of security, given the existence of ex-
post benefit adjustment mechanisms and on-going legal
obligations of sponsors to provide the full level of benefits. To

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
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the extent that these mechanisms reflect the “social contract” political decision
between the main stakeholders (i.e. members, beneficiaries,
employers), Member States should retain full responsibility for
the decision on the role of these mechanisms, in accordance
with the principle of subsidiarity. The following conclusions can
be derived from these remarks:

O The review of the IORP Directive should not aim at
harmonizing the level of security of Member States’ pension
systems, through the implementation of identical rules
regarding the time horizon, the confidence level and the
frequency of the calculation of solvency capital requirement.
Indeed, imposing identical rules would represent an attempt to
enforce a single definition of the “pension promise” across
Europe, i.e. excluding the possibility of ex-post and ex-ante
benefit adjustment mechanisms.

O The assessment of the confidence level that would be
applied to IORPs should take into account other security
measures, especially last resort measures to reduce benefits.
To the extent that these cannot be taken into account
adequately in the holistic balance sheet, a lower confidence
level would be requiredto take into account these benefit
adjustment mechanisms. Such elements should be related to
the longer term horizon that IORPs typically have to implement
policies and adjust their balance sheet.

O Aiming at achieving a high level of harmonization of
technical provisions across Europe does not appear consistent
with the necessity to take into account in an explicit way the
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benefit adjustment mechanisms.

164. European Metalworkers 36. See response question 22 Noted.
Federation
165. European Mine, Chemical 36. See previous Noted.
and Energy workers’ Fede
166. | FAIDER (Fédération des 36. It is very important to introduce a uniform security level in EIOPA’s view is that the
Associations Europe and we don't see why EIoPA should not be able to guestion of a common
Indépendantes propose it. level of security is a
matter requiring
political decision
167. Federation of the Dutch 36. According to the PF, the security for IORPs across Europe EIOPA recognises that

Pension Funds

should not be uniform. In most Member States the level of
security of a pension promise is currently part of the pension
agreement itself, and is one of the main elements. Other main
elements are, for example, the accumulation of pension rights,
the contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: "Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the

the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

168.

Financial Reporting
Council

36.

The analysis is not supplemented by an impact assessment
which would have helped to illustrate the amount of additional
capital requirements which would be needed by IORPs. We
consider that an impact assessment should be produced before
deciding whether to introduce or not a uniform security level
for IORPs across Europe. The probability level of 99.5% in
Solvency II would result in significant additional capital being
required for many IORPs. However, the nature of the IORP
arrangement is very different from the contractual nature of
insurance policies.

We consider that the requirement to quantify a minimum
security level based on a VaR type measure is disproportionate,
particularly if there is to be no corresponding obligation on
book reserve schemes. The introduction of Solvency II is
estimated to be costing the UK insurance industry £1.9 billion
with a further £0.2 billion being spent by the regulator. A
significant part of this expenditure will be related to quantifying
the SCR.

As discussed in our answer to question 34, we consider that
assessment of security should rely on simpler quantifications of
the best estimates of the liability cash flows and asset cash
flows complemented by analysis of risk and uncertainty which

Noted. EIOPA
recognises the
importance of a QIS and
of cost/benefit analysis
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would include both gqualitative and some guantitative analysis.

169.

FNV Bondgenoten

36.

According to FNV BG, the security for IORPs across Europe
should not be uniformed. In most Member States the level of
security of a pension promise is currently part of the pension
agreement itself, and is one of the main elements. Other main
elements are, for example, the accumulation of pension rights,
the contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: “Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

170.

Generali vie

36.

We support a uniform security level for any institution that
offers retirement schemes (insurance companies and IORPs)

EIOPA recognises that
the question of a
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across Europe : “same risk same capital” . we recommend a
specific probability@99.5%.

AND OCCUPATIONAL PENSIONS &
common level of

security and, if relevant,
what such a level should
be, is a matter requiring
political decision

171. | German Institute of 36. As described in our response to question 12, we believe that EIOPA recognises that
Pension Actuaries uniform valuation principles for all member states are not the question of a
(IVS\32\45\3 appropriate due to heterogeneous labour and social laws, common level of

differences in insolvency protection systems and in particular security and, if relevant,
due to the requirements for setting such a probability. Even what such a level should
within a single member state, the social partners and the IORP | be, is a matter requiring
can agree to different security levels even if there is generally a | political decision
link between the agreed benefit and security levels. Finally,
there is no need for such uniformity because they do not
compete with each other on a cross-border basis nor is cross-
border activity of practical relevance.

172. | Groupe Consultatif 36. We agree with EIOPA that any decision to introduce a uniform Noted

Actuariel Européen.

security level for IORPs across the EU, and the exact level at
which it is set, is primarily a political question and we do not
express a view on it. It might be argued that the security level
is to be determined and agreed upon by the social partners
that agreed the IORP. We should not forget that the pension
from an IORP is (only) an element of a broader rewards
package and may interact with social security provision. The
level of security might therefore depend on other elements of
the reward package and does not necessarily have to be the
same for each IORP.

Our paper “Security in Occupational Pensions” analyses in
greater detail what might be meant by harmonisation in the
context of a comprehensive definition of pension security, and
the issues associated with any attempt to apply a simplified
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rule to equalise only a part of the pension package. Factors to
consider include weighing up the benefits of adopting
harmonisation across the EU versus the challenges of
accommodating significantly different member state based last
resort protection mechanisms in any such harmonisation, as
well as handling issues of subsidiarity in terms of Social and
Labour law.

If harmonisation is not to be adopted then consideration will
need to be given to how cross-border IORPs are handled and
how best to formulate a regulatory framework that includes
differences across member states but still achieves a suitable
level of harmonisation within individual member states.

173.

Groupement Francgais des
Bancassureurs

36.

FBIA favours a market maximal harmonisation approach as this
will lead to equal member/beneficiary protection, independent
of the Member State, the security mechanisms or the pension
provider. This would also lead to increased comparability and
consistency across the different Member States.

FBIA does not share EIOPA analysis regarding the difference
existing in the adjustment mechanisms between insurers and
IORP. When an IORP is underfunded, the scheme relies first on
the sponsor covenant before ex-post benefit adjustments
mechanisms. The adjustment mechanism is very similar to the
raise of new capital. In both cases, for insurers and IORPs, to
reduce benefits is a last resort measure that should be avoided
by implementing an adequate prudential regime.

Quantitative requirements are meant to guarantee a level of
security to pension beneficiaries and this should be the main
concern regarding pension benefits provided by insurers or
IORPs.

The different security mechanisms should be taken into
account in the calculation of the Solvency Capital

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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Requirements. Mechanisms to reduce benefits could easily be
included in this calculation. However, the situation of the
company should be made public and strong disclaimers will be
needed in the information to members and beneficiaries to
inform people of the likelihood that benefits could be reduced
in the near future.

In case no harmonization was to be found, it would be a
problem regarding cross border activity.

As such transparency regarding the final confidence level can
be obtained while not touching upon the VaR of 99.5%.

174. | PMT-PME-MnServices

36.

According to us, the security for IORPs across Europe should
not be uniform. In most Member States the level of security of
a pension promise is currently part of the pension agreement
itself, and is one of the main elements. Other main elements
are, for example, the accumulation of pension rights, the
contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: "Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

69/434

© EIOPA 2012




»,
"

==

States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

175.

HM Treasury/Department
for Work and Pensions

36.

Pension schemes and security mechanisms in different Member
States differ greatly, and provide very different types of
security that are not directly comparable. A uniform confidence
level will not be able to take these different types of security
mechanism into account. Application of a uniform confidence
level is therefore certain to result either in too high a level of
prudence in some Member States, or too low a level of
prudence in others. Neither of these approaches is acceptable.

Furthermore, there is little benefit to be gained in harmonising
security levels: the level of benefits being provided differs so
makes little sense to harmonise the security; and in some
Member States benefits can be reduced (or could be reduced
were social and labour legislation to be amended) so
harmonising a security level makes little sense when comparing
to MS where this is not possible. In other words, without
harmonised employment legislation, it is not possible to
compare like with like. We therefore strongly disagree with the
proposal that the security level for IORPs should be uniform
across the EU.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

176.

IMA (Investment

36.

We do not believe that a uniform security level for IORPs

Noted
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Management Association)

should be introduced across Europe and agree with EIOPA’s
decision not to recommend a specific probability methodology.

177. | Institute and Faculty of
Actuaries (UK)

36.

Security measurement is a political issue at all levels whether
this is confidence level or otherwise. The consequences are of
not having assets (in the IORP or otherwise) is unclear and so
the need for complete prescription is also unclear.

Furthermore not all benefits are uniform in nature or were even
established in a risk-focused environment. So whilst we might
agree that a uniform risk focused regulatory structure may be
suitable for future benefits (also suitably defined) we find it
hard to comment on an appropriate security level for historic
benefits without a full understanding of the consequences of a
failure to meet any particular test.

Benefit provision and security are intertwined, for example an
inflation linked benefit provides greater security of purchasing
power compared to a non-indexed benefit. The overall level of
capital required to back a pension promise (ie the level of
security) should reflect the nature of the promise itself. In
some Member States conditional benefits are a feature, and
these can be reduced if financial conditions are unfavourable or
if the employer’s financial commitment is subject to a limit.

In the UK, discretionary benefits have become less common
over time as legislation has imposed additional commitments
on IORPs. However, due to the social nature of pension
provision and the employee-employer relationship, we believe
that it is recognised that the nature of the pension ‘promise’ is
not as ‘hard’ as a contractual guarantee. In particular,
employers have given pension promises in the past in the
knowledge that they were not required to fund such promises
at a level that guaranteed those promises with a high degree of
certainty. To impose a high probability now therefore would be

Noted
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retroactive, and would imply a reinterpretation of pension
promises made in the past, perhaps many years ago.

One approach would therefore be to apply a consistent level of
probability only to pension promises made after a specified
date. This would ensure that the security of the promise can
be properly taken into account by employers and employees in
their pension planning.

Whilst we can see the rationale for a consistent level of security
for pension promises, we do not believe that ‘consistent’ means
‘the same’. In particular, a flexible approach would be needed
to reflect the different nature of pension promises in Member
States. Furthermore, security in different Member States is
provided in part by a range of mechanisms such as the UK's
Pension Protection Fund and various IORP-specific contingent
funding arrangements. Such mechanisms are in many cases
hard to value. A wide-ranging discretion would need to be
available to national regulators to decide how such mechanisms
should be taken into account in assessing security.

If a specific probability were imposed , the value used must be
set in the context of the term of the assessment.

178.

Italian Banking
Association

36.

In ABI’s view it is not appropriate to introduce a uniform
security level for IORPs across Europe, as the acceptable level
in each country depends very much on political factors (e.g.
social and labour law, possibility of reducing benefits, etc.),
that cannot be overcome by an EU-wide prudential regulation.

ABI agrees on the introduction of prudential rules based on
risks in the IORP Directive, but considers that it is not possible
to extend to pension schemes the same rules of insurance
companies as defined in the Solvency II Directive. ABI
considers it preferable to adopt a flexible regulatory framework
at Community level which leaves Member States the possibility

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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of modulating the internal rules to the specificities of the
industry according to the risk-sharing mechanism considered
acceptable in the national Social and Labour Law.

The new IORP Directive must take into account the possibility
of defined benefit pension plans to review the level of
performance over time to ensure the necessary balance
between assets and liabilities. Pension schemes, in fact, unlike
insurance companies, in cases of capital imbalances are
unlikely to increase their income by increasing inputs of capital
or significantly changing investment policies. Ex post
adjustment mechanisms of pension benefits make it possible to
adopt a more flexible regulation than that proposed by
Solvency II for insurance companies. The adoption of a strict
regulation could affect the operation of certain pension
schemes and thereby reduce the ability to meet the needs of
participants.

In adopting more flexible rules, it is considered appropriate to
pursue proper communications for participants and
beneficiaries.

Therefore, ABI requires that EIOPA does not take a technical
stand in terms of the adoption of a uniform level of security
across Member Countries and argues for the adoption of Option
No. 2 “"Non-Harmonized confidence level”, as defined in
paragraph 10.3.64.

179. | KPMG LLP (UK)

36.

We do not believe that a Solvency II approach to security is at
all practical in the UK, given the thousands of small and
medium-sized defined benefit IORPs which exist. Having seen
the amount of effort required by insurers to model solvency
and security, it is essential that an impact assessment on the
mechanics of any such approach be carried out, to see if it is at
all practicable, before considering the details of such an

Noted. EIOPA
recognises the
importance of a QIS and
of cost/benefit analysis
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approach.
180. Le cercle des épargnants 36. We support a uniform security level for any institution that EIOPA recognises that
offers retirement schemes (insurance companies and IORPs) the question of a
across Europe : “same risk same capital” . we recommend a common level of
specific probability@99.5%. security and, if relevant,
what such a level should
be, is a matter requiring
political decision
181. Macfarlanes LLP 36. 32. (CfA 6 Security mechanisms) What is the stakeholders’ EIOPA recognises that

view on the analysis whether to introduce or not a uniform
security level for IORPs across Europe? Do the stakeholders
agree with EIOPA’s decision not to recommend a specific
probability? If not, what specific probability should be imposed
upon IORPs?

33. It is inappropriate to introduce a uniform security level
for IORPs across Europe. It would harm pension provision by
damaging the confidence of employers and their investors (and
related companies who may provide guarantees) who engage
voluntarily in pension provision. Employer confidence has
already been damaged by repeated changes to regulation.

34. It is also inappropriate because it will not achieve any of
the legitimate aims identified. Members and beneficiaries will
not have greater clarity or understanding about the security of
their pensions for the reasons identified at 10.3.39: it will
create only a “false sense of “uniform” security” because of
benefit reduction mechanisms that may apply, as well as
privilege rules and the availability of pension protection
schemes and sponsor support if not included in any ‘holistic
balance sheet’.

the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

74/434

© EIOPA 2012




»,
"

==

35. Further, members and beneficiaries, unlike the
customers of insurance companies, generally cannot switch
between IORPs, at least not in the UK where an IORP is more
like a ‘safe-deposit box’ providing security for their own
employer’s pension promises. The security of IORP members is
inextricably linked to the ability of their own employer to pay.
There are therefore no member choices for which a uniform
security level would provide useful information.

36. We agree with EIOPA’s decision not to recommend a
specific probability.

183.

Mercer

36.

We do not agree that a ‘uniform security level’ is necessarily
imposed just by mandating a similar approach to the
calculation of technical provisions on all IORPs, since this
ignores the fact that different IORPs protect against different
risks. For example, some defined benefit schemes target lump
sums, so members are left with mortality and interest rate risk
at retirement; regardless of the financial measures imposed,
members of these schemes have less security than members of
schemes that target income related benefits; and similarly,
members of schemes where indexation is mandatory face less
risk than members of schemes where it is not.

A uniform measure therefore only considers one degree of risk,
whereas the risks faced by scheme members are multi-faceted.

Differences in the benefit structure adopted by IORPs in
different member states have arisen largely as a result of local
social and labour law. Ignoring this in setting the security level
for members’ benefits risks interfering with the objectives
adopted by national governments when establishing the legal

Noted.

EIOPA recognises that
any harmonised
calculation of IORP
solvency must allow for
the variations in
benefits and in security
mechanisms, and that
further development is
needed.
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framework within which occupational pension schemes must
operate. For example, in the event of involuntary wind-up of an
IORP, beneficiaries may rank equal to unsecured creditors of
the sponsor in some countries (e.g. the UK), while in others
(e.g. Ireland) this is not the case.

Also, having established a ‘uniform security measure’, there is
no information about the action supervisory authorities could
take if it were not met. Depending on the level it is struck at,
and the actions that follow, this could have severe financial
impacts on IORPs and their sponsoring employers, so that a
long implementation period might be required before the
proposed new Directive could come into force.

184. | MHP (Vakcentrale voor
Middengroepen en Hoger
Perso

36.

According to the MHP, the security for IORPs across Europe
should not be uniform. In most Member States the level of
security of a pension promise is currently part of the pension
agreement itself, and is one of the main elements. Other main
elements are, for example, the accumulation of pension rights,
the contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: “Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

185. National Association of 36. What is the stakeholders’ view on the analysis whether to EIOPA recognises that
Pension Funds (NAPF) introduce or not a uniform security level for IORPs across the question of a
Europe? Do the stakeholders agree with EIOPA’s decision not to | common level of
recommend a specific probability? If not, what specific security and, if relevant,
probability should be imposed upon IORPs? what such a level should
be, is a matter requiring
political decision
It would be impossible to recommend a single uniform security
level for IORPs across Europe, as this would take no account of
the extent to which other elements, such as Pillar I pensions,
contribute to the security of retirement incomes.
187. | OECD Secretariat to the 36. What is the stakeholders’ view on the analysis whether to EIOPA recognises that

Working Party on Private P

introduce or not a uniform security level for IORPs across
Europe? Do the stakeholders agree with EIOPA’s decision not
to recommend a specific probability? If not, what specific
probability should be imposed upon IORPs?

the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
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AND O IPATIONAL PENSIONS &
A harmonised solvency regime would ideally encourage and political decision
respect the diversity of pension systems that exist in Europe.

As stated in the OECD Working Paper on “The Impact of the
Financial Crisis on Defined Benefit Plans and the Need for
Counter-Cyclical Funding Regulations”
(http://www.oecd.org/dataoecd/22/11/45694491.pdf), broadly
speaking, the goals of solvency regulations for defined benefit
plans should be to

O encourage deficit reduction contributions and
appropriate build up of surplus when plan sponsor finances are
strong;

O help maintain predictable costs and dampen volatility;
and,

O give plan sponsors more control to manage risks and
costs.

Furthermore, solvency regulations for defined benefit plans
should

O Avoid excessive reliance on current market values for
purposes of determining contributions.

O Set minimum funding levels or targets that are
consistent with the goal of benefit security.

O Allow appropriate levels of over-funding in good
economic times via more flexible tax ceilings.

O Limit contribution holidays and plan sponsor access to
surplus.

O Encourage stability of long-term contribution patterns
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via appropriate actuarial methods.

O Incorporate flexibility into funding rules to reflect the
overall volatility of funding valuations.

| Avoid over-regulation and maintain a stable regulatory
environment.

188.

Pan-European Insurance
Forum (PEIF)

36.

The implications of the security level being set at national
rather than at EU level are profound. PEIF would like wider
discussion of this point, including a legal assessment by EU
institutions.

From the perspective of the development of an internal market
in occupational pension provision, a harmonized approach
appears preferable. However, the reluctance of EIOPA does
seem prima facie consistent with the view that each Member
State is responsible for determining the content and quality of
the occupational pensions it expects for its citizens. Therefore,
at this stage, PEIF refrains from taking a final view.

The implications of this Europe’s future pensioners also need
thinking through. Any differences in security levels need to be
communicated to (potential) members. Furthermore, the
impact on life insurers who are also active in this area need
reflection and if the regimes for IORPs and insurers cannot be
made consistent on this point the differences should made
transparent.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

189.

Pensioenfonds Zorg en
Welzijn (PFZW)

36.

We feel that the security for IORPs across Europe should not be
uniform. In most Member States the level of security of a

EIOPA recognises that
the question of a
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pension promise is currently part of the pension agreement
itself, and is one of the main elements. Other main elements
are, for example, the accumulation of pension rights, the
contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: “"Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
social and labour law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

AND OCCUPATIONAL PENSIONS &
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

190.

Predica

36.

Predica favours a market maximal harmonisation approach as
this will lead to equal member/beneficiary protection,
independent of the Member State, the security mechanisms or
the pension provider. This would also lead to increased
comparability and consistency across the different Member
States.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
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Predica does not share EIOPA analysis regarding the difference
existing in the adjustment mechanisms between insurers and
IORP. When an IORP is underfunded, the scheme relies first on
the sponsor covenant before ex-post benefit adjustments
mechanisms. The adjustment mechanism is very similar to the
raise of new capital. In both cases, for insurers and IORPs, to
reduce benefits is a last resort measure that should be avoided
by implementing an adequate prudential regime.

Quantitative requirements are meant to guarantee a level of
security to pension beneficiaries and this should be the main
concern regarding pension benefits provided by insurers or
IORPs.

The different security mechanisms should be taken into
account in the calculation of the Solvency Capital
Requirements. Mechanisms to reduce benefits could easily be
included in this calculation. However, the situation of the
company should be made public and strong disclaimers will be
needed in the information to members and beneficiaries to
inform people of the likelihood that benefits could be reduced
in the near future.

In case no harmonization was to be found, it would be a
problem regarding cross border activity.

As such transparency regarding the final confidence level can
be obtained while not touching upon the VaR of 99.5%.

AND OCCUPTNIONAL PENSIONS AUT)
political decision

191.

prof.dr. A.A.J. Pelsser
HonFIA, Netspar &
Maastric

36.

No need to introduce a uniform confidence level. There is such
a wide range of pension plans, that a uniform confidence level
adds little in terms of improved harmonisation. Only for a pure
DB with “rock solid” guarantees would it make sense to insist
on a confidence level of 99.5% (equal to Solvency II). On the

EIOPA’s view is that the
question of a common
level of security is a
matter requiring
political decision
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other extreme, for a pure DC a confidence of x% has little
meaning, as all the risks are borne by the plan members.

192. PTK (Sweden)

36.

PTK strongly opposes the idea of a uniformed level of security
for IORPs across Europe.

In most Member States the level of risk of a pension promise is
currently part of the pension agreement itself, and is just one
of several elements. Other elements are, for example, the
accumulation of pension rights, the contribution and whether or
not there is indexation. This balance is different in all the
Member States and is intertwined with national social and
labour law. Just like the fact that it is not desirable that the
IORP directive prescribes a uniform level of contribution rates,
accrual rates or indexation policy, also levels of security of
pension income should not be prescribed by European
legislation. Also EIOPA underwrites this in their view: "Some
Member States provide relatively low benefits with high
funding/security requirements while others provide higher
promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of (ex-post) adjustment mechanisms of pension
benefits, would risk communicating to members a false sense
of “uniform” security.

EIOPA states not to advice on a specific probability level. PTK
agrees on this, but would like to add the suggestion that
EIOPA, considering the arguments mentioned, advice the EC

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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not to pursue a uniformed security level.

193. Punter Southall Limited 36. It is not appropriate to introduce a uniform security level EIOPA recognises that
across Europe, given the significant differences in the nature the question of a
and coverage of IORPs in individual member states. Solvency common level of
capital has no place in a system where an IORP already has the | security and, if relevant,
backing of a solvent employer (and possibly of a pension what such a level should
protection scheme at member state level). be, is a matter requiring
political decision
194. | Railways Pension Trustee 36. RPTCL believes that Member States should be able to choose EIOPA recognises that
Company Limited ("RPTCL the level of security that best aligns with social and the question of a
employment legislation within that Member State. common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
195. Reed Elsevier Group plc 36. We do not believe it is practical to introduce a uniform level of EIOPA recognises that
security across Europe. the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
196. | TCO 36. TCO strongly opposes the idea of a uniformed level of security | EIOPA recognises that

for IORPs across Europe.

In most Member States the level of risk of a pension promise is
currently part of the pension agreement itself, and is just one
of several elements. Other elements are, for example, the

the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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accumulation of pension rights, the contribution and whether or
not there is indexation. This balance is different in all the
Member States and is intertwined with national social and
labour law. Just like the fact that it is not desirable that the
IORP directive prescribes a uniform level of contribution rates,
accrual rates or indexation policy, also levels of security of
pension income should not be prescribed by European
legislation. Also EIOPA underwrites this in their view: "Some
Member States provide relatively low benefits with high
funding/security requirements while others provide higher
promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of (ex-post) adjustment mechanisms of pension
benefits, would risk communicating to members a false sense
of “uniform” security.

EIOPA states not to advise on a specific probability level. TCO
agrees on this, but would like to add the suggestion that
EIOPA, considering the arguments mentioned, advise the EC
not to pursue a uniformed security level.

197.

The Association of Pension
Foundations (Finland)

36.

There should not be uniformed level of security for IORPs.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
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198. | The Association of the
Luxembourg Fund
Industry (A

36.

There should not be a uniformed level of security for IORPs
across Europe.

In most Member States the level of risk of a pension promise is
currently part of the pension agreement itself, and is just one
of several elements. Other elements are, for example, the
accumulation of pension rights, the contribution and whether or
not there is indexation. This balance is different in all the
Member States and is intertwined with national social and
labour law. Just like the fact that it is not desirable that the
IORP directive prescribes a uniform level of contribution rates,
accrual rates or indexation policy, also levels of security of
pension income should not be prescribed by European
legislation. Also EIOPA underwrites this in their view: "Some
Member States provide relatively low benefits with high
funding/security requirements while others provide higher
promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of (ex-post) adjustment mechanisms of pension
benefits, would risk communicating to members a false sense
of “uniform” security.

EIOPA states not to advice on a specific probability level. The
Respondents agree with Everson this, but would like to add the
suggestion that EIOPA, considering the arguments mentioned
advice the EC not to pursue a uniformed security level.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision
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199.

The Hundred Group of
Finance Directors (UK)

36.

The types of security provided to IORPS across Member States
are so various that it is completely impractical to impose a
uniform security level for IORPS across Europe.

Noted.

200.

The Society of Actuaries in
Ireland

36.

The concept of uniform security is more applicable to Insurers
where the security of the provider is an important consideration
for policyholders. Members of IORPs do not generally have the
freedom of choice between IORPs to a large degree and
therefore the idea of a uniform level of security may not be as
relevant for IORPs. What is important is to understand the
level of security provided by their particular IORP for their
benefit and not the security relative to another IORP. We
would therefore favour Option 2 i.e. a non-harmonized
confidence level.

We agree with EIOPA not to recommend a specific confidence
level.

Noted.

201.

THE SOCIETY OF PENSION
CONSULTANTS

36.

It should be left to national supervisors whether to specify a
probability. We believe that it is undesirable to introduce a
uniform security level for IORPs across Europe. Consequently,
we agree with EIOPA’s decision not to recommend a specific
probability.

Noted.

202.

Towers Watson
Deutschland GmbH

36.

We agree. We believe that a uniform probability would not take
proper account of the different hard-/softness of benefit
amounts. Even within a single member state, the social
partners and the IORP can agree on different security levels.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
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203.

UK Association of Pension
Lawyers

36.

CfA 6 (Security mechanisms): What is the stakeholders’ view
on the analysis whether to introduce or not a uniform security
level for IORPs across Europe? Do the stakeholders agree with
EIOPA’s decision not to recommend a specific probability? If
not, what specific probability should be imposed upon IORPs?

It is inappropriate to introduce a uniform security level for
IORPs across Europe because it would harm pension provision
by harming the confidence of employers (and related
companies who may provide guarantees) who engage
voluntarily in pension provision. Employer confidence has
already been damaged by repeated changes to regulation.

It is also inappropriate because it will not achieve any of the
legitimate aims identified. Members and beneficiaries will not
have greater clarity or understanding about the security of
their pensions for the reasons identified at paragraph 10.3.39:
it will create only a “false sense of “uniform” security” because
of benefit reduction mechanisms that may apply, as well as
privilege rules and the availability of pension protection
schemes and sponsor support if not included in any ‘holistic
balance sheet’.

Further, members and beneficiaries, unlike the customers of
insurance companies, generally cannot switch between IORPs,
at least not in the UK where the IORP is more like a ‘safe-
deposit box’ providing security for their employer’s pension
promises. There are therefore no member choices for which a
uniform security level would provide useful information.

We agree with EIOPA’s decision not to recommend a specific
probability.

EIOPA recognises that
the question of a
common level of
security and, if relevant,
what such a level should
be, is a matter requiring
political decision

204.

UNI Europa

36.

See question 22

Noted.
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205. Universities 36. What is the stakeholders’ view on the analysis whether to
Superannuation Scheme introduce or not a uniform security level for IORPs across
(Uss), Europe? Do the stakeholders agree with EIOPA’s decision not to
recommend a specific probability? If not, what specific
probability should be imposed upon IORPs?
206. | Verband der 36. When assessing provisions national characteristics of the EIOPA recognises that
Firmenpensionskassen Member States must be taken into account. These particularly the question of a
(VFPK) e.V. include security systems, options for adaption, classification of | common level of
IORP benefits from labour law and socio-political aspects. security and, if relevant,
Among other things consideration has to be given to the what such a level should
necessary security level agreed by social partners and IORPs. be, is a matter requiring
Additional security is always at the cost of possible benefits. political decision
The fixing the amount of benefits is solely at the responsibility
of the national partners.
207. | Verbond van Verzekeraars | 36. We think the calibration can only be decided after a carefully Noted. EIOPA
executed quantitative impact study. The confidence level recognises the
should be based on the characteristics and goals of the pension | importance of a QIS and
products. The character of particular occupational pension of cost/benefit analysis
products that could be prudentially relevant are for example
the options to reduce benefit promises or payments.
Specificities should be taken into account in a similar way for
all providers. The provider should however offer full information
disclosure towards the participant/member about the risks if
there would be a difference in the applied confidence level.
208. | VHP2 (Vakorganisatie voor | 36. According to the VHP2, the security for IORPs across Europe EIOPA recognises that

middelbaar en hoger pers

should not be uniform. In most Member States the level of
security of a pension promise is currently part of the pension
agreement itself, and is one of the main elements. Other main

the question of a
common level of
security and, if relevant,
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elements are, for example, the accumulation of pension rights,
the contribution and whether or not there is indexation. The
balance of all these elements is different in all the Member
States and is intertwined with national Social and Labour Law
and any first pillar pension scheme. Just like the fact that it is
not desirable that the IORP directive prescribes a uniform level
of contribution rates, accrual rates or indexation policy, also
levels of security of pension income should not be prescribed
by European legislation. Also EIOPA underwrites this in their
view: “Some Member States provide relatively low benefits
with high funding/security requirements while others provide
higher promised benefits but with a lower level of funding”. The
implication of this is that EU solvency regulation should
recognize the different levels of security accepted by national
Social and Labour Law. Due to these differences and the
opportunity of cutting pension rights in different Member
States, setting the level of security across the EU, regardless of
the presence of adjustment mechanisms of pension benefits,
would risk communicating to members a false sense of
“uniform” security.

EIOPA states not to advise on a specific probability level. We
agree on this, but would like to add the suggestion that EIOPA,
considering the arguments mentioned, advise the EC not to
pursue a uniformed security level.

what such a level should
be, is a matter requiring
political decision

209. | Whitbread Group PLC 36. We see no reason for change to the current regulatory regime Noted
for UK pension schemes, which provides strong protection for
member’s pension benefits

210. | Zusatzversorgungskasse 36. 44, We regard an uniform security level as almost Noted

des Baugewerbes AG

impossible to achieve. The diversity and complexity of pension
schemes throughout Europe is such that national supervisors
need to have leeway to judge and rule specifically. We do not
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find that leeway within the standard formulas of Solvency II.

211. | Towers Watson 36. 37. What is the stakeholders’ view on the analysis whether EIOPA recognises that
to introduce or not a uniform security level for IORPs across the question of a
Europe? Do the stakeholders agree with EIOPA’s decision not to | common level of
recommend a specific probability? If not, what specific security and, if relevant,
probability should be imposed upon IORPs? what such a level should

be, is a matter requiring

The overall level of capital required to back a pension promise political decision

(ie the level of security) should reflect the nature of the
promise itself. In some Member States, conditional benefits
are a feature, which can be reduced if financial conditions are
unfavourable, or where the employer’s financial commitment is
subject to a limit.

In the UK, discretionary benefits have become less common
over time as legislation has imposed additional commitments
on IORPs. However, due to the social nature of pension
provision, and the employee-employer relationship, we believe
that it is recognised that the nature of the pension ‘promise’ is
not as ‘hard” as a contractual guarantee. In particular,
employers have given pension promises in the past in the
knowledge that they were not required to fund such promises
at a level that guaranteed those promises with a high degree of
certainty. To impose a high probability now therefore would be
retroactive, and would imply a reinterpretation of pension
agreements made in the past, perhaps many years ago.

One approach would therefore be to apply a consistent level of
probability only to future pension promises made after a
specified date. This would ensure that the security of the
promise can be properly taken into account by employers and
employees in their pension planning.

Whilst we can see the rationale for a consistent level of security
for pension promises, we do not believe that consistent means
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‘the same’. In particular, a flexible approach would be needed
to reflect the different nature of pension promises in Member
States. Furthermore, security in different Member States is
provided in part by a range of mechanisms (such as the UK’s
Pension Protection Fund and various IORP-specific contingent
funding arrangements). Such mechanisms are in many cases
hard to place a value on. A wide-ranging discretion would need
to be available to national regulators to decide how such
mechanisms should be taken into account in assessing

security.

If a specific probability were to be prescribed for IORPs, then
clarity would be needed as to what this probability represents
in order to avoid misunderstanding by other parties, including
IORP members and beneficiaries. In the consultation
document, probability is discussed in the context of the
confidence level used to determine the solvency capital
requirement. However, a more meaningful interpretation of
solvency would be the probability that the IORP is able to pay
members’ benefits over the long-term. These two definitions
are clearly very different.

212. | OPSG (EIOPA 37. See question 34 Noted.
Occupational Pensions
Stakeholder Group)
213. | AbA Arbeitsgemeinschaft 37. As described above, we believe that risk-based capital Noted.
flr betriebliche Altersver requirements are not appropriate for IORPs.
214. | ABVAKABO FNV 37. Yes, If any confidence level is agreed upon within a pension Noted.
scheme, this confidence level should apply to a one-year time
horizon.
215. | AEIP 37. 79. AEIP rejects the idea of imposing capital requirements Noted.

based on value-at-risk calculations as a general rule. However
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if the commission would go through with this idea, we would
like to give the following comment.

If a value at risk oriented calculation for capital requirements is
chosen - which we think is inappropriate for pension funds - we
agree that a one-year time horizon is sufficient.

217.

AMICE

37.

13. For many AMICE members it is evident that the
application of a one-year time horizon for the application of the
confidence level is not appropriate for the pensions business.
We have already argued in the Solvency II discussions that in
some areas of insurance, even in long-term business on the
non-life side, a one-year horizon is as such the wrong approach
(see also EIOPA’s considerations in par 10.3.29).

We are aware of the difficulties of finding any appropriate
alternative and of the complexity any alternative choice would
entail. Nevertheless, we see ourselves unable to flatly agree
that a one-year horizon should be used.

Noted.

218.

AMONIS OFP

37.

Do the stakeholders agree that the confidence level should
apply to a one-year time horizon?

AMONIS OFP rejects the idea of imposing capital requirements
based on mark-to market valuation of liabilities as a general
rule. However if the European Commission would go through
with this idea, we would like to give the following comments.

As discussed earlier, AMONIS OFP considers that a harmonized
confidence level is not appropriate for IORPs. A traditional
value at risk oriented calculation on the investments to
determine capital requirements is inappropriate for pension
funds. It is a short term assessment of a long term risk (we
refer to the origin of VaR in the financial sector - itis a
reasonable approach for the risk on the very short end of the
horizon, say a few days). However if the level of financial

Noted.
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knowledge is limited to a Value at Risk calculation, we agree
that a one-year time horizon is sufficient.

219. | ANIA - Association of 37. As EIOPA has correctly indicated, there were no clear superior Noted.
Italian Insurers alternatives to the one year time horizon for Solvency II. The
ANIA believes that a similar conclusion can be drawn for IORPs.
Thus, the ANIA agrees that the confidence level should apply to
a one-year time horizon.

220. | Association of British 37. The time horizon is entirely dependent on the details and the Noted.
Insurers calibration of the regulatory framework. In the ABI’s view
Solvency II does not currently recognise some of the specifics
of long term liabilities which results in an excessive calibration.
In particular due to their longer investment time horizon assets
baking long term liabilities are not fully exposed to the market
volatility beyond the proportion representing default risk. In
this instance extending the current one year time horizon
would overstate the capital requirements even more.

221. | Association of Consulting 37. We refer to the answer to question 36 above. Noted.
Actuaries (UK)

222. | Association of French 37. 58. As mentioned in the general comments, the current Noted.
Insurers (FFSA) calibration of Solvency II is not suitable for long-term

commitments, particularly in retirement. The adoption of a
time horizon longer than a one year horizon would reduce the
level of SCR but would also - if linked to the recovery plan -
reduce the excessive volatility that Solvency II could produce
when dealing with pension schemes.

In all cases the same principle should apply for retirement
schemes provided by the insurers.

223. | Association of Pensioneer 37. See response to question 12. Noted.
Trustees in Ireland
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224,

Assoprevidenza - Italian
Association for supplemen

37.

We think that a reflexion abut possibility to use a more large
time horizon is needed, taking into account the long-term
nature of most pension liabilities.

For the same reason, the period granted to recover must be
much longer (15-20 years for the SCR).

Noted.

225.

Assuralia

37.

The extremely short delay for responding to the technical
consultation document has forced the members of Assuralia to
prioritize and to focus on a number of questions. Our lack of
response to this question must not be regarded as a lack of
interest or opinion.

Noted.

226.

Belgian Association of
Pension Institutions
(BVPI-

37.

Do the stakeholders agree that the confidence level should
apply to a one-year time horizon?

BVPI-ABIP rejects the idea of imposing capital requirements
based on mark-to market valuation of liabilities as a general
rule. However if the European Commission would go through
with this idea, we would like to give the following comments.

As discussed earlier, BVPI-ABIP considers that a harmonized
confidence level is not appropriate for IORPs. If a value at risk
oriented calculation for capital requirements is chosen - which
we think is inappropriate for IORPs - we agree that a one-year
time horizon is sufficient.

Noted.

227.

BNP Paribas Cardif

37.

As mentioned in the general comments, the current calibration
of Solvency II is not suitable for long-term commitments,
particularly in retirement. The adoption of a time horizon
longer than a one year horizon would reduce the level of SCR
but would also - if linked to the recovery plan - reduce the

Noted.
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excessive volatility that Solvency II could produce when
dealing with pension schemes.

In all cases the same principle should apply for retirement
schemes provided by the insurers.

228.

BT Group plc

37.

Do the stakeholders agree that the confidence level should
apply to a one-year time horizon?

We do not believe an SCR is needed but if applied we agree
with the time horizon.

Noted.

229.

BT Pension Scheme
Management Ltd

37.

We believe that 1 year is the only realistic time horizon for
such a calculation to limit the administrative costs of the
exercise.

Noted.

230.

CEA

37.

As EIOPA has correctly indicated, there were no clear superior
alternatives to the one year time horizon for Solvency II. The
CEA believes that a similar conclusion can be drawn for IORPs.
Thus, the CEA agrees that the confidence level should apply to
a one-year time horizon.

Noted.

231.

Charles CRONIN

37.

For the reasons stated above I would not support using a
confidence level over any time frame. Given the nature of
flows in and out of IORPs it is difficult to place a mathematical
construct around so many variables. I would suggest that a
better approach is for the IORP to annually answer two
supervisory questions. i) How does it intend to fund its
liabilities over the next ten years? ii) Of the remaining funds
what expected return does it require to meet the remaining
liabilities? The answer to the second question directs the
supervisor to what is feasibly possible (through what
combination of assets is this possible, the asset allocation to be

Noted.
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provided by the IORP). Hence if the required return is
‘significantly’ more than the historically achieved return, say by
> a standard deviation, then the fund could be described as
underfunded. If a half standard deviation is the supervisory
threshold (this could be an EU wide threshold) then this would
initiate obligations on the IORP and its sponsor to put in place
measures to return the fund to equilibrium status.

232. | Chris Barnard 37. Yes. The confidence level should apply to a one-year time Noted.
horizon. This is generally accepted and consistent with
insurance companies and banks. It would be difficult to
calibrate a time horizon much greater than this.
I support the concept of “same risks, same rules, same
capital”. Therefore I do not agree with Paragraph 10.3.29 that
a multi-year time horizon “*may be more appropriate where
risks are not observable over a short period, such as long-
tailed liability business or mortality developments”, especially
given that we currently apply Solvency II successfully to
insurance companies with long-tailed liability business, such as
whole life, pension and annuity contracts.

233. | CMHF (Centrale van 37. Yes, If any confidence level is agreed upon within a pension Noted.
Middelbare en Hogere scheme, this confidence level should apply to a one-year time
Functionar horizon.

234. De Unie (Vakorganisatie 37. Yes, If any confidence level is agreed upon within a pension Noted.
voor werk, inkomen en scheme, this confidence level should apply to a one-year time
loop horizon.

235. Direction Générale du 37. We think essential to have a uniform security level for IORPs Noted.

Trésor, Ministére des
financ

across EU (confidence level and time horizon). The protection
of beneficiaries and the issue of the level playing field with the
insurance undertakings offering similar products are at stake.
For reasons of consistency, the Solvency 2 parameters should
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apply to IORPs. If not, the question of the retirement activity of
the insurance undertakings should certainly be re-examined.

236.

Ecie vie

37.

We consider the current calibration of Solvency II (in particular
one year horizon) is not suitable for long term guarantees.

The same principle should apply for insurance contracts and
IORPs.

Noted.

237.

EFI (European Federation
of Investors)

37.

The horizon to which the confidence level should apply has to
be set in order to permit the IORP and its sponsors to take the
necessary actions to ensure the payments of the benefits. It
may be one year but it could be shorter or longer. This has to
be studied in depth and depend certainly of the duration of the
liabilities.

Noted.

238.

European Association of
Public Sector Pension Inst

37.

Do the stakeholders agree that the confidence level should
apply to a one-year time horizon?

EAPSPI strongly disagrees. The essential reasons why
especially the structure of the first Pillar of the regulatory
structure for Basel II (banking) and Solvency II (insurance)
were constructed are not of particular relevance for IORPs (the
problem of term- and liquidity-transformation in banking and
the problem of prevention for sudden adverse developments
for insurance; see answer to question #12 for a reasoning at
length). Central to the specific position of IORPs is the
extremely long duration of liabilities due to retirement
provisions and the impossibility of capital withdrawals at short
notice (no benefits before the occurrence of the insured event
e.g. retirement, death or disability). This in turn enforces and
protects the long term investment horizon of IORPs.

Noted.
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Because of the long duration of liabilities also on the asset side,
long-term developments are more important than short-term
fluctuations of markets or interest rates that have to be
considered by banks, insurance companies and other financial
companies: The duration of liabilities of those institutions is
more uncertain and even endogenously affected in times of
financial distress (for instance for banks, short term
investments or life insurance products with lump-sum option).
This is not the case for IORPs. Given the long and stable
duration of liabilities, IORPs have a longer reaction period in
case of adverse developments of the relevant risks.

This has to be accounted for when calculating the capital
requirements: A Value-at-risk-measure with a confidence level
of 99.5% for a 1-year-perspective and the implied capital
requirements is therefore not an appropriate risk measure for
IORPs. To reduce the relevant solvency capital planning horizon
to a period of 12 months drastically limits the possibilities and
advantages of a long-term oriented risk management and risk
diversification (see for instance the wealth of economic
literature on mean reversion and the autocorrelations of equity
returns, bonds returns, etc. as a function of the time period
considered). For IORPs it is therefore not necessary to hold the
short-term, measured risk-sensitive solvency capital
requirements of Solvency II in full at all times. A concrete
quantification of these parameters does in general not seem
practicable to this purpose as risk, when measured over a 12-
month period, deviates from risk when measured over longer
periods. For these reasons EAPSPI suggests not recommending
a specific level of confidence or specific time-horizon for IORPs.
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Noted.

239. | European Federation for 37. As discussed earlier, a harmonized confidence level is
Retirement Provision meaningless for IORPs.
(EFRP
According to the EFRP, the risk level of a pension promise is
currently part of the pension agreement itself. Other elements
are, for example the accumulation of pension rights, the
contribution level and whether or not there is indexation. This
balance is different in all the Member States and is intertwined
with national Social and Labour Law. Besides that, IORPs
typically have a long term investment horizon. A solvency
framework, based on a Value-at-Risk measure on a short term
horizon will not be in line with a long term investment policy.
For these reasons the EFRP suggests not recommending a
specific level of confidence or specific time-horizon for IORPs.
240. European Metalworkers 37. See response question 22 Noted.
Federation
241. European Mine, Chemical 37. See previous Noted.
and Energy workers’ Fede
242. | FAIDER (Fédération des 37. The horizon to which the confidence level should apply has to Noted.
Associations be set in order to permit the IORP and its sponsors to take the
Indépendantes necessary actions to ensure the payments of the benefits. It
may be one year but it could be shorter or longer. This has to
be studied in depth and depend certainly of the duration of the
liabilities.
243. | Federation of the Dutch 37. Yes, If any confidence level is agreed upon within a pension Noted.
Pension Funds scheme, this confidence level should apply to a one-year time
horizon.
244, Financial Reporting 37. As we do not consider a VaR approach is proportionate we have | Noted.

Council

not considered the appropriate time period over which it should
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be assessed.

245, FNV Bondgenoten 37. Yes, If any confidence level is agreed upon within a pension Noted.
scheme, this confidence level should apply to a one-year time
horizon.

246. | Generali vie 37. We consider the current calibration of Solvency II (in particular | Noted.

one year horizon) is not suitable for long term guarantees.

The same principle should apply for insurance contracts and

IORPs.
247. | German Institute of 37. We disagree. Since essentially all benefit systems in Germany Noted.
Pension Actuaries typically exclude the possibility of surrender or lump sum
(IVS\32\45\3 payments, a one-year time horizon is not necessary. In fact, it

would be counterproductive since it would set the wrong
incentives and emphasis for investment strategy. A long-term
and sustainable investment strategy would be made very
difficult if not impossible. This in turn would negatively impact
the sponsor’s financing costs and/or the beneficiaries’ amount
of benefits. Instead, there should be a reference to meeting
future payments i.e. ensuring adequate liquidity should be the
focus of any solvency regulation for IORPs and not the
improbable danger of overindebtedness.

248. | Groupe Consultatif 37. We think that this is a reasonable approach, subject to the Noted.
Actuariel Européen. general comment noted above that greater clarification is
needed over what action might be mandated depending on
what position is revealed by the HBS.

249. | Groupement Frangais des | 37. As mentioned in the general comments, the current calibration | Noted.
Bancassureurs of Solvency II is not suitable for long-term commitments,
particularly in retirement. The adoption of a time horizon
longer than a one year horizon would reduce the level of SCR
but would also - if linked to the recovery plan - reduce the
excessive volatility that Solvency II could produce when
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dealing with pension schemes.

In all cases the same principle should apply for retirement
schemes provided by the insurers.

250.

PMT-PME-MnServices

37.

Yes, If any confidence level is agreed upon within a pension
scheme, this confidence level should apply to a one-year time
horizon.

Noted.

251.

HM Treasury/Department
for Work and Pensions

37.

UK Govt is of the view that this is the wrong question.
Whatever the confidence level, applying it over a specific time
horizon is not an appropriate approach for pension liabilities.
The case for a specific VaR over a specified time horizon only
arises when preparing a point-in-time comparison of assets and
liabilities. However, as set out in the response to Q13 (above),
the critical issue with respect to IORPs - given their highly
predictable and long-term cash-flows - is to ensure that current
and future assets are sufficient to cover current and future
cash-flows — not to provide a cushion against the possibility of
a short-term deficit.

Noted.

252.

Institute and Faculty of
Actuaries (UK)

37.

A measure of security should be available. This is not
necessarily a confidence level. If it is politically decided to be a
confidence level then the time horizon is also a political
decision. The time horizon should be determined by the
purpose of the test:

O at one extreme if the purpose is a “Solvency II"”
approach, which we would not necessarily support, then one-
year seems appropriate by definition;

| if a more generic test of “will the benefits be paid” is
intended, longer horizons may be appropriate. The

Noted.
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consequence of this level not being met needs to be made
clear. A sensible consequence may be simply disclosure to
appropriate parties. A consequence requiring the transfer of
capital may not be appropriate.

This is a question of practicality rather than politics. If a risk-
based solvency capital requirement is introduced then whether
it should be measured over a one-year time horizon, or a
longer period, the time horizon would still be relatively short
compared to the duration of the IORP’s liabilities.

253.

KPMG LLP (UK)

37.

The time horizon should be determined by the purpose of the
test.

Noted.

254,

Le cercle des épargnants

37.

We consider the current calibration of Solvency II (in particular
one year horizon) is not suitable for long term guarantees.

The same principle should apply for insurance contracts and
IORPs.

Noted.

255.

Macfarlanes LLP

37.

37. (CfA 6 Security mechanisms) Do the stakeholders agree
that the confidence level should apply to a one-year time
horizon?

38. The purpose of such a requirement must be borne in
mind. What is the relevance of the information? What will be
the consequences? Who will use it? What for?

39. Pension liabilities are long-term liabilities and a one-year
time horizon would generally be relevant only to a winding up
of the IORP within that period (on insolvency of the sponsors or
otherwise), or to transfer decisions that might be available to
members and beneficiaries. It might also be relevant to
supervisor action or funding requirements. However, as noted
by EIOPA, imposing funding requirements in relation to a
confidence level measured on a one-year time horizon will be

Noted.
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pro-cyclical and increase volatility and economic and financial
instability for the sponsors and the IORP. This will be
damaging for pension provision and for businesses that
sponsor them (either as employers or as guarantors).

40. A one-year time horizon may be appropriate in relation
to IORPs that are soliciting customers.

257.

Mercer

37.

There is no right answer to this question. We agree that the
results produced using Value at Risk (VaR) analysis become
increasingly weak, the longer the time horizon used. However,
one year is a short time horizon for a pension scheme.

On balance, if IORPs are to be required to hold solvency capital
and it is to be measured using a statistical approach, a one
year VaR approach is probably satisfactory. Decisions in
relation to the confidence level are likely to be more material.

Noted.

258.

MHP (Vakcentrale voor
Middengroepen en Hoger
Perso

37.

Yes, If any confidence level is agreed upon within a pension
scheme, this confidence level should apply to a one-year time
horizon.

Noted.

260.

Montana Capital Partners
AG

37.

37. Do the stakeholders agree that the confidence level
should apply to a one-year time horizon?

Pension funds are typically managed by taking a long-term
view, which goes hand in hand with the long-term nature of
their liabilities and the payments to their pensioners.
Therefore, pension funds should receive the possibility to
pursue an investment strategy that matches their long-term
horizon and that is also reflected in the risk-weightings of their
assets. Hence, risk measures that focus on a one-year time
horizon do not reflect the risk profile of pension funds and are
consequently counterproductive to the ultimate goals of

Noted.
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pension funds.

A flexible risk measurement approach could be a possible
solution, which reflects the characteristics of different asset
classes and their durations and which allows for a duration
matching approach. However to clarify, we are not supporting
the opinion that the confidence level should apply to a one-
year time horizon to measure risk for all asset classes. In this
context, it is very problematic if an AAA-rated long-term bond
has a higher risk weighting than a BBB-rated bond with a
shorter life time. The same holds true for longer-term
alternative asset classes such as real estate, infrastructure or
private equity, which are penalized in that respect compared to
public equities.

The experience with risk management in illiquid asset classes
shows that it is necessary to use new risk measures which are
not based on the traditional equity-markets. These risk
measures are based on a longer time horizon which reflects the
characteristics of the alternative assets. If a pension fund can
show evidence that it can hold the assets over the entire
lifetime, the change of the quarterly net asset value during the
lifetime gives only an indication, but does not reflect the risk of
a true market risk change. Hence, new long-term risk
measures have to be taken into account.

Hence, we propose to have a more differentiated approach in
terms of time horizons, which is based on the different
characteristics of the asset classes and which allows for long-
term duration matching and an approach which incorporates
timing into the liquidity management.

261.

National Association of
Pension Funds (NAPF)

37.

Do the stakeholders agree that the confidence level should
apply to a one-year time horizon?

Noted.
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A confidence level is meaningless for IORPs.

NAPF recommends that this proposal should not be taken
forward.

263.

OECD Secretariat to the
Working Party on Private P

37.

Do stakeholders agree that the confidence level should apply to
a one-year time horizon?

Measuring value-at-risk over a one-year time horizon can be
problematic given the long-term nature of IORP obligations.
The CfA’s proposed solution to this short time horizon by giving
a lower confidence interval than the 99.5% required by
Solvency II could be a practical work-around, but does not
necessarily fully address the issues of counter-cyclicality and
potential short-termism that may arise with the use of such
quantitative, risk-based funding rules.

Short-term value-at-risk type models combined with fair value
principles and market discount rates may incentivise pro-
cyclical funding behaviour and shorten the investment horizon.
Furthermore, it is important to take note that in sponsored-
backed IORPs, the most important risk is not necessarily
annual fluctuations in the funding level, but the possibility of
sponsor bankruptcy, as recognised in the OECD Working Paper
on “The Impact of the Financial Crisis on Defined Benefit Plans
and the Need for Counter-Cyclical Funding Regulations”
(http://www.oecd.org/dataoecd/22/11/45694491.pdf).

Noted.
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Finally, model risk should also be taken into account as it is
unclear to what extent the various risks that IORPs are
exposed to can fully be modelled and quantified in a value-at-
risk type solvency framework.

264.

Pensioenfonds Zorg en
Welzijn (PFZW)

37.

Yes, If any confidence level is agreed upon within a pension
scheme, this confidence level should apply to a one-year time
horizon.

Noted.

265.

Predica

37.

As mentioned in the general comments, the current calibration
of Solvency II is not suitable for long-term commitments,
particularly in retirement. The adoption of a time horizon
longer than a one year horizon would reduce the level of SCR
but would also - if linked to the recovery plan - reduce the
excessive volatility that Solvency II could produce when
dealing with pension schemes.

In all cases the same principle should apply for retirement
schemes provided by the insurers.

Noted.

266.

prof.dr. A.A.]. Pelsser
HonFIA, Netspar &
Maastric

37.

Do not agree. The solvency of pension funds should be
assessed over a combination of short, medium and long-term
horizons, as different generations share risks within the
pension fund.

14. We propose the following instruments: capital
requirements, the continuity analysis, stress testing, and
recovery plans.

15. * Capital requirements: Capital requirements
resembling the Minimum Capital Requirement (MCR) and the

Noted.
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Solvency Capital Requirement (SCR) are the most well known
examples of minimum requirements. We will refer to these
capital requirements as MCR and SCR, because of the
widespread acceptance of the terms. Breaching these
requirements automatically triggers supervisory actions such as
recovery plans. The calculation of the SCR is often based on a
short term Value-at-Risk measure. Typically the capital
requirement is defined as the amount of capital required in
order to withstand 1-year scenarios with a certain probability.

16. * Continuity analysis: Next to these short term
requirements, long term minimum requirements can also be of
use. The continuity analysis can be used to assess the possible
evolution of the pension fund’s financial position against the
background of realistic long-term economic scenarios. Key to
the continuity analysis is that the impact of security
mechanisms such as for example the indexation policy and
contribution policy can be fully taken into account. Based on a
set of assumptions, it is possible to assess whether the pension
fund will be able to reach or stay above a certain funding level
if normal operating conditions prevail. There is added value to
use continuity analyses in addition to capital requirements. A
pension fund that is currently better funded than the capital
requirement can fail for the continuity analysis if preset policies
(i.e. indexation or profit sharing) are too lenient. Continuity
analyses can be especially useful to assess and develop
recovery plans. Also, it should be noted that continuity
analyses can also be very useful for DC plans and pay-as-you-
go schemes. Even though there is no defined benefit to be
monitored, it can be assumed that participants of a DC scheme
have expectations regarding the expected pension benefit
(accrued wealth or periodic annuity payment). Providing the
information regarding expected outcome enables participants
to check this against their expectations. For the supervisor, it
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can be useful input to check the actual situation against the
communication. A continuity analysis is an important building
block in regulating pension funds with long term commitments
and long term investment strategies. It allows pension funds to
gain grip on their dynamics in a situation fraught with
uncertainty (DNB, 2007). The continuity analysis thus
contributes to the assessment of a sustainable financial
prospect for the pension fund and as a result, to the protection
of beneficiaries’ interests in both DB and DC schemes. The
continuity analysis is strongly related to the common practice
in the pension fund industry of Asset-Liability Management
studies and has become increasingly important (De Jong and
Pelsser, 2010).

17. * Stress testing: Stress testing provides insight into the
risks faced by the IORP when adverse financial developments
suddenly affect the capital. Stress tests can be carried out on a
short horizon to gain insight in worst case investment
scenarios. For risks that can never materialize on a short term
horizon such as deflation, inflation or longevity risk, long term
stress tests can equally prove of value. A stress test verifies to
what extend the pension fund is continuously able to meet its
liabilities despite a period of distress, taking into account
offsetting measures. Such stress tests do not necessarily need
to have the same status as a capital requirement: falling below
a certain predefined minimum capital or funding ratio within
the results of a stress test can however provide insight in the
risks of the pension fund because modelling difficulties are
avoided. A raised flag because of a stress test result can at the
very least trigger discussion between the fund and the
supervisor regarding the strategy. Furthermore, it can be used
in assessing whether the communication to participants about
the realistic expected benefits is adequate. This is again equally
true for DC and pay-as-you-go schemes.
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18. * Recovery plans: Once a pension fund is underfunded,
it becomes increasingly important to monitor the road to
recovery and the effectiveness of measures taken. At initiation,
a recovery plan is an important instrument for the supervisor
to review and discuss the measures of a pension fund to
recover. Going further, the actual situation can be compared to
the expected recovery path. Given the known risk profile of the
pension fund, a supervisor could even develop internal trigger
points to act as a first warning for escalation of the recovery
plan.

267. PTK (Sweden) 37. As discussed earlier, a harmonized confidence level is not Noted.
appropriate for IORPs. If any confidence level is agreed upon
within a pension scheme, PTK agrees that this confidence level
should apply to a one-year time horizon.
268. | Railways Pension Trustee 37. We have not considered this question. Noted.
Company Limited ("RPTCL
270. | TCO 37. As discussed earlier, a harmonized confidence level is not Noted.
appropriate for IORPs. If any confidence level is agreed upon
within a pension scheme, TCO agrees that this confidence level
should apply to a one-year time horizon.
271. | The Association of Pension | 37. We oppose harmonized confidence level because as we don't Noted.
Foundations (Finland) see that pillar I of Solvency II is unfit to IORPs.
272. | The Association of the 37. As discussed earlier, a harmonized confidence level is not Noted.
Luxembourg Fund appropriate for IORPs.
Industry (A
273. | The Society of Actuaries in | 37. We would agree with the one year time horizon as per Noted.
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Ireland

Solvency II. The ease of calibration of the model and
consistency with Solvency II work is important. The
presumption of mean reversion and an expanding funnel of
doubt with a longer time period would be a concern for horizon
of more than one year.

Inconsistency with point 39 below re an annual assessment can
be overcome by having appropriate annual monitoring of the
scheme by the actuary.

274.

THE SOCIETY OF PENSION
CONSULTANTS

37.

We disagree. Clearly different risks are faced by IORPs
operating in different EU member states. Therefore, it should
be left to national supervisors to specify the confidence level
and the time horizon.

Noted.

275.

Towers Watson
Deutschland GmbH

37.

We disagree. A one-year time horizon is not necessary and
would be counterproductive in the context of IORPs since it
would set the wrong incentives and emphasis for investment
strategy. A long-term and sustainable investment strategy
would be made very difficult if not impossible. This in turn
would negatively impact the sponsor’s financing costs and/or
the beneficiaries’ amount of benefits. Instead, there should be
a reference to meeting future payments i.e. ensuring adequate
liquidity should be the focus of any solvency regulation for
IORPs and not the improbable danger of over-indebtedness.

Noted.

276.

UK Association of Pension
Lawyers

37.

CfA 6 (Security mechanisms): Do the stakeholders agree that
the confidence level should apply to a one-year time horizon?

The purpose of such a requirement must be borne in mind.
What is the relevance of the information? What will be the
consequences? Who will use it? What for?

Pension liabilities are long-term liabilities and a one-year time

Noted.
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horizon would generally be relevant only to a winding up of the
IORP within that period (on insolvency of the sponsors or
otherwise) or to transfer decisions that might be available to
members and beneficiaries. It might also be relevant to
supervisor action or funding requirements. However, as noted
by EIOPA, imposing funding requirements in relation to a
confidence level measured on a one-year time horizon will be
pro-cyclical and increase volatility and economic and financial
instability for the sponsors and the IORP. This will be
damaging for pension provision and for businesses that
sponsor them (either as employers or as guarantors).

277.

UNI Europa

37.

See question 22

Noted.

278.

Universities
Superannuation Scheme
(USS),

37.

Do the stakeholders agree that the confidence level should
apply to a one-year time horizon?

A confidence level is meaningless for IORPs. In addition, it
would seem inappropriate to apply such short-term timeframes
to IOPRs which represent a long-term arrangement or
commitment. In contrast to an insurer which operates on a
short-term basis (often with 12 month long contracts), pension
funds operate over a long time frame. Accordingly, insurers will
need to focus on their solvency over the short to medium term,
whereas a pension fund can adopt a long term outlook.

Short-termism could be very damaging for IORPs which are
long-term arrangements and USS recommends that this
proposal should not be taken forward.

Noted.

279.

Verband der

37.

The assessment of the risk bearing capability of IORPs over a

Noted.

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

111/434

© EIOPA 2012




»,
"

=10

Firmenpensionskassen
(VFPK) e.V.

12 months period is not at all appropriate and a 12 months
period does not reflect to the long terms of commitments
entered into, so it does not provide an adequate risk
assessment. The control impulses which arise especially
because of the short term sight of this model are completely
inappropriate for risk adjusted control of long term pension
commitments.

280. | VHP2 (Vakorganisatie voor | 37. Yes, If any confidence level is agreed upon within a pension Noted.
middelbaar en hoger pers scheme, this confidence level should apply to a one-year time
horizon.
281. | Whitbread Group PLC 37.
282. | Zusatzversorgungskasse 37. 45, We oppose the implementation of capital requirements Noted.
des Baugewerbes AG based on value-at-risk calculations. However if the commission
would go through with this idea, we would like to give the
following comment:
46. If a value at risk oriented calculation for capital
requirements is chosen - which we think is inappropriate for
pension funds - we agree that a one-year time horizon is
sufficient.
283. | Towers Watson 37. 38. Do the stakeholders agree that the confidence level Noted.

should apply to a one-year time horizon?

We see this as a question of practicality. IF a risk-based
solvency capital requirement is considered to be appropriate for
IORPs, we don't have any strong views as to whether the
confidence level should be measured over a one-year time
horizon, or over a longer period (but which would still be
relatively short compared to the duration of the IORP’s
liabilities). We would, however, reiterate the point from our
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response to question 36 that an x% confidence level does not
mean that that is the probability of members’ benefits
ultimately being paid by the IORP.

284. | OPSG (EIOPA 38. See question 34 Noted.
Occupational Pensions
Stakeholder Group)
285. | AbA Arbeitsgemeinschaft 38. As described above, we do not believe that risk-based capital Noted.
fur betriebliche Altersver requirements are appropriate for IORPs and, therefore, see no
need for harmonization of solvency requirements at the EU
level. IORPs are already subject to a risk-based management
regime by their external sponsors, who set risk limits according
to their ability to make up any funding shortfalls. Further
solvency capital requirements in this context are superfluous,
costly and will likely lead to a further decline of employers’
willingness to offer supplementary pensions. They are also an
inefficient use of capital which could lead to an increase in
systemic risk.
286. | ABVAKABO FNV 38. The PF is in favour of a risk-based supervisory framework. The | Noted.

Solvency II directive is an example of risk-based supervision.
However, this does not automatically mean that the PF is in
favour of applying all Solvency-II rules for calculating the
solvency capital requirement. More examples of risk-based
supervision exist, such as the current Dutch regulatory system
FTK. This system also provides good examples and many best
practice experiences with risk based supervision that could be
drawn upon. The answer on this question will very much
depend on the outcomes of quantitative and qualitative impact
assessments, which in PF’s view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
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question is how this can be done. The PF pleads for a study of
EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

287. | AEIP 38. 80. AEIP still questions why EIOPA does insist on capital Noted.
requirements for IORP’s because their security mechanisms are
constructed in a sustainable way and work for much longer
periods. We regard the fact that on one side EIOPA thinks that
pension funds are much more complex and diverse than
insurance companies - which under Solvency II would
unevitably lead to the need for a specific internal model
because the standard model does not fit - and on the other
side admits that almost none of the pension funds are able to
develop and use an internal model due to their limited
administrative capacity. This shows the inadequacy of Solvency
II-rules.

81. The Solvency II directive is based on a risk-based
supervison. Other examples of risk-based supervision exist
already at present in some of the members states. They do
not apply all Solvency-II rules for calculating the solvency
capital requirement. One can learn from existing best practices.
They tend to prove that flexibility is required from supervisors,
that very tight rules do not work in crisis situations, and even
produce undesired effects. How can specific security and
benefit adjustment mechanisms be properly valued and how
sensitive is the approach to assumtions ? This requires several
impact studies.
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82. We agree that adjustment mechanisms of IORPs should
be reflected in the SCR: each pension scheme should be
allowed to present its own mixture of risk mitigation
techniques to lower qualitative or quantitative requirements.
We agree also with the analysis in 10.3.58-60.

We draw your attention like we mentioned beforeon the fact
that if the whole financial industry turns to risk based
supervision using the same type of harmonised standards,
everyone might be forced to move in the same direction in
periods of turmoil, creating procyclical behavior. This creates a
huge systemic risk.

289.

AMONIS OFP

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

AMONIS OFP rejects the idea of imposing capital requirements
based on mark-to market valuation of liabilities as a general
rule. However if the European Commission would go through
with this idea, we would like to give the following comments.

AMONIS OFP firmly rejects the proposal of applying the
Solvency II-rules for calculating the SCR to IORPs.

Actual SCR funding is the calculation of very long term
liabilities or cash flows risks, which is simply impossible to do
accurately. Merely imposing an SCR will not be effective, it may
be an entry barrier for new pension funds and an exit driver for
existing ones, and it may give a false sense of security in the
long run. It may however well serve to exonerate regulators a
little longer from any real responsibility in their supervision
(more small pension funds will disappear, it will take longer for

Noted.
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accidents to happen, yet they will, and probably to a larger
scale when they do).

Pension security is more than scheme funding levels alone,
therefore AMONIS OFP is amongst other things strongly in
favour of the prudent person principle in regard to the
investments. Concerning pension security a broader approach
than funding levels is required, taking into account the full
range of mechanisms that pension institutions across different
member states now use to ensure that pension incomes are
safe and secure.

When an IORP can call on other kinds of risk-mitigating
elements, such as a protection fund or a sponsor guarantee,
the provisioning of a SCR is not necessary.

If the commission would require the calculation of an SCR -
which would be strongly against the opinion of AMONIS OFP -
this SCR should not be presented in a balance sheet or a
holistic balance sheet; but can if wanted be mentioned off
balance.

We draw your attention like we mentioned before on the fact
that if all long term investors turns to risk based supervision
using the same type of harmonised standards, everyone might
be forced to move in the same direction in periods of turmoil,
creating procyclical behaviour. This creates a huge systemic
risk.

290.

ANIA - Association of
Italian Insurers

38.

The ANIA believes that the process for insurers and IORPs
should be similar. As such the Solvency Capital Requirement
should also be applied to IORPs but taking into account the
specific security mechanisms, including benefit adjustments of

Noted.
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IORPs which could affect the level of security. For example, this
means that where there is a contractual ability to reduce claims
levels, this could be treated as a risk absorbing liability and so
reduce the capital requirement. This would lead to increased
consumer transparency and confidence.

291. | Association of British 38. The ABI would be supportive of the principle of calculating a Noted.
Insurers SCR for IORPs but there would need to be flexibility over how
- . . - EIOPA supports an
this would apply in practice. There needs to be sufficient
. T approach that
allowance for the risk mitigating effect of the sponsor covenant . .
- . . recognises consistently
and pension protection schemes as well as a confidence level the effect of all securit
that reflected the risks faced by the IORP and how these differ mechanisms Y
across Member States or types of IORPs.
292. | Association of Consulting 38. As we mentioned as part of our response at question 36 above, | Noted
Actuaries (UK) the concept of taking account of specific security mechanisms
W " . : - EIOPA agrees that any
(such as the “value” of the Pension Protection Fund) is wholly . k
i i L changes to the Directive
disproportionate. The majority of IORPs are small and were
; . - . should take full account
established by small businesses to provide pensions for a small
) . . o of the need for
workforce. The level of complexity envisaged in requiring each roportionalit
IORP to take such mechanisms into account on a prescribed prop v
footing is unworkable at a practical level.
Ultimately, limited funds are available to sponsors to fund
pension commitments, and any additional regulatory burden
will inevitably reduce funds available to secure members’
benefits.
293. | Association of French 38. 59. The form of the sponsor covenant should in any case Noted.

Insurers (FFSA)

ensure security for the members and beneficiaries and be
consistent with the Solvency II principles.

60. The FFSA believes that the process for insurers and
IORPs should be similar. This would lead to increased consumer
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transparency and confidence.

The risk-based approach of calculating the required solvency
capital used for insurance companies as stated in Articles 100
to 127 and 304 can also be made applicable to IORPs. The
promises made to members and beneficiaries by IORPs and/or
employers are comparable to those made by life insurance
companies to policy holders.

294.

Association of Pensioneer
Trustees in Ireland

38.

See response to question 12.

Noted.

295.

Assoprevidenza - Italian
Association for supplemen

38.

We share EIOPA advice. We agree that adjustment
mechanisms of IORPs should be reflected in the SCR: each
pension scheme should be allowed to present its own mixture
of risk mitigation techniques to lower qualitative or
quantitative requirements. We agree also with the analysis in
10.3.36-40

The Solvency II directive is based on a risk-based supervison.
Other examples of risk-based supervision exist already at
present in some of the members states. They do not apply all
Solvency-II rules for calculating the solvency capital
requirement. One can learn from existing best practices. They
tend to prove that flexibility is required from supervisors, that
very tight rules do not work in crisis situations, and even
produce undesired effects.

Noted.

296.

Assuralia

38.

The extremely short delay for responding to the technical
consultation document has forced the members of Assuralia to
prioritize and to focus on a number of questions. Our lack of
response to this question must not be regarded as a lack of
interest or opinion.

Noted.
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297.

Balfour Beatty plc

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

We do not believe that an SCR is necessary for UK IORPS. The
SCR would take the funding position of the scheme above that
on a buy-out basis. However, once a scheme reaches buy-out
funding we would expect the benefits to be bought out, thereby
negating any need to hold an SCR.

We also believe that the SCR would effectively require UK
schemes to pay twice to “insure” the same risk — once through
the SCR and a second time through the levies paid to the UK’s
Pension Protection Fund.

Finally the calculations required to assess the SCR are not
insignificant and we have serious concerns about the costs on
schemes (and hence their sponsoring companies) of carrying
out such calculations.

Noted.

298.

Bayer AG

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

Noted.
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3. We are strongly opposed to the application of Solvency
II-rules introducing a solvency capital requirement for IORPs.
4,

5. This would considerably raise the cost of providing

occupational pensions for employers. Despite employers
continual commitment to funding their schemes to the
appropriate level, introducing Solvency II type capital
requirements would ultimately lead companies to stop offering
such schemes to their employees and closing them to new
entrants.

6. This would damage pension provision across the EU. The
consultation document recognises these negative implications
and rightly takes a cautious approach regarding a solvency
regime for pension funds, acknowledging that this is a political
decision to be taken by the European Commission.

7. There should also be recognition of the wider economic
impact of such a measure. Currently, European pension funds
hold total assets worth €2,500bn. If they had to apply Solvency
IT funding rules, they would have to hold extra assets worth
€1,000bn. This is likely to force pension schemes to move
away from investment in equity, such as company shares, to
less risky investments. This would lead to lower returns for the
pension fund, encouraging them to make less beneficial
investment choices. It would also starve companies of equity
capital, an important source of financing, preventing them from
growing their business and creating jobs. Diverting money
away from business investment would be detrimental to growth
and economic recovery in Europe.

8. We do not agree that there is a need to create a level
playing field with insurance provided pension funds, which is
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one of the main justifications for introduction of a solvency
capital requirement for IORPs. Pension funds operate in a very
different way to insurance provided pension products and the
Solvency II framework is not in line with the needs and
specificities of IORPs:

9.

O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement, or
being subject to a bipartite board, or a legal obligation for
board members to protect members’ benefits and interests.
This is in stark contrast to insurance provided pension
products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. The
Solvency II directive is not suited to pension products which
have a long-term investment perspective, as the directive
bases its solvency calculations on a time horizon of one year.
Therefore the financial stability of pension funds in comparison
to other financial services products is not so much affected by
short-term economic instability. This means that applying
higher funding requirements is not necessary given the
possibility pension funds have to spread their risks between
different generations over long time spans.
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O Also, additional capital requirements would in effect lead
to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.

O Security is already provided by the current IORP
Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in Germany which protect employee benefits
in the case of insolvency of the employer (see answer 41).

10. Finally, the justification for reform of the IORP Directive
is the need to increase cross-border activity in the EU. Higher

solvency requirements for pensions do not in any way achieve
this.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, high quality quantitative impact assessment should be
carried out.

299.

BDA Bundesvereinigung
der Deutschen
Arbeitgeberver

38.

What is the stakeholders view on applying the Solvency II-rules
for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

7. We are strongly opposed to the application of Solvency
II-rules introducing a solvency capital requirement for IORPs.

Noted.
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This would considerably raise the cost of providing occupational
pensions for employers. Despite employers continual
commitment to funding their schemes to the appropriate level,
introducing Solvency II type capital requirements would
ultimately lead companies to stop offering such schemes to
their employees and closing them to new entrants. This would
damage pension provision across the EU. The consultation
document recognises these negative implications and rightly
takes a cautious approach regarding a solvency regime for
pension funds, acknowledging that this is a political decision to
be taken by the European Commission.

8. There should also be recognition of the wider economic
impact of such a measure. Currently, European pension funds
hold total assets worth €2,500bn. If they had to apply Solvency
IT funding rules, they would have to hold extra assets worth
€1,000bn. This is likely to force pension schemes to move
away from investment in equity, such as company shares, to
less risky investments. This would lead to lower returns for the
pension fund, encouraging them to make less beneficial
investment choices. It would also starve companies of equity
capital, an important source of financing, preventing them from
growing their business and creating jobs. Diverting money
away from business investment would be detrimental to growth
and economic recovery in Europe.

9. We do not agree that there is a need to create a level
playing field with insurance provided pension funds, which is
one of the main justifications for introduction of a solvency
capital requirement for IORPs. Pension funds operate in a very
different way to insurance provided pension products and the
Solvency II framework is not in line with the needs and
specificities of IORPs:

10.
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O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement, or
being subject to a bipartite board, or a legal obligation for
board members to protect members’ benefits and interests.
This is in stark contrast to insurance provided pension
products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. The
Solvency II directive is not suited to pension products which
have a long-term investment perspective, as the directive
bases its solvency calculations on a time horizon of one year.
Therefore the financial stability of pension funds in comparison
to other financial services products is not so much affected by
short-term economic instability. This means that applying
higher funding requirements is not necessary given the
possibility pension funds have to spread their risks between
different generations over long time spans.

O Also, additional capital requirements would in effect lead
to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.

O Security is already provided by the current IORP
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Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in Germany which protect employee benefits
in the case of insolvency of the employer (see answer 41).

11. Finally, the justification for reform of the IORP Directive
is the need to increase cross-border activity in the EU. Higher

solvency requirements for pensions do not in any way achieve
this.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, high quality quantitative impact assessment should be
carried out.

300.

Belgian Association of
Pension Institutions
(BVPI-

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

BVPI-ABIP rejects the idea of imposing capital requirements
based on mark-to market valuation of liabilities as a general
rule. However if the European Commission would go through
with this idea, we would like to give the following comments.

BVPI-ABIP firmly rejects the proposal of applying the Solvency
II-rules for calculating the SCR to IORPs.

Pension security is about much more than scheme funding

Noted.
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levels alone, therefore BVPI-ABIP is amongst other things
strongly in favour of the prudent person principle in regard to
the investments. Concerning pension security a broader
approach than funding levels is required, taking into account
the full range of mechanisms that pension institutions across
different member states now use to ensure that pension
incomes are safe and secure.

When an IORP can call on other kinds of risk-mitigating
elements, such as a protection fund or a sponsor guarantee,
the calculation of a SCR is not necessary.

If the commission would require the calculation of an SCR -
which would be strongly against the opinion of BVPI-ABIP - this
SCR should not be presented in a balance sheet or a holistic
balance sheet; but can if wanted be mentioned off balance.

We draw your attention like we mentioned before on the fact
that if all long term investors turns to risk based supervision
using the same type of harmonised standards, everyone might
be forced to move in the same direction in periods of turmoil,
creating procyclical behaviour. This creates a huge systemic
risk.

301. BNP Paribas Cardif

38.

The form of the sponsor covenant should in any case ensure
security for the members and beneficiaries and be consistent
with the Solvency II principles.

BNP Paribas Cardif believes that the process for insurers and
IORPs should be similar. This would lead to increased consumer
transparency and confidence.

The risk-based approach of calculating the required solvency

Noted.
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capital used for insurance companies as stated in Articles 100
to 127 and 304 can also be made applicable to IORPs. The
promises made to members and beneficiaries by IORPs and/or
employers are comparable to those made by life insurance
companies to policy holders.

302.

Bosch Pensionsfonds AG

38.

We reject the proposal of applying the Solvency II-rules for
calculating the SCR to IORPs. Pension security is about much
more than scheme funding levels alone. A broader approach is
required, taking into account the full range of mechanisms that
IORPs across different member states now use to ensure that
pension incomes are safe and secure.

The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements (and the complex process of
calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

Noted.

303.

Bosch-Group

38.

We reject the proposal of applying the Solvency II-rules for
calculating the SCR to IORPs. Pension security is about much
more than scheme funding levels alone. A broader approach is
required, taking into account the full range of mechanisms that
IORPs across different member states now use to ensure that
pension incomes are safe and secure.

Noted.
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The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements (and the complex process of
calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

304.

BT Group plc

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

We do not think there is any justification for additional
prudence to be added to an already prudent regime. EIOPA
note that a disadvantage of the approach is additional cost to
employers and potential reductions in benefits and in
efficiency. We agree with this assessment of the
disadvantages and this must feature heavily in the impact
assessment carried out. In reviewing the IORPS Directive a
sensible balance must be struck between security and
adequacy of provision. We do not believe that employees will
welcome an overly prudent and secure structure that provides
them with lower benefits.

Noted.

305.

BT Pension Scheme
Management Ltd

38.

We do not believe that there is a need at all IORPs to apply a
solvency capital requirement. In particular, where beneficiaries’
interests are safeguarded through the sponsor covenant and

Noted.
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pension protection arrangements we believe that an SCR would
be an unnecessary further protection.

306.

Bundesarbeitgeberverband
Chemie e.V. (BAVC)

38.

BAVC is opposed to the application to IORPs of the Solvency II
Directive. This concept is not applicable for IORPs. An
application would considerably raise the cost of providing
occupational pensions for employers. Despite employers
continual commitment to funding their schemes to the
appropriate level, introducing Solvency II type capital
requirements would ultimately lead companies to stop offering
such schemes to their employees and closing them to new
entrants. This would damage pension provision across the EU.
The consultation document recognises these negative
implications and rightly takes a cautious approach regarding a
solvency regime for pension funds, acknowledging that this is a
political decision to be taken by the European Commission.

4, There should also be recognition of the wider economic
impact of such a measure. Currently, European pension funds
hold total assets worth €2,500bn. If they had to apply Solvency
IT funding rules, they would have to hold extra assets worth
€1,000bn. This is likely to force pension schemes to move
away from investment in equity, such as company shares, to
less risky investments. This would lead to lower returns for the
pension fund, encouraging them to make less beneficial
investment choices. It would also starve companies of equity
capital, an important source of financing, preventing them from
growing their business and creating jobs. Diverting money
away from business investment would be detrimental to growth
and economic recovery in Europe.

5. We do not agree that there is a need to create a level
playing field with insurance provided pension funds, which is
one of the main justifications for introduction of a solvency

Noted.
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capital requirement for IORPs. Pension funds operate in a very
different way to insurance provided pension products and the
Solvency II framework is not in line with the needs and
specificities of IORPs:

6.

O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement, or
being subject to a bipartite board, or a legal obligation for
board members to protect members’ benefits and interests.
This is in stark contrast to insurance provided pension
products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. The
Solvency II directive is not suited to pension products which
have a long-term investment perspective, as the directive
bases its solvency calculations on a time horizon of one year.
Therefore the financial stability of pension funds in comparison
to other financial services products is not so much affected by
short-term economic instability. This means that applying
higher funding requirements is not necessary given the
possibility pension funds have to spread their risks between
different generations over long time spans.

O Also, additional capital requirements would in effect lead
Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation
130/434

© EIOPA 2012




»,
"

=10

to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.

O Security is already provided by the current IORP
Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in Germany which protect employee benefits
in the case of insolvency of the employer (see answer 41).

7. Finally, the justification for reform of the IORP Directive
is the need to increase cross-border activity in the EU. Higher

solvency requirements for pensions do not in any way achieve
this.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, high quality quantitative impact assessment should be
carried out.

307.

BUSINESSEUROPE

38.

We are strongly opposed to the application of Solvency II rules
introducing a solvency capital requirement for IORPs. This
would considerably raise the cost of providing occupational
pensions for employers. Despite employers continual
commitment to funding their schemes to the appropriate level,
introducing Solvency II type capital requirements would
ultimately lead companies to stop offering such schemes to
their employees and closing them to new entrants. This would
damage pension provision across the EU. The consultation
document recognises these negative implications and rightly
takes a cautious approach regarding a solvency regime for

Noted.
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pension funds, acknowledging that this is a political decision to
be taken by the European Commission.

There should also be recognition of the wider economic impact
of such a measure. Currently, European pension funds hold
total assets worth €2,500bn. If they had to apply Solvency II
funding rules, they would have to hold extra assets worth
€1,000bn. This is likely to force pension schemes to move
away from investment in equity, such as company shares, to
less risky investments. This would lead to lower returns for the
pension fund, encouraging them to make less beneficial
investment choices. It would also starve companies of equity
capital, an important source of financing, preventing them from
growing their business and creating jobs. Diverting money
away from business investment would be detrimental to growth
and economic recovery in Europe.

We do not agree that there is a need to create a level playing
field with insurance provided pension funds, which is one of the
main justifications for introduction of a solvency capital
requirement for IORPs. Pension funds operate in a very
different way to insurance provided pension products and the
Solvency II framework is not in line with the needs and
specificities of IORPs:

O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement, or
being subject to a bipartite board, or a legal obligation for
board members to protect members’ benefits and interests.
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This is in stark contrast to insurance provided pension
products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. The
Solvency II directive is not suited to pension products which
have a long-term investment perspective, as the directive
bases its solvency calculations on a time horizon of one year.
Therefore the financial stability of pension funds in comparison
to other financial services products is not so much affected by
short-term economic instability. This means that applying
higher funding requirements is not necessary given the
possibility pension funds have to spread their risks between
different generations over long time spans.

O Also, additional capital requirements would in effect lead
to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.

O Security is already provided by the current IORP
Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in some countries which protect employee
benefits in the case of insolvency of the employer. These are
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sometimes funded by employers (for example in Denmark,
Germany, the UK and Sweden).

Finally, the justification for reform of the IORP Directive is the
need to increase cross-border activity in the EU. Higher
solvency requirements for pensions do not in any way achieve
this.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, high quality quantitative impact assessment should be
carried out.

308. | BVI Bundesverband 38. BVI would like to focus on the question of security of Noted. EIOPA
Investment und Asset members/beneficiaries vs. security of the institution. The focus | recognises the
Management of IORP II is on security for the members/beneficiaries. importance of a QIS and

Therefore, as long as there are additional security mechanisms, | of cost/benefit analysis
the whole concept of SCR could be seen as dispensable in the
context of beneficiaries’ security.
The argument that Solvency Capital Requirements might raise
costs and therefore dampen attractiveness of occupational
pensions must be seriously considered. Therefore, a
quantitative impact study is essential.
309. | CEA 38. The CEA believes that the process for insurers and IORPs Noted.

should be similar. As such the Solvency Capital Requirement
should also be applied to IORPs but taking into account the
specific security mechanisms, including benefit adjustments of
IORPs which could affect the level of security. For example,
firstly, this means that where there is a contractual ability to
reduce claims levels, this could be treated as a risk absorbing
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liability and so reduce or, depending on the level of flexibility
legally given to the IORP, even eliminate the capital
requirement. (This feature of the pension would have to be
appropriately communicated to the employee.) Secondly,
where an IORP has legally enforceable sponsor covenants
payable to IORPs then these could be able to support the
capital requirements (the form of the sponsor covenant should
in any case ensure security for the members and beneficiaries
and be consistent with the Solvency II principles). This would
lead to increased consumer transparency and confidence.

However, to fully assess the impact of these measures, the
CEA is supportive of an objective impact assessment amongst
IORPs.

310.

Charles CRONIN

38.

The imposition of a SCR would have a highly adverse effect on
nearly all types of IORPs. This is a good illustration of why the
starting point of the revision of the IORP Directive, should be
the IORP Directive and not Solvency II. Though I support the
harmonisation with Solvency II text where appropriate.

A SCR is entirely appropriate for insurance companies, as these
companies are for profit organisations, with shareholders and
other creditors; they can become insolvent and dissolved at the
request of their creditors. IORPs are not-for-profit and its
creditors are the M & B, providing it does not engage in issuing
debt. It is quite possible to envisage a dismissal and
replacement of an IORP board for mismanaging the scheme,
but it is unlikely, given the complex nature of payments and
receipts that the scheme M & B will act together to wind up the
scheme.

Noted.
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As paragraph 10.3.40 (last third) states, ... If an insurance
company’s assets are lower than its liabilities it is technically
insolvent and the way to restore solvency is to raise new
capital. If an IORP has assets lower than liabilities it is indeed
underfunded, but underfunded does not mean insolvency when
ex-post benefit adjustment mechanisms, based on solidarity,
exist”.

Further as my answers to questions 36 and 37 state, I believe
that the comfort of VaR as a security mechanism is misplaced.
Secondly the complexities of flows in and out of an IORP,
coupled with the presence or not of a sponsor, make a
universal SCR very difficult to apply. In the end would the
imposition of a SCR provide any value or give any comfort to
scheme M & B? Given the uncertainty around the mathematics
would it be a useful tool for supervisors? It suggests a more
pragmatic approach to security and funded status is required
for IORPs, possibly one based on the two suggested questions
mentioned in my answer to question 37.

311.

Chris Barnard

38.

I agree in principle that the Solvency II-rules for calculating the
solvency capital requirement (SCR) should be applied to IORPs,
taking into account their specific security and benefit
adjustment mechanisms. I accept that this is potentially very
burdensome for IORPs, especially given the number of small-
sized IORPs, and the current lack of available skilled resources.
Therefore the principle of proportionality should apply here in
order not to unduly burden small and less complex IORPs.

Noted.

312.

CMHF (Centrale van
Middelbare en Hogere

38.

The CMHF is in favour of a risk-based supervisory framework.
The Solvency II directive is an example of risk-based

Noted.
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Functionar

supervision. However, this does not automatically mean that
the CMHF is in favour of applying all Solvency-II rules for
calculating the solvency capital requirement. More examples of
risk-based supervision exist, such as the current Dutch
regulatory system FTK. This system also provides good
examples and many best practice experiences with risk based
supervision that could be drawn upon. The answer on this
question will very much depend on the outcomes of
quantitative and qualitative impact assessments, which in
CMHF s view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. The CMHF pleads for a study
of EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

313. De Unie (Vakorganisatie
voor werk, inkomen en
loop

38.

De Unie is in favour of a risk-based supervisory framework.
The Solvency II directive is an example of risk-based
supervision. However, this does not automatically mean that
De Unie is in favour of applying all Solvency-II rules for
calculating the solvency capital requirement. More examples of
risk-based supervision exist, such as the current Dutch
regulatory system FTK. This system also provides good
examples and many best practice experiences with risk based
supervision that could be drawn upon. The answer on this
question will very much depend on the outcomes of
quantitative and qualitative impact assessments, which in DE

Noted.
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UNIE 's view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. De Unie pleads for a study of
EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

314. Derek Scott of D&L Scott 38. I oppose the application of Solvency II-rules to UK pension Noted.
schemes. Pension benefits in the UK are already well protected
by trust law and pensions regulation.

315. Deutsche Post AG / 38. 16. We strongly oppose the proposal of applying the Noted.

Deutsche Post DHL

Solvency II-rules for calculating a SCR to IORPs. We do not see
any need tot harmonize solvency requirements at the EU level.
Pension security is about much more than scheme funding
levels alone. A broader approach is required, taking into
account the full range of mechanisms that IORPs across
different member states now use to ensure that pension
incomes are safe and secure.

17. The focus of IORP II is - beside the sound development
of occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

138/434

© EIOPA 2012




»,
"

==

complex and costly exercise.

18. Additional SCR-requirements (and the complex process
of calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

19. For sponsor-backed IORPs, holding assets to cover
technical provisions (including the concept of recovery plans
where necessary) is sufficient protection.

316. | Deutsche Post 38. 17. We strongly oppose the proposal of applying the Noted.
Pensionsfonds AG Solvency II-rules for calculating a SCR to IORPs. We do not see
any need tot harmonize solvency requirements at the EU level.
Pension security is about much more than scheme funding
levels alone. A broader approach is required, taking into
account the full range of mechanisms that IORPs across
different member states now use to ensure that pension
incomes are safe and secure.

18. The focus of IORP II is - beside the sound development
of occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

19. Additional SCR-requirements (and the complex process
of calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

20. For sponsor-backed IORPs, holding assets to cover
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technical provisions (including the concept of recovery plans
where necessary) is sufficient protection.

317.

DHL NL (Netherlands)

38.

We strongly oppose the proposal of applying the Solvency II-
rules for calculating a SCR to IORPs. We do not believe that
risk-based capital requirements are appropriate for IORPs and
do not see any need tot harmonize solvency requirements at
the EU level. Pension security is about much more than scheme
funding levels alone. A broader approach is required, taking
into account the full range of mechanisms that IORPs across
different member states now use to ensure that pension
incomes are safe and secure.

The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements mean dead capital for employers
and to a certain extend for the IORPs. This will lead to a decline
of their willingness to offer occupational pensions and therefore
harm the second pillar.

Noted.

318.

DHL Services Limited

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

We do not believe that solvency capital requirements should
apply to sponsor-backed IORPs in any form. For sponsor-

Noted.
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backed IORPs, holding assets to cover technical provisons (with
a recovery plan in place where necessary to fill the gap) is
sufficient protection.

319.

DHL Trustees Limited

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

We do not believe that solvency capital requirements should
apply to sponsor-backed IORPs in any form. For sponsor-
backed IORPs, holding assets to cover technical provisons (with
a recovery plan in place where necessary to fill the gap) is
sufficient protection.

Noted.

320.

Direction Générale du
Trésor, Ministére des
financ

38.

We agree with the introduction of a SCR mechanism as defined
in Solvency II. We think that the Solvency II framework allows
for a appropriate consideration of the security and benefit
adjustment mechanisms of the IORPs.

Noted.

321.

Ecie vie

38.

The Solvency II rules for SCR should be applied to IORPs and
Insurance contracts in the same manner.

Noted.

322.

EEF

38.

We dispute that there is a need to apply the Solvency II rules
for the reasons set out at Q30 and Q31. Also, the solvency
capital requirement approach takes no account of the broader
perspective; that income security in retirement is best
guaranteed by not undermining the security of the employer to
provide jobs. Also it does not take account of the level of state
pension available.

Noted.
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Noted.

323. EFI (European Federation 38. S II rules would have to be adapted to the specificity of IORPS.
of Investors)
324. European Association of 38. What is the stakeholders’ view on applying the Solvency II- Noted.

Public Sector Pension Inst

rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

EAPSPI objects to the essential elements of the Solvency II-
rules for the SCR, in particular to the “"mark-to-market” or
market-consistent approach for the valuation of assets and
liabilities and to the risk-sensitive calculation of the solvency
capital requirement as the value-at-risk with a 1-year-horizon
and a security level of 99.5%. The main problems related to
these concepts and due to the structure of the standard
formula can be categorized as follows:

1. Exaggerated capital requirements

The basic notion of a market-consistent valuation of assets and
liabilities and a subsequent risk-sensitive calculation of capital
requirements is in general problematic due to volatile capital
require-ments not only in times of fragile financial and capital
markets.

IORPs are notably affected by these problems and capital
requirements are drastically elevated. Due to the long duration
of liabilities, guaranteed benefits and the non-hedgeable
duration mismatch of assets and liabilities which is typical for
IORPs because of the longer duration of liabilities compared to
assets, very high capital requirements are the result. In
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addition very high capital requirements are also caused by low
interest rates, which are to be expected in the foreseeable
future because of the monetary policy of the relevant central
banks in the world (FED, ECB, Bank of England, Bank of Japan,
etc.). Last but not least, too high capital requirements are
generated by the 1-year-horizon given the long duration of
liabilities and the marginal relevance of short term fluctuations
(see detailed answer to question #37).

2. Implicit impact on individual investment decisions and
regulatory arbitrage

The capital requirements of the Solvency II structure are not
well suited to address the specific aspects of IORPs’ investment
behavior. If the design of the capital requirements for IORPs is
similar to the current SCR-formula of Solvency II and the
Technical Specifications of QIS 5, there definitely exist
investment decision biases for several reasons.

The concrete design and calibration of the SCR has a strong
influence on investment decisions due to different solvency
capital requirements of different asset classes. For example
investments in real property or alternative investments are
negatively affected. The SCR structure hinders IORPs in
carrying out their long-term investment strategies. This is
especially problematic because of the importance of long-term
investments for IORPs. But this is also detrimental with respect
to macroeconomic and growth aspects as IORPs are deterred
from financing infrastructure development, green growth
initiatives, etc. (see detailed answer to question #12). The
same holds for the 1-year-horizon of the standard formula,
which drastically limits the long-term risk diversification
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behavior and potential of IORPs.

3. Pro-cyclical incentives on the macroeconomic level

The Solvency II-rules for calculating the SCR also lead on the
macroeconomic level to a reduction of the essential
contribution which IORPs could provide with respect to
stabilizing financial markets and the macroeconomic
performance. EAPSPI wants to point out that the standard
formula of the Solvency II SCR is problematic with respect to
pro-cyclical investment behavior:

The standard formula implements the same investment
incentives for all IORPs, who are a considerable group of
institutional investors. This leads to a reduction in the diversity
of investment strategies and leads to less diversification of
market reactions. Especially in times of financial distress the
SCR enforces systematic herding behavior of IORPs, and
therefore pro-cyclical tendencies, because of the regulatory
structure.

The one-year-horizon of the SCR also aggravates the pro-
cyclical-tendencies, as IORPs might be forced to sell assets in
order to meet the SCR because of the decrease in equity
markets. This means that the “potential” loss (due i.e. to
volatile or collapsing stock prices) turns into actual and realized
losses. Furthermore the 1-year-horizon also drastically limits
the long-term risk diversification potential of IORPs.

Both these aspects of the SCR-standard formula are
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detrimental to the potential anti-cyclical role that IORPs could
perform in financial markets because of their long-term horizon
investment behavior. Therefore the construction of the
Solvency II SCR standard formula has in principle a negative
impact on the stabilizing function of IORPs for financial markets
and is not in line with macro-prudential and financial stability
objectives. (see a more detailed analysis in answer to question
#52 and #12)

4, Proportionality and the Solvency II capital requirements

EAPSPI wants to stress that many IORPs would have to set up
an extra mark-to-market balance sheet for solvency aspects in
addition to the annual accounts required by commercial law.
Implementing the Solvency II structure and accomplishing all
the legal and IT requirements (data availability and
management) is related to immense additional financial costs
and manpower efforts. Big insurance companies might easily
shoulder these burdens, but the majority of small IORPs will
definitely be overcharged.

In consequence the increase in implementing effort and capital
requirements leads to higher costs and lower returns. This will
in turn reduce the benefits for existing retirement provisions
and / or increase the need for additional financial contributions
of the sponsoring undertaking. In the medium-term a
changeover from defined-benefit- to defined-contribution-
schemes due to excessive demands in defined-benefit-schemes
is very likely. The effect is a risk transfer from the IORP
respectively the sponsoring undertaking to the employee. Or -
even worse - this process leads to a broad termination of
occupational pension covenants and the disappearance of
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IORPs.

These consequences stand in direct contrast to the political
objective target of securing retirement provisions and are
surely not intended to be the outcome of a revised IORP
Directive. Therefore EAPSPI strongly advises to strictly and
adequately apply the principle of proportionality. And due to
the huge number of IORPs in Europe compared to insurance
undertakings (140,000 IORPs vs. 4,800 insurance undertakings
according to EIOPA) the principle of proportionality is also
advisable with respect to the supervisory capacity.

5. The consequence: IORP I Directive as starting point

The adoption of some aspects of Solvency II, e.g. risk-oriented
management requirements according to Pillar II, is appropriate
and therefore to be appreciated. But with respect to the severe
problems when adopting the Solvency II SCR and because of
the existence of risk-mitigating elements and additional
security mechanism in case of IORPs (see discussion of
question #12 to HBS) EAPSPI can see no need for a SCR
calculation according to Solvency II.

Therefore EAPSPI once more wants to stress the fact that a
different regulatory perspective and regime for IORPs and
insurance is necessary and that the starting point for the
regulation of IORPs has to be the IORP I Directive and not the
Solvency II Directive.

6. Fundamental systematic problems with the
quantification and calibration of the SCR
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In addition the accumulated criticisms in the Solvency II
discussion cast serious doubts on the appropriateness of the
standard formula for calculating the SCR. These criticisms have
shown severe weaknesses with respect to the calculation of the
concrete values of stress factors and correlation parameters.
The most staggering criticism was brought forward by Mittnik
2011* who concludes that “the calibration of the input-
parameters for the equity-risk module is seriously flawed and
that it gives rise to spurious parameter values. As a result, an
implementation of the Standard Formula with the currently
proposed calibration settings is likely to produce biased and
inaccurate capital requirements for equity-risk.” (Mittnik 2011:
iv). It is important to add that the same problems holds true
for all the risk sub-modules, where the same procedure of
data-processing, the so called “rolling—window annualization”,
is used.

EAPSPI wants to stress that these discussions are not only
technical bagatelles but reach to the core of Pillar I of the
Solvency II structure: These criticisms lead to the conclusion
that the aim of the SCR to provide for a financially quantifiable
risk-provision according to the specific risk profile of an
insurance company and the chosen security level has been
essentially missed. A serious measurement of the capital
required to secure against adverse developments at the
claimed security level is not possible.

In case of the adoption of the SCR formula for IORPs EAPSPI
wants to highlight that it would be especially problematic if
IORPs were subject to the devastating effects as described
above given that these devastating effects are caused by a
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flawed formula that does not provide for the promised goal.
Therefore EAPSPI agrees with Mittnik (2011: 40): “In view of
the calibration deficits presented here and their far-reaching
consequences (...) there should be no considerations at the
moment to extend Solvency II-type regulation to European
pension funds.”

* Reference to the study : Stefan Mittnik (2011) Solvency II
Calibrations: Where Curiosity Meets Spuriosity. Working Paper
Number 04/2011, Center for Quantitative Risk Analysis
(CEQURA &, Department of Statistics, University of Munich.

325. | European Federation for
Retirement Provision
(EFRP

38.

The EFRP firmly rejects the proposal of applying the Solvency
II-rules for calculating the SCR to IORPs.

Pension security is about much more than scheme funding
levels alone. A broader approach is required, taking into
account the full range of mechanisms that pension institutions
across different member states now use to ensure that pension
incomes are safe and secure. An IORP can for example call on
other kinds of risk-mitigating elements, such as a protection
fund and a sponsor guarantee. Additionally, Solvency Capital
Requirements in this context are superfluous, costly and will
likely lead to a further decline of employers’ willingness to offer
supplementary pensions. The EFRP considers this to be an
inefficient use of capital. Extending the Solvency II framework
to IORPs would increase the systemic risks in European
financial markets.

Noted.
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The EFRP fully agrees with the policy analysis of EIOPA that
changing the IORP Directive by applying a risk-based
calculation of Solvency Capital Requirements as in the Solvency
IT Directive, but taking into account the specificities of IORPs
such as the existence of security and adjustment mechanisms,
has the negative effects of additional cost (differing in Member
States) for IORPs and sponsors which could undermine the
cost-efficiency of workplace pension provision in the EU and
contains the risk of employers reducing workplace pension
provision (at least for future employees) in the EU. The EFRP
believes that these disadvantages outweigh the possible
benefits and thus are contrary to the goal of providing safe,
adequate and sustainable pension provision in Europe. The
EFRP therefore urges EIOPA to ask for an impact assessment to
examine the effect of a Solvency II style SCR on the cost-
efficiency and coverage of occupational pensions in Europe.

326. European Fund and Asset | 38. EFAMA is not in a position to take a firm position on applying Noted. EIOPA
Management Association the Solvency-II rules for calculating the solvency capital recognises the
(EF requirement (SCR) for IORPs, without knowing the complete importance of a QIS and
results of the quantitative impact assessment analysis. of cost/benefit analysis
However we fear very much that the 99.5% confidence level
will imply a substantial need on additional capital.
327. European Metalworkers 38. See response question 22 Noted.
Federation
328. European Mine, Chemical 38. See previous Noted.
and Energy workers’ Fede
329. FAIDER (Fédération des 38. S II rules would have to be adapted to the specificity of IORPS. | Noted.

Associations
Indépendantes
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330.

FairPensions

38.

We are aware of the controversy over the potential application
of Solvency II capital requirements to UK occupational pension
schemes. This issue is somewhat outside our remit and so we
do not comment on these questions, although we recognise the
force of the arguments being made by UK stakeholders.

We note that one objection being made to this proposal is that
it would undermine the role of UK pension funds as providers of
long-term investment capital. We agree that this role is
important. Our work suggests that there are already problems
holding pension funds back from playing this role effectively,
including agency problems and misunderstandings of fiduciary
duty. These are discussed elsewhere in our consultation
response.

Noted.

331.

Federation of the Dutch
Pension Funds

38.

The PF is in favour of a risk-based supervisory framework. The
Solvency II directive is an example of risk-based supervision.
However, this does not automatically mean that the PF is in
favour of applying all Solvency-II rules for calculating the
solvency capital requirement. More examples of risk-based
supervision exist, such as the current Dutch regulatory system
FTK. This system also provides good examples and many best
practice experiences with risk based supervision that could be
drawn upon. The answer on this question will very much
depend on the outcomes of quantitative and qualitative impact
assessments, which in PF s view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. The PF pleads for a study of

Noted.
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EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

332.

Financial Reporting
Council

38.

As discussed in our answer to question 34 we do not consider
the Solvency II methodology is proportionate for IORPs which
can call on a sponsor to meet risk. We therefore, do not
consider that applying the Solvency II rules for calculating an
SCR is appropriate for all IORPs.

Where the IORP has to bear the risk, a section 17(1) IORP,
then the solvency II rules might be applied taking full account
of any specific security and benefit adjustment mechanisms
that might be available to it.

Noted.

333.

FNV Bondgenoten

38.

FNV BG is in favour of a risk-based supervisory framework. The
Solvency II directive is an example of risk-based supervision.
However, this does not automatically mean that FNV BG is in
favour of applying all Solvency-II rules for calculating the
solvency capital requirement. More examples of risk-based
supervision exist, such as the current Dutch regulatory system
FTK. This system also provides good examples and many best
practice experiences with risk based supervision that could be
drawn upon. The answer on this question will very much
depend on the outcomes of quantitative and qualitative impact
assessments, which in FNV BG 's view is essential for any
proposal.

As EIOPA states, specific security and benefit adjustment

Noted.
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mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. FNV BG pleads for a study of
EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

334. | Generali vie 38. The Solvency II rules for SCR should be applied to IORPs and Noted.
Insurance contracts in the same manner.
335. | German Institute of 38. Appropriate consideration of characteristics and special security | Noted.

Pension Actuaries
(IVS\32\45\3

mechanisms for occupational pensions is worth considering, but
is not particularly conducive to IORPs. This is because, even
allowing for these mechanisms/characteristics (e.g. sponsor’s
subsidiary liability), the Solvency II approach to determine
risk-based capital is not suitable for IORPs. The mark-to-
market valuation of assets and liabilities is fundamentally
inappropriate because capital markets can be highly volatile.
This applies in the same way to the concept of a risk-based
calculation of a capital requirement that is based on mark-to
market principles. Any form of long-term guarantee will lead to
non-hedgeable duration gaps between assets and liabilities,
given the predominant annuity character of benefit delivery in
Germany and the effective absence of surrender values. Any
mark-to-market method to determine the capital requirement
would lead to mismanagement and commercially unsound
capital demands. The additional funds would have to be
provided by the beneficiaries and/or the sponsor and would
considerably reduce the IORP’s overall efficiency. The result
could very possibly be a reduction in the availability of
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occupational pensions.

Instead of intending to achieve risk-based capital
requirements, we would recommend the strengthening of and
focus on a risk-oriented management of the IORP as a whole.
However, this cannot be based on the allegedly required capital
but should rather be based on the future business development
in general, ALM studies and stress tests. Furthermore, the
current distortions in the capital market clearly show how
market yields can be significantly affected by political
measures. To determine and hold risk-based capital when such
distortions prevail leads to mismanagement and increased
costs.

336.

GESAMTMETALL -
Federation of German
employer

38.

What is the stakeholders view on applying the Solvency II-rules
for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

GESAMTMETALL is strongly opposed to the application of
Solvency II-rules introducing a solvency capital requirement for
IORPs. This would considerably raise the cost of providing
occupational pensions for employers. Despite employers
continual commitment to funding their schemes to the
appropriate level, introducing Solvency II type capital
requirements would ultimately lead our companies to stop
offering such schemes to their employees and closing them to
new entrants.

This would damage pension provision across the EU. The
consultation document recognises these negative implications
and rightly takes a cautious approach regarding a solvency

Noted.
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regime for pension funds, acknowledging that this is a political
decision to be taken by the European Commission. To our view,
this decision will be crucial for the future development of IORP
and thus for the sustainability of the pension systems in all
Member States. Therefore we urge the European Commission
to do everything to safeguard successful national IORP and to
further support the mostly voluntary engagement of companies
into occupational pension.

9. There should also be recognition of the wider economic
impact of such a measure. Currently, European pension funds
hold total assets worth €2,500bn. If they had to apply Solvency
IT funding rules, they would have to hold extra assets worth
€1,000bn. This is likely to force pension schemes to move
away from investment in equity, such as company shares, to
less risky investments. This would lead to lower returns for the
pension fund, encouraging them to make less beneficial
investment choices. It would also starve companies of equity
capital, an important source of financing, preventing them from
growing their business and creating jobs. Diverting money
away from business investment would be detrimental to growth
and economic recovery in Europe.

10. GESAMTMETALL does not agree that there is a need to
create a level playing field with insurance provided pension
funds, which is one of the main justifications for introduction of
a solvency capital requirement for IORPs. Pension funds
operate in a very different way to insurance provided pension
products and the Solvency II framework is not in line with the
needs and specificities of IORPs:

11.

O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
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IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement of
the social partners on branch or company level, or being
subject to a bipartite board, or a legal obligation for board
members to protect members’ benefits and interests. This is in
stark contrast to insurance provided pension products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. The
Solvency II directive is not suited to pension products which
have a long-term investment perspective, as the directive
bases its solvency calculations on a time horizon of one year.
Therefore the financial stability of pension funds in comparison
to other financial services products is not so much affected by
short-term economic instability. This means that applying
higher funding requirements is not necessary given the
possibility pension funds have to spread their risks between
different generations over long time spans.

O Also, additional capital requirements would in effect lead
to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.

O Security is already provided by the current IORP
Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
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security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in Germany which protect employee benefits
in the case of insolvency of the employer (see answer 41).

The justification for a reform of the IORP Directive given by the
European Commission is to increase cross-border activity in the
EU. We are of the opinion that higher solvency requirements
for pensions do not in any way achieve this objective. To the
contrary, the commitment of employers to offer attractive
occupational pension plans to their employees will significantly
shrink.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, high quality quantitative impact assessment should be
carried out.

337. | Groupe Consultatif 38. Again we think that this is a reasonable approach, subject to Noted.
Actuariel Européen. the general comment noted above that greater clarification is
needed over what types of HBS outcomes would be expected to
lead to what types of action.
338. | Groupement Francais des 38. The form of the sponsor covenant should in any case ensure Noted.

Bancassureurs

security for the members and beneficiaries and be consistent
with the Solvency II principles.

FBIA believes that the process for insurers and IORPs should be
similar. This would lead to increased consumer transparency
and confidence.
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The risk-based approach of calculating the required solvency
capital used for insurance companies as stated in Articles 100
to 127 and 304 can also be made applicable to IORPs. The
promises made to members and beneficiaries by IORPs and/or
employers are comparable to those made by life insurance
companies to policy holders.

339.

PMT-PME-MnServices

38.

We are in favour of a risk-based supervisory framework. The
Solvency II directive is an example of risk-based supervision.
However, this does not automatically mean that we are in
favour of applying all Solvency-II rules for calculating the
solvency capital requirement. More examples of risk-based
supervision exist, such as the current Dutch regulatory system
FTK. This system also provides good examples and many best
practice experiences with risk based supervision that could be
drawn upon. The answer on this question will very much
depend on the outcomes of quantitative and qualitative impact
assessments, which in our view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. We pleads for a study of
EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

Noted.

340.

HM Treasury/Department

38.

UK Govt is strongly of the view that Solvency II rules for

Noted. EIOPA
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for Work and Pensions

calculating the SCR are not appropriate for IORPs - and in
particular that it is not appropriate for sponsor-backed IORPs.
The draft response argues for application of Solvency II rules
for solvency capital requirement on the basis that “the
promises made to members and beneficiaries by IORPS and/or
employers are comparable to those made by life insurance
companies” (para 10.3.53). However, this is not the case, and
EIOPA’s assessment ignores certain key differences:

O An insurance contract is a legal agreement between the
insured, or policyholder, and the insurance company. The
insurer’s promise to pay these benefits is legally binding. On
the other hand, a “pensions promise” is part of the
employment contract, and the scope for amending the terms of
that promise is subject to domestic employment legislation.
Pension fund liabilities are therefore subject to change
(depending on domestic legislation), whereas insurance
obligations are fully guaranteed;

O For sponsor-backed schemes - at least in the UK - the
obligation to pay the scheme member remains with the
employer, not with the IORP. To require the IORP to calculate a
(notional) solvency capital requirement would therefore not
result in increased security for the scheme member, and would
therefore create an additional (and significant) burden without
any identifiable benefit.

Furthermore, the draft response notes the “additional cost for
IORPs and sponsors which could undermine the cost-efficiency
of occupational retirement provision” and the “risk of
employers reducing occupational retirement provision”. The
scale of these negative impacts is likely to be extremely
material and, given the challenges of an ageing population

recognises the
importance of
cost/benefit analysis
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extremely concerning. However, the only benefits identified are
an increase in transparency and a level playing field with
insurance companies, neither of which are likely to deliver any
quantifiable benefit. It is essential that EIOPA properly assess
and quantify these positive and negative impacts before they
respond to the Commission with any recommendation.

341.

Hungarian Financial
Supervisory Authority
(HFSA)

38.

The HFSA supports the revision of the IORP Directive in order
to make it consistent with the Solvency II Directive taking the
following into consideration. Without prejudice to Article 4 of
the Solvency II Directive (Exclusion from scope due to size) the
regulations of the Solvency II Directive — including capital
requirements — shall apply only in case of IORPs which operate
DB schemes /that undertake biometric risk.

Pensions are specialized insurance products, in many countries
insurance undertakings provide pension service, therefore it is
desirable to have the similar regulations for insurance
undertakings and for IORPs exceeding a certain size. (This is
an answer to questions 40 and 42 as well.)

Noted.

342.

HVB Trust Pensionsfonds
AG

38.

4, The Solvency II-aproach for sponsor-backed IORPs
leads to an end of funded company pension plans. An exact
calculaton of the SCR suggest an perfect consideration of all
risks, that is de facto impossible. So, Solvency II can’t give
perfect security for live-long payments.

With an additional capital need according to Solvency II the
employer would prefer pension plans with book-reserve-
schemes (and without any funding) and that would be the
wrong way.

Noted.

343.

IBM Deutschland
Pensionskasse VVaG and

38.

We reject the proposal of applying the Solvency II-rules for
calculating the SCR to IORPs. Pension security is about much

Noted.
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IBM Deutsch

more than scheme funding levels alone. A broader approach is
required, taking into account the full range of mechanisms that
IORPs across different member states now use to ensure that
pension incomes are safe and secure.

The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements (and the complex process of
calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

We do not agree that there is a need to create a level playing
field with insurance provided pension funds, which is one of the
main justifications for introduction of a solvency capital
requirement for IORPs. Penion funds operate in a very different
way to insurance provided pension products and the Solvency
IT framework is not in line with the needs and specificities of
IORPs:

O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement, or
being subject to a bipartite board, or a legal obligation for
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board members to protect members’ benefits and interests.
This is in stark contrast to insurance provided pension
products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. Therefore
their financial stability in comparison to other financial services
products, is not so much affected by short-term economic
instability. This means that applying higher funding
requirements is not necessary given the possibility pension
funds have to spread their risks between different generations.

O Also, additional capital requirements would in effect lead
to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.

O Security is already provided by the current IORP
Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in some countries which protect employee
benefits in the case of insolvency of the employer. These are
sometimes funded by employers (for example in Denmark,
Germany and the UK).

Finally, the justification for reform of the IORP Directive is the
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need to increase cross-border activity in the EU. Higher
solvency requirements for pensions do not in any way achieve
this.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, quantitative impact assessment should be carried out.

344.

ICAEW

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

As we mention at 33 above, we strongly oppose any Solvency
IT capital requirements being applied to sponsor-backed IORP
schemes. This is because we do not believe there is any need
for harmonisation of capital requirements in respect of
sponsor-backed IORPs, and in any event the Solvency II rules
for calculating the SCR are not appropriate for sponsor-backed
IORPs, which are fundamentally different to insurance
providers.

In our view, to require the IORP to calculate a (notional)
solvency capital requirement would not result in increased
security for the scheme member. However, the introduction of
capital requirements would have a serious negative impact on
current high quality occupational pension provision and
economic growth in the UK, because it would:

O reduce the amount of profit available for investment by
sponsoring employers (and reduce the likelihood of inward
investment in those employers);

O increase investment in risk-free assets, thereby
reducing the availability of capital needed for economic growth;

Noted.
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O lead to further closures of DB pension schemes,
reducing the extent of high quality pension provision in the UK,
and (for employers with underfunded schemes) increase the
incidence of insolvency.

We therefore believe that the introduction of capital
requirements would create significant additional burdens
without bringing any appreciable benefits (we do not believe
that the increase in transparency or the imposition of a level
playing field with insurance companies would deliver any
appreciable benefit), and therefore a proper impact assessment
should be carried out before any such proposals are put
forward.

345.

Institute and Faculty of
Actuaries (UK)

38.

Taking into account the position of sponsor-backed IORPs in
the UK, we believe there is a strong argument that it would not
be proportionate to introduce an complete Solvency II solvency
capital requirement (SCR).

If Solvency II rules were to be used to calculate an IORP
equivalent of an SCR, the calculation would need to be
proportionate in its application. What constitutes a
proportionate approach would largely depend on the
consequences of the calculation.

Noted.

346.

KPMG LLP (UK)

38.

See Q34.

Noted.

347.

Le cercle des épargnants

38.

The Solvency II rules for SCR should be applied to IORPs and
Insurance contracts in the same manner.

Noted.

348.

Macfarlanes LLP

38.

41. (CfA 6 Security mechanisms) What is the stakeholders’
view on applying the Solvency II-rules for calculating the
solvency capital requirement (SCR) to IORPs, taking into
account their specific security and benefit adjustment

Noted.
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mechanisms?

42. Bearing in mind the extent of existing legal and
regulatory protection for pension scheme members and
beneficiaries, there is no justification for changing funding
measures and obligations for IORPs that provide benefits for a
company’s own employees and their dependants rather than
soliciting customers from the general public. The damage to
the confidence of employers in the fairness and stability of
regulation of pensions would be significant, and would damage
rather than enhance pension provision. The cost of complying
with a further change in regulation would itself impact on the
ability of employers to sustain good pension provision. From a
UK perspective, many of the changes would affect the basis of
scheme governance, since they would undermine the role of
trustees. There is no justification for interference in the law in
this way and it is contrary to the principle of subsidiarity.

43. For IORPs that “act in the manner of insurance

companies” and are trading and soliciting customers from the
general public in competition with insurance companies it may
be appropriate to use Solvency II rules appropriately adapted.

44, We do not think that the specific security and benefit
adjustment mechanisms can be appropriately taken into
account as part of an SCR. It is not coherent to treat a benefit
adjustment mechanism as a contingent asset in a solvency
measure since it is, in fact, a pre-agreed mechanism for
addressing distribution on insolvency of the IORP (as identified
in 10.6.8). Itis correctly described as a risk-sharing
mechanism. Removing it would be a variation of the contract
between the parties (members, beneficiaries and employers).

45, We do not believe it is appropriate to treat pension
protection schemes as assets of the IORP. This is further
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discussed in response to question 41.

46. Treating pension protection schemes and benefit
adjustment mechanisms as contingent assets of the IORP could
be misleading to members and beneficiaries. It muddies the
distinction between the level of security for their unadjusted
benefits, and the security that would be given to adjusted
benefits in the event that the assets of the IORP are insufficient
to cover its liabilities. Such an approach could lead to the
conclusion that UK IORPs are always fully funded assuming the
pension protection scheme is adequate to provide adjusted
benefits. In effect it would measure only the strength or
availability of the pension protection scheme. If that were to
be the case, there would be no need for the rest of the security
mechanisms.

47. We agree strongly, however, that the existence of
sponsor support, pension protection schemes or benefit
adjustment rules should be acknowledged and this is done
perfectly adequately under current IORP I and national
legislation, providing good protection to members and
beneficiaries. Since the system works well, its replacement by
a more prescriptive variety of regulation is not proportionate
regulation. Protection of customers and ‘level playing field’
issues do not apply to the majority of UK IORPs and are more
likely to apply to entities such as NEST which do not fall within
the scope of EIOPAs advice.

349. | MAN Pensionsfonds
Aktiengesellschaft

38.

We reject the proposal of applying the Solvency II-rules for
calculating the SCR to IORPs. Pension security is about much
more than scheme funding levels alone. A broader approach is
required, taking into account the full range of mechanisms that
IORPs across different member states now use to ensure that
pension incomes are safe and secure.

Noted.
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The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements (and the complex process of
calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

350. | MAN SE

38.

We reject the proposal of applying the Solvency II-rules for
calculating the SCR to IORPs. Pension security is about much
more than scheme funding levels alone. A broader approach is
required, taking into account the full range of mechanisms that
IORPs across different member states now use to ensure that
pension incomes are safe and secure.

The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements (and the complex process of
calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

Noted.
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351. Mercer

38.

We are concerned that applying statistical models to many
pension schemes could result in spurious outcomes, given their
size. In addition, the risks carried by most small schemes are
generally more straightforward than those carried by larger
schemes, since their benefit structure, membership,
investment policy and employer relationships are less likely to
be complex. Consequently, it is likely to be disproportionate to
impose Solvency II models directly onto most IORPs.

In addition, the process of implementing Solvency II has been
resource intensive: few IORPs will have the resource, and few
of their sponsoring employers will have the will, to engage at
the level that insurance companies have. The process therefore
risks being influenced by a small number of large schemes,
resulting in outcomes that are inappropriate across the board.

EIOPA could have considered different options: for example;

O Article 100 of Solvency II could be transposed into the
IORP Directive but only in respect of those IORPs that are
within the scope of Article 17(1) of the IORP Directive.

O Article 100 could be applied to all IORPs, but the
methodology could be simpler, for example, based on scenario
testing. In the UK, the Pension Protection Fund has introduced
this type of measurement for determining the investment risk
different IORPs pose to it.

Regulation is an evolving discipline. Although Solvency II has
some attractions relative to the effect of the IORP Directive, it
is not a perfect model and was developed with a particular
form of legal entity in mind. The broad principles underlying

Noted. EIOPA
recognises the
importance of a
cost/benefit analysis
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Solvency II could be retained and applied to IORPs without
carrying over the complexity and resulting bureaucracy that
has resulted.

352. MHP (Vakcentrale voor
Middengroepen en Hoger
Perso

38.

The MHP is in favour of a risk-based supervisory framework.
The Solvency II directive is an example of risk-based
supervision. However, this does not automatically mean that
the MHP is in favour of applying all Solvency-II rules for
calculating the solvency capital requirement. More examples of
risk-based supervision exist, such as the current Dutch
regulatory system FTK. This system also provides good
examples and many best practice experiences with risk based
supervision that could be drawn upon. The answer on this
question will very much depend on the outcomes of
quantitative and qualitative impact assessments, which in
MHP 's view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. The MHP pleads for a study
of EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

Noted.

354. Montana Capital Partners
AG

38.

38. What is the stakeholders’ view on applying the Solvency
II-rules for calculating the solvency capital requirement (SCR)
to IORPs, taking into account their specific security and benefit
adjustment mechanisms?

Noted.
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Pension funds are typically managed by taking a long-term
view, which goes hand in hand with the long-term nature of
their liabilities and the payments to their pensioners.
Therefore, pension funds should receive the possibility to
pursue an investment strategy that matches their long-term
horizon and that is also reflected in the risk-weightings of their
assets.

Due to their long-term nature, calculating the SCR based on
Solvency II would penalize asset classes, as they have the
potential to generate outperformance for pensioners.
Therefore, we believe that the application of Solvency II rules
sets the wrong incentives for pension funds, significantly lowers
their return potential and potentially even destroys value for
pensioners.

Long-term assets usually generate higher returns than short-
term assets as they generate an illiquidity premium, which
compensates the holder of the asset for the longer holding
period. (refer to the meta-study of the asset class private
equity: Diller / Wulff (2011).) Pension funds with liabilities that
usually have durations of decades are predestined to generate
this excess return for their pensioners.

A sophisticated risk management systems should be
implemented to incorporate the specific risks of investing in
these asset classes. A well-structured investment program
including alternative assets combined with sophisticated risk
management controls can lead to superior risk-adjusted
returns for pensioners.

If pension funds have the possibility — and can demonstrate
that they are able and willing to - to fund these investments
and hold them over the entire holding period, they should not
be penalized for investing in these higher returning assets as
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they are trying to generate higher returns for pensioners.

Under Solvency II, the long-term asset class private equity has
one of the highest risk weightings as it belongs to the asset
class categories “other equities”. Many studies out of the
scientific as well as the practitioner’s world have shown that a
well-diversified private equity portfolio of private equity funds
has an extremely low risk when holding it over the entire
lifetime of ten years. (See for e.g. Kaplan / Schoar, (2005),
Diller / Kaserer (2006), Diller / Herger (2008), Weidig /
Mathonet (2004) and Diller / Wulff (2011).) We would be
pleased to provide more technical background on the results of
the different studies and how to measure risk in private equity.

In addition, it should be mentioned that the risk weightings for
private equity under the standard approach of Solvency II do
not reflect the risks of a pension fund investor appropriately as
these are based on the LPX 50 index, which is a listed equity
index. This index has a completely different structure than
common private equity investments and hence does not reflect
the limited partnerships in which pension funds typically
invested in. At the outset, the composition of the LPX50 is very
distinctive to the investment universe of a private equity
limited partnership. Moreover, the volatility of the LPX 50 is
completely dissimilar to the risk of a limited partnership as the
index is traded on a daily basis while private equity
investments are long-term investments held over many years.

Taking these aspects into account, an application of the
Solvency II rules to pension funds should be considered highly
problematic as it significantly harms European pensioners and
gives wrong incentives to pension funds.

355.

National Association of

38.

What is the stakeholders’ view on applying the Solvency II-

Noted.
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Pension Funds (NAPF)

rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

The NAPF does not see a need for a Solvency Capital
Requirement in the case of IORPs. Although we share the EC’s
wish to ensure robust protection for members’ benefits, the
assumptions on which technical provisions are calculated are
already designed to provide for the risks that IORPs and their
sponsoring employers face. Adding a completely new element
in addition to these tried and tested arrangements would
simply pile prudence upon prudence - with the consequences
described earlier in this response.

The NAPF notes that EIOPA acknowledge (in the ‘negative
impacts’ listed after para 10.3.69) that the additional costs of
the SCR could ‘undermine the cost-efficiency of occupational
retirement provision in the EU’ and that there would be a ‘risk
of employers reducing occupational retirement provision (at
least for future employees) in the EU’. The NAPF shares these
important concerns and urges EIOPA to emphasise its warning
to the EC about these risks.

We note that EIOPA also acknowledge the *higher’ and
‘completely new’ costs that sponsor-backed IORPs would face
in calculating the SCR.

Although the Solvency Capital Requirement would be mitigated
for UK defined benefit IORPs by values assigned to the sponsor
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covenant and Pension Protection Fund, details of how these two
components will be calculated are to be left to level 2
regulations. Without this crucial information, it is impossible for
the NAPF to assess how the SCR system would work in
practice. (There is, of course, still no impact assessment from
the EC or EIOPA.) This leads us to approach the SCR proposal
with great caution.

Although the SCR will take account of the two mitigating
factors identified above, it should also take account of further
mitigating factors that contribute towards secure retirement
incomes, including the level of pillar I (state) pensions.

An alternative to placing a specific value on the employer
covenant would be simply to take it into account when
considering the robustness of recovery plans.

The NAPF remains of the view that the best guarantee of
pensions security is to help pension schemes to be sustainable
over the long term.

357. NORDMETALL, Verband
der Metall- und
Elektroindustr

38.

What is the stakeholders view on applying the Solvency II-rules
for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

7. We are strongly opposed to the application of Solvency

Noted.
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II-rules introducing a solvency capital requirement for IORPs.
This would considerably raise the cost of providing occupational
pensions for employers. Despite employers continual
commitment to funding their schemes to the appropriate level,
introducing Solvency II type capital requirements would
ultimately lead companies to stop offering such schemes to
their employees and closing them to new entrants. This would
damage pension provision across the EU. The consultation
document recognises these negative implications and rightly
takes a cautious approach regarding a solvency regime for
pension funds, acknowledging that this is a political decision to
be taken by the European Commission.

8. There should also be recognition of the wider economic
impact of such a measure. Currently, European pension funds
hold total assets worth €2,500bn. If they had to apply Solvency
IT funding rules, they would have to hold extra assets worth
€1,000bn. This is likely to force pension schemes to move
away from investment in equity, such as company shares, to
less risky investments. This would lead to lower returns for the
pension fund, encouraging them to make less beneficial
investment choices. It would also starve companies of equity
capital, an important source of financing, preventing them from
growing their business and creating jobs. Diverting money
away from business investment would be detrimental to growth
and economic recovery in Europe.

9. We do not agree that there is a need to create a level
playing field with insurance provided pension funds, which is
one of the main justifications for introduction of a solvency
capital requirement for IORPs. Pension funds operate in a very
different way to insurance provided pension products and the
Solvency II framework is not in line with the needs and
specificities of IORPs:
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10.

O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement, or
being subject to a bipartite board, or a legal obligation for
board members to protect members’ benefits and interests.
This is in stark contrast to insurance provided pension
products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. The
Solvency II directive is not suited to pension products which
have a long-term investment perspective, as the directive
bases its solvency calculations on a time horizon of one year.
Therefore the financial stability of pension funds in comparison
to other financial services products is not so much affected by
short-term economic instability. This means that applying
higher funding requirements is not necessary given the
possibility pension funds have to spread their risks between
different generations over long time spans.

O Also, additional capital requirements would in effect lead
to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.
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O Security is already provided by the current IORP
Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in Germany which protect employee benefits
in the case of insolvency of the employer (see answer 41).

11. Finally, the justification for reform of the IORP Directive
is the need to increase cross-border activity in the EU. Higher

solvency requirements for pensions do not in any way achieve
this.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, high quality quantitative impact assessment should be
carried out.

358.

OECD Secretariat to the
Working Party on Private P

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

See answer to question 37.

It appears as if some countries’ private pension systems will be
affected by the proposals made in the CfA response to a much
greater extent than others.

Noted.
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Given the voluntary nature of occupational pension plans, a
concern is that overly onerous capital requirements would
incentivise plan sponsors to further transfer risk to individuals.

If capital requirements are similar to those required for
insurance companies, then it would seem reasonable to expect
that plan sponsors could find buying out their obligations with
an insurance company an appealing option, even though this
may be ultimately a more costly form of provision, without
necessarily leading to greater benefit security, or higher
expected benefits.

Care must also be taken so that any risk-based solvency rules
based on the Solvency II framework do not work to the
detriment of the long-term investment horizon and do not
encourage pro-cyclical behaviour.

359.

Pan-European Insurance
Forum (PEIF)

38.

Generally, assuming that the Solvency II Framework Directive
is the model to follow, then IORPs should have the same rules
regarding the SCR calculation. The specific security and benefit
adjustment mechanisms of IORPs should be taken into
account. If a different approach is taken for IORPs than this
should also be applied to life insurers. In any event, the
regimes for IORPs and insurers should be consistent.

PEIF believes that it is not possible to provide an unconditional
answer at this stage. See opening general comments.

Noted.
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360.

Pensioen Stichting
Transport (Netherlands)

38.

We strongly oppose the proposal of applying the Solvency II-
rules for calculating a SCR to IORPs. We do not believe that
risk-based capital requirements are appropriate for IORPs and
do not see any need tot harmonize solvency requirements at
the EU level. Pension security is about much more than scheme
funding levels alone. A broader approach is required, taking
into account the full range of mechanisms that IORPs across
different member states now use to ensure that pension
incomes are safe and secure.

The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements mean dead capital for employers
and to a certain extend for the IORPs. This will lead to a decline
of their willingness to offer occupational pensions and therefore
harm the second pillar.

Noted.

361.

Pensioenfonds Zorg en
Welzijn (PFZW)

38.

We are in favour of a risk-based supervisory framework. The
Solvency II directive is an example of risk-based supervision.
However, this does not automatically mean that PFZW is in
favour of applying all Solvency-II rules for calculating the
solvency capital requirement. More examples of risk-based
supervision exist, such as the current Dutch regulatory system
FTK. This system also provides good examples and many best
practice experiences with risk based supervision that could be
drawn upon. The answer on this question will very much
depend on the outcomes of quantitative and qualitative impact

Noted.
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assessments, which in our view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. PFZW pleads for a study by
EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in
an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

362.

Predica

38.

The form of the sponsor covenant should in any case ensure
security for the members and beneficiaries and be consistent
with the Solvency II principles.

Predica believes that the process for insurers and IORPs should
be similar. This would lead to increased consumer transparency
and confidence.

The risk-based approach of calculating the required solvency
capital used for insurance companies as stated in Articles 100
to 127 and 304 can also be made applicable to IORPs. The
promises made to members and beneficiaries by IORPs and/or
employers are comparable to those made by life insurance
companies to policy holders.

Noted.

363.

prof.dr. A.A.]. Pelsser
HonFIA, Netspar &
Maastric

38.

Agree.

Noted.

364.

PTK (Sweden)

38.

38. PTK firmly rejects the proposal of applying the Solvency II-

Noted.
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rules for calculating the SCR to IORPs.

Pension security is about much more than scheme funding
levels alone. A broader approach is required, taking into
account the full range of mechanisms that pension institutions
across different member states now use to ensure that pension
incomes are safe and secure. IORP can for example call on
other kinds of risk-mitigating elements, such as a protection
fund and a sponsor guarantee. Additionally, solvency capital
requirements in this context are superfluous, costly and will
likely lead to a further decline of employers’ willingness to offer
supplementary pensions. PTK considers this to be an inefficient
use of capital. Extending the Solvency II framework to IORPs
would increase the systemic risks in European financial
markets.

365.

Railways Pension Trustee
Company Limited ("RPTCL

38.

RPTCL opposes the application of Solvency II-rules to pension
schemes. Pension benefits in the UK, for example, are already
well protected.

Overall retirement incomes of around 85,000 active members
of RPTCL's pension schemes depend not only on the security of
benefits built up to date, but also on both state provision and,
just as importantly, the ability for pension schemes to provide
future service benefits on sustainable basis. The EIOPA
proposals will have significant impacts on overall retirement
incomes of most, if not all, of these 85,000 members. We are
very concerned that the application of Solvency II-rules would
be detrimental to the ability for future service benefits to be

Noted.
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provided.

In the event that Solvency II requirements were to be
extended to pension schemes, RPTCL would reject the SCR on
the basis that there is no parallel to the regulatory action that
applies to a breach of the SCR by an insurer.

366.

RWE Pensionsfonds AG

38.

RWE believes that Solvency II-rules for calculating the SCR to
IORPs are a mistake. First, this quantitative approach to risk
suggests a perfect calculation for any situation which is
normally a wrong assumption; second, the resulting capital
need will likely lead to an end of company pensions. This would
be a perfect harmonisation but a very bad result for all
employees in Europe.

Noted.

367.

Siemens
Aktiengesellschaft
(Germany)

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

We reject the proposal of applying the Solvency II-rules for
calculating the SCR to IORPs. Pension security is about much
more than scheme funding levels alone. A broader approach is
required, taking into account the full range of mechanisms that
IORPs across different member states now use to ensure that
pension incomes are safe and secure.

The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the

Noted.
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whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements (and the complex process of
calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to
offer occupational pensions and therefore harm the second
pillar within Europe.

368.

Siemens Pensionsfonds AG
(GER)

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

We reject the proposal of applying the Solvency II-rules for
calculating the SCR to IORPs. Pension security is about much
more than scheme funding levels alone. A broader approach is
required, taking into account the full range of mechanisms that
IORPs across different member states now use to ensure that
pension incomes are safe and secure.

The focus of IORP II is - beside the sound development of
occupational pension schemes provided by IORPs in Europe -
on security for members / beneficiaries. Therefore, essential
security mechanisms like employer support and pension
protection schemes have to be taken into account, making the
whole concept of SCR dispensable for IORPs and a mere
complex and costly exercise.

Additional SCR-requirements (and the complex process of
calculating them) will raise cost and mean dead capital for
employers. This will lead to a decline of their willingness to

Noted.
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offer occupational pensions and therefore harm the second
pillar within Europe.

369.

Standard Life Plc

38.

We support the idea of calculating a SCR for IORPs but we have
reservations over how it would work in practice. As stated in an
earlier answer, there would need to be sufficient allowance for
the risk mitigating effect of the sponsor covenant and pension
protection schemes as well as a confidence level that reflects
the risks faced by the IORP and how these differ across
different Member States and IORPs.

Noted.

371.

TCO

38.

TCO firmly rejects the proposal of applying the Solvency II-
rules for calculating the SCR to IORPs.

Pension security is about much more than scheme funding
levels alone. A broader approach is required, taking into
account the full range of mechanisms that pension institutions
across different member states now use to ensure that pension
incomes are safe and secure. IORP can for example call on
other kinds of risk-mitigating elements, such as a protection
fund and a sponsor guarantee. Additionally, solvency capital
requirements in this context are superfluous, costly and will
likely lead to a further decline of employers’ willingness to offer
supplementary pensions. TCO considers this to be an inefficient
use of capital. Extending the Solvency II framework to IORPs
would increase the systemic risks in European financial
markets.

Noted.

372.

Tesco PLC

38.

16. What is stakeholders’ view on applying the Solvency II
rules for calculating the solvency capital requirement to IORPS

Noted.
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taking into account their specific security and benefit
adjustment mechanisms?

17. We believe the solvency capital requirement is
unnecessary and inappropriate for pension schemes which are
fundamentally different to the insurance companies it was
designed for.

Pension scheme cash flows are relatively stable and easy to
predict — so with long term employer support in place any
fluctuations in funding levels can be corrected through the use
of a recovery plan over a sensible period of time.

The best security for members is to help their scheme remain
sustainable over the long term - which means the funding
needs to be appropriate to the individual circumstances of the
Company providing it.

373. | THE ASSOCIATION OF 38. What is the stakeholders’ view on applying the Solvency II- Noted.
CORPORATE TREASURERS rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?
See response to Q 40
374. | The Association of Pension | 38. We oppose calculating SCR mechanism for IORPs as it involves | Noted.
Foundations (Finland) significant costs and administrative burden. On the basis of
Solvency II, there is not suitable model to be applied.
375. | The Association of the 38. The Respondents reject the proposal of applying the Solvency Noted.

Luxembourg Fund
Industry (A

II-rules for calculating the SCR to IORPs.

Pension security is about much more than scheme funding
levels alone. A broader approach is required, taking into
account the full range of mechanisms that pension institutions
across different member states now use to ensure that pension
incomes are safe and secure.

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

183/434

© EIOPA 2012




»,
"

=10

When an IORP can call on other kinds of risk-mitigating
elements, such as a protection fund or a sponsor guarantee, a
SCR may not be necessary.

376.

The Hundred Group of
Finance Directors (UK)

38.

We do not believe that solvency capital requirements should
apply to sponsor-backed IORPs in any form. For sponsor-
backed IORPs, holding assets to cover technical provisons (with
a recovery plan in place where necessary to fill the gap) is
sufficient protection.

Noted.

377.

The Society of Actuaries in
Ireland

38.

Should a Solvency II type framework be introduced, we are
happy with the calculation of the SCR. However in previous
questions we have favoured the existing IORP Directive
approach to the calculation of technical provisions which
includes a risk margin allowing for prudence in the
assumptions.

In calculating the SCR we agree that the specific security
mechanisms for each IORP should be taken into account for the
sponsor covenant and pension protection scheme. However we
believe that the choice of applying the SCR calculation is a
political issue.

Noted.

378.

THE SOCIETY OF PENSION
CONSULTANTS

38.

We are strongly of the view that this is a misguided proposal.
The use of a “risk free” discount rate would force IORPs to
employ investment strategies, which will severely hamper their
ability to seek higher investment returns, which is an entirely
reasonable aspiration bearing in mind the long term nature of
the liabilities being funded for. Moreover the imposition of a
risk margin based on cost of capital methodology is
inappropriate for IORPs, which have entirely different (and, in

Noted.
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the UK, clearly stated) roles and objectives to (re)insurers.
While it is reasonable to ask insurers what it would cost them
to borrow the money to cover the cost of a one in 200 year
event, it is practically impossible (and undesirable) to read this
requirement over to the IORP sector.

379.

The Trustees of the RNLI
1983 Contributory Pension

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

We see the SCR as unnecessary for UK IORPS. Although most
UK IORPS are currently well below buy-out funding level, we
would expect that once they reach this level they would secure
benefits. The SCR would take the funding position of the
scheme above that on a buy-out basis and therefore seems
overly prudent.

The calculations required to assess the SCR are complicated
and we have serious concerns about the costs on schemes (and
hence their sponsoring companies) of carrying out such
calculations.

Noted.

380.

Towers Watson
Deutschland GmbH

38.

We reject the proposal of applying Solvency II principles for
calculating SCRs for IORPs for the reasons given below and in
our response to question 12. The focus should be to set an
appropriately prudent long-term technical provisions target,
with a flexible approach to reaching the target and
implemented by national regulators.

Noted.
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The Solvency II rules for insurers are based on the premise
that the institution should hold additional capital to cover a
1:200 extreme event over a 12 month period. If the SCR were
breached, the institution would need to take corrective action
over a short period, under regulatory scrutiny. Such actions
could include raising additional capital, or closure to new
business. For IORPs, the position is very different:

O Solvency II is intended to strengthen the confidence of
policy holders and capital markets in the financial reliability of
insurers. For IORPs labour law and national insolvency
protection schemes assume this role so that beneficiaries can
rely on a pension promise they hold. Therefore, unwarranted
additional protection should be counterproductive and can be
expected to lead to employers passing all risk onto employees,
thereby reducing diversity, cost efficiency and employer
involvement, a result that must at the very least be
questionable from a social policy point of view.

O Due to an IORP’s characteristics (“softer” guarantees
than insurers, can often rely on both the sponsor covanant and
pension protection schemes) it would be misguided if it were
forced to hold assets and/or capital of an amount equivalent to
that of insurers.

O IORPs are typically not-for-profit organizations that
cannot quickly change their capital base (largely the employer
covenant) to reflect changes in the SCR. Any application of a
risk-capital approach to IORPs should therefore be
proportionate to the range of actions that are reasonably
possible.

O Insolvency insurance schemes insure against default for
a significant proportion of IORPs’ liabilities. Arguably, requiring
additional risk capital for such liabilities is doubling the level of
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backing capital needed.

O The calculation and reporting of the SCR is an onerous
part of the Solvency II regime for the insurers. For many
IORPs that are a fraction of the size of the average insurer, it
seems disproportionate to require the calculation of a risk-
based SCR.

381. | Trades Union Congress
(TUC)

38.

Security mechanisms

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

Applying a uniform approach to pension scheme funding is not
appropriate. Furthermore, the Solvency Capital Requirement is
intended for insurance and reinsurance undertakings as a
buffer against market, mortality and operational risks. Pension
schemes do not need to be funded on the short-term basis
insurance schemes are and are instead funded on a medium to
long term basis. In addition, pension schemes do not need to
be funded on the same high confidence level of 99.5% over
one year associated with the SCR.

Scheme specific funding requirements in the UK already require
schemes to fund at the prudent technical provisions level.
Funding at the SCR level would simply add an extra level of
scheme funding that would ultimately lead to scheme closures
and other associated adverse consequences previously referred
to.

Noted.
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In the UK the increase in funding required by the SCR would at
least be partly met for defined benefit schemes by the
employer covenant for the scheme and the Pension Protection
Fund. However, details of how these two elements will be
calculated have not been given. We therefore treat the SCR
proposal with caution.

382. | Transport for London / TfL | 38. As the assumption on which the technical provisions are Noted.
Pension Fund calculated are already designed to cover the risks which IORPs
and their sponsoring employers face, there is no need to
introduce the Solvency Capital Requirement.
383. UK Association of Pension | 38. CfA 6 (Security mechanisms): What is the stakeholders’ view Noted.

Lawyers

on applying the Solvency II-rules for calculating the solvency
capital requirement (SCR) to IORPs, taking into account their
specific security and benefit adjustment mechanisms?

Our response to question 38 will be made up of:

O some general comments on the overall approach taken
to security mechanisms; and

O our responses to the specific question.

General comments on the overall approach taken to security
mechanisms

It is important to recognise that security mechanisms, including
those addressed in EIOPA’s consultation document are not
cost-free and may represent a transfer of value or a
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redefinition of the “social contract” between stakeholders (to
use the terms of the consultation (see paragraph 10.6.8) or
indeed of the explicit legal obligations of the parties (including
both employer sponsors and guarantor sponsors). Legislative
changes intended to apply in relation to existing obligations
which are already binding on the parties effectively represent a
retrospective variation of the financial obligations assumed by
the parties. In recognition of this, there must be strong
justification for such legislative intervention, so far as it applies
to existing obligations or a specific carve-out to ensure it
applies only to obligations that may be assumed by private
parties in the future.

The stated objectives of the revision of the IORP directive
include protection of members and beneficiaries, enhancement
of pension provision across the EU and creation of a level
playing field between IORPs and insurance companies. We
believe each provision should be justified by reference to these
objectives.

For various reasons, in part relating to the definition of the role
of EIOPA, the scope of the directive excludes certain types of
arrangement for pension provision, including book reserve
schemes and pension schemes which are not established by
the employer or where the employer does not play an essential
role in the funding of the scheme. The consequence however
is that the proposals will apply to pension schemes that are not
in any significant sense in competition with insurance
companies and will not apply to arrangements which are (for
instance the UK National Employment Savings Trust (NEST)).

This is relevant to the “level playing field” argument for
applying Solvency II in a modified form. In the UK, IORPs
established by employers are non-trading, cannot themselves
decide to expand their activities by entering new markets or
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admitting new members (or customers), cannot generally
terminate their activities (in the sense of paragraph 10.3.32,
i.e. the inclusion of new rights for participants) and do not
provide a profit to shareholders. In the sense of paragraph
10.3.204, these IORPs do not (and, under the terms of their
constitutional documents, generally cannot) “act in a manner
similar to insurance companies”. Many IORPs are in fact
customers of insurance companies not competitors and it is not
appropriate to impose the requirements on schemes that are
not competing with insurance companies. A ‘level playing field’
is not required for non-trading IORPs, because they are not
‘players’ and are not ‘in the field’. The rules intended to support
the single market in financial services should only apply to
those who are or could be market participants.

Response to specifics of question 38

With our overall approach in mind, we are firmly of the view
that there is no good justification for changing funding
measures and obligations for IORPs that are not soliciting
customers. The damage to the confidence of employers in the
fairness and stability of regulation of pensions would be
significant and would damage not enhance pension provision.

For IORPs that “act in the manner of insurance companies” and
are trading and soliciting customers in competition with
insurance companies it may be appropriate to use Solvency II
rules appropriately adapted.

We do not think that the specific security and benefit
adjustment mechanisms can be appropriately taken into
account as part of an SCR. It is not coherent to treat a benefit
adjustment mechanism as a contingent asset in a solvency
measure since it is in fact a pre-agreed mechanism for
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addressing distribution on insolvency of the IORP (as identified
in paragraph 10.6.8). It is correctly described as a risk-sharing
mechanism. Removing it would be a variation of the contract
between the parties (members, beneficiaries and employers).

We think it is also not appropriate to treat pension protection
schemes as assets of the IORP. This is further discussed in
response to question 41.

Treating pension protection schemes and benefit adjustment
mechanisms as contingent assets of the IORP could be
misleading to members and beneficiaries as it muddies the
distinction between the level of security for their unadjusted
benefits and the security of adjusted benefits in the event that
the assets of the IORP are insufficient to cover its liabilities.
Such an approach could lead to the conclusion that UK IORPs
are always fully funded assuming the pension protection
scheme is adequate to provide adjusted benefits. In effect it
would measure only the strength or availability of the pension
protection scheme.

We agree strongly however that the existence of sponsor
support, pension protection schemes or benefit adjustment
rules should not be disregarded. Our view is that the
protection they offer members and beneficiaries is sufficient in
combination with existing funding requirements under IORP I
and national legislation. Protection of customers and ‘level
playing field’ issues do not apply to the majority of UK IORPs.

384.

UNI Europa

38.

See question 22

Noted.

385.

Universities
Superannuation Scheme
(USS),

38.

What is the stakeholders’ view on applying the Solvency II-
rules for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

Noted.
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USS does not see a need for a Solvency Capital Requirement in
the case of IORPs. Although we share the EC’s wish to ensure
robust protection for members’ benefits, the assumptions on
which technical provisions are calculated are already designed
to provide for the risks that IORPs and their sponsoring
employers face. Adding a completely new element in addition
to these tried and tested arrangements would simply pile
prudence upon prudence — with the consequences described
earlier in this response.

USS notes that EIOPA acknowledges (in the ‘negative impacts’
listed after para 10.3.69) that the additional costs of the SCR
could ‘undermine the cost-efficiency of occupational retirement
provision in the EU’ and that there would be a ‘risk of
employers reducing occupational retirement provision (at least
for future employees) in the EU’. USS shares these important
concerns and urges EIOPA to emphasise its warning to the EC
about these risks.

We note that EIOPA also acknowledges the ‘*higher’ and
‘completely new’ costs that sponsor-backed IORPs would face
in calculating the SCR.

Although the Solvency Capital Requirement would be mitigated
for UK defined benefit IORPs by values assigned to the sponsor
covenant and Pension Protection Fund, details of how these two
components will be calculated are to be left to level 2
regulations. Without this crucial information, it is impossible to
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assess how the SCR system would work in practice. (There is,
of course, still no impact assessment from the EC or EIOPA.)
This leads us to approach the SCR proposal with great caution.

Although the SCR will take account of the two mitigating
factors identified above, it should also take account of further
mitigating factors that contribute towards secure retirement
incomes, including the level of pillar I (state) pensions.

An alternative to placing a specific value on the employer
covenant would be simply to take it into account when
considering the robustness of recovery plans.

USS remains of the view that the best guarantee of pensions
security is to help pension schemes to be sustainable over the
long term.

Furthermore, it should be noted that benefit adjustment
mechanisms vary between individual member states. In the
United Kingdom mechanisms such as conditional indexation or
reduction of accrued benefits do not exist. Accordingly, there is
no mechanism to mitigate the impact of any additional funding
requirements on the IORP through such easements. This could
potentially result in a significant nhumber of sponsoring
employers having no option but to cease future accrual of
defined benefits under the IORP that they sponsor.

386. | vbw - Vereinigung der

38.

What is the stakeholders view on applying the Solvency II-rules

Noted.
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Bayerischen Wirtschaft e.
V.

for calculating the solvency capital requirement (SCR) to
IORPs, taking into account their specific security and benefit
adjustment mechanisms?

7. We are strongly opposed to the application of Solvency
II-rules introducing a solvency capital requirement for IORPs.
This would considerably raise the cost of providing occupational
pensions for employers. Despite employers continual
commitment to funding their schemes to the appropriate level,
introducing Solvency II type capital requirements would
ultimately lead companies to stop offering such schemes to
their employees and closing them to new entrants. This would
damage pension provision across the EU. The consultation
document recognises these negative implications and rightly
takes a cautious approach regarding a solvency regime for
pension funds, acknowledging that this is a political decision to
be taken by the European Commission.

8. There should also be recognition of the wider economic
impact of such a measure. Currently, European pension funds
hold total assets worth €2,500bn. If they had to apply Solvency
IT funding rules, they would have to hold extra assets worth
€1,000bn. This is likely to force pension schemes to move
away from investment in equity, such as company shares, to
less risky investments. This would lead to lower returns for the
pension fund, encouraging them to make less beneficial
investment choices. It would also starve companies of equity
capital, an important source of financing, preventing them from
growing their business and creating jobs. Diverting money
away from business investment would be detrimental to growth
and economic recovery in Europe.

9. We do not agree that there is a need to create a level
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playing field with insurance provided pension funds, which is
one of the main justifications for introduction of a solvency
capital requirement for IORPs. Pension funds operate in a very
different way to insurance provided pension products and the
Solvency II framework is not in line with the needs and
specificities of IORPs:

10.

O An occupational pension is part of the benefit package
provided by an employer to his employees. In most cases
IORPs do not operate in retail markets or are non-profit making
organizations. In other cases, they often have a collective
character, e.g. being supported by a collective agreement, or
being subject to a bipartite board, or a legal obligation for
board members to protect members’ benefits and interests.
This is in stark contrast to insurance provided pension
products.

O In addition, the characteristics highlighted above mean
that IORPs are generally seen as socially desirable.
Introduction of solvency II capital requirements would have a
negative impact on those companies that have positively
engaged in offering employees an occupational pension.

O Pension funds have long periods for recovering deficits.
Their investment strategies are also based on this. The
Solvency II directive is not suited to pension products which
have a long-term investment perspective, as the directive
bases its solvency calculations on a time horizon of one year.
Therefore the financial stability of pension funds in comparison
to other financial services products is not so much affected by
short-term economic instability. This means that applying
higher funding requirements is not necessary given the
possibility pension funds have to spread their risks between
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different generations over long time spans.

O Also, additional capital requirements would in effect lead
to sponsoring companies holding “dead capital”, i.e. unused
assets until the end of the life of the pension scheme. In some
member states it is very difficult and in some cases impossible
for companies to recover this so-called trapped surplus.

O Security is already provided by the current IORP
Directive and through different means at national level. The
IORP Directive already includes quantitative requirements and
security is provided through the legal employer covenant (the
backing of the sponsoring employer). These are held liable for
any underfunding. Security is also provided by national
guarantee funds in Germany which protect employee benefits
in the case of insolvency of the employer (see answer 41).

11. Finally, the justification for reform of the IORP Directive
is the need to increase cross-border activity in the EU. Higher

solvency requirements for pensions do not in any way achieve
this.

Before any final decision is taken by the commission on the
need for additional solvency requirements for pension funds, a
detailed, high quality quantitative impact assessment should be
carried out.

387. | Verband der
Firmenpensionskassen
(VFPK) e.V.

38.

The application of Solvency II models to determine risk based
capital is rejected on principal.. The “fair value” assessment of
the assets and the liabilities which is used in those models is
fundamentally impossible due to the highly volatile capital
markets. Therefore the risk based calculation of capital
requirements based on mark-to-market assessment should be
vetoed particularly since any form of long-term guarantee

Noted.
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would lead differences in terms of assets and liabilities which
cannot be hedged. The term of pension insurance liabilities at
IORPs is approx. 25 years so that any mark-to-market
approach for the determination of the “necessary” capital would
lead to mistakes in controls and to capital requirements which
would not be acceptable. Instead of establishing risk based
capital the strengthening of the risk -based management
regime should be strengthend. However this cannot be based
on the discovery of allegedly necessary capital but must be
completely considered at the development of contracts in the
future and cover all ALM studies and stresstests as a whole.

388. | VHP2 (Vakorganisatie voor
middelbaar en hoger pers

38.

The VHP2 is in favour of a risk-based supervisory framework.
The Solvency II directive is an example of risk-based
supervision. However, this does not automatically mean that
the VHP2 is in favour of applying all Solvency-II rules for
calculating the solvency capital requirement. More examples of
risk-based supervision exist, such as the current Dutch
regulatory system FTK. This system also provides good
examples and many best practice experiences with risk based
supervision that could be drawn upon. The answer on this
question will very much depend on the outcomes of
quantitative and qualitative impact assessments, which in
VHP2 ’s view is essential for any proposal.

As EIOPA states, specific security and benefit adjustment
mechanisms have to be taken into account; these are
instruments that provide pension security. A more difficult
question is how this can be done. The VHP2 pleads for a study
of EIOPA, in close cooperation with the actuarial profession and
IORPs representatives, to answer the question how specific
security and benefit adjustment mechanisms can be valued in

Noted.
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an appropriate way and how sensitive such an approach is to
different assumptions. It is also still questionable how implicit
security mechanisms can be made explicit for calculating the
SCR.

389. | Whitbread Group PLC 38. We see no reason for change to the current regulatory regime Noted.
for UK pension schemes, which provides strong protection for
member’s pension benefits

390. | Zentraler Immobilien 38. If the capital requirements according to Solvency-II apply also | Noted.

Ausschuss e.V. (German
Proper

to IORPs, the equity costs for property investments will
increase and property investments of IORPs will likely to be
reduced. This is especially true for properties with a low
risk/return structure. Instead, IORPs might invest in property
markets with a higher risk/return profiles in order to achieve
returns that not only cover the costs of capital but are
sufficient to cover contractual obligations.

Apart from these general concerns, capital requirements
according to Solvency-II should reduce investments in
residential property which, at least in Germany, have an
extraordinary low risk profile. When IORPs, which are known to
be conservative and professional lessors, will reduce their
market share in the residential market. This will have an
unfavorable impact on lessees on the one hand and insurance
policy holders on the others. Lessees will loose a reliable and
professional lessor, policy holders will loose a stable cash flow
with returns higher than those of most governments bonds
with an adequate risk structure.

Furthermore, according to Solvency-II the capital requirement
(SCR) is calculated by taking into account the actual risk profile
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of the undertaking and corresponds to the amount of own
funds to be held in order to ensure the solvency of the
undertaking over a certain time horizon with a given confidence
level. ZIA is of the opinion that the calculation of the value-at-
risk under Solvency-II is not appropriate for IORPs. Among
other things, IORPs differ from insurance companies because
they have a risk-sharing mechanism, e.g. the reduction of
accrued rights.

Under the risk-based approach under Solvency-II insurance
companies could use a so called standard model of calculating
the required solvency capital. IORPs should be allowed to use
this model, too.

However, from our point of view, the construction of the
standard model is likely to reduce flexibility for IORPs to match
real estate returns with the needs of their policy holders and
encourage IORPs to decrease their real estate allocations. As a
consequence, their portfolios will become less diversified and
more vulnerable to economic shocks. Increased portfolio
vulnerability will result in increased systemic risk, undermining
the effectiveness of solvency-rules as a measure to promote
stability.

Moreover, we would like to stress that practical issues arise
regarding the calibration of the capital requirements in case of
a very high degree of confidence. There is little relevant data to
allow it to be assessed objectively. Thus, the use of a lower
confidence level is adequate for IORPs.
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Finally, the main structural weakness of the standard model is
its approach to fix capital requirements through pre-
determined market shock factors. This is a short term approach
and is not suitable to a long term investment asset such as real
estate. Moreover, calculating the shock factor (especially the
property risk shock factor) requires realistic market data. There
are currently very few markets in Europe that provide fully
sufficient data for the appropriate measurement of property
risks.

391. Zusatzversorgungskasse
des Baugewerbes AG

38.

47. We still question why EIOPA does insist on capital
requirements for IORPs. Their security mechanisms evolved
over a long time, led them through more than one financial
crisis, are constructed in a sustainable way and work for much
longer periods. We regard the fact that on one side EIOPA
thinks that pension funds are much more complex and diverse
than insurance companies - which under Solvency II would
unevitably lead to the need for a specific internal model
because the standard model does not fit - and on the other
side admits that almost none of the pension funds are able to
develop and use an internal model due to their limited
administrative capacity proves the inadequacy of Solvency II-
rules for IORPs.

Noted.

392. Towers Watson

38.

39. What is the stakeholders’ view on applying the Solvency
II-rules for calculating the solvency capital requirement (SCR)
to IORPs, taking into account their specific security and benefit
adjustment mechanisms?

In our response to this question, reference to IORPs means UK-
based, sponsor-backed IORPs. We believe there is a strong
argument that it would not be proportionate to introduce an

Noted.
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SCR requirement for IORPs.

The Solvency II rules for insurers are based on the premise
that the institution should hold additional capital to cover a
1:200 extreme event over a 12 month period. If the SCR were
breached, the institution would need to take corrective action
over a short period, under regulatory scrutiny. Such actions
could include raising additional capital, or closure to new
business.

For IORPs, the position is different. Firstly, most IORPs are
significantly underfunded relative to a market-consistent
measure of technical provisions. They are therefore relying on
employer covenant to bridge the shortfall. Applying a notional
additional SCR onto the shortfall, and therefore increasing the
reliance on covenant, does not obviously improve outcomes.

Secondly, IORPs cannot quickly change their capital base
(largely the employer covenant) to reflect changes in the SCR.
Any application of a risk-capital approach to IORPs should
therefore be proportionate to the range of actions that are
possible.

Thirdly, IORPs should not be required to hold more assets than
the cost of buying-out their liabilities (ie transferring the
liabilities to an insurer). If an IORP reaches the position where
it is fully funded relative to buy-out cost, we would expect it to
do so in most cases. This is a key difference between IORPs
and insurance companies, whose raison-d’etre is to continue in
business taking risks to make a profit. Even very large IORPs
that might find it difficult to buy out would probably de-risk as
fully as possible in this circumstance. There is perhaps an
argument for requiring such IORPs to hold an SCR (at a
reduced level) against remaining unhedgeable risks, but given
the relatively small number of IORPs in this position, we
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suggest that it might be a matter left for national regulators in
the light of the strength of the employer covenant. In most
cases, it is likely to be IORPs with stronger sponsor covenants
who do not buy out, and covenant would be a source of
backing capital against unhedgeable risks.

Fourthly, the Pension Protection Fund (PPF) ‘insures’ against
default for a significant proportion of IORPs’ liabilities.
Arguably, requiring additional risk capital for such liabilities is
doubling the level of backing capital needed. In other words,
IORPs would then have to pay for the cost of the insurance, in
the form of PPF levies, and the cost of the capital for the SCR.

Fifth, the calculation and reporting of the SCR is an onerous
part of the Solvency II regime for insurers. For many IORPs
that are a fraction of the size of the average insurer, with
limited governance budgets, it seems disproportionate to
require the calculation of a risk-based SCR to a specified level
of probability, particularly given the relatively limited range of
actions that can follow in the event of under-capitalisation.

For all of the above reasons, we are of the view that the SCR is
not appropriate for IORPs. The focus of the regime should be
to set an appropriately-prudent long-term technical provisions
target, with a flexible (but rigorous) approach to reaching the
target implemented by national regulators.

393. | OPSG (EIOPA 39. See question 34 Noted.
Occupational Pensions
Stakeholder Group)

394. | AbA Arbeitsgemeinschaft 39. As described above, we believe that risk-based capital Noted.

fUr betriebliche Altersver

requirements are not appropriate for IORPs and, therefore, see
no need for harmonization of solvency requirements at the EU
level.

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

202/434

© EIOPA 2012




»,
"

==

395. | ABVAKABO FNV 39. Yes, IORPs should assess the SCR on an annual basis. Noted.

396. | AEIP 39. We agree to the analysis of EIOPA that a yearly assessment is Noted.
very costly. Therefore we believe that all calculations can be
done at least on a three-yearly basis, at the discretion of
member states.

398. | AMICE 39. We agree that an annual assessment of the SCR position leads | Noted.
to a higher level of policyholder protection. This consideration,
however, points for us in a very clear way towards the
application of the principle of proportionality: where a lower
level of scale and complexity exists, policyholder protection can
to the almost same extent be achieved by less-than-annual
calculations.

As a starting point, we propose a calculation every three years
with a possibility for the supervisor to intensify its supervisory
activity, e.g. by requesting more frequent calculations. In
general, the provisions at level 1 should define the principles,
and all more detailed measures should be addressed on level 2.

399. | AMONIS OFP 39. Do the stakeholders believe that IORPs should assess the SCR Noted.
on an annual or three-yearly basis?

AMONIS OFP’s strong preference is not to impose the SCR.

400. | ANIA - Association of 39. As an annual assessment of the Solvency Capital Requirement | Noted.
Italian Insurers leads to greater Members’ and Beneficiaries’ protection, the
ANIA supports an annual calculation. However, the frequency
should be determined based on the proportionality principle.
More detailed measures should be included in the level 2
implementing measures.

401. | Association of British 39. The ABI would support a frequency of calculation of the SCR Noted.
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Insurers

that takes the proportionality principle into account. We agree
with EIOPA that a SCR calculated on a three year basis will
reduce the administration costs for sponsors to pay for them,
however given the current economic uncertainty larger IORPs
should be calculating a SCR on an annual basis as asset
allocations may change drastically over three years.

402. | Association of Consulting 39. Subject to our comment above, assessing technical provisions Noted.
Actuaries (UK) on a three year cycle with annual (approximate) updates for
larger schemes seems sensible.
403. | Association of French 39. 61. As an annual assessment of the Solvency Capital Noted.
Insurers (FFSA) Requirement leads to greater Members’ and Beneficiaries’
protection, the FFSA supports an annual calculation.
A lower frequency of assessment would imply a slower
identification of a possible problem and also a slower response.
404. | Association of Pensioneer 39. See response to question 12. Noted.
Trustees in Ireland
405. | Assoprevidenza - Italian 39. We agree to the analysis of EIOPA that a yearly assessment is Noted.
Association for supplemen very costly. Therefore we believe that all calculations can be
done on a three-yearly basis.
406. | Assuralia 39. Noted.

The extremely short delay for responding to the technical
consultation document has forced the members of Assuralia to
prioritize and to focus on a number of questions. Our lack of
response to this question must not be regarded as a lack of
interest or opinion.
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407.

Belgian Association of
Pension Institutions
(BVPI-

39.

Do the stakeholders believe that IORPs should assess the SCR
on an annual or three-yearly basis?

BVPI-ABIP’s strong preference is not to impose the SCR.

Noted.

408.

BNP Paribas Cardif

39.

As an annual assessment of the Solvency Capital Requirement
leads to greater Members’ and Beneficiaries’ protection, BNP
Paribas Cardif supports an annual calculation.

A lower frequency of assessment would imply a slower
identification of a possible problem and also a slower response.

Noted.

4009.

BT Group plc

39.

Do the stakeholders believe that IORPs should assess the SCR
on an annual or three-yearly basis?

As stated previously, we do not believe there is a need for SCR
but our view is that current approach of three yearly with
approximate assessment yearly is appropriate

Noted.

410.

BT Pension Scheme
Management Ltd

39.

We believe that the SCR process, given its complexity and
expense, should only be required on a three-yearly basis. We
would support the compromise approach laid out in paragraph
10.3.50, that the solvency requirements be carried out on a
three-year cycle and that supervisors would be able to identify
emerging problems in the intervening time by annual
assessments of the technical provisions.

Noted.

411.

CEA

39.

As an annual assessment of the Solvency Capital Requirement
leads to greater Members’ and Beneficiaries’ protection, the
CEA supports an annual calculation. However, the frequency
should be determined based on the principles of proportionality
and materiality. More detailed measures should be included in
the level 2 implementing measures.

Noted.
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412.

Charles CRONIN

39.

I do not believe that IORPs should be subject to SCRs for the
reasons stated above. However I do believe that IORPs should
undergo a thorough assessment of assets versus liabilities
every three years. IORPs should monitor annually and plan
using the tri-annual assumptions. However, as discussed
above (my answer to question 13) valuing assets mark to
market creates problems due to issues of market volatility.
Hence the need for smoothing of asset values through the
discounted income value method and mean reversion of bond
yields in calculating liabilities.

SCRs are more appropriate where the IORP acts as guarantor.
Ideally the capital requirement should expand in a linear
fashion with the size of the guarantee. However isolating the
size of the guarantee and its associated risk is difficult. Hence
I would suggest a level set as a percentage of total liabilities,
without recourse to confidence levels. A three year
assessment of the SCR would seem appropriate, subject to
smoothing of the technical provisions (assets and liabilities).

Noted.

413.

Chris Barnard

39.

This is a balanced and difficult issue. Given my response to
question 38 I would suggest that we need a proportionate
approach here. The absolute minimum requirement should be
for IORPs to assess the SCR on a three-yearly basis, with a
simplified approach in intervening years. The simplified
approach could make use of interpolation or roll-forward
techniques for example, or only require the major risk factors
to be assessed (e.g. interest rate, equity and credit risks).
IORPs could be required to make additional assessments at any
time if risks have changed significantly, or if required by the

Noted.
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supervisor.

We should bear in mind that even yearly frequency is generally
inadequate during periods of financial distress.

414. | CMHF (Centrale van 39. Yes, IORPs should assess the SCR on an annual basis. Noted.
Middelbare en Hogere
Functionar
415. De Unie (Vakorganisatie 39. Yes, IORPs should assess the SCR on an annual basis. Noted.
voor werk, inkomen en
loop
416. Derek Scott of D&L Scott 39. In the UK we already have annual reports from actuaries under | Noted.
the Pensions Act 2004 to supplement the triennial valuation
cycle from trust deeds and best practice.
417. Direction Générale du 39. We think the SCR should be assessed at least on an annual Noted.
Trésor, Ministere des basis notwithstanding the decisions on the time horizon.
financ
418. Ecie vie 39. We support an annual calculation. Noted.
419. EEF 39. A review should be carried out three-yearly, as now in the UK, Noted.
not annually. The transaction costs of carrying out a review of
assets and liabilities are a significant burden and there is no
material advantage in increasing the frequency of formal
reviews.
420. | European Association of 39. Do the stakeholders believe that IORPs should assess the SCR Noted.
Public Sector Pension Inst on an annual or three-yearly basis?
According to EAPSPI no SCR is needed (see answer to #38).
421. European Federation for 39. EFRP’s strong preference is not to impose the SCR. Noted.
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Retirement Provision
(EFRP

422. European Metalworkers 39. See response question 22 Noted.
Federation
423. | European Mine, Chemical 39. See previous Noted.
and Energy workers’ Fede
424, Federation of the Dutch 39. Yes, IORPs should assess the SCR on an annual basis. Noted.
Pension Funds
425. Financial Reporting 39. We consider that the requirement contained in article 15(3) of Noted.
Council the IORP Directive concerning the calculation of technical
provisions might also be applied to the assessment of solvency.
This provides that the assessment should be provided annually
but at the member state supervisor’s discretion, a full
assessment must be made every 3 years with an annual report
considering adjustments for interim years.
426. | FNV Bondgenoten 39. Yes, IORPs should assess the SCR on an annual basis. Noted.
427. | Generali vie 39. We support an annual calculation. Noted.
428. | German Institute of 39. If the SCR is to be determined on the basis of Solvency II Noted.
Pension Actuaries regulations, then the assessment should be on three-yearly
(IVS\32\45\3 basis. An annual assessment would put considerable pressure
on the IORP’s resource infrastructure.
429. | Groupe Consultatif 39. We think that some evaluation of the SCR, even if only Noted.

Actuariel Européen.

approximate, on a one year basis by larger IORPs is likely to
provide the most effective foundation for any industry-wide
supervisory framework. However, we think that the need for
proportionality and the additional cost burdens more frequent
valuations might involve need to be carefully thought through,
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given the large number of relatively small IORPs that exist in
the EU. We would suggest that focus should primarily be on a
simple methodology to be set out by EIOPA (and carried out by
the IORP at a frequency that is tempered by the need for
proportionality for smaller IORPs) that involves standard
simplified stress tests, to ease the compliance cost for the
majority of IORPs. However, there might also be scope as per
Solvency II for organisations to adopt more sophisticated
internal models if they so wished (if this was felt likely to
encourage adoption of better risk management practices by the
industry).

430. | Groupement Francais des 39. As an annual assessment of the Solvency Capital Requirement Noted.
Bancassureurs leads to greater Members’ and Beneficiaries’ protection, FBIA
supports an annual calculation.
A lower frequency of assessment would imply a slower
identification of a possible problem and also a slower response.
431. PMT-PME-MnServices 39. Yes, IORPs should assess the SCR on an annual basis. Noted.
432. HM Treasury/Department 39. Our view is that the current 3-yr review period (with more Noted.
for Work and Pensions frequent reviews for weaker schemes) is sufficient.
433. | Institute and Faculty of 39. A three year cycle with annual reviews appears proportionate. Noted.
Actuaries (UK) This is the current UK system.
434. | KPMG LLP (UK) 39. See Q34. Noted.
435. Le cercle des épargnants 39. We support an annual calculation. Noted.
436. Macfarlanes LLP 39. (CfA 6 Security mechanisms) Do the stakeholders believe that Noted.

IORPs should assess the SCR on an annual or three-yearly
basis?
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Three-yearly.

438. Mercer 39. If a simple, proportionate regime is imposed, annual testing Noted.
might be appropriate. However, given the long term nature of
most defined benefit provision, in line with the current regime
we expect that three yearly would normally be adequate and
unlikely to provide materially lower protection to members.
439. MHP (Vakcentrale voor 39. Yes, IORPs should assess the SCR on an annual basis. Noted.
Middengroepen en Hoger
Perso
440. Montana Capital Partners 39. A three-year basis would reflect the risk profile more Noted.
AG appropriately compared to a one-year time horizon. A more
flexible approach of taking the different asset classes into
account would incorporate the risk and returns better. See
statements under (37.)
441. National Association of 39. Do the stakeholders believe that IORPs should assess the SCR Noted.

Pension Funds (NAPF)

on an annual or three-yearly basis?

As explained in answer to Q38 above, the NAPF’s strong
preference is not to impose the SCR at all.

In any event, we believe that a one-year time horizon is totally
inappropriate for IORPs. The core purpose of an IORP, as

opposed to individual forms of provision, is to provide benefits
that are equitable across generations by diversifying risks over
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membership and time. Measuring the performance of an IORP
over a one-year horizon would rob it of the ability to carry out
this function.

443. Pensioenfonds Zorg en 39. Yes, IORPs should assess the SCR on an annual basis. Noted.
Welzijn (PFZW)

444, Predica 39. As an annual assessment of the Solvency Capital Requirement Noted.
leads to greater Members’ and Beneficiaries’ protection, Predica
supports an annual calculation.

A lower frequency of assessment would imply a slower
identification of a possible problem and also a slower response.
445, prof.dr. A.A.]. Pelsser 39. See response to 37. Noted.
HonFIA, Netspar &
Maastric
446. PTK (Sweden) 39. Our strong preference is not to impose the SCR. Noted.
447. Railways Pension Trustee 39. Although RPTCL opposes the proposed measures for calculating | Noted.
Company Limited ("RPTCL the SCR, we believe that any requirements for reassessment of
technical provisions or security mechanisms should only be for
them to be carried out on a three-yearly basis.
449. | TCO 39. Our strong preference is not to impose the SCR. Noted.
450. | Tesco PLC 39. Do the stakeholders believe the IORP should assess the SCR on | Noted.

an annual or three-yearly basis?
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We believe that 3-yearly is frequent enough to consider the
funding of such long-term savings vehicles and this would also
help to manage sponsor expenses in arranging for these
reviews to be carried out. However, note that we don’t believe
the SCR is necessary for IORPS in the first place as in Q38.

451. | The Association of Pension | 39. We don "t see SCR calculation technique suitable for pension Noted.
Foundations (Finland) funds. It is too complicated, massive and expensive and it
doesn’t take in consideration the characteristics of IORPs.
452. | The Association of the 39. The Respondents prefer not to impose the SCR. If there should | Noted.
Luxembourg Fund be a SCR implied, a three-yearly assessment is appropriate.
Industry (A
453. | The Society of Actuaries in | 39. We believe a full solvency assessment should be required every | Noted.
Ireland 3 years with annual estimations. The details on the 3 year
assessment will be a matter for Level 2 and the annual
estimation should be proportionate. Any change which in the
opinion of the actuary is material should require a
reassessment of the SCR.
Inconsistency with point 37 above re an annual assessment
and a one year time horizon can be overcome by having
appropriate annual monitoring of the scheme by the actuary in
between the 3 year assessments.
454, | THE SOCIETY OF PENSION | 39. Three-yearly. Noted.
CONSULTANTS
455. | Towers Watson 39. Our strong preference is not to impose the SCR on IORPs. If Noted.

Deutschland GmbH

the SCR is to be determined on the basis of Solvency II
regulations, than the assessment should be on three-yearly
basis. An annual assessment would put excessive pressure on
most IORPs’ resource infrastructure.
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456. | Transport for London / TfL | 39. A three-yearly assessment is appropriate, but for the reasons Noted.
Pension Fund given in response to 38, we believe it is unnecessary to
introduce a Solvency Capital Requirement.
457. UK Association of Pension | 39. CfA 6 (Security mechanisms): Do the stakeholders believe that | Noted.
Lawyers IORPs should assess the SCR on an annual or three-yearly
basis?
Three-yearly.
458. UNI Europa 39. See question 22 Noted.
459. Universities 39. Do the stakeholders believe that IORPs should assess the SCR Noted.
Superannuation Scheme on an annual or three-yearly basis?
(USS),
As explained in answer to Q38 above, USS’s strong preference
is not to impose the SCR at all.
In any event, we believe that a one-year time horizon is totally
inappropriate for IORPs. The core purpose of an IORP, as
opposed to individual forms of provision, is to provide benefits
that are equitable across generations by diversifying risks over
membership and time. Measuring the performance of an IORP
over a one-year horizon would rob it of the ability to carry out
this function.
460. | Verband der 39. No. As described above, we believe that risk-based capital Noted.

Firmenpensionskassen
(VFPK) e.V.

requirements are not appropriate for IORPs and, therefore, see
no need for harmonization of solvency requirements at the EU
level. In any event, we believe that a one-year time horizon to
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assess the financial position of an IORP is totally inappropriate.
The core purpose of an IORP, as opposed to individual forms of
provision, is to provide benefits that are equitable across
generations by diversifying risks over membership and time
and taking advantage of the long-term liquidity premium.
Measuring the performance of an IORP over a one-year
horizon, would rob the IORP of the ability to carry out this
function.

461.

VHP2 (Vakorganisatie voor
middelbaar en hoger pers

39.

Yes, IORPs should assess the SCR on an annual basis.

Noted.

462.

Whitbread Group PLC

39.

We see no reason for change to the current regulatory regime
for UK pension schemes, which provides strong protection for
member’s pension benefits

Noted.

463.

Zusatzversorgungskasse
des Baugewerbes AG

39.

48. We oppose the implementation of capital requirements
based on Value-at-Risk calculations. However if the commission
would go through with this idea, we would like to give the
following comment:

49, We agree to the analysis of EIOPA that a yearly
assessment is very costly. Therefore we believe that all
calculations can be done at least on a three-yearly basis, at the
discretion of member states but with application of an one-
year-horizon as requested in the answer to question 37.

Noted.

464.

Towers Watson

39.

40. Do the stakeholders believe that IORPs should assess
the SCR on an annual or three-yearly basis?

If it is appropriate to assess an SCR for IORPs (see question
38), then we believe that a three-yearly assessment would be
proportionate, taking into account both the capacity of
resources and the limited range of actions available to IORPs.

Noted.
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465.

OPSG (EIOPA
Occupational Pensions
Stakeholder Group)

40.

See question 34

Noted.

466.

AbA Arbeitsgemeinschaft
fur betriebliche Altersver

40.

As described above, we do not believe that risk-based capital
requirements are appropriate for IORPs and, therefore, see no
need for harmonization of solvency requirements at the EU
level. In any event, in a system where there is sponsor
support, the possibility of funding deficits with recovery
periods, the ability to reduce benefits and the existence of an
insolvency protection scheme, the concept of an MCR makes no
sense.

Noted.

467.

ABVAKABO FNV

40.

In the Netherlands, comparable mechanisms as the MCR and
SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way.In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.

Noted.

468.

AEIP

40.

83. AEIP rejects the idea of imposing minimum capital
requirements as a general rule.

84. What will be gained by making the minimum capital
requirement dependent on the solvency capital requirement, as
it is the case in Solvency II?.

85. The aim of a minimum capital requirement calculation
under Solvency II is to allow in case of the insurance
companies insolvency, to close the company for new business
and start to transfer assets and liabilities to another insurance
companies. This is different for IORP’s. There are sponsor

Noted.
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guarantees and the possibility for benefit adjustments.
Winding up the IORP would not help the members or
beneficiaries especially if the scheme contains solidarity
elements that cannot be transferred to another pension fund or
insurance company.

Therefore we suggest option 1 regarding the existence of MCR
(10.3.102). Therefore any other options need not to be judged.

470. | AMICE 40. AMICE agrees with the application of an MCR upon IORPs Noted.
provided it includes the security mechanisms mentioned above.
The principle of proportionality should determine the frequency
of the MCR calculation.

471. | AMONIS OFP 40. What is the stakeholders’ view on imposing a minimum capital Noted.

requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

AMONIS OFP rejects the idea of imposing minimum capital
requirements as a general rule.

O The aim of a minimum capital requirement calculation
under Solvency II is to allow in case of the insurance
companies insolvency, to close the company for new business
and start to transfer assets and liabilities to another insurance
companies. This is different for IORP’s. IORPs are mostly set up
to manage the pensions of a specific sponsor, and it is
impossible for the sponsor to run away from the IORP.

Therefore we suggest option 1 regarding the existence of MCR
(10.3.102). Therefore any other options need not to be judged.
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472.

ANIA - Association of
Italian Insurers

40.

In principle a two level approach with the SCR as a strong
target and the MCR as minimum target would be needed in
order to cope with the risk based nature of the system.
However, the consequences of falling below the threshold of
the MCR should be defined. The ANIA believes that the
threshold and consequences of a minimum capital requirement
should be decided on the basis of a carefully executed QIS.

Noted.

473.

Association Francaise de la
Gestion financiére (AF

40.

AFG believes that a uniformed minimum capital requirement
(MCR) does not appear possible and is not desirable given the
diversity of IORPs and the profound differences in the security
mechanisms used across Europe to ensure the security of the
pension promise made to pension schemes members.

Noted.

474.

Association of British
Insurers

40.

The ABI would support EIOPA’s Option 1 of no introduction of a
MCR as this would require IORPs to perform an additional
burdensome calculation. A simplification of the MCR might be
an easier and less burdensome approach. We find it difficult to
accept imposing of a MCR on IORPs without detailed knowledge
on the implications of a breach of the MCR for the IORP. We
therefore would seek clarity from EIOPA on this issue.

Noted.

475.

Association of Consulting
Actuaries (UK)

40.

An additional mandatory triggering level would be excessive
and disproportionate in the case of many IORPs.

Noted.

476.

Association of French
Insurers (FFSA)

40.

62. The FFSA believes that the process for insurers and
IORPs should be similar. As such the Minimum Capital
Requirement should also be applied to IORPs. Imposing a MCR
would allow the supervisor to step in progressively and
adequately regarding the potential breach respectively of the
SCR and MCR.

In all cases the same principle should apply for retirement

Noted.
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schemes provided by the insurers.

477. | Association of Pensioneer 40. See response to question 12. Noted.
Trustees in Ireland
478. | Assoprevidenza - Italian 40. We share view in 10.3.81, so we agree with option 1. Noted.
Association for supplemen
479. | Assuralia 40.
The extremely short delay for responding to the technical
consultation document has forced the members of Assuralia to
prioritize and to focus on a number of questions. Our lack of
response to this question must not be regarded as a lack of
interest or opinion.
480. | BARNETT WADDINGHAM 40. A new minimum capital requirement is unwarranted and will Noted.

LLP

not add any benefit for pension scheme members. There are
already several pension scheme funding-based triggers in place
(set by the UK Pensions Regulator) for monitoring schemes.
Where scheme funding falls below these triggers the Pensions
Regulator has a number of powers for intervening.

As noted in our response to question 12, under-funding does
not affect members’ benefits; benefits are always paid out in
full while a scheme sponsor remains solvent. Further under-
funding should not necessarily affect a sponsor’s right to
continue to offer future accrual, as all benefits accrued are
backed by the sponsor. (This is in contrast to insurance
companies which are required to stop writing new business if
funding falls below a Minimmum Capital Requirement.)
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481.

Bayer AG

40.

What is the stakeholders’ view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
the IORP Directive must take into account the specific security
mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can
be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

Noted.

482.

BDA Bundesvereinigung
der Deutschen
Arbeitgeberver

40.

What is the stakeholders view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
the IORP Directive must take into account the specific security
mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can

Noted.
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be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

483. | Belgian Association of 40. What is the stakeholders’ view on imposing a minimum capital Noted.
Pension Institutions requirement (MCR) upon IORPs? What adjustments to the
(BVPI- Solvency II rules are needed regarding the structure and
frequency of the calculation?
BVPI-ABIP rejects the idea of imposing minimum capital
requirements as a general rule.
12. The aim of a minimum capital requirement calculation
under Solvency II is to allow in case of the insurance
companies insolvency, to close the company for new business
and start to transfer assets and liabilities to another insurance
companies. This is different for IORP’s. IORPs are mostly set up
to manage the pensions of a specific sponsor, and it is
impossible for the sponsor to run away from the IORP.
Therefore we suggest option 1 regarding the existence of MCR
(10.3.102). Therefore any other options need not to be judged.
484. BNP Paribas Cardif 40. BNP Paribas Cardif believes that the process for insurers and Noted.

IORPs should be similar. As such the Minimum Capital
Requirement should also be applied to IORPs. Imposing a MCR
would allow the supervisor to step in progressively and
adequately regarding the potential breach respectively of the
SCR and MCR.
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In all cases the same principle should apply for retirement
schemes provided by the insurers.

485.

Bosch Pensionsfonds AG

40.

Our strong recommendation is Option 1: not to impose a
uniform MCR for IORPs.

Noted.

486.

Bosch-Group

40.

Our strong recommendation is Option 1: not to impose a
uniform MCR for IORPs.

Noted.

487.

BT Group plc

40.

What is the stakeholders’ view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

We are not clear how the MCR is relevant for IORPs and this
appears to have more rationale in an insurance context.

Noted.

488.

BT Pension Scheme
Management Ltd

40.

We do not support a SCR and hence can not support a MCR.

Should one be put into place, we believe it is not practical nor
appropriate to calculate the MCR on a quarterly basis, and
believe it should not be required of IORPs more frequently than
annually. We believe a good deal more work is necessary to
ensure that the MCR calculation is made relevant to the nature
and structure of IORPs and look forward to this being taken
forward in detail before the MCR approach is formally adopted.

Noted.

489.

Bundesarbeitgeberverband
Chemie e.V. (BAVC)

40.

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
the IORP Directive must take into account the specific security

Noted.
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mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can
be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

490.

BUSINESSEUROPE

40.

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
the IORP Directive must take into account the specific security
mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can
be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

Noted.

491.

CEA

40.

In principle a two level approach with the SCR as a strong
target and the MCR as minimum target would be needed in
order to cope with the risk based nature of the system.
However, the consequences of falling below the threshold of
the MCR should be defined. The CEA believes that the threshold
and consequences of a minimum capital requirement should be
decided on the basis of a carefully executed QIS.

Noted.

492.

Charles CRONIN

40.

I do not support the imposition of a MCR for IORPs, due to the
difference between IORPs and insurance companies,
highlighted in my answer to question 38, except where the
IORP is acting as guarantor. In which case the frequency of
calculation should be consistent with the SCR - every three

Noted.
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years.

493.

Chris Barnard

40.

I would agree with imposing a minimum capital requirement
(MCR) upon IORPs. This would be consistent with Solvency II
and allow for a more frequent solvency assessment. I would
recommend that the MCR calculation should be proportionate
and employ a simplified approach (low complexity, re
Paragraph 10.3.85). I agree with Paragraph 10.3.87 that the
structure of the calculation should use readily available
variables, although the definition of “written premiums” may
need to be clarified in relation to IORPs. I would support a
quarterly calculation for the MCR, which should be based on
the latest annually-determined SCR.

Noted.

494.

CMHF (Centrale van
Middelbare en Hogere
Functionar

40.

In the Netherlands, comparable mechanisms as the MCR and
SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way. In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.

Noted.

495.

De Unie (Vakorganisatie
voor werk, inkomen en
loop

40.

In the Netherlands, comparable mechanisms as the MCR and
SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way. In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.

Noted.

496.

Direction Générale du

40.

Yes we agree on the usefulness of the introduction of a MCR.

Noted.
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Trésor, Ministére des
financ

497.

Ecie vie

40.

The Solvency II rules for MCR should be applied to IORPs and
Insurance contracts in the same manner.

Noted.

498.

European Association of
Public Sector Pension Inst

40.

What is the stakeholders’ view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

In EAPSPI’s opinion no MCR according to Solvency II is needed.

The existing provisions in the IORP I Directive (Article 17) are
sufficient. And in addition the severe problems when adopting
Solvency II's SCR and MCR as well as the existence of risk-
mitigating elements and additional security mechanism in case
of IORPs make a MCR according to Solvency II undesirable
(see discussion of question #12 on HBS).

Noted.

499.

European Federation for
Retirement Provision
(EFRP

40.

EFRP’s strong preference is not to impose a uniformed MCR.
This is because of the kind of pension contract differs from
Member State to Member State. This implies that it differs if
IORPs can have a funding deficit or not. In some Member
States this is not possible because IORPs cannot call on risk
mitigating instruments. In some Member States, the pension
deal is based on intergenerational risk sharing. In such kind of
a pension deal, it is possible to have a funding deficit. Also
when an IORP can call for sponsor support, it should be
possible for an IORP to have a deficit and therefore a negative
MCR.

Noted.

500.

European Fund and Asset

40.

EFAMA believes that a uniformed minimum capital requirement

Noted.
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Management Association
(EF

(MCR) does not appear possible and is not desirable given the
diversity of IORPs and the profound differences in the security
mechanisms used across Europe to ensure the security of the
pension promise made to pension schemes members.

501. European Metalworkers 40. See response question 22 Noted.
Federation
502. | European Mine, Chemical 40. See previous Noted.
and Energy workers’ Fede
503. Federation of the Dutch 40. In the Netherlands, comparable mechanisms as the MCR and Noted.
Pension Funds SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way. In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.
504. Financial Reporting 40. We do not support the imposition of a MCR as well as a SCR as | Noted.
Council there would be additional costs to IORPs without clear benefits.
505. FNV Bondgenoten 40. In the Netherlands, comparable mechanisms as the MCR and Noted.

SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way.In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.
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506.

Generali vie

40.

The Solvency II rules for MCR should be applied to IORPs and
Insurance contracts in the same manner.

Noted.

507.

German Institute of
Pension Actuaries
(IVS\32\45\3

40.

Considering the requirement for a MCR is understandable.
However, a definition for IORPs similar to that of Solvency II is
not appropriate without significant and fundamental changes to
occupational pensions in Germany. Furthermore, the current
IORP directive is in a sense a similar regulation, providing as it
does for the holding of a guarantee fund. This approach, based
on a flat rate percentage should continue as it is practical.

Noted.

508.

GESAMTMETALL -
Federation of German
employer

40.

What is the stakeholders view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
the IORP Directive must take into account the specific security
mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can
be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

Noted.

5009.

Groupe Consultatif
Actuariel Européen.

40.

From a pure actuarial point of view there is no need for an
MCR. The SCR covers already all the risks. The MCR is “just” a

Noted.
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level that could trigger (further) supervisory action.

Again we note the need to clarify what types of HBS outcomes
would result in what types of action especially actions by
supervisors. Presumably, the primary trigger for corrective
action for an IORP will be if the HBS shows too low a margin of
assets (including elements linked to applicable security
mechanisms) over liabilities. The merits of having several
potential intervention points that rely on different calculations
and are computed at potentially different time frequencies (and
thus of having an MCR as well as SCR) seem to us to depend
very heavily on how it is expected that the HBS will be used.
However, our presumption is that corrective action is likely in
the first instance to involve some sort of deficit recovery plan
with the MCR / SCR being the point at which the position
becomes sufficiently noteworthy to need such action, so we are
doubtful about the likely usefulness of having more than one
trigger point computation methodology.

Please also note that:

- inclusion of an absolute floor in the calculation may
disproportionately affect very small IORPs which by overall
value may not be large but which may form a substantial
proportion of IORPs across the EU by number.

- for the HBS to be workable, values ascribed to different
security mechanisms will need to be eligible to cover the MCR,
as otherwise many IORPs will start in breach of their MCR.

510.

Groupement Francgais des
Bancassureurs

40.

FBIA believes that the process for insurers and IORPs should be
similar. As such the Minimum Capital Requirement should also
be applied to IORPs. Imposing a MCR would allow the
supervisor to step in progressively and adequately regarding
the potential breach respectively of the SCR and MCR.

Noted.
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In all cases the same principle should apply for retirement
schemes provided by the insurers.

511.

PMT-PME-MnServices

40.

In the Netherlands, comparable mechanisms as the MCR and
SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way. In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.

Noted.

512.

HM Treasury/Department
for Work and Pensions

40.

Govt’s view is that there is no case for an MCR for IORPs. The
primary purpose of the SCR/MCR split in Solvency II is to
provide for a ladder of intervention that enables supervisors to
intervene while the insurance undertaking is still a going
concern, avoiding the need to remove the undertaking’s licence
to trade. The situation for IORPs is fundamentally different:

O IORPs are not trading and therefore do not stand to
have their licence withdrawn. The response to a breach of MCR
would therefore never be the same as for insurance
undertakings;

O The absolute need for a long recovery period if technical
provisions are breached means that there is plenty of scope for
gradual supervisory intervention. The MCR would therefore
serve no additional purpose.

More generally, it is concerning that the consultation does not
address the consequences of breaching the SCR, the MCR or
the level of technical provisions, or what the consequences

Noted.
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might be for sponsor-backed IORPs that fail to recover their
position during their agreed recovery period. This issue is
fundamental, and reflects the key difference between IORPs
and insurance undertakings, and should not be dismissed
simply by saying that it "would have to be carefully
considered”, as para 10.3.205 suggests.

513.

IBM Deutschland
Pensionskasse VVaG and
IBM Deutsch

40.

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
the IORP Directive must take into account the specific security
mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can
be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

Noted.

514.

Institute and Faculty of
Actuaries (UK)

40.

Our view on the imposition of a minimum capital requirement
(MCR) depends on the consequences of an IORP falling short of
such a measure. If the sensible consequence of SCR is
disclosure then the MCR probably adds little or no value.

If the consequence of MCR “failure” is to transfer resources
from sponsor to IORP then this needs further analysis and such
intervention, if required, should be at a national level and
scheme specific.

Noted.

515.

KPMG LLP (UK)

40.

See Q34.

Noted.

516.

Le cercle des épargnants

40.

The Solvency II rules for MCR should be applied to IORPs and
Insurance contracts in the same manner.

Noted.
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517. Macfarlanes LLP 40. 48. (CfA 6 Security mechanisms) What is the stakeholders’ Noted.
view on imposing a minimum capital requirement (MCR) upon
IORPs? What adjustments to the Solvency II rules are needed
regarding the structure and frequency of the calculation?

49, For the reasons already stated, we do not think that
change to the funding requirements for IORPs is required or
appropriate, or likely to achieve any of the stated objectives of
the European Commission.

50. The purpose of the MCR is to trigger certain supervisory
actions which will protect current and future customers on the
basis that they have the option of choosing another insurance
company that is better capitalised. The mechanisms
appropriate to insurance companies are either inappropriate or
inapplicable for IORPs (e.g. transferring the business of the
IORP to another IORP) or prejudicial to members (e.g. by
terminating it altogether).

51. Equivalent steps would include terminating future
accrual and forcing the transfer of the IORP’s *activities’ to an
insurance company by winding it up. These are sanctions
currently available under the UK supervisor’s statutory powers.
Such actions are, however, detrimental to the members and
beneficiaries rather than to other parties. Because of the
employer’s extensive legal obligations under UK law, the
compulsory wind up of its scheme is likely to push many
companies into insolvency.

52. It is acknowledged that there may be some types of
IORPs or other pension vehicles, such as the UK NEST, where
similar measures could be implemented without detriment to
members and beneficiaries, but differentiation between (a)
company specific IORPs that are security for an employer’s
pension promises and (b) commercial IORPs and other vehicles
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that are trading with the public and whose liabilities are
transferable without prejudice to their customers is needed.

53. As the objective (protecting current and future
customers) and purpose (triggering certain supervisory actions
that achieve such protection without detriment to the
customers) of the MCR do not apply to UK IORPs, we do not
think it appropriate to impose the MCR to the majority of UK
IORPs because it will not serve its purpose.

54. The UK also has experience of using a minimum funding
requirement. It created a false sense of security and became a
standard measure of funding that was inappropriately low. We
think introducing an MCR would be a regressive measure.

518. Mercer

40.

In Solvency II, the purpose of the MCR is to determine a point
at which member state supervisory authorities are given
stronger powers to intervene in the operation of an insurance
company. For example, they can prevent the insurer from
writing new business and take steps to transfer books of
business to alternative providers.

The position in the case of IORPs is less clear. Is it expected
that supervisory authorities should force the immediate funding
of an IORP without sufficient assets to meet its MCR; or that
sponsoring employers should be required to transfer the
liabilities to another provider? Both of these could be difficult
for employers, particularly since they are likely to have prior
calls on their available capital.

A decision about a MCR is impossible without understanding its
implication.

Noted.
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40 (contd) What adjustments to the Solvency II rules are
needed regarding the structure and frequency of the
calculation?

See above.

5109.

MHP (Vakcentrale voor
Middengroepen en Hoger
Perso

40.

In the Netherlands, comparable mechanisms as the MCR and
SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way. In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.

Noted.

521.

National Association of
Pension Funds (NAPF)

40.

What is the stakeholders’ view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

The NAPF is opposed (as explained in Q38) to the SCR. And

without an SCR, there is, of course, no need for an MCR either.

The NAPF is, therefore, opposed to both.

Noted.

523.

NORDMETALL, Verband
der Metall- und

40.

What is the stakeholders view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the

Noted.
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Elektroindustr

Solvency II rules are needed regarding the structure and
frequency of the calculation?

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
the IORP Directive must take into account the specific security
mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can
be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

524. Pan-European Insurance
Forum (PEIF)

40.

The focus of IORP II is on security for the member/beneficiary.
This may be through security mechanisms provided ‘outside’
the IORP itself. However, it can be argued that for the purpose
of security of the institution itself, a minimum capital
requirement may be reasonable for all IORPs. The principle of
proportionality has to be applied. The PEIF group of companies
at this stage cannot reach a more detailed view.

There is a need to ensure that regulatory and supervisory focus
is clearly on MCR and to avoid regulators/supervisors pushing
SCR as the primary threshold. Any lessons incorporated in
IORP II on this should be extended to SII. In any event, the
regimes for IORPs and insurers should be consistent.

PEIF believes that it is not possible to provide an unconditional
answer at this stage. See opening general comments.

Noted.
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525.

Pensioenfonds Zorg en
Welzijn (PFZW)

40.

In the Netherlands, comparable mechanisms as the MCR and
SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way. In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.

Noted.

526.

Predica

40.

Predica believes that the process for insurers and IORPs should
be similar. As such the Minimum Capital Requirement should
also be applied to IORPs. Imposing a MCR would allow the
supervisor to step in progressively and adequately regarding
the potential breach respectively of the SCR and MCR.

In all cases the same principle should apply for retirement
schemes provided by the insurers.

Noted.

527.

prof.dr. A.A.J. Pelsser
HonFIA, Netspar &
Maastric

40.

See response to 37.

Noted.

528.

PTK (Sweden)

40.

Our strong preference is not to impose a uniformed MCR. This
is because of the kind of pension contract differs from Member
State to Member State. This implies that it differs if IORPs can
have a funding deficit or not. In some Member States this is
not possible because IORPs cannot call on risk mitigating
instruments. In some Member States, the pension deal is
based on intergenerational risk sharing. In such kind of a
pension deal, it is possible to have a funding deficit. Also when
an IORP can call for sponsor support, it should be possible for
an IORP to have a deficit and therefore a negative MCR.

Noted.
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529.

Railways Pension Trustee
Company Limited ("RPTCL

40.

If it were decided to go ahead with applying the Solvency II
requirements to pension schemes, RPTCL would reject the MCR
on the basis that there is no parallel to the regulatory action
that applies to a breach of the MCR by an insurer.

Imposing an MCR would eat into sponsors’ already limited or
stretched budgets. The inevitable impacts will be closure of
pension schemes in many cases.

Noted.

530.

Standard Life Plc

40.

We support EIOPA’s Option 1 of the exclusion of an MCR on the
basis of it being overly burdensome and of low incremental
value to the idea of introducing an SCR / capital requirements.
Very clear rules as to what requirements would result from
breaching these first and last intervention points would need to
be provided for consideration.

Noted.

532.

TCO

40.

Our strong preference is not to impose a uniformed MCR. This
is because of the kind of pension contract differs from Member
State to Member State. This implies that it differs if IORPs can
have a funding deficit or not. In some Member States this is
not possible because IORPs cannot call on risk mitigating
instruments. In some Member States, the pension deal is
based on intergenerational risk sharing. In such kind of a
pension deal, it is possible to have a funding deficit. Also when
an IORP can call for sponsor support, it should be possible for
an IORP to have a deficit and therefore a negative MCR.

Noted.

533.

THE ASSOCIATION OF

40.

What is the stakeholders’ view on imposing a minimum capital

Noted.
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CORPORATE TREASURERS

requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

We make no comment on the precise assesment of MCR and
SCR but note your comment in

10.3.78 that my imposing insurance like capital requirements
“For existing members the security of their benefits could rise
and be made more transparent. The impact on future
employees depends on the reaction of employers, which may
include closure of existing schemes for new entrants.” We
repeat our principal objection that it is of no benefit to produce
rules that enhance safety to the extent that there are no
company schemes available to employees.

Conceptually we do have a problem in applying a requirement
to hold excess capital to a pension fund that exists for its
beneficiaries. To whom does that capital belong when the
pension fund reaches the end of its life

534. | The Association of Pension | 40. We don 't see MCR calculation technique suitable for pension Noted.
Foundations (Finland) funds. It is too complicated, massive and expensive and it
doesn’t take in consideration the c4haracteristics of IORPs.
535. | The Association of the 40. The Respondents prefer not to impose a uniformed MCR. This Noted.
Luxembourg Fund is because of the kind of pension contract differs from Member
Industry (A State to Member State.
536. | The Society of Actuaries in | 40. We do not agree with the concept of an MCR applying to IORPs. | Noted.

Ireland

It would be an excessive requirement and would not provide
any additional security on top of an SCR and a recovery plan
that would already be in place.
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However if it is considered that an MCR should apply then it
should not be overly complex to calculate. Consideration
should be given to the type of assets are required to cover the
MCR. In addition any minimum absolute MCR would need to be
carefully defined relative to the technical provisions and/or
assets of the scheme.

537.

THE SOCIETY OF PENSION
CONSULTANTS

40.

This is irrelevant to the UK. Regulatory intervention (including
the potential for enforced winding up) under the existing
regime would be triggered long before such a low funding level
was reached.

Noted.

538.

Towers Watson
Deutschland GmbH

40.

In keeping with our opinion on the introduction of the SCR, our
strong preference is not to impose the MCR on IORPs. If it were
accepted that the SCR should not be required for IORPs, then
the MCR would also be inappropriate.

The issue of regulatory intervention where capital requirements
are breached needs very careful consideration for sponsor-
backed IORPs. Such regulatory intervention is almost certain
to have market consequences for the sponsors. The regulatory
regime should give sufficient discretion to national regulators
so that intervention takes account of the consequences for
each sponsor, and maximises the potential benefit for IORP
members.

Noted.

539.

Trades Union Congress
(TUC)

40.

What is the stakeholders’ view on imposing a minimum capital
requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation

Noted.

Resolutions on Comments on EIOPA-CP-11/006 Response to the Call for Advice on the review of the IORP Directive 2003/41/EC: second consultation

237/434

© EIOPA 2012




»,
"

=0

The TUC does not see the need for either the MCR or SCR.
Technical provisions at the scheme specific funding level
provide a sufficient degree of prudency.

540. UK Association of Pension
Lawyers

40.

CfA 6 (Security mechanisms): What is the stakeholders’ view
on imposing a minimum capital requirement (MCR) upon
IORPs? What adjustments to the Solvency II rules are needed
regarding the structure and frequency of the calculation?

For the reasons already stated (see the general comments we
make in relation to question 38 above), we do not think
changes to the funding requirements for IORPs is required or
appropriate or likely to achieve any of the stated objectives of
the European Commission.

The purpose of the MCR is to trigger certain supervisory actions
that are either inappropriate or inapplicable for IORPs or
prejudicial to the members, such as cessation of activities or
transferring the business of the insurance company to another
insurance company or imposing prohibitions on the disposal of
assets. The objective of such measures is to protect current
and future customers on the basis that they have the option of
choosing another insurance company that is better capitalised.

Such measures do not translate well in relation to most UK
IORPs. Equivalent steps would include terminating future
accrual and forcing the transfer of the IORP’s *activities’ to an
insurance company by winding it up. These are sanctions
currently available under the UK supervisor’s statutory powers.
Such actions are however detrimental to the members and
beneficiaries rather than to other parties.

As the objective (protecting current and future customers) and
purpose (triggering certain supervisory actions that achieve

Noted.
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such protection without detriment to the customers) of the
MCR do not apply to UK IORPs, we do not think it appropriate
to impose the MCR to the majority of UK IORPs because it will
not serve its purpose.

The UK also has experience of using a minimum funding
requirement. It created a false sense of security and became a
standard measure of funding that was inappropriately low. We
think introducing an MCR would be a regressive measure.

541. UNI Europa 40. See question 22 Noted.
542. Universities 40. What is the stakeholders’ view on imposing a minimum capital Noted.
Superannuation Scheme requirement (MCR) upon IORPs? What adjustments to the
(UsSs), Solvency II rules are needed regarding the structure and
frequency of the calculation?
USS is opposed (as explained in Q38) to the SCR. And without
an SCR, there is, of course, no need for an MCR either. USS is,
therefore, opposed to both.
543. | vbw - Vereinigung der 40. What is the stakeholders view on imposing a minimum capital Noted.

Bayerischen Wirtschaft e.

V.

requirement (MCR) upon IORPs? What adjustments to the
Solvency II rules are needed regarding the structure and
frequency of the calculation?

The consultation document poses the question as to whether
the special mechanisms which are only available to IORPs (as
highlighted in answer to question 38), could be treated as
equivalent to a solvency capital requirement (SCR) or a way of
mitigating risk and therefore lowering the SCR. Any revision of
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the IORP Directive must take into account the specific security
mechanisms available to IORPs, which vary across EU member
states. However, it is difficult to see how these specificities can
be quantified in the same way as capital requirements, as they
are more of a qualitative nature, therefore measuring them is
very difficult.

544,

Verband der
Firmenpensionskassen
(VFPK) e.V.

40.

As described above, we do not believe that risk-based capital
requirements are appropriate for IORPs and, therefore, see no
need for harmonization of solvency requirements at the EU
level. In any event, in a system where there is sponsor
support, the possibility of funding deficits with recovery
periods, the ability to reduce benefits and the existence of an
insolvency protection scheme, the concept of an MCR makes no
sense.

Noted.

545.

Verbond van Verzekeraars

40.

The objective of the MCR should be made clear before we could
argue whether this is appropriate to IORP’s.

Noted.

546.

VHP2 (Vakorganisatie voor
middelbaar en hoger pers

40.

In the Netherlands, comparable mechanisms as the MCR and
SCR are currently used. The MCR is used as the level of funds
(in excess of liabilities) that should be reached with a short
term recovery plan. The SCR is used as the level of funds (in
excess of liabilities) that should be reached with a long term
recovery plan. We are in favour of using the MCR and SCR in
exactly this way. In addition, we doubt the added value of
making the MCR dependent on the SCR, as is the case under
Solvency II regulation.

Noted.

547.

Whitbread Group PLC

40.

We see no reason for change to the current regulatory regime
for UK pension schemes, which provides strong protection for
member’s pension benefits

Noted.
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548. Zusatzversorgungskasse
des Baugewerbes AG

40.

50. We regard the idea of imposing minimum capital
requirements as completely inappropriate for IORPs.
Furthermore nothing will be gained by making the MCR
dependent on the SCR, as it is the case in Solvency II.

51. The aim of a MCR calculation under Solvency II is to
blow a whistle if an insurance company’s insolvency is to
expect shortly. Then the supervisor might close the company
for new business and starts to transfer assets and liabilities to
another insurance company. This is different for IORPs. There
are sponsor guarantees and the possibility for benefit
adjustments. Winding up the IORP would not help the
members or beneficiaries especially if the scheme contains
solidarity elements that cannot be transferred to another
pension fund or insurance company.

52. Therefore we suggest option 1 regarding the existence
of MCR (10.3.102).

Noted.

549, Towers Watson

40.

41. What is the stakeholders’ view on imposing a minimum
capital requirement (MCR) upon IORPs? What adjustments to
the Solvency II rules are needed regarding the structure and
frequency of the calculation?

This is linked to the question about whether it is appropriate to
impose an SCR on IORPs (see question 38). If it were
accepted that the SCR should not be required for IORPs, then
the MCR would also be inappropriate. That is not to say that a
minimum threshold for regulatory action should not be set, but
in our view, that minimum threshold should be set based on
the outcomes it is expected to achieve.

The issue of regulatory intervention where capital requirements
are breached needs very careful consideration for sponsor-
backed IORPs. Such regulatory intervention is almost certain

Noted.
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to have market consequences for the sponsors. The regulatory
regime should give sufficient discretion to national regulators
so that intervention takes account of the consequences for
each sponsor, and maximises the potential benefit for IORP
members.

550. | OPSG (EIOPA 41. See question 34 Noted.
Occupational Pensions
Stakeholder Group)
551. | AbA Arbeitsgemeinschaft 41. Our rejection of the holistic balance sheet approach rests in Noted.
fur betriebliche Altersver part on the difficulty in placing a value on the sponsor support
and pension protection schemes. This would be a highly
complex and therefore potentially costly exercise.
Should the Commission nevertheless pursue this matter, we
would suggest considering an approach which reflects the
complementary nature of the sponsor support and insolvency
protection scheme, which together would create a uniform level
of protection across the Member State. As such, this risk
mitigating mechanism could be reflected as a uniform factor
applicable to all IORPs in the Member State.
552. | ABVAKABO FNV 41. A pension protection scheme is an instrument to provide Noted.

pension security. In a holistic balance sheet all the different
security mechanisms are included. Therefore, if appropriate
and already present in a Member State, it is logical to include a
pension protection scheme as a separate asset, if a holistic
balance sheet approach were to be chosen by the EC. Note that
a pension protection scheme may also impact the value of the
liabilities, in which case the effect should be split up between
the asset side and liability side of the holistic balance sheet.
This occurs for example if liabilities are lowered at the transfer
to the pension protection scheme.
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553.

AEIP

41.

86. A pension protection scheme is an instrument to provide
pension security. In a holistic approach all the different security
mechanisms should be included.

87. The question remains on how they will be valued. We
are concerned about the complexity and the subjectivity when
determining parameters if this would be part of a holistic
balance sheet. We support a qualitative rather than a
quantitative approach.The question if they should reduce
sponsor’s insolvency risk or be treated in the holistic approach
must be judged on national level due to the construction of the
pension protection scheme. If the scheme protects the fund
itself it has to be treated as a separate asset. If it protects only
sponsors it has to be taken into account by reducing sponsor’s
insolvency risk.

A sectorwide agreement in which liabilities are shared by a
large number of employers has similar effects as a pension
protection system.

Noted.

555.

AMONIS OFP

41.

What is the stakeholders’ view on the analysis regarding
pension protection schemes? If included in the holistic balance
sheet, should pension protection schemes be taken into
account by reducing the sponsor’s insolvency risk or by valuing
it as a separate asset?

AMONIS OFP rejects the idea of imposing capital requirements
based on mark-to market valuation of assets and liabilities as a
general rule. One of the great advantages of an IORP is that it
has risk mitigating mechanisms, like a pension protection
scheme or sponsor support etc. that give extra protection.
However if the European Commission would go through with
this idea, we would like to give the following comments.

Noted.
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When an IORP is covered by a pension protection scheme (or a
sponsor guarantee), it is not necessary for an IORP to have the
same kind of capital requirements than an IORP without.

AMONIS OFP is however concerned that any kind of protection
fund will be (or become) government controlled/owned, thus
inefficient and without any real protection, and used to finance
the tax budget instead of hedging the risks it was created for.
A protection fund should be organised and controlled by the
pension sector, be financed be affiliated funds, there should be
a Chinese wall with regard to any kind of government
intervention. The technical issues are cumbersome, yet
European examples exist today and could be used as a starting
point.

As stated before AMONIS OFP is strongly against the holistic
balance sheet approach, but considers that a protection fund
(like a sponsor covenant) has a role in a holistic risk
assessment as an off-balance item.

556. ANIA - Association of
Italian Insurers

41.

It shall completely depend on the nature of the pension
protection scheme if and this will determine whether it can be
taken into account. Comparable pension schemes should be
treated in a comparable way in order to avoid unlevel playing
field between different institutions providing occupational
pensions.

Noted.

557. Association of British
Insurers

41.

The ABI welcomes the allowance of pension protection schemes
in EIOPA’s response to the call for advice. The ABI has no
preferred view on how this will be accounted for under the

Noted.
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IORP review, but as with the sponsor covenant would have
concerns over the rules on how this would be valued.

558. Association of Consulting 41. It is correctly observed that “valuation of security mechanisms Noted.
Actuaries (UK) is a complex issue”. Introducing such complexity into the )
; | o The final response has
funding regime of IORPs is likely to be very burdensome. .
: . . . noted that the detailed
Inclusion of the value of the Pension Protection Fund to a given | . .
. implementation of the
IORP as a standalone asset on anything other than a wholly .
. o . / . - HLB would require
simplistic basis would be hugely time-consuming. Inclusion as . L
) . . . further investigation.
a reduction to insolvency risk presupposes that the insolvency
risk is readily quantifiable (which it is not for many IORPs).
Overall, we do not see an implicit or explicit valuation of such
assets as a proportionate and workable element of a prudential
supervision regime.
559. | Association of French 41. 63. In general, protection schemes should not be taken into | Noted.
Insurers (FFSA) account as taking them into account could lead to “moral
hazard” problems. The inclusion of protection schemes was not
taken on board in Solvency II. Similar arguments apply for
pension protection schemes.
In all cases the same principle should apply for retirement
schemes provided by the insurers.
560. | Association of Pensioneer | 41. See response to question 12. Noted.
Trustees in Ireland
561. | Assoprevidenza - Italian 41. We agree with option 1 Noted.

Association for supplemen

A pension protection scheme is an instrument to provide
pension security. In a holistic approach all the different security
mechanisms should be included. The question remains on how
they will be valued: a double taking into account should be
avoided.
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The question if they should reduce sponsor’s insolvency risk or
valued as a separate asset must be judged on national level
due to the construction of the pension protection scheme. If
the scheme protects the fund itself it has to be valued as a
separate asset. If it protects only sponsors it has to be taken
into account by reducing sponsor’s insolvency risk.

562. Assuralia

41.

What is the stakeholders’ view on the analysis regarding
pension protection schemes? If included in the holistic balance
sheet, should pension protection schemes be taken into
account by reducing the sponsor’s insolvency risk or by valuing
it as a separate asset?

Cfr. Q 12

The members of Assuralia are managing more than 80% of
occupational pensions in Belgium. They include mutual, co-
operative, joint-stock and limited insurance companies. The
response hereunder needs to be understood together with the
following remarks:

1/ With state pensions under pressure it is necessary to ensure
that occupational pensions are safe and affordable. Prudential
rules and capital requirements for long-term pension business
must consistently protect all pension beneficiaries, regardless
of whether they are affiliated with an insurance company or an
IORP.

2/ Prudential rules and capital requirements must respect the
long-term perspective of occupational pension provision
without resulting in excessive volatility of own funds and
solvency ratios. The European Commission and the European

Noted.
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Parliament are presently considering these issues in the
context of the Omnibus II directive and the Solvency II
implementing measures.

3/ To the extent that differences between regimes are not
justified (as stated by draft response nr. 2.6.2), Solvency II
and IORP II need to be aligned in order to achieve a consistent
level of protection of beneficiaries:

a) With regard to the pension institutions, there seems to
be no reason not to apply a prudential regime equivalent to
Solvency II to IORPs to the extent that they bear a certain risk
(e.g. operational risk). This goes both for quantitative and
qualitative requirements.

b) With regard to the pension obligation as such, Solvency
IT rules seem to be adequate to quantify at least the liabilities
of the total pension obligation. On the asset side, we would
suggest a very cautious approach with regard to the idea of
recognizing sponsor covenants and pension protection plans as
assets to cover the liabilities of an IORP in the newly proposed
Holistic Balance Sheet (HBS). Appropriate transitional regimes
and sufficiently long recovery periods may be a better
alternative to cope with a situation where the tangible assets
held by IORPs do not cover pension liabilities sufficiently.

4/ The objective of European prudential requirements is to
ensure that beneficiaries all over the EU can reasonably trust
that they will effectively receive the occupational pension
benefits that have been promised to them (harmonized
security level).These requirements set the practical and
financial boundaries of what can realistically be promised and
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therefore need to be respected by national rules and
agreements in the social field.

Pension protection schemes

Pension protection schemes (PPS) are last resort protection
mechanisms that intervene in case of bankruptcy of the
pension vehicle or the plan sponsor. They are to a large extent
comparable with insurance guarantee schemes. The draft paper
considers whether the existence of such PPS should be
accounted for in the HBS, thereby allowing a PPS to cover
technical provisions and risk buffers.

We propose caution when reflecting on PPS to cover the
technical provisions and risk buffers of IORPs. The dangers of
covering solvency capital and/or technical provisions by a PPS
are considerable:

a. PPS are last resort protection mechanisms that
redistribute the consequences of bankruptcy of the pension
vehicle or the plan sponsor over the market or tax payers.
Allowing PPS to cover technical provisions and risk buffers will
provide an incentive for pension vehicles and plan sponsors to
take undesirable levels of risk (*‘moral hazard’).

b. A call on the full capacity of PPS would entail
considerable risks for society. By introducing a PPS public
authorities assume the final responsibility for the occupational
pensions that have been promised by employers. Although PPS
are important to restore and maintain confidence, it is fair to
say that the more technical provisions and solvency buffers are
being covered by a pension protection plan in the HBS, the
more the liability of the state grows. Counting on such large
state interventions economically comes down to transferring
(part of) the cost of occupational pensions to future
generations of tax-payers. It does not help to achieve the
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European Commission’s objective of creating adequate, safe
and sustainable pensions (cfr. Green Paper on Pensions of 7
July 2010, p. 1).

The fact that PPS participation is not suitable to cover technical
provisions or solvency capital does not mean that it is
irrelevant. It could for example be useful for supervisors to
regularly monitor the risk that the PPS implies for the market
and (ultimately) for tax-payers.

563.

Bayer AG

41.

What is the stakeholders’ view on the analysis regarding
pension protection schemes? If included in the holistic balance
sheet, should pension protection schemes be taken into
account by reducing the sponsor’s insolvency risk or by
valuing it as a separate asset?

As highlighted in response to question 38, we are strongly
opposed against solvency capital requirement for IORPs as they
are currently intended.

As a consequence, we do not believe that the solution put
forward by EIOPA for a ‘holistic balance sheet’ is appropriate.
As highlighted in response to question 40, valuing the
employer covenant and any pension guarantee system (which
exist in a number of member states) as assets, would be very
difficult as the measurement of it would be incredibly
complicated for employers. In any case, as highlighted in
response to question 38, the existence of such security
mechanisms for IORPs are precisely why we do not agree that
solvency capital requirements are necessary.

Noted.
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At this point it might be helpful to explain the insolvency
protection system in Germany briefly. The Pensions-
Sicherungs-Verein aG (“"PSVaG”) is the institution which was
given the legal task to fulfil pension promises in case of the
insolvency of employers in Germany. This pension protection
institution was founded in 1974 as a mutual insurance
association. The PSVaG now has more than 90,000 members
(employers) representing a great part of the whole German
economy. Over 10 million employees and retirees are currently
insured. The PSVaG usually provides insurance for all benefits
accrued at the date of insolvency up to a certain amount (at
the moment about 90,000 euros a year) which should cover
100 % of promises made by employers via IORPs. Insolvency
insurance provided by the PSVaG protects employees’
entitlements to pension benefits from an insolvent company
pension to the extent that claims for said benefits cannot be
fully covered by an institution for occupational retirement
provision (IORP). Given this complete and thorough protection
system, it makes sense and is entirely appropriate to take such
pension protection schemes into account under a regulatory
protection scheme for institutions for occupation retirement
provision (IORPs). In view of the complete protection provided
by the PSVaG-system, there would appear to be no need for
further significant (and possibly expensive) protective
mechanisms for the protected entitlements of
members/beneficiaries of IORPs. Existing protection on the
basis of employer covenants and pension protection schemes is
complete and sufficient to ensure protection of pension
entitlements. Further mechanisms of any kind which would
impose an additional burden on institutions for occupational
retirement provision (IORPs), sponsoring employers or
members/beneficiaries would be counterproductive, as they
would actually endanger present and future employee pension
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entitlements. Not taking pension protection schemes into
account would not reflect the basic decisions of Germany to
implement the PSVaG as the core of the German system of
occupational pension provision. It would also be contradictory
to the holistic-balance-sheet-approach which is the explicit
consideration of all mechanisms that are so far taken into
account implicitly. With regard to the two options in which
pension protection schemes are taken into account the result
should be the same in Germany. Backed by thousands of
employers representing a great part of the German economy
the PSVaG and/or the sponsor support would always be strong
enough to cover the difference between the liabilities and the
financial assets of the IORP.

564. BDA Bundesvereinigung
der Deutschen
Arbeitgeberver

41.

What is the stakeholder view on the analysis regarding pension
protection schemes? If included in the holistic balance sheet,
should pension protection schemes be taken into account by
reducing the sponsor’s insolvency risk or by valuing it as a
separate asset?

As highlighted in response to question 38, we are strongly
opposed against solvency capital requirement for IORPs as they
are currently intended. As a consequence, we do not believe
that the solution put forward by EIOPA for a ‘holistic balance
sheet’ is appropriate. As highlighted in response to question
40, valuing the employer covenant and any pension guarantee
system (which exist in a number of member states) as assets,
would be very difficult as the measurement of it would be
incredibly complicated for employers. In any case, as
highlighted in response to question 38, the existence of such
security mechanisms for IORPs are precisely why we do not

Noted.
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agree that solvency capital requirements are necessary.

At this point it might be helpful to explain the insolvency
protection system in Germany briefly. The Pensions-
Sicherungs-Verein aG (“"PSVaG”) is the institution which was
given the legal task to fulfil pension promises in case of the
insolvency of employers in Germany. This pension protection
institution was founded in 1974 as a mutual insurance
association. The PSVaG now has more than 90,000 members
(employers) representing a great part of the whole German
economy. Over 10 million employees and retirees are currently
insured. The PSVaG usually provides insurance for all benefits
accrued at the date of insolvency up to a certain amount (at
the moment about 90,000 euros a year) which should cover
100 % of promises made by employers via IORPs. Insolvency
insurance provided by the PSVaG protects employees’
entitlements to pension benefits from an insolvent company
pension to the extent that claims for said benefits cannot be
fully covered by an institution for occupational retirement
provision (IORP). Given this complete and thorough protection
system, it makes sense and is entirely appropriate to take such
pension protection schemes into account under a regulatory
protection scheme for institutions for occupation retirement
provision (IORPs). In view of the complete protection provided
by the PSVaG-system, there would appear to be no need for
further significant (and possibly expensive) protective
mechanisms for the protected entitlements of
members/beneficiaries of IORPs. Existing protection on the
basis of employer covenants and pension protection schemes is
complete and sufficient to ensure protection of pension
entitlements. Further mechanisms of any kind which would
impose an additional burden on institutions for occupational
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retirement provision (IORPs), sponsoring employers or
members/beneficiaries would be counterproductive, as they
would actually endanger present and future employee pension
entitlements. Not taking pension protection schemes into
account would not reflect the basic decisions of Germany to
implement the PSVaG as the core of the German system of
occupational pension provision. It would also be contradictory
to the holistic-balance-sheet-approach which is the explicit
consideration of all mechanisms that are so far taken into
account implicitly. With regard to the two options in which
pension protection schemes are taken into account the result
should be the same in Germany. Backed by thousands of
employers representing a great part of the German economy
the PSVaG and/or the sponsor support would always be strong
enough to cover the difference between the liabilities and the
financial assets of the IORP.

565.

Belgian Association of
Pension Institutions
(BVPI-

41.

What is the stakeholders’ view on the analysis regarding
pension protection schemes? If included in the holistic balance
sheet, should pension protection schemes be taken into
account by reducing the sponsor’s insolvency risk or by valuing
it as a separate asset?

BVPI-ABIP rejects the idea of imposing capital requirements
based on mark-to market valuation of assets and liabilities as a
general rule. One of the great advantages of an IORP is that it
has risk mitigating mechanisms, like a pension protection
scheme or sponsor support etc. that give extra protection.
However if the European Commission would go through with
this idea, we would like to give the following comments.

When an IORP is covered by a pension protection scheme (or a

Noted.
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sponsor guarantee), it is not necessary for an IORP to have the
same kind of capital requirements than an IORP without.

BVPI-ABIP is concerned about the complexity and the
subjectivity when determining parameters if a pension
protection fund and considers that there should be simpler
approaches.

As stated before BVPI-ABIP is strongly against the holistic
balance sheet approach, but considers that a protection fund
(like a sponsor covenant) should in a holistic approach (not
balance sheet) be mentioned off-balance.

566.

BNP Paribas Cardif

41.

In general, protection schemes should not be taken into
account as taking them into account could lead to “moral
hazard” problems. The inclusion of protection schemes was not
taken on board in Solvency II. Similar arguments apply for
pension protection schemes.

In all cases the same principle should apply for retirement
schemes provided by the insurers.

Noted.

567.

Bosch Pensionsfonds AG

41.

As stated under 12. and 38. we strongly reject the suitability of
holistic balance sheet and SCR-calculation according to
Solvency II-rules for IORPs. We also again emphasize the
complexity and cost involved in putting a value to pension
protection schemes for all European IORPs.

Pensions protection schemes are an essentially important
security mechanism for IORPs. They should therefore be taken
in account - in combination with employer support - as part of

Noted.
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a qualitative evaluation, making the proposed complex and
costly quantitative calculation / requirements obsolete for
IORPs.

568.

Bosch-Group

41.

As stated under 12. and 38. we strongly reject the suitability of
holistic balance sheet and SCR-calculation according to
Solvency II-rules for IORPs. We also again emphasize the
complexity and cost involved in putting a value to pension
protection schemes for all European IORPs.

Pensions protection schemes are an essentially important
security mechanism for IORPs. They should therefore be taken
in account - in combination with employer support - as part of
a qualitative evaluation, making the proposed complex and
costly quantitative calculation / requirements obsolete for
IORPs.

Noted.

570.

BRITISH PRIVATE EQUITY
AND VENTURE CAPITAL
ASSOCIA

41.

571.

BT Group plc

41.

What is the stakeholders’ view on the analysis regarding
pension protection schemes? If included in the holistic balance
sheet, should pension protection schemes be taken into
account by reducing the sponsor’s insolvency risk or by valuing
it as a separate asset?

As with sponsor support, pension protection schemes represent
one of the key differences between insurance companies and
IORPs and therefore it is essential that they should be taken
into account as part of the security provided to pension
schemes. In the context of the holistic balance sheet it is not
clear whether this should be be included on the asset or liability
side. If it is not included as an asset, it should be included in
the liability measure - for example, this might allow the

Noted.
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removal of the SCR or adjusting the confidence interval to a
significantly lower level

572.

BT Pension Scheme
Management Ltd

41.

Though we do not support the introduction of holistic balance
sheets, should they be brought in we would strongly favour
Option 1 in relation to pension protection arrangements: that
they should be included as an asset in assessing the IORP’s
balance sheet. We regard the benefit of pension protection
arrangements as significant in terms of the protection of
consumers and believe that if the balance sheet approach is
used this positive benefit would best be recognised through
their inclusion as an asset on the balance sheet of those IORPs
which enjoy the benefit of such structures.

Noted.

573.

Bundesarbeitgeberverband
Chemie e.V. (BAVC)

41.

As highlighted in response to question 38, we are not in favour
of a solvency capital requirement for IORPs. As a consequence,
we do not believe that the solution put forward by EIOPA for a
‘holistic balance sheet’ is appropriate. As highlighted in
response to question 40, valuing the employer convenant and
any pension guarantee system (which exist in a nhumber of
member states) as assets, would be very difficult as the
measurement of it would be incredibly complicated for
employers. In any case, as highlighted in response to question
38, the existence of such security mechanisms for IORPs are
precisely why we do not agree that solvency capital
requirements are necessary.

Noted.

574.

BUSINESSEUROPE

41.

As highlighted in response to question 38, we are not in favour
of a solvency capital requirement for IORPs. As a consequence,
we do not believe that the solution put forward by EIOPA for a
‘holistic balance sheet’ is appropriate. As highlighted in
response to question 40, valuing the employer covenant and
any pension guarantee system (which exist in a number of

Noted.
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member states) as assets, would be very difficult as the
measurement of it would be incredibly complicated for
employers. In any case, as highlighted in response to question
38, the existence of such security mechanisms for IORPs are
precisely why we do not agree that solvency capital
reguirements are necessary.

575.

CEA

41.

It shall completely depend on the nature of the pension
protection scheme and this will determine whether it can be
taken into account. Comparable pension schemes should be
treated in a comparable way in order to avoid an unlevel
playing field between different institutions providing
occupational pensions.

Noted.

576.

Charles CRONIN

41.

I support EIOPA’s option 1, to include Pension Protection
Schemes (PPS) in the solvency framework as a contingent
asset in the balance sheet and with effects in the calculation of
capital requirements. However I agree with the moral hazard
issue, concerning risky activities, mentioned as a negative
impact to that option. Hence an improvement may be not to
include PPS as a contingent asset, but conceptually as an asset
(described as the PPS), but not included in the sum of assets in
the HBS. Visually a value placed adjacent to the sum of assets
(financial assets, contingent financial assets and sponsor’s
covenant, but not included in the sum of assets).

Noted.

577.

Chris Barnard

41.

The analysis regarding pension protection schemes is not
unreasonable. However, I disagree with the analysis in
Paragraphs 10.3.124 - 10.3.125 on comparisons between
pension protection schemes and insurance guarantee schemes.
Both serve a similar function, which is to provide last-resort
protection to members and beneficiaries / policyholders, when
IORPs / insurance companies are unable to fulfil their

Noted.
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commitments, and we should consider substance over form. If
pension protection schemes are included in the solvency
framework, then there will be an unlevel playing field with the
insurance sector.

I would caution against aggressively including pension
protection schemes in the solvency framework for the following
reasons:

- valuations would be less comparable between IORPs
with differing levels of pension protection;

- the valuation of the pension protection is very subjective
in the tail conditions that would be expected to apply when the
protection should be called upon;

- the valuation of the pension protection could become a
multi-agent problem, as pension protection schemes apply to
multiple IORPs. This is different from sponsor support, where
the only other agent to consider is the sponsor itself;

- their inclusion could lead to systemic issues in the sense
that all the IORPs covered by the same pension protection
scheme would presumably hold lower assets and capital. This
could lead to a greater possibility of systemic call on the
pension protection scheme in times of financial distress.

- The above result, i.e. IORPs systemically holding lower
assets and capital almost implies that the pension protection
scheme is a “joint sponsor” of the IORPs, rather than last-
resort protection.

If pension protection schemes should be included in the
solvency framework, I would rather support option 2, which
would include them in the solvency framework through the
credit risk of the sponsor used in the valuation of sponsor
support. This has the advantage of simplicity over option 1,
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which is too complex and subjective to include in a robust
valuation.

Note that under option 2 we can still value and disclose the
quantitative impact of the pension protection scheme by
valuing the sponsor support with and without the adjustment
to the credit risk of the sponsor due to the pension protection
scheme. The differences in the two calculations of capital
requirements and the valuation of the sponsor support as an
asset would quantify the protection provided by the pension
protection scheme.

578.

CMHF (Centrale van
Middelbare en Hogere
Functionar

41.

A pension protection scheme is an instrument to provide
pension security. In a holistic balance sheet all the different
security mechanisms are included. Therefore, if appropriate
and already present in a Member State, it is logical to include a
pension protection scheme as a separate asset, if a holistic
balance sheet approach were to be chosen by the EC. Note that
a pension protection scheme may also impact the value of the
liabilities, in which case the effect should be split up between
the asset side and liability side of the holistic balance sheet.
This occurs for example if liabilities are lowered at the transfer
to the pension protection scheme.

Noted.

579.

CONFEDERATION OF
BRITISH INDUSTRY (CBI)

41.

CBI members do not support measuring pension protection
systems as assets

As in the case of the employer covenant, CBI members are
strongly opposed to measuring the value of pension protection
systems, such as the Pension Protection Fund (PPF) in the UK,

Noted.
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as an asset.

In the case of the PPF, the Fund is a safety net of last resort for
all private secor funded IORPs in the UK. The PPF protects
100% of pensions in payment and 90% of any future pension
promise made to a scheme member in the event of the
sponsoring employer going insolvent. The Fund is financed
through individual levies paid by eligible employers every year.

The high level of security provided to scheme members means
that ultimately the PPF is a nearly full guarantee of any pension
promise, therefore valuing it as an asset would only makes
sense if it would cover the entire funding requirements of the
IORP, if not it would always be undervalued. Equally, the cost
of measuring the strength of the PPF would be quite significant
and this would have to be covered by participating employers
further increasing their costs.

580.

De Unie (Vakorganisatie
voor werk, inkomen en
loop

41.

A pension protection scheme is an instrument to provide
pension security. In a holistic balance sheet all the different
security mechanisms are included. Therefore, if appropriate
and already present in a Member State, it is logical to include a
pension protection scheme as a separate asset, if a holistic
balance sheet approach were to be chosen by the EC. Note that
a pension protection scheme may also impact the value of the
liabilities, in which case the effect should be split up between
the asset side and liability side of the holistic balance sheet.
This occurs for example if liabilities are lowered at the transfer
to the pension protection scheme.

Noted.
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581.

DHL Services Limited

41.

What is the stakeholders’ view on the analysis regarding
pension protection schemes? If included in the holistic balance
sheet, should pension protection schemes be taken into
account by reducing the sponsor’s insolvency risk or by valuing
it as a separate asset?

As with sponsor support, pension protection schemes represent
one of the key differences between insurance companies and
IORPs and therefore it is essential that they should be taken
into account as part of the security provided to pension
schemes.

As we have set out above, we do not agree with the concept of
a holistic balance sheet deriving from the Solvency II
framework. If, however, this approach were to be pursued,
then the pension protection scheme must be given full value,
as providing complete security in respect of all benefits covered
by that protection scheme.

Noted.

582.

DHL Trustees Limited

41.

What is the stakeholders’ view on the analysis regarding
pension protection schemes? If included in the holistic balance
sheet, should pension protection schemes be taken into
account by reducing the sponsor’s insolvency risk or by valuing
it as a separate asset?

As with sponsor support, pension protection schemes represent
one of the key differences between insurance companies and
IORPs and therefore it is essential that they should be taken
into account as part of the security provided to pension

Noted.
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schemes.

As we have set out above, we do not agree with the concept of
a holistic balance sheet deriving from the Solvency II
framework. If, however, this approach were to be pursued,
then the pension protection scheme must be given full value,
as providing complete security in respect of all benefits covered
by that protection scheme.

583. | Direction Générale du 41. On the issue of PPS, we have to keep in mind the comparison Noted.
Trésor, Ministere des with the insurance undertakings and Solvency2 where
financ insurance guarantee schemes are not taken into account to
lower the capital requirements. We have to maintain an option
of non-inclusion in the box of options since it is not a mere
technical debate but a sensitive issue in terms of level playing
field and of prudential assessment.
584. Ecie vie 41. The inclusion of protection schemes is not considered in Noted.
Solvency Directive.
The same principle should apply for insurance contracts and
IORPs.
585. EFI (European Federation | 41. There is a risk of moral hazard. This should be studied more Noted.
of Investors) carefully
586. European Association of 41. What is the stakeholders’ view on the analysis regarding Noted.

Public Sector Pension Inst

pension protection s