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Actuaries' scope of action has been evolving ever since more primitive times when it centered
on “life," followed by “non-life,”*finances,” “health”, and even ERM. But today the paradigm is
changing so fast that society is demanding from them professional activity at all levels of a type
that years ago was unthinkable. This shift bolsters the Pension Plan actuary's role in the area of
what has been called "extra-financial risks."

The work that would be presented would focus on two main subjects: Governance (including the
use of Political Rights) and Socially Responsible Investment in the sphere of Pension Plans and
Funds.

Governance. The presentation would seek to set forth a quantitative measurement proposal for
the application of Solvency Il and the IORP Directive to Pension Plans and Funds, at least to
the Spanish model, proposing risk indicators to work on four fronts: efficient operational
processes, tight risk control, periodic supervision, and maximum transparency; all this with a
view to administrating operational risks in procedures, documentation, organizational structure,
the functioning of control bodies, and information generation and transmission.

Stress will be placed on four areas: pension commitments, Pension Plans, Pension Funds, and
Administrative Supervision. All that would be set for four objectives: Operational Processes,
Risk Control, Supervision and Transparency.

SOCIALLY RESPONSIBLE INVESTMENT: Considering the legislative framework that is
favorable in some countries to the professional intervention of actuaries in this field, a
description would be provided of the basic elements necessary, including training,
implementation, and the control and oversight of a Pension Fund's investment policy. Then we
would proceed with the most familiar elements in this field, before focusing on that which can
add value to financial-actuarial consultancy: the quantitative and qualitative evaluation of the
measurements carried out by ratings specialists (Agencies) and proposing the potential
contribution (more important, in the author's opinion) of financial measurement with regards to
performance attribution, relating it to the classification of measurable assets in SRI. An analysis
would be provided, at the same time, of the link to the strategic investment policy that the
Pension Fund has duly formulated.

All the abovementioned is advanced in a context in which it could be concluded from the outset
that the inadequate management of extra-financial risks can generate potentially serious losses.


mailto:idelbarcom@consultoradepensiones.com

Firmante de los PRI y miembro de SPAINSIF

GLOBAL CONSIDERATIONS

As Maria Francisca Gomez, Juan Carlos Araque and Mariano Jiménez says in a book
to be published soon: the economic and financial crisis has highlighted the need to
adopt an advisory and supervisory framework with a new approach based on the
assessment of solvency, risk management and transparency.

This has resulted in the recent approval and/or entering into force of different EU
directives which have affected a large part of the financial sector, Basel Il for lending
institutions and Solvency Il for insurance companies. In parallel, a review process of the
IORP directive was initiated, regarding the business and supervision of employment
pension funds.

Said process has been developed using Solvency Il as a benchmark and analysing its
applicability to the employment pension systems, which is the subject of the analysis
presented in this document. The first studies were launched by an initial QIS impact
study conducted at the end of 2012 to analyse the potential effects of the quantitative
requirements of Pillar | of Solvency Il in calculating the technical provisions and
solvency margin enforceable for pension plans. The results were neither very
representative nor encouraging and they require further, more complete and significant
analyses.

Nevertheless, it must be noted that Solvency Il is underpinned by two other, just as
important, Pillars although possibly less complex to apply to complementary business
pension systems in a relatively short time frame: Governance and Transparency.

DIFFERENCES BETWEEN INSURANCE COMPANIES AND EMPLOYMENT
PENSION PLANS

There are significant differences between the insurance companies and the
complementary pension systems which make it impossible to transfer the requirements
demanded under Solvency Il to such systems, automatically and without undertaking
the necessary adaptations.

Some differences can be seen in the following chart but there are other very relevant
ones for these purposes such as those related to the different degree of risk assumed
by the intervening parties.
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These differences will have significant influence when it comes to analysing the
application of Solvency Il to employment pension plans regarding asset appraisal,
calculation of technical provisions, capital requirements and equity, governance
requirements and risk management, as well as transparency and accountability.

PILLAR I. QUANTITATIVE REQUIREMENTS.

Solvency Il is based on three fundamental pillars that describe the objectives and the
main requirements of the new directive:

Pillar 11 Pillar Il
Governance Transparency

Pillar | refers to the quantitative requirements needed to quantify the risks assumed
by insurers. It establishes the basic requirements for measuring assets, liabilities and
equity, quantifying risks of transactions and products in order to determine the solvency
balance sheet for each insurance company under a risk-based and market price
valuation based approach.

a) Valuation of assets and liabilities at market value

The SlI legislation and that of Spanish pension plans and funds are fully compatible
since they have always been obliged to mark to market.

In terms of valuing liabilities and, particularly, technical provisions, there may be
significant differences that derive from the "best estimate" analysis and the interest rate
used for the actualisation.

Firstly, there may be a difference of concept since in Sl the calculation of provisions is
linked to the transfer value of obligations to another insurer, a concept which appears
difficult to apply to employment pension plans.

Regarding the actuary discount rates, in plans currently a single interest rate is used,
rather than a temporary structure of interest rates without risk. That results in high
volatility of valuations; this is not the case for pension plans using a single rate,
relatively stable over time, which avoids artificial volatility.

The other component to be added to the "best estimate" to calculate provisions, the risk
margin, for insurers this corresponds to this use of the transfer value of obligations to
another entity. For defined benefit pension plans, the risk is assumed by the sponsor
and cannot be transferred; therefore its use can be questionable.

b) Equity and sponsor coverage (SPONSOR SUPPORT).

The idea of sponsor support refers to the sponsor's capacity to provide financial support
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to the plan whenever necessary and there are four ways of doing so: an increase in
contributions (the case of Spain), a subsidiary coverage obligation of the sponsor,
contingent assets of the sponsor and claim against the sponsor. This coverage may
also be either limited or unlimited.

The question is whether this coverage can be included in the pension fund balance
sheet and, if so, how should it be included. A first requirement for being included is that
the sponsor guarantee is legally executable, namely, that it is a legal or contractual
obligation.

There are several alternatives for appraising the sponsor's coverage: as an asset on the
balance sheet or as equity.

If it is considered an asset, it could have an impact on the SCR calculation in the
counterparty risk (default of the sponsor) which would require new assets to be
constituted to cover that SCR which could lead to a difficult to resolve loop, unless that
risk were covered by cash.

The other alternative would be to consider it as complementary equity, given its capacity
to absorb losses (in the event of deficit due to economic or biometric variances) and
being a legally binding commitment between the plan (or the participants) and the
sponsor, derived from the contract originating from the negotiations within the company.

c) Need to create the SCR and the MCR

New solvency capital requirements are based on adequate risk management,
regardless of the size of the company or the volume of premiums and provisions,
therefore they depend on the profile of risk assumed in each specific case.

Although this approach could be assumed in plans, it must be noted that the sponsor
assumes the risks directly, it is therefore worth questioning whether additional resources
are required in the form of SCR to cover potential variances.

Regarding the calculation formula, the basic risk modules applicable to employment
plans would be market risk (especially that of interest, shares, spread and
concentration), counterparty risk (with the sponsor support if it is considered an asset)
and life underwriting risk (especially that of longevity), and operational risk.

Additionally, specific risks that affect pension plans not included in Sl must be included
such as those related to salary growth, base for pension contributions, price index, etc.

d) Holistic Balance Sheet (HBS)

The HBS is a balance sheet which enables the obligations corresponding to a plan and
the resources available to meet them to be identified and quantified from a solvency
perspective, in other words, this is not an accounting balance sheet but rather an
economic one.
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Its main characteristic is that it enables different security mechanisms on the balance
sheet, both from the asset side (sponsor support and others) and the liability side
(reduction of benefits, etc.), in order to create an internal tool for managing the plan and
also useful for the supervisor to know the level of solvency of the plan. The security
mechanisms may imply greater or lower capital requirements if applied to pension
plans.

PILLAR Il. GOVERNANCE

Pillar 1l refers to qualitative requirements regarding implementing a good governance
policy that guarantees adequate risk management, which therefore requires internal
control criteria to be established. On the other hand, the SllI directive also requires the
companies to conduct a self-assessment report of risk and solvency called FLAOR.

a) Fit and Proper

Although the legislation on plans already contains certain fit and proper requirements for
those responsible for their development, a deeper analysis of the interpretation of those
principles according to SlI for employment pension plans must be conducted.

It seems clear that they should be demanded of members of the board of directors of
the managing entity and those carrying out the key management roles for the entity
such as internal control, risk management and investment appraisal and those persons
to whom these functions have been delegated.

The greatest uncertainty is around the members of control committees since they are
made up of non-professional people, who do not receive payment for performing their
functions and who have been appointed by employees or by the sponsor company, not
necessarily under these parameters. A potential solution would be to make it
compulsory for training courses to be held which provide them with the necessary skills,
have a certain experience with these subjects, or demand compliance only from a
certain proportion of the members based on the specific responsibilities which they
could assume in each case: investments, accounting, legal, etc.

b) Governance. The four functions and outsourcing.

The SII directive establishes some general governance principles (transparent
organisational structure and effective system for transmitting information) which are
subject to periodic internal review and commensurate to the nature, volume and
complexity of the company's transactions. It requires written policies to be made
available on, at least, risk management, internal control and audit, and, where relevant,
outsourcing.

It establishes four key functions: internal audit, risk management, actuarial and
compliance monitoring.

Analysis should be carried out of how and to what extent the legislation of plans could
and should demand this system of governance from the different "entities" which
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intervene in the development of a pension plan/fund: managing entity, control
committees, escrow fund, etc.

It seems clear that both the managing entities and escrow agents should comply with
the requirements of good governance and, indeed, the current legislation already
contains some type of requirements on internal control or risk management, but such
compliance should also be guaranteed by the control committees although logically
applying the principle of proportionality.

The difficulty arises from the specific characteristics in the system of plans vis-a-vis the
insurer system regarding intervening parties, their different spheres of activity and
assumed responsibilities.

The most significant developments introduced by Sl regarding governance and risk
management directly affect the internal management of plans and funds, who really
assumes the risk and the control committees due to the responsibilities conferred to
them and less so the management entity and escrow agents for whom various
requirements have already been devised.

Three possible alternatives could be considered: the managing entity assumes all the
key functions established in Sll, establish an approach based on the current distribution
of functions and provide a new approach to the actuarial-financial review and maintain
the current distribution of roles but allocate the new functions to the managing entity.

c) Risk and solvency self-assessment

This is one of the most innovative requirements of Sll. The FLAOR report is a forward-
looking instrument which enables risk identification, measurement and aggregation
based on the risk profile selected by the entity to develop a capital requirements
schedule and to set equity targets based on said profile. It is closely related to the risk
management function.

Here we should also consider who should perform this self-assessment. Initially, in the
system of plans it seems clear that on the asset side the managing entity has the
necessary information but on the liability side there may be a lack of complete
information of risks inherent to the plan; it would therefore appear that it should be
assumed by the control committee, with the same difficulties arising here as indicated
above due to the various entities involved in the assessment, separation of functions
and responsibilities between managing entities and control committees.

PILLAR lll. Transparency and accountability

Pillar 1l refers mainly to the accountability insurers must undertake both to the
supervisor, and to those who contract, are insured and recipients of the policies. It
develops a series of reports regarding the financial and solvency situation which the
entities must prepare: SFCR, RSR and QRT.
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a) Transparency: Reporting to the supervisor.

In this case, reference is made to providing information regarding requirements related
to governance systems, technical provisions, solvency capital, risks assumed, risk
management systems, structure, capital requirements and management, etc. so that the
supervisor can evaluate the methods and practices of the entities, equip entities to
confront a change in economic conditions and detect potential impairments in the
financial situation and control the remedying of such situations.

This information is provided via various reports: RSR (periodic report to supervisors),
QRTs (quantitative reporting) and FLAOR/ORSA (self-assessment risk and solvency
report).

The information currently required by the supervisor from the entities in the plans and
funds system, was limited to annual financial statements, statistical and accounting
data, internal control report, conduct regulations, separation between managing entity
and escrow agent, etc. In addition to that is the requirement to submit the actuarial and
financial review for each plan.

If Sll is applied the requirements for information to be provided by plans and funds on
governance, risk and solvency assessment and new capital requirements shall be
increased significantly, particularly affecting the plans which contain defined
contributions.

The content and subjects obliged to provide the information to the supervisor shall be
conditioned by the choice of possible alternatives indicated in previous sections related
to the performing of key functions established under Solvency Il.

b) Transparency: Reporting to the market

Solvency Il makes it mandatory for insurers to publish the SFCR annually; it contains
information very similar to that of the reports to the supervisor in order to ensure that all
that information is conveyed to the public and companies. It is justified since the
insurers are listed companies, which are financed by the capital markets, which operate
in a market of direct competition and their products are open to the free choice of
consumers.

However, employment pension funds do not have these characteristics and, therefore,
those provisions would not be applicable to plans. Nevertheless, the Sll standards
addressed more specifically to holders and recipients of insurance policies, to a great
extent pre-contractual, would be applicable, referring basically to the details of the entity
and the product contracted.

c) Transparency: Specific reporting as institutional investors
Although in Solvency Il there is no reference to the role of insurers as institutional

investors, it is important to add to the requirements of plans transparency all the
elements which derive from the fiduciary duty of the latter, which consists of the



Firmante de los PRI y miembro de SPAINSIF

Actuary and Extra-Financial Risks: GLOBAL CONSIDERATIONS

obligation that all the funds' operations and activities are conducted in the sole interest
of the members and beneficiaries being the only holders of the invested assets.

Given that Sll implies a new concept based on risk, its identification, management and
control, to solely consider traditional financial risk may be insufficient in that by also
introducing extra-financial risks may have a positive impact on the results.

d) Cross-border business

The approach regarding cross-border business is similar under the IORP and Sli
directives, in terms of the requirement for prior authorisation, communication between
supervisory authorities of origin and destination, supervisory competencies, etc.
although with some specific nuances. It is worth noting the complexity in defining the
very concept of cross-border business under both directives.

In insurance, it seems clear that it refers to the fact that insurers can undertake their
business in other member states in either of the two forms: via subsidiaries in other
member states or by means of the freedom to provide services.

In the field of employment pension funds there have been numerous interpretative
doubts regarding what is meant by cross-border activity.

Implementation difficulties arise not directly from the SlI directive but the need to clarify
the definitions of cross-border activity established in the IORP directive itself.

FINAL CONSIDERATIONS

As has been mentioned throughout this document, the SlI directive implies a significant
change in the perception which the entities have of themselves and of the requirements
to which they are exposed. These imply the introduction of the mark to market and risk-
based management in all spheres of the entity's activity.

If this new management concept were finally applied to the Spanish pensions system,
significant adaptations would be required on two levels.

- On the quantitative level, since, while it is true that the basic valuation principles
to be applied would be the same, the requirements of SlI could not be translated
directly to Spanish plans. The way in which provisions are calculated would need
to be adapted, the assets valued for purposes of the solvency balance sheet and
recalibrate the SCR and MCR valuations.

- On a qualitative level, since the specific characteristics in the plans system vis-a-
vis the insurer system regarding intervening entities, different spheres of activity
and assumed risks and responsibilities shall mark the requirements in terms of
governance to a large extent.
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I. INTRODUCTION

The report presents the results of a governance analysis of a company pension
scheme. Analysing the governance of an entity from any type or sector involves getting
to know its internal organisation, its operating processes, its systems for identifying and
managing risks, its internal control, supervision and decision-making mechanisms, its
rendering of accounts and its transmission of information.

Hence we took as our starting point the OECD’s Guidelines for Pension Fund
Governance issued in 2009, and we synthesised this document’s guiding principles into
four main targets which are described in detail below and which constitute the core of
the analysis proposed.

The report aims to make an initial diagnosis of the scheme under analysis to identify
those aspects which are failing or need to be completed or improved if “good practices”
on this matter are to be achieved. Once areas for improvement have been identified we
raise a set of proposals and recommendations with specific measures for possible
future implementation.

In short, this is about adding value by minimising operating risks, limiting liabilities,
increasing transparency and quality of information, contributing to complete and
effective supervision, improving legal certainty, guaranteeing satisfactory management
of the scheme in the medium and long term, and offering a comprehensive overview.

METHODOLOGY

To make the initial diagnosis we turned to the completion of a questionnaire containing
a set of indicators relating to the fulfilment of four main targets:Efficient operating
processes/Rigorous risk control/Regular supervision/Transparency

The study was performed by differentiating four main areas of the company pension
scheme: Pension Commitments, the Pension Plan, the Pension Fund and
Administrative Supervision. This approach permits the analysis and the proposals to
focus on two aspects: areas and targets.Each of the indicators evaluated represents a
different level of necessity or importance and depending on that level a specific
benchmark value is assigned:

e Essential — 50//Important — 30//Advisable - 20

In order to evaluate the level of fulfiiment of each indicator we provided a questionnaire
with the set of indicators to representatives of the company, the supervisory committees
of the plan and the fund, and the management company, and we held several meetings
with all of them for the purpose of obtaining as much knowledge as possible about the
pension scheme in order to be able to make a satisfactory assessment. This evaluation
was translated by scoring each of the indicators according to the level of effective
fulfilment noted in relation to the aforementioned benchmark values. Various supporting
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documentation was also provided on the aspects analysed such as specifications, the
funds’ operating regulations, management and deposit contracts, forms, various internal
protocols and procedures, etc.

Il. ANALYSIS BY AREA

The results of the analysis performed indicate acceptable fulfilment of the proposed
targets at an overall level, achieving 58%. We believe the scheme fulfils the minimum
thresholds although it remains far below levels which may be considered desirable. And
as we can see from the following chart, the results are similar if we descend to the
analysis of aggregated results in each of the areas.

The best level of fulfilment, 68%, corresponds to indicators analysing Administrative
Supervision, a percentage which is close to the 66% obtained in the Pension Fund area.
The Pension Commitments indicators exceed by 8 percentage points the minimum
threshold of 50% while the Pension Plan indicators, which have the highest relative
weight across the whole of the scheme, barely exceed it, achieving 53%.

Level of fulfilment by Area Weighted
SUMMARY BY AREA Score Benchmark 2" evelof
fulfilment .
fulfilment
Area 1 -Pension Commitments 195 350 56% 58%
. Area 2 - Pension Plan 780 1370 57%  53%
a0 Area 3 -Pension Fund 495 750 66% 66%
10% Area 4 - Administrative Supervision 230 350 66% 68%
. ® Area 1 - Pension Commitments m Area 2 - Pension Plan
® Area 3 - Pension Fund Area 4 - Administrative Supervision TOTAL PENsloN SCH EME 1700 2820 60% 58%
= TOTAL PENSION SCHEME

Below we provide a detailed analysis of the areas into which the study has been divided
and the level of fulfilment of the proposed four main targets within each of them. We will
analyse the evaluation performed of each of the indicators for the ultimate purpose of
identifying those elements which do not function satisfactorily and proposing corrective
measures to permit governance of the scheme to achieve an optimal level.

We should point out that in all the aggregate evaluations, both of the scheme as a
whole and of the individual areas and targets, we believe that weighting the results
regarding the different levels of necessity of the indicators or the weight relating to each
of the areas and/or targets in the scheme as a whole to be both satisfactory and
significant.

1.1 PENSION COMMITMENTS AREA.

The governance analysis of a company’s supplementary pension scheme must start
with the study of its existing pension commitments, analysing the way in which they are

10
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effectively implemented, the way in which they are supervised and the way in which
information is transmitted to employees.

Our overall assessment is acceptable since as we can see from the following table we
obtained an aggregate level of fulfilment of 58% of the benchmark values, although if
we analyse each of the four targets the results are very disparate. While the result for
operating processes is very positive and the result for risk control is just about
satisfactory, for supervision and above all for transparency the results are quite far from
fulfilling the minimum requirements.

The performance of the different indicators classified by target can be analysed in detail
through observing the chart provided below, which displays the fulfilment levels for each
of them:

Pension Commitments

AREA1-PENSION COMMTNENTS Score Benchmark —'°1°
fulfilment

fulfilment

Target A. Operating Processes 120 130 92% 96%

b ¥
1A1 1A2 1A3 1A4 1B.1 1B.2 1c1 1c2 1c3 1D.1 1D2 1D3

Target B. Risk Control
Target C. Supervision

Target D. Transparency

TOTAL PENSION COMMITMENTS

25
30
20
195

50 50% 50%
90 33% 33%

80 25% 18%
350 56% 58%

==SCORE -#-BENCHMARK

1.2 PENSION PLAN AREA.

In this area we analyse the four main governance targets within the limits of how the
pension plan functions, that is to say, we analyse everything related to inclusion,
additions and removals, contributions, benefits, consolidated rights, etc., in all their
aspects: operating processes, risk control, supervision and transparency.

As we can see from the following table containing a summary of the results obtained,
although at the overall level the percentage fulfilled is the minimum acceptable of 57%,
when the level of necessity of each indicator is weighted this percentage falls to 53%.
This is not particularly satisfactory, above all if we look at the poor results obtained for
risk control (32%) and supervision (47%). The operating processes target does achieve
a positive rating, exceeding 70%.

11
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L | of Weighted

AREA 2 — PENSION PLAN Score Benchmark _ <'e'©° level of
fulfilment ;

fulfilment

Target A. Operating Processes

Target B. Risk Control
Target C. Supervision

Target D. Transparency

TOTAL AREA 2 — PENSION PLAN

Below we provide a more detailed analysis of fulfilment of the indicators for each of the
targets:

Pension Plan - Operating Processes Pension Plan - Risk Control

"
N/ S ‘ ' 20 \\ /& / \_/\
10 / ¥ 10 \/

- 0 < ¥
2A1 2A2 2A3 2A4 2A5 2A6 2A7 2A8 2A9 2A10 2A11 2A12 2AI13 2A14 2A15 2B1 2B2 2B3 2B4 2B5S 2B6 2B.7
=4=SCORE -#BENCHMARK =4=SCORE -#-BENCHMARK

Pension Plan - Supervision Pension Plan - Transparency

o A
YN WY

2€1 2C2 2C3 2C4 2C5 2C6 2C7 2C8 2C9 2CI10 2CI11 2C12 2CI13 2C14 2C15 2.C16 201 2D2 203 2D4 2D5 206
=4=SCORE -#-BENCHMARK =4=SCORE -#-BENCHMARK

1.3 PENSION FUND AREA.

This section aims to analyse fulfilment of the four targets pursued but in the specific
sphere of the Pension Fund, referring fundamentally to investment processes, approval
of accounts, information for participants and beneficiaries, etc. In certain sections it may
be noted that some indicators may duplicate those proposed for the analysis of the plan,
but we have preferred to do this in order to distinguish specific and distinct actions of
members of the supervisory committee when they work as the supervisory committee of
the plan compared to when they work as the supervisory committee of the fund.

12
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The summary of results provided in the following table reflects a level of overall
fulfilment which at 66% is more than acceptable for the pensions fund. However there
are clear weaknesses, both for Supervision (47%) and for Transparency (33%). The
overall positive level achieved is due to the good performance of the other two targets
achieving higher scores, operating processes (82%) and risk control (100%).

Level of Weighted
AREA 3 — PENSION FUND Score Benchmark v level of
fulfilment ik
fulfilment
Target A. Operating Processes 190 230 83% 82%
Target B. Risk Control 130 130 100% 100%
Target C. Supervision 140 290 48% 47%
Target D. Transparency 35 100 35% 33%

TOTAL AREA 3 — PENSION FUND 495 750

We present a detailed analysis of each of the targets below.

Pension Fund - Operating Processes Pension Fund- Risk Control

~—

10

O\ /N
\

3A1 3A2 3A3 3A4 3A5 3A6 3A7 3A A9 3B.1 3B2 383 384 3B5

=4=SCORE -#-BENCHMARK =4=SCORE -#-BENCHMARK

Pension Fund - Supervision Pension Fund - Transparency

20

NN .
AN\ /N S %
W A/ ~

3c4 3C5 3C6 3c7 3c8 3C9 3C10 3C11  3C12 3D.1 3D2 33 3D4
=+=SCORE -#-BENCHMARK =+=SCORE -m-BENCHMARK

10

1.4 ADMINISTRATIVE SUPERVISION AREA.

This section, which is quantitatively less important with respect to the analysis of a
company pension scheme in terms of the number of indicators, displays a good level of

13



Firmante de los PRI y miembro de SPAINSIF

Actuary and Extra-Financial Risks: GOVERNANCE

fulfilment both at the overall level (68%) and at the disaggregate level for each of the
four targets. There is a notable level of fulfilment of the operating process (85%) and
risk control (71%) targets whilst the level of fulfiiment of the supervision (50%) and
transparency (50%) targets is the minimum acceptable.

Given that just 11 indicators are taken into account for the whole Area, the following
chart gathers the complete results obtained without disaggregating them by target as
performed with the Pension Plan and Pension Fund Areas, since those two Areas
possessed numerous indicators.

Administrative Supervision

AREA 4 - ADMINISTRATIVE Score Bonchmark €¢1%" V\I’:\',ge:':efd
SUPERVISION fulfilment
fulfilment

Target A. Operating Processes

Target B. Risk Control

Target C. Supervision

Target D. Transparency

TOTAL AREA 4 -
ADMINISTRATIVE SUPERVISION

=+=SCORE -#-BENCHMARK

lll. ANALYSIS BY TARGET

Given the configuration of this study in which we have analysed the supplementary
pension scheme by dividing it first into areas and within each area dividing it into
targets, a two-pronged analysis can be provided. Firstly, there is the analysis performed
by area provided in the above sections which examined fulfiiment of the four benchmark
targets in each of the areas and offered an overall evaluation of the state of governance
of the pension commitments, the pension plan, the pension fund, and the administrative
supervision obligations. Secondly, there is the analysis offered below, that is to say, a
full, overall evaluation of each of the four benchmark targets in the company pension
scheme as a whole and broken down by area.

As we have already established in other sections the scheme as a whole has an
aggregate level of fulfilment of 58%.

14
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Level of fulfilment by Target lof Weighted
SUMMARY BY TARGET Score Benchmark . > level of
fulfilment

fulfilment
Target A. Operating Processes 750 940 80% 79%
Target B. Risk Control 360 620 58% 54%
* Target C. Supervision 425 870 49% 46%
- Target D. Transparency 165 390 42% 41%
" m Target A. Operating Processes m Target B. Risk Control m Target C. Supervision TOTAL PENSlON SCHEME 1700 2820 60% 58%

Target D. Transparency B TOTAL PENSION SCHEME

lll. A. OPERATING PROCESSES

As was mentioned above, we believe the pension scheme fulfils this target reasonably
satisfactorily as it achieves an aggregate level of fulfilment of 79% and very high scores
for each of the areas: pension commitments (96%), pension fund (82%) pension plan
(73%) and administrative supervision (85%).

Despite the good overall results obtained a more detailed analysis requires us to
highlight some important aspects which should be improved.

OPERATING PROCESSES

TARGET A - OPERATING Levelof eidhted
Score Benchmark level of

fulfilment

PROCESSES fulfilment

Area 1 - Pension Commitments 120 130 92% 96%
Area 2 - Pension Plan 360 480 75% 73%
Area 3 - Pension Fund 190 230 83% 82%

VNN WA
Supervision 80 100 80% 85%

\I V TOTAL TARGET A - OPERATING

R R R R R R I T T O R R I e
INNGENGEN GRS R S St S ar R a2 S S S0 S SRS S S M S S S S S S S 750

PROCESSES

=4=SCORE ——BENCHMARK

lll. B. RISK CONTROL

Although with a level of fulfilment of 54% this target exceeds the minimum required
threshold overall, disparities may be seen in the results for the different areas of
analysis. It is worth stressing that at just 32% the level regarding risk control in the
pension plan is very low, and the level regarding pension commitments is the minimum
required. On the positive side, the pension fund achieves the maximum rating and the
level of fulfilment regarding administrative supervision may be rated as notable.

In order to make the analysis more detailed and focus on the aspects which could be

improved, we provide the following table showing the performance of the set of risk
control indicators established.
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RISK CONTROL

Weighted

TARGETB-RISKCONTROL  Score Benchmark . > level of

fulfilment fulfiment

Area 1 - Pension Commitments 2% 50 50% 50%

Area 2 - Pension Plan 115 310 37% 32%
Area 3 -Pension Fund 130 130 100% 100%
Area 4 - Administrative

90 130 69% 1%
360 620 58% 54%

Supervision
TOTAL TARGET B - RISK
1B.1 1B.2 2B1 2B2 2B3 2B4 2B5 2B.6 2B7 2B8 2BY9 3B.1 3B2 3B3 3B4 3B5 4B.1 4B2 4B3
=+=SCORE ——BENCHMARK CONTROL

lll. C. SUPERVISION

The results obtained for this target are unsatisfactory as the 46% obtained does not
exceed the minimum required level. Only the administrative supervision area achieves
this minimum level of 50%. The other areas stand below it and therefore must be
subject to analysis and an improvement proposal. The pensions plan and fund areas
stand at 47% and the commitments area at 33%.

As in previous sections, the following chart permits us to extract some interesting points
for consideration especially regarding the detection and identification of total or partial
non-fulfilment.

SUPERVISION

Level of Weighted

TARGET C - SUPERVISION Score Benchmark level of

LB e

Area 1 - Pension Commitments 30 90 33% 33%
Area 2 - Pension Plan 295 430 59% 47%
Area 3 - Pension Fund 140 290 48% 47%
Area 4 - Administrative

Supervision
TOTAL TARGET C -

O A ARt worj;o Zc; A A A 425 870 49% 46%

=+=SCORE ——BENCHMARK SUPERV'S'ON

30 60 50% 50%

From a simple glance at the chart it is worth stressing the large number of indicators
which do not fulfil this target. Of the 33 indicators analysed, 10, that is to say, almost a
third, do not fulfil this target and out of the latter, one has a maximum level of necessity:
the Supervisory Committee is notified of the breaches of deadlines in the processing of
claims for benefits, mobility and liquidity of rights (2.C.3).

lll. D. TRANSPARENCY
Transparency is the target which obtains the worst results since at the overall level it

remains far below the 50% minimum required and the results for the different areas are
unsatisfactory, especially for pension commitments with an 18% level of fulfiiment and
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for pension funds with just 33%. Better, although still meagre, results are obtained for
administrative supervision with 50% and for the pension plan with 56%.

As in previous sections we can extract some important points through the following
chart which displays the set of indicators used to evaluate transparency.

TRANSPARENCY

TARGETD-TRANSPARENCY  Score Benchmark ~S'®'°
fulfilment

fulfilment

Area 1 - Pension Commitments 20 80 25% 18%

0 Area 2 - Pension Plan 80 150 53% 56%
" Area 3 -Pension Fund 35 100 359% 33%
Area 4 - Administrative
0 Supervision 30 60 50% 50%
o TOTAL TARGETD - o o
S el 17 5P ARENCY o5 0t

Of the 15 indicators analysed all those with non-maximum levels of necessity, 3 are
fulfilled satisfactorily, 7 are fulfilled partially and 5 are unfulfilled.

IV. NON-FULFILMENT “TRAFFIC LIGHT” CLASSIFICATION

In this section of the report we provide in summary form a classification of the indicators
regarding their level of necessity and the level of fulfiiment of each of them.

We can see that of the 94 indicators considered in the analysis, once the 7 are excluded
that do not apply to this study, 44 are satisfactorily fulfilled, 29 are partially fulfilled and
21 are totally unfulfilled. The following table offers the same results for each of the
levels of necessity considered.

TOTAL PARTIAL NIL
L
E
v ESSENTIAL 5115 6/15
E
L
o IMPORTANT 22/49 14/49
F
N
e ADVISABLE 17/30 9/30
E
S
? TOTAL 44/94 29/94
Y
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INDICATORS FULFILLED

There is a department responsible for the company’s supplementary pension
1.A.1  scheme overall, or in its absence, mechanisms are established for coordinating the Essential
different departments involved in the supplementary pension scheme.

An action protocol is established to deal with the event that the contributions

2A8 calculated exceed the limits and contributions must be made to excess policies. Essential
There is a civil liability policy for the members of the Supervisory Committee, or in .
2B6 . . . Essential
its absence, there is a comprehensive external legal consultancy contract.
There is a civil liability policy for the members of the Supervisory Committee, or in .
3.B.1 . : . Essential
its absence, there is a comprehensive external legal consultancy contract.
4.B.2 There is a control for the mandatory documentation sent to the Supervisor. Essential
1.A.2 All the existing pension commitments are identified, listed and documented. Important
1A3 All the supplementary pension scheme instruments are identified, listed and Important
documented.
5 AD Tl'hos.e. responsible for the inclusion and addition process within the plan are Important
identified.
2.A.5 Those responsible for the contributions process are identified. Important
2 A10 Tho_se rggponmble for the benefits, transfers and liquidity administration process Important
are identified.
There is a definition of the limitations and scope of functions and responsibilities in
2.A13 Important

the tasks to be performed by external professionals.

2.A.14 The hiring of external professionals is undertaken by encouraging competing bids. Important

There is an action protocol for dealing with significant regulatory changes or

2A.15 changes in collective bargaining agreements. Important
Rejections of benefit claims, transfers and liquidity cases are recorded, explained

2.B.8 Important
and documented.

2.C.6 The minimum number of Supervisory Committee meetings is at least 2 per year. Important

The Supervisory Committee keeps updated management and deposit contracts,
2.C.9 service provision agreements with external professionals, and benefit consultancy Important
contracts.

2.C.15 Supervisory Committee members attend refresher courses at least once a year. Important

Participants and beneficiaries are informed of important events arising from
2.D.6 regulatory changes and situations in the financial markets which affect their Important
economic rights.

There is an action protocol which includes deadlines, content and forms for the

3A1 supply of information to the actuaries and external professionals hired.

Important

There is a definition of the limitations and scope of functions and responsibilities in

3.A7 the tasks to be performed by external professionals.

Important
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3.A.8 The hiring of external professionals is undertaken by encouraging competing bids. Important

3.C.3 The minimum number of meetings per year is 2. Important
3.C.8 There are measures for monitoring and checking the exercise of political rights. Important
3.C.12 Supervisory Committee members attend refresher courses at least once a year. Important

4.A.1  There are protocols for sending mandatory information to the Supervisor regularly. Important

4.A.3 The obligations for sending information to the Supervisor are identified and listed.  Important

4.D.1  Full information is transmitted to the Supervisor. Important

A department has been identified from which employees can receive additional
1.D.3 information about the supplementary pension scheme and to which they can Advisable
submit enquiries, complaints, suggestions, etc.

2.A.3 There are forms for the process of inclusion in and addition to the plan. Advisable

2.A.6 Deadlines are set for the process of making contributions. Advisable

The functions that can and cannot be delegated by the Supervisory Committee are

2B.7 established in writing.

Advisable

2.C.7 ltis possible for a number of members between 25% and 50% to call a meeting. Advisable

2.C.8 80% of members attend a minimum of 50% of meetings held per year. Advisable

2CA16 The_re_ is a f’lle of r_e_solutlons passgd by the Supervisory Committee in response to Advisable
participants’ enquiries and complaints.

3AD Mecha}msms for sending information electronically instead of by post have been Advisable
established.
In the event that quarterly information is made available but not delivered, it is .

3.A3 Co : ) . Advisable
checked that access is simple, clear and functions satisfactorily.

3 A4 There is a specific protocol for the formulation, presentation and approval of Advisable
accounts.

3.B.2 Functions that cannot be delegated are established in writing. Advisable

3.B.3 The investment policy is reviewed at least once a year. Advisable

3B.4 T.he'.'e. is a protocql for ta!qng |mmed|ate action on investment policy in response to Advisable
significant events in the financial markets.

3B5 The Supervisory Committee receives reports from the Management Company on Advisable

the monitoring of the Fund’s investments more than once a quarter.

3.C.4 ltis possible for a number of members between 25% and 50% to call a meeting. Advisable

3.C.5 80% of members attend a minimum of 50% of meetings held per year. Advisable

4.A.4 Those responsible for answering the Supervisor’s requests are identified Advisable
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PARTIALLY FULFILLED

Analysis is conducted of whether the pension commitments are correctly and

1.B.1 fully implemented. Essential

2 A9 Ther(_e is a protocol regarding the administration of benefits, transfers of rights Essential
and liquidity cases.

2 A 12 IIiquuaigil’l;eS are set for the process of administering benefits, transfers and Essential
There are a posteriori supervisory mechanisms for the functions delegated by

2 C.1 the Supervisory Committee to the Management Committee regarding Essential

o acknowledgement and payment of benefits, transfers of rights and liquidity

cases.

2.0 The Supervisory Committee is informed of incidents/rejections arising in the Essential

administration of benefit claims, transfers of rights and liquidity cases.

4.B.1 There is an inspection of response times to requests made by the Supervisor. Essential

1CA Regular meetings are held of the company departments involved in the

; Important
supplementary pension scheme.
External advisors are used for the independent management/review of
1.C3 . . Important
instruments other than the pension plan.
2.A.4 There is a protocol relating to the plan’s contribution process. Important

A specific action protocol is established in the event that the plan is insured and
2.A.7 the contributions to the plan are designated for the payment of insurance Important
premiums.

There are controls on meeting deadlines imposed by the regulations or by the

2.B.5 o
specifications.

Important
The Supervisory Committee receives regular information about the addition and

2.C.4 removal of participants and beneficiaries, the contributions made, the payment Important
of benefits, and the transfer and liquidity of consolidated rights.

At the moment a new participant joins the plan, a welcome manual is delivered

2bA1 or made available which includes all the important information about the plan. Important
Participants and beneficiaries complete satisfaction surveys about the

2D4 . . ; Important
information they receive.
The investment policy’s Declaration of Principles covers the specific principles

3.A5 . . . ; L Important
taken into account for the consideration of hon-financial risks.

3A6 There is a written protocol for the exercise of political rights of the assets by the Important

Supervisory Committee or the Management Company.

Specific information is provided to participants and beneficiaries relating to the
3.D.4 consideration or non-consideration of non-financial risks in investment Important
decisions.

There is an inspection of the documentation sent to the Supervisor in response

4B.3 s
to specific requests.

Important
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The Supervisory Committee receives information from the Management
4.C.1  Company in relation to the specific requests made by the Supervisor regarding Important
the pension plan and the pension fund.

The Supervisory Committee receives information from the Management
4.C.2 Company relating to possible incidents, delays, etc., in the fulfilment of the Important
obligations to provide information to the Supervisor.

There are analysis, communication and action protocols to tackle regulatory

1.A.4 . )
changes affecting supplementary pension schemes.

Advisable

2.A.11 There are forms for the process of administering benefits, transfers and liquidity. Advisable

More than 50% of the members representing each party possess knowledge or

2.C.14 ; : . . Advisable
experience of financial products and/or pensions.
The design and content of information regularly provided to participants and .

2.D.2 SO . ; . ; ) Advisable
beneficiaries is updated to improve its quality and make it easier to understand.

5D.3 There is a sahsfgctory proc_edure for participants and beneficiaries to be able to Advisable
raise queries or file complaints.

3.A.9 There is an action protocol to tackle possible conflicts of interest. Advisable

3.C.11 More than 50% of the members representing each party possess knowledge of Advisable
finance and/or pensions.

3D The design and content of information regularly provided to participants and Advisable

beneficiaries is updated to improve its quality and make it easier to understand.

Simple mechanisms and procedures are established for participants and
3.D.2 beneficiaries to access information which need not be sent in a mandatory form: Advisable
accounts, reports on financial statements, etc.

UNFULFILLED

There is a procedure for validating, explaining and checking the addition and
removal of participants and beneficiaries.

2.B.1 Essential

There is a mechanism for validating, explaining and checking the addition and

2.B.2 removal of participants and beneficiaries against the addition and removal of Essential
contributions.
If the plan is insured, there is a mechanism for validating, explaining and

2.B.3 checking the addition and removal of participants and beneficiaries in the Essential
insurance policy.

The Supervisory Committee is notified of failures to meet deadlines in the

2.C.3 processing of benefit claims, transfers of rights and liquidity cases. Essential
The managers of departments involved in supplementary pension schemes

1.C.2 Y Important
attend training/refresher courses at least once a year.
There is a protocol for providing information to employees joining the company

1.D.1 . ) . Important
on their supplementary pension rights.

1D2 Employees regularly receive information suited to their rights on all the Important

supplementary pension instruments.
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There is a protocol relating to including in the plan new employees joining the

2.A1 Important
company.
Failure to meet deadlines in administering benefit payments, transfers and

2B9 T . . Important
liquidity cases is recorded, explained and documented.

2.C.5 There is a Regulation on the internal operation of the Supervisory Committee. Important

2.C.12 An evaluation is made of the performance of external professionals. Important
The content of the information regularly sent to participants and beneficiaries is

3.C.1 ; ; . . . Important
reviewed by the Supervisory Committee prior to being sent.

3.C.2 There is a Regulation on the internal operation. Important

3C.9 There are mecha_mlsms for _chec&ng_fulﬂlment of the specific principles taken Important
into account relating to non-financial risks.

3.C.10 An evaluation is made of the performance of external professionals. Important

3D.3 Specific information is provided to participants and beneficiaries in relation to the Important

exercise of the political rights of the Fund’s assets.

Participants and beneficiaries are notified of events relating to the initiation of
4.D.2 important actions on the matter of administrative supervision (inspections, Important

special control measures, etc.)

2.C.10 There are technical committees or sub-committees. Advisable
Procedures are established for participants to be able to submit complaints and

2.D.5 . . : . . Advisable
suggestions regarding the information received.

3.C.6 There are technical committees or sub-committees. Advisable

4AD2 There is a written protocol for answering specific requests made by the Advisable

Supervisor.
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In Spain, the Control Commission has the duty to inform Pension Plan participants if it
wishes to incorporate extra-financial criteria into the investment policy.

CONTROL COMMISSION DUTIES

» INVESTMENT POLICY:
Main SRI Policy Document.

» ETHICS PAPER:

Linked to the Asset Manager . Depends on the criteria and methodology
developed by the asset manager.

» POLITICAL RIGHTS PROTOCOL :

Procedure for exercise of political rights,
agreements, publications, etc...

» REVIEW AND FOLLOW SRI

This must be done by:

1. Integrating ENVIROMENT, SOCIAL, GOVERNANCE (ESQG) criteria directly into
its investment policy.

2. Creating an ethical ideology.
The Pension Plan Control Commission (PPCC) should also have a Procedure for the
exercise of political rights or delegate and manage and monitor the ESG criteria,
informing beneficiaries and participating in the annual management report.
From the point of view which our team follows, the following tasks should be performed:
1. Analysis of SRI Policy

2. ESG compliance verification
3. SRl tracking and development
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4. ESG ratings portfolio
5. SRI Conclusions and Recommendations

% Political Rights: protocol, implementation and monitoring
% Performance Attribution with ESG criteria

Within this context, support from supplier experts is essential, and the actuary together
with his team should calculate the rating based on a weighted average of the values
from the two experts: in my opinion at least two, since the criteria which they follow
although they may be the same could be biased when applying the methodology.

The following chart shows the diagram analysis:

DIAGRAM CONTENT ANALYSIS

¢ Coverage
- Total
- By asset class

¢ SRIRATING
— Total
— For each ESG criteria

- By asset class
U

The assessment is dynamic and an attribution of results may be carried out in which it is
analyzed whether the SRI generates value or not, and where the best and worst results
were achieved, even at the individual level. The scheme is as follows:

The assessment is dynamic and it is very important with reference to the Performance
Attribution, as it will be discussed whether the SRI generates value or not. Also
identified were the best and worst results, even at the individual level. The scheme is as
follows:

- ESG Portfolio Analysis by type of asset
— The best 10 individual assets

- The worst 10 individual assets

- The 10 most significant individual assets
- The best 5 sovereign rating countries

- The worst 5 sovereign rating countries
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1. ESG RATING PORTFOLIO

The PPCC should receive a report from the actuary which initially provides an analysis
of the quality of the ratings (ratios), however since there are different ratings agencies,
at least two should be selected in order to establish an average point of view which
would enable any shortcomings in the analysis of one of the agencies to be offset.

This will enable us to have a multi-faceted and not a linear view, which would be the

case if we were to rely on the analysis from a single agency.

QUALITATIVE RATINGS SECTIONS SRI — AVERAGE

MINIMUM
SRI AVERAGE VALUE
PR AR AR R
AGENCIES 81
% %k 61
* % % 41
* %

21

MAXIMUN
VALUE

100
80
60
40
20

The analysis should contain as assessment of the different types of investment, with the

four criteria (global, environment, social and governance).

ASSETS GLOBAL ENVIRONMENT SOCIAL GOVERNANCE ‘
LIQUID ASSETS 79 72 77 53

FIXED INCOME 65 60 73 64
EQUITY 68 69 64 62
ALTERNATIVE i ) i i
MANAGEMENT

PRIVATE EQUITY - - -
REAL ESTATE - - -

TOTAL 68 63 73

61

In particular, we can break those four criteria down into: Liquid Assets, Fixed Income y

Equity.
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Liquid Assets Fixed Income Equity
Governance Governancq Governancg
Social Socia Socig)
Environment Environmen Environment
SRI SR SR
6 26 4'0 66 8'0 160 0 26 4‘0 éO 50 0 16 26 3‘0 4‘:0 56 60 7‘0 éO

2,

COVERAGE EVOLUTION

It would be worth analysing the evolution to avoid surprises of changes to the weight of
distribution which do not follow the policy, and also to be able to assess the practical
intervention of the managers.

90
ASSETS 3112/2011  31/03/2012 30/06/2012 30/09/2012 31/12/2012
Social
—/\
LIQUID ASSETS 100,00%  100,00%  100,00%  100,00%  100,00% 80
FIXED INCOME 79,47% 7791%  77,08%  77,85% 67,79% Governance
EQUITY 51,99% 4942%  3581%  28,01% 28,84%
70
ALTERNATIVE MANAGEMENT  0,00% 0,00% 0,00% 0,00% 0,00% Global
PRIVATE EQUITY 0,00% 0,00% 0,00% 0,00% 0,00%
REAL ESTATE 0,00% 0,00% 0,00% 0,00% 0,00% 60 1 Environment
CURRENCY 0,00%
PORTFOLIO 69,95% 69,42%  64,63%  63,03%  57,16% 50 ‘ ‘ ‘ ‘
31/12/2010 31/03/2011 30/06/2011 30/09/2011 31/12/2011

3.

ESG RATING EVOLUTION

If take into account the four criteria (global, environment, social and governance), we
can also specify the evolution of the weighted ratings of the different agencies over the

given year being analysed.

31/12/2012 70 57
31/03/2013 70 58
30/06/2013 70 57
30/09/2013 72 59
31/12/2013 72 61

GLOBAL ENVIRONMENT SOCIAL GOVERNANCE

80
80
81
82
80

SRI (ESG) RATING EVOLUTION

250

200 -

GOVERNANCE

‘ | SOCIAL ‘ | ‘

ENVIRONMENT

74
IS 100
75
77 50 |
75
0
01/12/2012

ENVIRONMENT = SOCIAL

-
01/03/2013

-
01/06/2013

- -
01/09/2013 01/12/2013

GOVERNANCE
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4. PERFORMANCE ATTRIBUTION

Meanwhile, we can provide added value to the above via actuarial financial work; the
analysis of the PERFORMANCE ATTRIBUTION, this enables us to associate the rating
with ABSOLUTE RETURN, and the different weights of the investments. This, in my
opinion, is the main contribution which an actuary can make, by combining the
analytical vision of the information which he has on his desk with the financial
assessment, in order to then use it for the actuarial finance needs.

The breakdown of the YIELD (and its weight) according to the average rating of the
investments shall enable us to study the relationship which would exist between the
ratings and returns.

On this point, it is worth commenting that the entire portfolio cannot be rated, since
there will be securities which could not have ratings from agencies.

An initial view would be the overall total breakdown:

TOTAL SRI

YIELD WEIGHT

R 2,64%  85,98%
i -10,06%  6,95%
o -6,54% 2,44%

Pending 3,97% 4,56%

If we also consider the detail based on the main investment classification, we will be
faced with the following:

YIELD WEIGHT
FIXED INCOME 4,57% 75,50%
i 6,37% 55,77%
-1,87% 14,37%
*okk 4’33% 3,76%
Pending 2,79% 1,67%
EQUITY -8,55% 22,42%
i -3,65% 13,57%
i -16,56% 5,61%
KKk _19’130/0 1,70%

Pending -7,61% 1,53%
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We can look at them based on each one of the four criteria, which will increase our

multifunctional analysis:

GOVERNANCE

YIELD WIEGHT

e 341%  7525%
e -6,20%  15,93%
e -3,65% 4,32%

*%

Pending 3,97% 4,56%

SOCIAL

YIELD WIEGHT

3,14%
-8,65%
-14,39%
-18,32%
3,97%

84,50%

6,44%
4,23%
0,15%
4,56%

ENVIRONMENT
YIELD WIEGHT
-2,73%  20,29%
1,72%  32,63%
329%  42,39%
-20,00%  0,11%
3,97% 4,56%

And also looking at the correlation coefficient between the Yield and SRI rating, which

once calculated:

GLOBAL
ENVIRONMENT
SOCIAL
GOVERNANCE

0,7949
0,5092
0,9986
0,8025

FAVORABLE
INDIFFERENT
FAVORABLE
FAVORABLE

The correlation coefficient between the Yield
and SRI rating (*) is calculated.

CORR. COEFF RELATION

(*) If the correlation coefficient is between 0.7 and 1 is considered favorable relationship between -0.7

and -1 unfavorable. The remaining cases indifferent.

Based on that, we can than find the PERFORMANCE, compare it with the ABSOLUTE
RETURN, to then in turn compare it to the YIELD, based on the PORTFOLIO and the
WEIGHT of each type of investment. And subdivide that according to the rating

obtained (5, 4, 3, 2 stars).

Even still, we will of course have blocks of securities which could not have any rating
known by the ratings agencies from which we have contracted the ratio provision

service.
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TOTAL SRI

Performance Absolute Yield Portfolio Weight
Return

ok 4.874.396 1,13% 2,64% 186.790.151 85,98%
Fixed Income 5.731.669 2,16% 4,74%  123.727.465 56,95%
Equity -1.277.079 -3,43% -6,52% 18.942.839 8,72% * * * * *
Liquid Assets 332.053 0,11% 0,79% 42.045.601 19,35%
Private Equity 88.415 6,05% 6,05% 1.505.354 0,69%
New Assets -662 -0,08% -0,30% 218.323 0,10%
ok -1.601.586 -5,50% -10,06% 15.092.825 6,95%
Fixed Income 3.254 0,06% 0,15% 2.152.108 0,99% * * * *
Equity -1.604.840 -6,58% -11,68% 12.911.650 5,94%
ok -358.809 -3,57% -6,54% 5.304.789 2,44% * * *
Equity -358.481 -4,52% -8,37% 4.099.821 1,89%
Undefined 386.090 1,50% 3,97% 9.915.662 4,56%
Fixed Income 78.998 0,94% 2,79% 2.869.581 1,32%
Equity -208.891 -3,85% -7,61% 2.637.688 1,21%
Private Equity 142.822 13,28% 16,52% 933.257 0,43% * *
Real Estate 10.395 1,64% 1,78% 590.637 0,27%
New Assets 483.369 4,67% 19,65% 2.691.152 1,24%
Fees -133.863
Unassigned 13.259
Total 3.300.090 1,53% 217.260.658 100,00%

We can also inform the PPCC about the percentage of the portfolio with 5, 4, 3, 2 stars

or no rating.

PERFORMANCE ATTRIBUTION

* %k
* % % %

6,95%

R RRRE

2.44%_

4,56%

| ORREE

***  m SRl unrated

O

* % % % %

85,98%
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In the following chart, we can see the YIELD and the ABSOLUTE RETURN according

to the various ratings, in such a way that we will have a detailed view of the FUND
YIELD as a whole.
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In the end, the actuary can include his overall vision together with economic, financial
and actuarial knowledge so that the SRl is not reduced to a simply ethical or ideological
analysis, but rather linked to profitability which can be related to the SRl ratings.
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