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New pension system

Two new pension arrangements:

= Solidary pension arrangement - Defined contribution with collective investment policy and risk
sharing

= Flexible pension arrangement - Individual defined contribution (but with collective / risk sharing
options)

Key characteristics:

= Individual pension pot

= Pension for life (= interest rate sensitivity)

= Collective investments (= room for illiquids)
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Investment policy

Lifecycle
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Selecting the optimal excess return portfolio

Sharpe ratio
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Economic assumptions: Aegon AM
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Expected excess return
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Selecting the optimal excess return portfolio

Sharpe ratio

50%

45%

40%

35%

30%

25%

- Desired return = 4,5% (assumption)
Exposure required: 4,5% / 2,25% = 200%
Tracking error =200% * 5,1% = 10,2%
2.0% 2.5% 3.0% 3.5% 4.0% 4.5%

Expected excess return

¥ aegon

asset management




Optimal portfolio with required return

Sharpe ratio
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il Desired return =4,5%
Exposure required: 4,5% / 3% = 150%
| Tracking error =150% * 7,5% = 11,3%
‘
Required return
2.0% 2.5% 3.0% 3.5% 4.0% 4.5%

Expected excess return
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Added value of private equity (max 10%)

50% - Desired return =4,5%
Exposure required: 4,5% / 3% = 150%
Tracking error =150% * 7,1% = 10,7% (-

45% - 0,7%)
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Expected excess return
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Private equity + private debt (each max 10%)
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Sharpe ratio

35%

30%

25%

11

Desired return = 4,5%

| Exposure required: 4,5% / 3% = 150%
__—" Tracking error =150% * 6,7% = 10,0% (-
_ O 1,3%)
\
. With private equity & debt
With Private equity
| ===Basic portfolio
Required return
2.0% 2.5% 3.0% 3.5% 4.0% 4.5%

Expected excess return
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llliquids In new pension system

Despite individual pension pots, investments
remain on a collective basis

Similar to current system, strategic weights +
bandwidths

= Strategic weights may even move with financial
markets

Liquid investments required for collateral and
pension payments (min 10-20%)

Budget for illiquid investments mainly depends on
desired flexibility (e.g., for a collective value
transfer)
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Collective portfolio (example)
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Impact of delays in valuation

Lifecycle
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SPR or FPR, impact on private equity exposure

Solidary pension arrangement (SPR)

One collective investment portfolio =
room for illiquid investments

= Focus on efficiency - Private equity

Improves risk/return

= More stable asset allocation = Easier to

14

cope with illiquids

Flexible pension arrangement (FPR)

Individual member exposure to private
equity is operationally challenging

)

Freedom of choice - Possible to ‘game
with delayed valuations

Focus on flexibility = Less tolerance for
illiquids

Possible solution: Combine liquid with
illiquids; e.qg., private equity with listed
equity

¥ aegon

asset management




Conclusion

Q i ﬁ Goal of investment portfolio remains to optimally balance risk &
return

j Private equity can add value by improving excess return per unit of
risk (Sharpe ratio)

g_zr With collective investments still plenty of room to invest in illiquids,
X but communication may pose a challenge
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Disclaimer

Uitsluitend bedoeld voor professionele partijen. De inhoud van dit document mag niet worden verspreid onder of worden
gebruikt door particuliere klanten.

Alle beleggingen bevatten risico's en kunnen waarde verliezen.

Dit document dient uitsluitend voor informatieve doeleinden in verband met de promotie van en reclame voor producten en dienstenen is
geen beleggingsonderzoek, advies of aanbeveling. Eventuele meningen, schattingen of prognoses zijn de huidige opvattingen van de
auteur(s) op het moment van publicatie en kunnen zonder kennisgeving worden gewijzigd. Het onderzoek dat in dit document is
verwerkt, kan al dan niet zijn gebruikt voor of aansluiten bij alle beleggingsstrategieén van Aegon Investment Management B.V.
Verwijzingen naar effecten, beleggingscategorieén en financiéle markten zijn uitsluitend ter illustratie opgenomen en mogen niet worden
gebruikt als hulp of informatie bij het nemen van beleggingsbeslissingen. Het is niet opgesteld in overeenstemming met wettelijke
vereisten ter bevordering van de onafhankelijkheid van beleggingsonderzoek en kan door Aegon Investment Management B.V. en haar
medewerkers voor eigen doeleinden zijn gebruikt.

Meningen en andersoortige subjectieve uitingen vertegenwoordigen onze kennis van de huidige en historische markten en worden
gebruikt om de vermogensbeheermogelijkheden van Aegon Investment Management B.V. te promoten: het is geen
beleggingsaanbeveling, onderzoek of advies. De gebruikte bronnen worden door Aegon Investment Management B.V. op het moment
van schrijven betrouwbaar geacht. Merk op dat deze promotie niet is opgesteld in overeenstemming met wettelijke vereisten ter
bevordering van de onafhankelijkheid van beleggingsonderzoeken niet onderworpen is aan een handelsverbod door Aegon Investment
Management B.V. of haar medewerkers voorafgaand aan de publicatie.

Gegevens die afkomstig zijn van een derde partij ("'Gegevens van derden™) zijn eigendom van die derde partij en/of andere leveranciers
(de ""Data-eigenaar™) en worden door Aegon Investment Management B.V. onder licentie gebruikt. Gegevens van derden: (i) mogen niet
worden gekopieerd of verspreid; en (ii) zijn niet gegarandeerd nauwkeurig, volledig of tijdig. Noch de Data-eigenaar, Aegon Investment
Management B.V. of enige andere persoon verbonden aan, of van wie Aegon Investment Management B.V. de Gegevens van derden
gebruikt, is aansprakelijk voor enig verlies of aansprakelijkheid voortvloeiend uit het gebruik van de Gegevens van derden.

Alle gegevens zijn afkomstig van Aegon Asset Management (een handelsnaam van Aegon Investment Management B.V.), tenzij het
anders vermeld staat. Het document is accuraat op het moment van schrijven, maar kan achteraf zonder kennisgeving worden gewijzigd.

Aegon Investment Management B.V. (KVK-nummer 27075825) staat bij de Autoriteit Financiéle Markten geregistreerd als een

vergunninghoudende fondsbeheerder. Op basis van haar fondsbeheervergunning is Aegon Investment Management B.V. ook bevoegd
tot het verlenen van discretionair vermogensbeheer, beleggingsadvies en het ontvangen en doorgeven van orders.

Adtrax code: 7450120.1.

Expiration date: 17-12-2025
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NEWS

Dutch DC pension switch includes
lifecycles, pPersonal pension pots

24 JUNE 2020

All pension funds will need to finalise their transition
plans by 1 January 2024
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Central question:

What will happen to the ‘participant experience’
of private equity (PE) investments of pension

funds under the new pension contract?




Potential negative changes for ‘participant experience’ of PE:

1. Costs will be explicit: on personal ‘kassabon’ the costs of
PE will be expressed at level of participant

2. Comparison to low-cost providers: new contracts have
more similarities with cheaper providers such as PPl’s

Potential positive changes for ‘participant experience’ of PE:

1. Relation between costs and returns: high costs can be
shown on ‘kassabon’ directly in relation to high returns

2. Timing of news articles: news about high costs will more
often coincide with increases in benefits for retirees
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Timing of news articles

In the new pension contract, high performance fees more likely to
coincide with....

* ... better than average returns on private equity
* ... better than average returns for excess return as a whole
* ... lIncreases in benefits in payment for retirees

. note that effects from interest rate changes is small for retirees in the new
contract

In the current FTK contract, the relationship between high
performance fees and increases in benefit payments is weak:
» effect of interest rate changes often dominates effect on funding

ratio level
« change in of funding ratio level does not directly affect benefit

levels (e.g. due to ‘toeslagdrempel’)




Potential negative changes for ‘participant experience’ of PE:
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2. Comparison to low-cost providers: new contracts have
more similarities with cheaper providers such as PPl’s

Potential positive changes for ‘participant experience’ of PE:

1. Relation between costs and returns: high costs can be
shown on ‘kassabon’ directly in relation to high returns

2. Timing of news articles: news about high costs will more
often coincide with increases in benefits for retirees




cardano

Costs of PE will typically be attributed via ‘overrendement’

1.8

Cost attribution 1.

(relative to 42
personal pension 1
wealth) 0.8
0.6
0.4
0.2

Birth year (from old age to young age)

= Attribution via excess return (‘overrendement’)
- Attribution proportional to personal pension wealth
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Example: Receipt (‘kassabon’)

* Consider a pension fund with EUR 100 blin in total assets

 In 2031, the fund pays EUR 1 bln in performance fees

 Consider a 55-year old participant whose cost attribution via
excess return equals the attribution proportional to personal

pension wealth

* The personal pension wealth of the 55-year old amounts to
EUR 300.000,-

* The costs for PE on the ‘kassabon’ are then equal to EUR
3.000,- (=1% of the personal pension wealth)




Potential negative changes for ‘participant experience’ of PE:

Costs will be explicit: on personal ‘kassabon’ the costs of PE will

be expressed at level of participant

Comparison to low-cost providers: new contracts have more

similarities with cheaper providers such as PPI’s

Potential positive changes for ‘participant experience’ of PE:
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2.

Timing of news articles: news about high costs will more often
coincide with increases in benefits for retirees
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Example: Receipt (‘Kassabon’)

« Consider again a pension fund with EUR 100 blin in total
assets, with EUR 1 bIn in performance fees in 2031

« Kassabon of a 55-year with personal pension wealth of EUR

300.000,-

« Personal pension wealth begin 2031: EUR 300.000

« Gross excess return (5%)
« Costs excess return (1%)
* Net excess return (4%)

« Personal pension wealth end 2031.:

EUR
EUR
EUR

EUR

15.000
3.000
12.000

312.000




Poll: Rank in order of likelihood, from Most Likely to Least Likely
- see tab Polls in MS Teams window

Potentially negative for PE: costs will be explicit

Potentially negative for PE: comparison to low-cost providers

Potentially positive for PE: relation between costs and returns

 Potentially positive for PE: timing of news articles

Not much will change
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Disclaimer

Cardano strives to provide accurate and up-to-date information from reliable sources. However, Cardano does not guarantee the accuracy and completeness of the information
provided in this document (hereinafter referred to as: Information). The Information may contain technical or editorial inaccuracies or typographical errors. Cardano makes no
warranties, express or implied, as to whether the Information is accurate, complete or current. The recipients cannot derive any rights from this Information.

It is not permitted to copy, reproduce, distribute, disseminate or make available to third parties for a fee the Information, or to use it for commercial purposes without the prior

express written consent of Cardano.
The Information should not be interpreted by the recipient as business, financial, investment, hedging, trading, legal, regulatory, tax or accounting advice. The decisions based on

the Information are for the account and risk of the recipient.

The Information is prepared for informational purposes only and is not an offer (or solicitation): (1) to buy or sell securities or any other investment product, (2) to participate in any
trading strategy, or (3) to provide an investment service.

Cardano | Weena 690, 21st floor, PO Box 19293, 3001 BG Rotterdam The Netherlands
+31(0)10 206 1300 | info@cardano.com | cardano.com

Cardano Asset Management N.V. is part of the Cardano Group
and statutory seated in Rotterdam and registered with the Dutch Chamber of Commerce under number 30143634..
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