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From pension alert to pension agreement
2008 - 2019
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What was In the pension agreement?

Slower increase National Old
Age Pension Act-age (link)

Lump Sum

Witte viek (9 a 10%)

Pension reform in NL

Maximum of 10% of
value old age pension

Working people without
pension plan
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https://www.svb.nl/en/aow-pension/aow-pension-age/your-aow-pension-age

But the biggest change is that...

Law future of pensions

All pension plans need to be revised!

Pension Plan

[pen(t)-shan plan]

An employee benefit that
commits the employer to
make regular contributions
to a pool of money that is
set aside in order to fund
payments made to eligible
employees after they
retire.

2 Investopedia
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Why the need for new pension system?

HYPERCONNECTED —
WORKFORCE — % REMOTE AND
o] [ DISPERSED WORKFORCE

O

AGEING
POPULATION

THE WORLD @ T
OF WORKIS
CHANGING

/,;’ ON-DEMAND

&/ ECONOMY

Pension funds unable to compensate for
inflation.

People no longer work for same employer all their

life
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From Defined Benefit to Defined Contribution

No more promises

DB m—) DC

o Benefit is (more or less) certain. o Contribution is certain. The eventual
pension benefits are not.

= No more promises!
o One collective pension capital for

all participants in a pension fund. o Participants have a personal pension
capital within the fund.

= Contributions by employer and/or
o Indexation or cuts of accrued employee are added to the capital.

. . = After retirement benefit payments are
pension rights are based on the extracted from the capital
funding ratio of the fund.

= And complex rules! o Benefit payments are connected more
directly to events in the economy.
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From average accrual to average contribution

Changing workforce

Accrual percentage
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s Ayerage accrual

Current system

o Yearly accrual = x% * pensionable salary

o E.g. accrual percentage = 2% and
pensionable salary = € 10.000

= Accrual=2% * € 10.000 = € 200
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Contribution
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s Average contribution

o Contribution is same for everybody. And
related to salary or pensionable salary.

o However, ...
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From average accrual to average contribution

Current system
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Contribution
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e Required contribution = [\yerage contribution

o Contribution is same for everybody. And
related to salary or pensionable salary.

o However, required contribution is
dependent on age.

= If, expected return is 4%, then cost of € 1.000
at age 68 is:

» €185 for 25 year old
» €731for 60 year old
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From average accrual to average contribution

New system
New system
Accrual percentage Contribution

4,0% 45%
3,5% 40%
3,0% 35%
2,5% 30%
2,0% 25%
1,5% 20%
T 15%

’ 10%
0,5% 5%
0,0% 0%

e Degressive accrual e Average accrual e AVEFagE CONtHibULION

o Contribution is same for everybody

» Accrual is higher for younger people
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So why is this change taking so long?

DC with a twist Compensation Conversion accrued rights
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H Complex elements added to “simple” system

7

o In its core DC is simple:
Contributions are paid and added to a personal pension capital
Personal pension capital is invested (life cycles) and returns are made on investments

From retirement age on pension benefits are extracted from the personal pension capital

« Thisis actually already a little bit different from “classical” DC where the pension capital is used to
buy a lifelong annuity

o However,...
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Complex elements added to “simple” system

DCDC

o Not one, but two DC- o Collective risk sharing o Multiple different policy
systems elements added options:
= Collective premium = CPA: Solidarity ) #Ezzrﬁi‘gfg?n
agreement (CI?A) reserve _ “practical” hedge
= Flexible premium = FPA: Risk sharing returns
agreement (FPA) reserve = Projected return

= Smoothing of results

o Ortec Finance is partially to blaim for all this complexity by coming up with smart ideas...
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Complex elements added to “simple” system

/ Loan restriction

Lifecycle with and without loan restriction
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o In CPA it is possible to give younger
participants an exposure to equity of
more than 100%.

o ldea is based on life cycle theory

o As a result of political discussions the
maximum exposure is 150%

o In indicative calculations by the Dutch
Central Bank an exposure of 1600%
was applied!

This was deemed unacceptable.
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Compensation for abolition of average accrual

Contribution
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= Required contribution
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= Ayerage contribution

65

o Older participants have contributed to
average accrual system when they were

young.

o Now, just as they are about to profit from this
system it is changed. And they will no longer
profit from younger participants.

o Need for compensation!

o Estimated costs for compensation are
between € 40 bln and €100 bln.

= Who is going to pay for this??? i§§
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\ Conversion of accrued pension rights
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o Total collective capital needs to be divided into:
Personal pension capitals of participants.
Collective reserves (e.g. solidarity reserve)

o How to distribute the capital fairly???

What is fair?

« Use it for compensation abolition average accrual
system?

« Use it for compensation missed indexations?
What to do when funding ratio is below 100%?

Will the participants understand and accept the
chosen distribution?

o Thousands of lawsuits expected...
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Current state of legislation

o Proposed bill is being discussed in Eerste Kamer (Senate)
= In 2019 the plan was that new rules would apply as of January 1, 2022
= Plan/hope now is July 1, 2023
= Multiple year transition period for all plans to be made compliant. January 1, 2027?

o Historic discussions. More than 1.000 questions have been asked by Senate!

o Vote in Senate is planned for May 30, 2023.
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Will “she” make it over the finish line?
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Disclaimer

Ortec Finance would like to emphasize that Ortec Finance is a software provider of technology and IT solutions for
risk and return management for institutions and private investors. Please note that this information has been
prepared with care using the best available data. This information may contain information provided by third parties
or derived from third party data and/or data that may have been categorized or otherwise reported based upon
client direction. Ortec Finance and any of its third party providers assume no responsibility for the accuracy,
timeliness, or completeness of any such information. Ortec Finance and any of its third party providers accept no
liability for the consequences of investment decisions made in relation on this information. All our services and
activities are governed by our general terms and conditions which may be consulted on
https://www.ortecfinance.com/ and shall be forwarded free of charge upon request.

Any analysis provided herein is derived from your use of Ortec Finance’s software and does not constitute advice as
to the value of securities or the advisability of investing in, purchasing, or selling securities. All results and analyses
in connection with Ortec Finance’s software are based on the inputs provided by you, the client. Ortec Finance is not
registered as an investment adviser under the US Investment Advisers Act of 1940, an equivalent act in another
country and every successive act or regulation. For the avoidance of doubt, in case terms like “client(s)” and
“advisor(s)” are used in communications of Ortec Finance, then these terms are always referred to client(s) of Ortec
Finance's contract client and its advisor(s).
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