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Results of pan-European pensions
study

Prof. Ton Daniels,
Partner Ernst & Young




6th European Pension Debate i
Tilburg University
April 3, 2008

What is the best location for pan-European
pension funds?

Prof. dr. Ton Daniels

Ell ERNST & YOUNG

Quality In Everything We Do



Current status pan-European Pension Funds

Focus on investment management for pension funds

More and more asset pooling by single corporate pension
funds (Ireland, Luxembourg, Netherlands)

No real pan-European pension liability pooling

Risk pooling offerings developed by insurers
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Relevant decision factors for the location of
a pan-European IORP

Tailored vehicles
Product catalogue
Governance
Solvency
Ring-fencing

Tax

Business Models
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IORP vehicles: many vehicles in Europe

Tailored vehicles In:

Luxembourg: SEPCAV (company), ASSEP (association), CAA
(pension fund)

Belgium: OFP

Netherlands: (under construction: PPI for defined contribution and
API)

General framework for pension arrangements
Ireland: trust arrangement with trustees
U.K.: trust arrangement with trustees
Netherlands: stichting

Insurance arrangements
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Pension vehicles in selected countries

Pension Fund
OFP trust ASSEP, CAA Stichting trust
[API]
Pension Fund
ASSEP, CAA, o
OFP trust SEPCAV Stichting trust
[PPI]
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Governance

Luxembourg: umbrella fund structure with ability for
tailored governance at sub-fund level to comply with host-
state legislation; representation regulated,;

U.K. trust: at least one third of trustees nominated by
participants in the plan;

Belgium OFP: there shall be a board of directors and a
general assembly (of sponsoring undertakings).
Sponsoring undertakings and members must be
represented on the board,;

Netherlands: equal representation [except in PPI, API ?)

Page 15 Ell ERNST & YOUNG
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Solvency 1 EU minimum requirements for
cross border IORP

Articl e 18 | thd&iéchnical pravisidns of &
cross-border IORP shall at all times be fully fundedo

If underfunded:

the competent authority shall intervene;

the home Member state may require ring-fencing.
Maximum rates of interest should take into account:

Yield on corresponding assets held by the institution and future
Investment returns and/or

Market yields of high quality or government bonds

Member States shall ensure permanent additional assets
to serve as a buffer
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AnBest peilacaserssidy

Generic asset allocation: 40% equities/60% government
bonds with 5 year duration

2% Inflation indexation

2.5% increase In in annual deferred benefit
500 employees, at age 40

No risk sharing
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The key parameters 1 discount rate &
regulatory funds in case study

Belgium
Discount rate:

6% pre retirement date
4% post pension date

Regulatory own funds Euro 3.2 million fixed

U.K.

Discount rate:
6.5% pre retirement date
4.5% post retirement date

Regulatory own funds: O
Netherlands
Discount rate: swap rate in interbank swap market
currently between 2.5% and 4%
Regulatory own funds

Minimum own funds: 5%
Additional risk based own funds
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European intraday swap rates

4,5
4.0 / \
3,5 -
3,0 < - 31-12-2008
2,5 / 31-1-2009
2.0 /

' 7 — 28-2-2009

1,5 — 0
1.0 constant 4

0,5
0,0 rrrrrrrrrrrroorrrrrrrrrrrrrrrrrrrrrrrrrrTrTr T T T T T T T T T T T T T T T T T T

1 4 7 10 13 16 19 22 25 28 31 34 37 40 43 46 49 52 55 58 61

Minimum rate 10 years I 3.524%
/28.2.2009

Highestrate 1 4.123%/31.1.2009 - 15
years
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Solvency rules: 105% of what?

Regulatory own funds

Technical provision

u 3,2
million

u 14,5
million

u 28,5
million

isk based 0 9.3 million

u 11,8
million

Required assets

U 17,7 million

Belgiu
m

U 37,8 million

The
Netherlands

U 11,8 million

United
Kingdom

Page 20

Ell ERNST & YOUNG

Quality In Everything We Do



Unhar moni sed
pension plan

U.K.
Liability 11.8
Minimum own funds 0
Required assets 11.8
nCov. Rat i oo 100%
Comparison 100%

cover age

Belgium

14.5
3.2
17.7
122%
150%

NL

28.5
1.5
30.0
105%
254%
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And what about the Financial Statements?

IFRS 19

discounting for post-employment benefits at market yields at
balance sheet date on high quality corporate bonds;

In countries where there is no deep market in such bonds, the
market yield on government bonds shall be used.

IFRS 19 and IORP Directive both refer to market yields on
high quality corporate bonds

except that IORP Directive in addition allows reference to future
Investment returns
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Ring-fencing

Ring-fencing is isolating assets of one plan/sponsor from
liabilities of another plan/sponsor within the same legal entity

Luxembourg: umbrella structure of sub-funds without
cross-liability between the sub-funds

U.K.: regulator may issue a ring-fencing notice with
respect to plans administered for EU employers

Belgium: ring-fencing may be implemented
Netherlands: no ring-fencing, unless PPI or API?
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Taxation

EU case law and infringement procedures secure income
tax neutrality for contributionstopan-Eur opean | O

Tax exempt IORP (Netherlands, Ireland, U.K.) may
benefit from EU tax neutrality for capital income

VAT exemption for asset management on behalf of
pension funds: Luxembourg and Belgium

VAT exemption for pension administration in Luxembourg
and Belgium. Netherlands: koepelvrijstelling?
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Single corporate model: step 1

Centralization investment management

Pension Plan

The other activities of the
pension fund remain the
responsibility of the local

pension fund:

A Pension administration

A Risk Management
A Pension Communication

|-
»
1 1 1
1 1 1
1 1 1
Pension Plan
»
L
1 1
1 1
1
Pension Plan
|-
»
1
1
Pension Plan
|-
»

——mwnun >

®Z—r00T

= asset pooling

A Belgium = SICAV /
FCP

1
1
]
— —p A Ireland = CCF \
1
]

| A Luxembourg = FCP
I A The Netherlands = FGR
1

Asset Class 1

Asset Class 2

Asset Class 3

Service Provider 3

Service Provider 2

Service Provider 1

—_———— ALM Studies
Asset Allocation
Investment Management
Investment Reporting
Performance Management
[— Custody
Securities Lending
Tax Management
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Single corporate model: step 2
Centralization through pensions competence center

Assets and liabilities remain at the pension fund A M
level — sset Management

A ALM
A A 4 A A Investment Management
[ R B A Risk Management

Pension Plan A Reporting
A Etc.

v

o —> Advisory Services
[ A Pension plan construction
Pension Plan A Financial Engineering
SPONSOR A Actuarial
o Pension | A Tax and Legal
o Competence A Compliance
- Center A Accounting

\ 4

Pension Plan

\4

Pension Administration and
Communication

| A Communication

. A Collection and Payment

Pension Plan A Administration

\4

—» Risk Management and Risk Pooling
A Longevity
A Disability
A Mortality
A Etc.
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Single corporate model: step 3
Centralization through IORP

Pension
Scheme
Host Country

IORP

Pension
Scheme
Host Country
B

Home Country

Pension
Scheme
Host Country
c

Pension
Scheme
Host Country

AThe pan -European pension fund

D

operating cross -border will be

supervised only by the Home
Member State supervisory
authority
A Asset and liabilities pooled

Benefits paid to participants in
plan A

Benefits paid to participants in
planB

Benefits paid to participants in
planC

Benefits paid to participants in
plan D

Page 27

Ell ERNST & YOUNG

Quality In Everything We Do



Multiple clients model: step 1
Outsourcing investment management = asset pooling

The other activities of the
pension fund remain the
responsibility of the local
pension fund:
A Pension administration
A Risk Management
A Pension Communication

SPONSOR Pension Plan Pension Fund

SPONSOR 1

\4

Asset Class 1

——mwnun >

Pension Fund
SPONSOR 2

v

SPONSOR Pension Plan
2

Asset Class 2

Pension Plan

v

Asset Class 3

®Z2—-—ro00mT

Pension Plan

v

1

Asset Manager

—_———— ALM Studies
Asset Allocation
Investment Management
Investment Reporting
Performance Management
————) Custody
Securities Lending
Tax Management

Service Provider 3

Service Provider 2

Service Provider 1
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Multiple clients model: step 2
Centralization through outsourcing

Pension
Delivery
Organization

TN Y (PDO)

Assets and liabilities remain at
the pension fund sponsor level

Country A

Pension Plan

SPONSOR 1 Pension Fund

Pension Plan

SPONSOR 2 Pension Fund

PDO 1
Branch 4
7’
Tountry A =

—_—
Pension Plan

Assets and liabilities remain at
the pension fund sponsor level

Country B

A4 4A

Pension Plan

SPONSOR 5 Pension Fund

Pension Plan

- —-—-

7 PDO 5
\ Branch V)
S Cauntry B - 7

SPONSOR 6 Pension Fund

Pension Plan

Pension Plan

Asset Management
A ALM
A Investment Management
A Risk Management
A Reporting
A Etc.

Advisory Services
A Pension plan construction
A Financial Engineering
A Actuarial
A Tax and Legal
A Compliance
A Accounting

Pension Administration and
Communication
A Communication
A Collection and Payment
A Administration

Risk Management and Risk Pooling
A Longevity
A Disability
A Mortality
A Etc.

Asset Management
A AWM
A Investment Management
A Risk Management
A Reporting
A Etc.

Advisory Services
A Pension plan construction
A Financial Engineering
A Actuarial
A Taxand Legal
A Compliance
A Accounting

" Pension Administration and
Communication
A Communication
A Collection and Payment
A Administration

Risk Management and Risk Pooling

2 FRyST & YOUNG

A Quealityyin Everything We Do
A Etc.

Page 29



Multiple clients model: step 3
Centralization through IORP

Country A

Pension
Scheme  [—-—-—-—-—=—-—-——
SPONSOR 1

SPONSOR 1 3enefits paid to participants in plan 1

Pension

Scheme [ --—-—---—--- IBenefits paid to participants in plan 2
SPONSOR 2

SPONSOR 2

Pension
Scheme = - =---
SPONSOR 3

_ﬁeneﬁts paid to participants in plan 3

Pension i . . .
Scheme b - e e > Benefits paid to participants in

SPONSOR 4 plan 4
Country B

IORP

Home Country

Pension ) . . )
Seheme- - - - - - - - - - - 4 Benefits paid to participants in

SPONSOR 5
SPONSOR 5 plan 5

Pension

Scheme [ --—-—---—--- IBenefits paid to participants in plan 6
SPONSOR 6

SPONSOR 6

Pension

Scheme [ - - - —--- IBenefits paid to participants in plan 7
SPONSOR 7

Pension

Scheme | ---—-—-—-—-—--- IBenefits paid to participants in plan 8
SPONSOR 8

AThe pan -European pension fund operating cross -border will be
supervised only by the Home Member State supervisory
authority
A Asset and liabilities pooled
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Conclusions

Comparable frameworks for asset pooling
Unharmonised solvency requirements

Solutions:

harmonising EU solvency for pensions and/or aligning with financial
reporting; or

ring-fencing pensions solvency requirements
Belgium and Luxembourg are ahead with tailored vehicles
Netherlands is following with tailored vehicles
Ireland focuses on asset pooling/investment management
AHar moni zedo VAT wunlevels the pl
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Ernst & Young Belastingadviseurs
LLP
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Corporate point of view 2008 of
Chevron/Texaco

Jos van der Velden,
Chevron Corporation




Chevron

«

Agenda

Corporate overview

A perfect pensions world

The real pensions world today

The real pensions world of tomorrow

A pan - European pensions environment

© 2008 Chevron Corporation
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Chevron:
2008 Performance
Overview

Tilburg, Nederland
3 April 2009
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Chevron

2008: Strong Performance

Record Earnings S 23 ) 9 billion

ROCE 26.0 %

Capital & Exploratory Spending i 24 billion

Total Stockholder Return - 18 %

Production Volume (net) 2 ] 5 million BOE/day

Exploration Success Rate 49 %

© 2008 Chevron Corporation
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A Perfect World

A What sort of plan?

By definition the interest of employer and employee collide on
this

A What sort of pension regulation?
Light and qualitative
A What sort of trust board structure?

A balanced body which is intelligent, motivated and understand
their role well

A Independent pension administrators
Competent, motivated and self reliant
A Effective Financial regulation
?7?

A Uniform accounting standards worldwide

© 2008 Chevron Corporation
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The Real World Today

A What sort of Pensions Plans do we have?
Older organisations T open, final salary DB
Newer organisations 1T predominantly DC

A What sort of pension regulation do we content with?

Ranges from low to high control, but

o Largely, employers cannot drive their own plans
anymore

o The law of unintended consequences
A What is our experience with trust boards?
Highly variable, despite the training

A Financial regulation?

© 2008 Chevron Corporation
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The real Pensions World of Tomorrow

A Cross-border issues
Will only become more numerous
A A pan -European environment

Wonderful in theory
Rare in practice

Much needed
A No more final salary DB plans

Too rich, costly and risky
A What will replace them?

Probably predominantly DC plans
A Winners and losers

Winners 1 employer

Losers - employees

© 2008 Chevron Corporation
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A pan -European Environment

A Conceptually a step in the right direction

But what will they look like?
o Was DC originally envisioned?!
Wrong solution to the biggest problems?
But a solution to different problem(s)
A Where will we go?
Drivers:
o Regulatory
o Fiscal

o Infrastructure

© 2008 Chevron Corporation
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Questions?

© 2008 Chevron Corporation
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Panel session:
Why choose Ireland, Luxembourg,
Belgium or the Netherlands?

Brendan Kennedy,
Chief Executive The Pensions Board
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Panel session:
Why choose Ireland, Luxembourg,
Belgium or the Netherlands?

Gerd Gebhard,
Director PECOMA
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Luxembourg as a fund centre
European pension funds
Pension fund vehicles
Conclusion
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Luseiniistioygis.a fund centre cpm

Leading fund administration centre in Europ

0 No. 1 in Europ@l1.572 bn
I 0U1.572 bn = 10% of world fund assets
I 75% of crogsorder fund business
i 3.400 funds (UCITS, UCI, SIF)

0 Crossborder pension funds
I Emerging market
I ++70 cross border arrangements
I Dominated by domestic providers
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Pension pooling under IORPS

Pooling assets AND liabilities

Home country: Prudential supervision

Host country: Labour and social security legislat
DTaxati oné

DLanguage and cultureée

O

O

O
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PECOMA
Defined contribution plans

O Pension Investment Company (SEPCAV)
I Banking supervision (CSSF)

I Affiliates = shareholders

I Pure DC plans

I Umbrella structure

O Alternative solutions

I Pension Fund (ASSEP)
I Pension Insurance Fund (CAA fund)
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PECOMA
Defined benefits plans

O Pension Funds (assep)
I Banking supervision (CSSF)
I Flexible partnership structure

Affiliates = debtors of the fund
Adaptable board structure

I Umbrella structure

I DB plans comprising biometric and financial risks
I Funding requirements
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PECOMA
Defined benefit plans

0 Pension Insurance Fund (CAA fund)
I Insurance supervisor
I Flexible legal structure

I Funding requirements
General rules
Sponsor guarantees

I Umbrella structure possible (within limits)
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PECOMA
Funding requirements
O0General Rules of the IORRE&CtIVe

I Sponsor covenants
I Calculation of reserves
I Funding requirements

Taxation
O Tax status
O Double tax treaties
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Emerging market
UCITS as a blpent

Neutral territory

0 No home country legacy

0 Multlingual environment

0 Flexible, but strict regulation
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Panel session:
Why choose Ireland, Luxembourg,
Belgium or the Netherlands?

Lut Sommerijns,
Secretary General BVPI - ABIP




e Flexible legal and prudential framework + attractive tax regime

A flexible = adaptable to your situation, needs and wishes of all
parties | uncontrolled T weak

A legal structure: organisation according to your needs, outsourcing

A prudential framework: prudent for your schemes, flexible though
solid, considering your specificities, not one size fits all

A tax regime: tax status of OFP + international tax treaty benefits

OFP:

Organisation for Financing Pensions

Organisme voor de Financiering van Pensioenen
Organisme de Financement de Pensions




OFP - easy set up
- authorisation CBFA

- organisation and structure adaptable to your needs
supervisory/operational functions & responsibilities
prudent person i good governance
agreement, contractual documents

- participation of plan members: social committees
e comply with SLL of host countries

e info, consultation, participation, co-decision of host country plan
members

- netting, solidarity, ringfencing




Adaptable to your situation

Calculation of technical provisions
prudent T coherent T valuation method based on economic
and actuarial assumptions i adequate margin for negatieve
fluctuations

Financing plan-funding

SIP

Investments

1

Plans
Plan members

Financing / ™| Technical
plan Provisions




ATaxation of OFP
ATaxation of investment returns
AVAT regime for services

AEligible + benefits double taxation treaties i Belgium has an
extensive network of double taxation treaties (countries
Interesting for IORP investment portfolio)

Amultinationals, cross-border industry-wide: presence in country x-y-z
Acentre of expertise i outsourcing

Alanguages

Aaccess to authorities




e Belgium i Luxembourg:
e Belgiumi Ireland:

e Belgium i The Netherlands:

Conclusion

international tax treaties network
supervisory authority/ies

asset + liability pooling
social committees

prudential framework
tax
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Panel session:
Why choose Ireland, Luxembourg,
Belgium or the Netherlands?

Robin Fransman,
Deputy Director Holland Financial Centre
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Moderator & Final Debate: Joop Rietmulder

Chairmanodos final remar ks

Drinks




I.l

A
TILBURG ¢ ‘gj?{ & UNIVERSITY

=
" _ N

*

Credit crisis and pension funds

Prof. (emeritus) Jacques Sijben,
Tilburg University
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Advantages and disadvantages to relate
a pan-European pension fund with
Greece

Prof. Konstantinos Kremalis,
Athens University / KREMALIS Law Firm
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In such a task there is an intense conflict of interests

between the parties concerned, namely the

employees, the employers, the third service

providers and the state. Further mo
advantages are usually considered
disadvantages. The listing below aims to

compromise some major social and economic

Interests in order to facilitate a common

understanding
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Favorable public opinion following the downsize of the basic
state pension.

Tax-exempted contributions based on the authentic
interpretation of the income tax law (assimilating the pension
fund contributions with the social security contributions)

Tax-exempted benefits based on the interpretation of the
income tax law (assimilating the pension fund benefits with
the private insurance benefits)
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Flexible design of possible insurance risks coverage

Only one year minimum membership before claiming for
proportional benefit or rights transfer to another pension fund

Submission to the control of an Independent Supervisory
Authority, also competent for the social security strategic
planning
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Luck of experience in asset management and reinsurance
practices

No contracting out of the (earnings-related) State Second
Pension

Establishment exclusively as a non for profit legal entity of
private law with minimum people requirements (100 employed
persons).
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Small steps in introducing the paritarian governance of the
funds.

Procedure of recognition requiring a notarial deed, as well as
a ministerial decision officially published.

Privilege of assets distribution (including the e mpl oy er s 0
contributions) among the Iinsured persons in case of
bankruptcy
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Every country can potentially be related with a Pan-
European Pension Fund.

A comparative research should be carried out throughout
the EU-members in order to clarify the field of
opportunities and thus reduce the risks involved.
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Panel session:
Theory meets practice

Belgium, Ireland, The Netherlands

Moderator: Joop Rietmulder,

Honorary Chairman KPS and
Director Rietmulder c.s.
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Panel session:
Theory meets practice

Belgium, Ireland, The Netherlands

An van Damme,
Claeys & Engels




CLAEYS & ENGELS

Resources Law Firm

La bOI‘iS Lawyers

Global
Ius Human

Why opt for a Pan -European Pension Fund?

Economics of scale?
Shopping for the most advantageous home state regime?
Less administration?

Extension of the Group to other European countries

An international pension plan for expatriates




