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General comment

Thank you very much for receiving the opportunity to comment on the advice of EIOPA.

The proposed advice regarding the Directive 2003/41/EC for pension funds has many similarities to
the Solvency II rules. We believe that it is of utmost importance to reflect the substantial differences
between insurance companies and pension funds in the regulatory framework and hence would
pledge for a differentiated framework that reflects the long-term nature of pension fund investing.

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 nature 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.

Taking these aspects into account, an application of the Solvency II rules for the pension fund world
can be seen as highly problematic as it would destroy value for the European pensioners by giving
the wrong incentives to pension funds to invest their assets; which would be not in line with their
liability horizon.

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.

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.
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31.

32.

33.

34.

35.

36.

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 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.
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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?

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 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.
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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.

39.

A three-year basis would reflect the risk profile more 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.)

40.

41.

42.

43.

44,

45.

46.

47.

47. Do stakeholders believe that the prudent person principle is a sufficient basis for the
investment of IORPs or is additional provision needed?

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.
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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, significantlylowers 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.

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 they are trying to generate higher returns for
pensioners. Even more they should be incentivized to keep the higher returning assets to the benefit
of their 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
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considered highly problematic as it significantly harms European pensioners and gives wrong
incentives to pension funds.

48.

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.

63.

64.

65.

66.

67.

68.

69.

70.

71.

8/10




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

Deadline
02.01.2012
18:00 CET

72.

73.

74.

75.

76.

77.

78.

79.

80.

81.

82.

83.

84.

85.

86.

87.

88.

89.

90.

91.

92.

93.

94.

95.

96.

9/10




10/10



