


MORTALITY DATA AND
ASSUMPTIONS OF THE MODEL

6.1 Mortality data

Mortality data for the Netherlands and Europe

The point of departure for the present model is the stochastic model, introduced two years
ago. This means that, in addition to mortality in the Netherlands, use was also made of
data regarding the development of mortality in a number of other European countries.
From 1970 onwards, the differences in mortality probabilities between a number of
European countries have clearly decreased. In addition, a rising trend is observable in the
development of life expectancy in these countries. In this regard, see graphs 1 and 2.

For this reason, it was decided to base the projection for the Netherlands on the
developments in comparable European countries. This ensures that the projection will not
depend exclusively on data relating to the Netherlands, in which specific fluctuations may
have occurred in the past, which do not necessarily say anything about future
developments. The assumption is that the long-term increase in life expectancy in the
Netherlands can be predicted more precisely by including a broader European population.
The successive projections are also expected to be more stable than they would be if only
data pertaining to the Netherlands were assumed.

European mortality data

The projection model makes use of European mortality data of countries whose Gross
Domestic Product (GDP) lies above the European average. GDP is regarded as a measure of
the wealth of a country. There is a positive correlation between prosperity and ageing: the
higher the level of wealth, the older people become. The Netherlands is amongst the
countries whose level of wealth is high and whose GDP is above the European average. On
the basis of this criterion, the mortality data of the following European countries were
included: Belgium, Denmark, Germany, Finland, France, Ireland, Iceland, Luxembourg,
Norway, Austria, United Kingdom, Sweden and Switzerland. Where mention is made in the
remainder of this publication to Europe or West Europe, these countries are meant.

Relative to Projection Table AG2014, two amendments have been made to the data in
addition to supplementing the data with recent data. Instead of only including England
and Wales, it was decided to include the United Kingdom as a whole. The selection
criterion is based on countries in Europe with an above-average GDP. The GDP for separate
countries within the United Kingdom cannot be derived easily, but it is possible to derive
GDP for the United Kingdom as a whole. This means extending the dataset to include
Northern Ireland and Scotland, as part of the United Kingdom. In addition, it was decided
to include the mortality figures of the former East Germany from 1990 onwards (because
East Germany became part of Germany from that moment onwards). As a result of these
changes, the dataset has been extended, while the average observed life expectancy in
the dataset has fallen slightly.
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Period life expectancy of men at birth
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Graph 1 Convergence of period life expectancy in a number of European countries,
men at birth

Period life expectancy of women at birth
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Graph 2 Convergence of period life expectancy in a number of European countries,
women at birth

Scope of the data

Data for the observation period 1970 up to and including 2014 are used for the
modelling. The most recent mortality rates from 2015 for the Netherlands are available
and have therefore been added. There is no reason to change the starting point of the
observation period. From 1970 onwards, there has been a stable development in the
mortality rates (see also graphs 1 and 2). With the period chosen, historic data are used
for a period of 45 years (from 1970 onwards).
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Sources for mortality data

The Human Mortality Database (HMD) was used for the data, supplemented by data from
Eurostat for the years and countries for which no data was available in the HMD. For 2015,
data from Statistics Netherlands was used as the data pertaining to the Netherlands. The
information from these sources is regularly supplemented and is sometimes adjusted with
retrospective effect for earlier years. The dataset used, in the form of mortality figures and
exposures for both the Netherlands and the total group of West-European countries, can
be found on the Association's website and in total contains more than 100 million cases
of death. The effect of these changes on life expectancy is made visible in chapter 8.

6.2 Assumptions of the model
Most important assumptions of the model

The development of life expectancy in the Netherlands in the long term is based on
the observed development of life expectancies in European countries with GDP above
the European GDP average.

No separate cohort effects (including the effects of smoking behaviour) have been
included because this increases the complexity of the model considerably.

+  For ages over 90, the mortality probabilities are extrapolated using the Kannisto
method.

Only publicly available data have been used.

Projection Model AG2014 is the point of departure

The point of departure for the present model is the stochastic model used for Projection
Table AG2014. This is a multi-population mortality model, as proposed by Lee and Li, with
a two-stage approach to estimating the necessary parameters (see Appendix A). In
addition, the European trend is estimated for each sex using the Lee-Carter model.

The Lee-Carter mortality model is then used again to reflect the deviation of the
Netherlands from the common trend. By combining the data from different, but
comparable countries, a more robust model emerges with more stable trends and a
smaller sensitivity to the calibration period used.

The model is based on four stochastic processes:

a) the development of mortality in Europe for men;

b) the development of the deviation of mortality in the Netherlands relative to Europe
for men;

c) the development of mortality in Europe for women;

d) the development of the deviation of mortality in the Netherlands relative to Europe
for women;

For developments a) and c) in Europe, a random-walk-with-drift model is used. For
developments b) and d) in the Netherlands, a first-order auto-regressive process without
a constant is used. The latter means that the development of mortality in the Netherlands
is expected to follow the European trend in time. The four processes are estimated jointly
in order also to estimate the correlations between the various processes. The joint
implementation of this final step is a change relative to the estimation procedure used for
Projection Table AG2014.

For mortality in Europe, data up to and including 2014 is available and for mortality in the
Netherlands data is available up to and including 2015. To estimate the four stochastic
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processes together, it is necessary to apply the same historic data period. European
observations for 2015 have therefore been extrapolated on the basis of the data available
up to and including 2014 (see Appendix A).

For higher ages (above the age of 90 years), there are relatively few observations. This can
result in large fluctuations in the estimates of mortality probabilities. For this reason, the
mortality tables are ‘closed’. This means that for ages over 90, the mortality probabilities
are estimated using an extrapolation method. As in the case of the previous projection life
table, the Kannistd method was chosen for Projection Table AG2016.

Appendix A contains a full description of the stochastic model used, including the method
used to estimate this model. In combination with the dataset. Projection Table AG2016
can be reconstructed exactly.

Amendment relative to the model from 2014

The correlations between men and women are also included now in the estimates of the
AG2016 model. In the previous model, the stochastic processes a) and b) for men
mentioned earlier were estimated jointly, as were processes c) and d) for women.
However, the processes for men, on the one hand, and women, on the other hand, were
estimated separately from each other. In simulating future scenarios, the correlations
between these processes were therefore set at nil. The data, however, suggests a positive
correlation between the developments in mortality rates of men and women. Intuitively
this is logical. It enhances the quality of the projection life table if these correlations are
included in the estimate of the model.

The modelling of the correlation between the four processes is improved by estimating
them together and including all the correlations between the processes a), b) and d)
referred to above. The correlations between the various processes are represented in the
following diagram:

European 0.92 European
men women

-0.27

(AG2014:0,51) ' 0.45 -0.21 (AG2014: -0.15)

Netherlands Netherlands
deviation deviation
men women

The correlation between (the annual changes in relation to) West-European men and the
deviation of men in the Netherlands relative to West Europe is positive. In the case of
women, this correlation is negative, but this does not mean that the correlation between
changes in relation to West-European women and women in the Netherlands is negative.
A negative correlation may be the consequence of changes in mortality in the Netherlands
which generally have the same sign as changes in West Europe, but on average are less
large. If there has been a large positive change in West Europe and a smaller positive
change for the Netherlands, the difference (i.e. the change in the Netherlands less the
change in West Europe) is, after all, negative.

The effect of these changes on life expectancy has been made visible separately in
chapter 8.
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6.3 Summary of the changes in the Projection Table AG2016

relative to AG2014

AG2014

AG2016

Dataset including England and Wales,
excluding the former East German

Dataset with the United Kingdom
replacing only England and Wales and
including the former East Germany from
1990 onwards

Dataset for Europe up to and including
2009, forecast up to and including 2013

Dataset for Europe up to and including
2014, forecast for 2015

Dataset for the Netherlands up to and
including 2012 and provisional data for
2013

Dataset for the Netherlands up to and
including 2015

Only the correlation between Europe and
the deviation for the Netherlands have
been included explicitly, not between
men and women

All possible correlations between Europe
and the deviation in relation to the
Netherlands and between men and
women which were included explicitly
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UNCERTAINTY

Following the publication of Projection Table AG2014, a number of interested parties
in the sector posed the question whether the (stochastic) uncertainty resulting from
that model was not too small. The Mortality Research Committee asked a number of
experts explicitly for their views regarding the uncertainty in the model used. This
did not result in proposals for adjustments to the model on the basis of explicit
quantifiable scenarios, about which there was consensus amongst experts and
which could be estimated using publicly available data. For this reason, the
structure of the model has not changed. We have stated below precisely which
uncertainty the model includes and which it does not include.

7.1 Extrapolation from the past

In essence, the model used extrapolates not only mortality developments, but also the
variability (volatility) of these. In other words, the mortality projections are based on the
assumption that observed developments in the past, on average, will continue into the
future. In the same way, the model also extrapolates the volatility in the development of
mortality in the past. In other words, just as the parameters for the trend are estimated
on the basis of observed developments in the past, so the same applies to the volatility
parameters.

In doing so, the AG2016 model, like the AG2014 model, gives an insight into the degree of
volatility, as observed in the past in the development of mortality.

Conceptually, of course, it is possible that the trend will be broken in 2017, which will
cause this volatility to increase or fall. It is also possible for the trend to change
permanently. In the projection, the Committee has opted to assume that a trend break
such as this will not occur. A trend break such as this does not appear to have occurred
during the past 40 years amongst the European population considered. The many positive
medical developments and improvements in nutrition and lifestyles appear to have had a
major, but gradual, impact.

7.2 No parameter and model uncertainty

It is important to note that the uncertainty intervals presented in this publication do not
take into account uncertainty in relation to parameters or the model. In other words,
these intervals take the chosen model and the estimated parameters as the point of
departure. The future deviations of the best estimate may be larger or smaller because
mortality trends may occur which now cannot be foreseen, for instance due to exceptional
medical and socio-economic developments. These developments may result in a future
spread of mortality around the best estimate which may be different to the model-based
spread calculated on the basis of historic data.

Projection Table AG2016

Uncertainty




In the scientific literature methods are provided for formalising parameter and model
uncertainty. In relation to parameter uncertainty, it can be noted that due to the
enormous quantity of data (more than 100 million deceased with a total exposure of more
than 11 billion) this may be expected to be small for a given model. Including model
uncertainty requires the specification of a class of alternative models. There is only limited
literature on this and for this reason it has been decided for the time being not to include
this in this publication.

7.3 Distinction between uncertainty in mortality probabilities
and uncertainty in mortality figures
The above means that the uncertainty in the observed mortality figures will also be small.
In addition to the uncertainty in the mortality probabilities, after all, there is also
uncertainty in the actual number of people deceased in the light of these mortality
probabilities. If, for instance, we consider a group of 100,000 people with a mortality
probability of exactly 1% (on the basis of the assumption we have made of a Poisson
distribution for individual mortality) the expected number of deceased is 1,000 and the
symmetrical 95% confidence interval [938;1062]. This does not mean that the underlying
mortality probability has suddenly become uncertain and has changed from 1% to an
unknown value somewhere between 0.938% and 1.062%. It only means that we were
not able to observe the mortality probability without measurement noise due to the small
number of observations.

The volatility in the mortality figures reported by Statistics Netherlands cannot therefore
simply be used to make statements about uncertainty in the underlying mortality
probabilities. The AG2016 model explicitly takes this into account in the estimation
method.

However, whoever wishes to estimate the future uncertainty in the pension or insurance
portfolio must also take into account the uncertainty in individual cases of mortality after
simulating the possible parts for future mortality probabilities. As a result, the distribution
in portfolio results will increase.
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OUTCOMES

This chapter gives the results of Projection Table AG2016. The results are compared
with those of Projection Table AG2014. The effect on the level of the provisions has
been calculated on the basis of a number of sample funds. With these sample
funds, it is possible to assess of the effect on other pension funds. In addition, the
AG2016 projection is offset against the historic developments and are placed in the
perspective of the most recent projection of Statistics Netherlands

(CBS 2015-2060).°

8.1 Observations in relation to AG2014

The overview below provides an insight into the AG2014 projection of life expectancy for
2014 and 2015 and shows how these life expectancies correlate with the observed life
expectancies for the respective years. In addition, the table gives an insight into the
projection of life expectancies for 2015 and 2016. Period life expectancy is used for this,
since by doing so comparisons can be made for life expectancy in a specific observation
year.

Men Women
Observed AG201L AG2016 Observed AG2014 AG2016
2013 79.4 79.5 2013 83.0 83.1
2014 79.9 79.7 2014 83.3 83.2
2015 79.7 79.9 79.8 2015 83.1 83.4 83.1
2016 80.0 2016 83.3
Table 1 Period life expectancy at birth
Men Women
Observed AG2014 AG2016 Observed AG2014 AG2016
2013 18.0 18.0 2013 21.0 21.0
2014 18.5 18.2 2014 21.2 21.1
2015 18.2 18.3 18.2 2015 20.9 21.2 21.0
2016 18.4 2016 21.1

Table 2 Period life expectancy at the age of 65

The new observations since the AG2014 projection show a strong fall in mortality rates in
2014, as a result of which period life expectancy increases. In 2015, however, we see an
increase in mortality rates, as a result of which life expectancy once again decreases.
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In the next graph, the development of period life expectancy at birth is provided for the
period up to and including 2050. Up to and including 2015, the graph is based on
observed mortality figures and for the period thereafter on the AG2016 projection.
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Graph 3 Period life expectancy for the Netherlands and selected European countries

The fact that the period life expectancy of women in the Netherlands is still below the life
expectancy of women in selected European countries, as it was in the previous projection
is visible in graph 3. The life expectancy of men in the Netherlands, however, as in the
case of AG2014, is above the life expectancy of men in the selected European countries.

8.2 From AG201L4 to AG2016

To provide more insight into the differences between the former and the new projection
life table, cohort life expectancy is used. All future mortality developments are included in
the cohort life expectancy. The impact on cohort life expectancy for the start year 2016 is
shown below step-by-step in relation to:

1. AG2014;

2. theinclusion of the correlation between men and women; and

3. the new dataset.

Step At birth At the age of 65
Men Women Men Women
AG2014 90.1 92.5 20.0 23.0
Correlation included -0.5 +0.6 -0.1 +0.3
Update dataset +0.5 -0.1 +0.1 -0.2
AG2016 90.1 93.0 20.0 23.1

Table 3 Cohort life expectancy in 2016

The inclusion of the correlation between men and women results in the case of menin a
decrease in life expectancy and in the case of women in an increase. The update of the
dataset results in an increase in life expectancy in the case of men and a slight decrease in
the case of women. The table shows that the life expectancy of men does not change on
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balance. In the case of women, life expectancy at birth increases by 0.5 years, while life
expectancy in the case of women aged 65 increases by 0.1 per year.

The point of departure of the model is that the mortality trend in the Netherlands is
expected to converge towards the mortality trend in West-European countries of similar
wealth. The present life expectancy at birth of men in the Netherlands is higher than that
of men in West Europe. In the case of women, the opposite is true. Women in the
Netherlands have lower life expectancy at birth than women in West Europe. The
difference in life expectancy between women in the Netherlands and women in West
Europe is greater than in the case of men. In addition, the mortality trend in the case of
men is more in line with the West-European trend. This all contributes to the fact that
women show a relatively strong improvement in life expectancy in comparison to men.
The inclusion of the correlation between men and women apparently reinforces this
effect.

8.3 Future life expectancy

The Projection Table AG2016, as in the case of AG2014, offers the possibility of calculating
future life expectancies. Future cohort life expectancies for the start years 2016, 2041 and
2066 are shown in table 4.

Start year At birth At the age of 65

Men Women | difference Men Women | difference
2016 90.1 93.0 2.9 20.0 23.1 3.1
2041 92.5 95.1 2.6 23.2 26.2 3.0
2066 94.3 96.6 2.3 25.7 28.4 2.7

Table 4 Future cohort life expectancy

It once again appears from the figures stated above that the model implies that life
expectancy for men and women will continue to increase, slightly more quickly for men
than for women. As a result, the difference in life expectancy between men and women
will fall.

8.4 Projection in perspective

The developments in period life expectancy at birth for AG2014, AG2016 and (BS2015-
2060 are compared in graph 4. The fact that the AG2016 projection for women in the
Netherlands converges towards the projection for women in the selected West-European
countries is visible.

The AG2016 projection for men shows the same development as AG2014; the trend lies
close to the trend in West-European countries, as a result of which the difference over
time remains fairly constant. In the case of (BS2015-2060, a limited fall in life expectancy
can be observed in the case of men compared to AG2016. Life expectancy in 2050 on the
basis of (BS2015-2060 is slightly lower than in the case of AG2016.

Projection Table AG2016

Outcomes




Period life expectancy at birth

90

-

85 = e

Women ’ >,
‘J" /’
o -
o -
el
R
.t
e
’-) ”’
PO

A ——— Netherlands
—— European selection AG2016

80 o
/-/\”
/ --- AG2016

=== AG2016 Europe
(BS2015
Men | AG2014

75 T
2000 2010 2020 2030 2040 2050

Graph 4 Development of period life expectancy at birth

Graph 5 shows the development of period life expectancy at the age of 65.
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Graph 5 Development of period life expectancy at the age of 65

The cohort life expectancies for AG2014, AG2016 and (BS2015-2060 are stated in table 5.
The differences in cohort life expectancy at the age of 65 between AG2016 and (BS2015-
2016 are small.

Prognosis At birth At the age of 65
Men Women Men Women
AG2014 90.1 92.5 20.0 23.0
AG2016 90.1 93.0 20.0 23.1
(BS2015-2060 Not available 20.1 22.7

Table 5 Cohort life expectancy at birth and at the age of 65 for the year 2016
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3 = In full: Act of

4 June 2015 amending
the General Old-age
Pensions Act, the
Salary Tax Act 1964,
the Raising of the State
Pension Age and
Standard Pension
Retirement Age Act, the
Obligatory
Occupational Pension
Scheme Act and Other
Fiscal Measures in
2015 in Relation to the
Accelerated Gradual
Increase in the State
Pension age.

8.5 Link between life expectancy at the age of 65 and the
retirement age in the first and second tiers
The Raising of the State Pension Age and Standard Pension Retirement Age Act (Wet
verhoging AOW-en pensioenrichtleeftijd) of 12 July 2012 links the retirement age in the
first tier (the state old-age pension or 'AOW') and the standard retirement age in the
second tier (the employer’s pension) to period life expectancy. In accordance with the Act
of 4 June 2015 in relation to the accelerated gradual increase in the State Pensions age3, a
decision must be taken at the latest on 1 January 2017 to determine whether the State
Pension age is increased in 2022 from 67 years to 67 years and three months.

Increases in the retirement age take place in steps of three months and depend on the
level of the macro average remaining period life expectancy at the age of 65 (L), as
estimated by Statistics Netherlands relative to a value of 18.26 and the difference
between the retirement age applicable up until that moment and 65 years. The reference
value of 18.26 has been determined by law and is based on observations of Statistics
Netherlands in the period 2000-2009.

If it is expected that L for 2022 will be greater than 20.51 years, an increase in the
commencement date of the state old-age pension by a quarter of a year (0.25) is
necessary (after all, (20.51 - 18.26) - (67 — 65) = 0.25). According to Projection Table
AG2016, L will indeed exceed this value in 2022. This expectation is in line with the most
recent projection by Statistics Netherlands from 2015 and a decision will have to be taken
in respect of this increase in 2022 at the latest on 1 January 2017. After this, the same
method will be applied annually, whereby it will be necessary to determine whether an
increase in the State Pension age pension by a quarter of a year will or will not take place.

If the macro average remaining period life expectancy at the age of 65 years is also
estimated for the years after 2022, the following years are determined in which the
commencement date of the state old-age pension is expected to increase by a full year. To
simplify the calculation, the macro average remaining life expectancy is determined below
as the weighted average of the life expectancy of men and women. In practice, a more
exact weighting may possibly be assigned, as a result of which women will be assigned a
slightly higher weighting. The impact of this is small.

Commencement date of the | CBS2015 | AG2016
state old-age pension (AOW)

68 2029 2027
69 2036 2035
70 2045 2044
71 2054 2053

Table 6 Estimate of the development of the State Pension age

The increase in the standard retirement age in the second tier is based on the same
formula as the State Pension age, although, in accordance with the Act, it is necessary to
anticipate an expected increase in life expectancy at an earlier stage. It is a legal
requirement that a change to the standard retirement age must be announced at least
one year prior to this change taking effect and that for this purpose the macro average
remaining life expectancy at the age of 65 must be taken into account that is expected 10
years after the calendar year in which the change is made. This means, for instance, that
an change to the standard retirement age in 2018 must be announced before 1 January
2017 on the basis of the macro average remaining life expectancy at the age of 65 in
2028.
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0On the basis of the Projection Table AG2016, L is expected to increase to such a degree
that in 2018 a standard retirement age of 68 years will apply. The most recent projection
by Statistics Netherlands dating from 2015 shows that this increase will be necessary in
2019. At the latest on 1 January 2017, in accordance with the Act, a decision will have to
be taken with regard to any increase in the standard retirement age in 2018 on the basis
of the most recent forecast by Statistics Netherlands.

In general, it can be concluded that the Association's present projections do not deviate
much from the projections by Statistics Netherlands, as a result of which the present
expectation is that differences in future State Pension age (AOW) and retirement pensions
will not be very great.

8.6 Effects on the provisions

In order to analyse the effects of Projection Table AG2016 on the technical provisions of
pension portfolios, six sample funds were constructed. These are three funds with male
members and three funds with female members. For each sex, a young, old and average
fund was constructed. The last fund is the average of the first two funds. These sample
funds were determined partly on the basis of concrete portfolios.

In addition to a retirement pension, the sample funds contain a latent survivor's pension
and a survivor's pension in payment. In the case of the male portfolios, it is assumed that
payments of the survivor's pension in payment relate to female partners. In the case of
the female portfolios, the opposite is the case. The types of pension used are a retirement
pension, commencing at the age of 65, and a survivor's pension of the ‘unspecified
partner' form with a partner frequency of 100%.

A fixed age difference of three years between the male and female partner is assumed,
whereby it is also assumed that the male is older than the female. The actuarial discount

rate applied amounts to 3%, so that the effects are comparable to the previous

publication (AG2014), in which an interest rate of 3% was assumed.

Cover Men Women

Young Average old Young Average old
RP (65) -0.1% -0.2% -0.2% 1.0% 0.7% 0.6%
SP 1.4% 1.1% 0.8% -1.6% -1.0% -0.7%
RP+SP 0.3% 0.2% 0.1% 0.6% 0.5% 0.4%

Table 7 Impact on the provisions (actuarial discount rate 3%) for the model
portfolios for the transition from AG2014 to AG2016 (difference AG2016 minus
AG2014, expressed as a percentage of AG2014). The separate percentages, as stated
in relation to the types of pension, retirement pension and survivor's pension, do
not add up to the percentages, as stated in the combination of a retirement pension
and survivor's pension. This is because the provisions of the various types of
pension are different.

B RP = retirement pension SP = survivor's pension

Although the retirement age has now been increased to 67 years, large parts of the
pension liabilities are still based on a retirement age of 65.

It is possible to conclude from table 7 that the differences, in terms of the provision, are
small in the case of men. In the case of an average dataset, the provision increases by
approximately 0.2%. In the case of women, the impact is greater (an average increase of
0.5%). Depending on the composition of the pension fund, the increase will amount to a
minimum of 0.1% and a maximum of 0.6% on the basis of an actuarial discount rate

of 3%.
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Given the present low interest rate, we have also provided an indication of the effects on
the basis of a fixed interest rate of 1% in table 8. The interest rate has an impact on the
ultimate effect due to the long-term liabilities. In the case of an actuarial discount rate of
1%, the low interest rate results in an additional increase in the impact.

Cover Men Women

Young Average old Young Average old
RP (65) -0.1% -0.1% -0.2% 1.3% 1.1% 0.9%
SP 1.8% 1.5% 1.1% -2.1% -1.4% -1.1%
RP+SP 0.4% 0.3% 0.3% 0.9% 0.7% 0.6%

Table 8 Impact on the provisions (actuarial discount rate 1%) for the model portfolios
for the transition from AG2014 to AG2016 (difference AG2016 minus AG2014,
expressed in AG2014). The separate percentages, as stated in relation to the types of
pension, retirement pension and survivor's pension, do not add up to the percentages,
as stated in the combination of a retirement pension and survivor's pension. This is
because the provisions of the various types of pension are different.

B RP = retirement pension SP = survivor's pension

These sample funds contain a combination of rights to a retirement pension and a partner's
pension. Tables 9, 10 and 11 show the effect on the provision for these various types of
pension.

Retirement pension (65 years)

Actuarial discount rate 3% | Actuarial discount rate 1%
Age Men Women Men Women
25 -0.2% 1.5% -0.2% 1.8%
45 -0.1% 1.1% -0.1% 1.3%
65 -0.1% 0.2% -0.1% 0.3%
85 -1.0% -0.8% -1.0% -0.9%

Retirement pension (65 years)

Actuarial discount rate 3% | Actuarial discount rate 1%
Age Men Women Men Women
25 3.2% -6.0% 3.6% -6.0%
45 2.5% -2.4% 2.8% -2.6%
65 1.2% -0.1% 1.4% -0.3%
85 0.1% -0.8% 0.0% -0.9%

Survivor's pension in payment

Actuarial discount rate 3% | Actuarial discount rate 1%
Age Men Women Men Women
25 0.3% 0.0% 0.6% -0.1%
45 0.4% -0.1% 0.6% -0.1%
65 0.2% -0.1% 0.3% -0.1%
85 -0.8% -1.0% -0.9% -1.0%

Tables 9, 10 and 11 Impact on the provisions (actuarial discount rate of 3% and 1%)
for the various types of pension and ages in the transition from AG2014 to AG2016

(difference AG2016 minus AG2014, expressed as a percentage of AG2014)

In the case of higher pension ages (for instance, 67 years), the effects are almost the same as
those based on a retirement age of 65 years.
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APPLICATIONS OF THE MODEL

The use of a stochastic model offers opportunities in relation to the analysis of
mortality risks. In particular, it is possible to obtain an insight into the variability of
the value of the liabilities of insurance portfolios.

Since the Projection Table AG2016 is based on a stochastic model, it is possible to draw
conclusions on the spread of future mortality probabilities around the best estimate. In
essence, the model used extrapolates not only mortality developments, but also the
variability (volatility) of these. This volatility is consequently representative of uncertainty,
such as occurred in the past.

It is important to note that the uncertainty intervals presented in this publication do not
take into account uncertainty in relation to parameters or the model. In other words,
these intervals take the assumed model and the estimated parameters as the point of
departure.

In this chapter, several possible applications of the stochastic model are mentioned by
way of illustration. The results stated in this chapter are based on the same model
portfolios as those referred to in chapter 8.

In the first application, we consider the value of the liabilities for all possible
developments of future mortality probabilities. Where the best estimate value of the
liabilities can be estimated by using the best-estimate mortality probabilities, we have
considered the possible development in mortality probabilities on the basis of the
likelihood that they will occur, as shown by the stochastic model. This gives an insight into
the possible increase in the total run-off of liabilities, for instance, in the 95% quantile.

A second application relates to the stochastic distribution of the best-estimate portfolio
value, based on an horizon of 1 year. In this regard, consideration is only given to
possible shocks during the first year and the best estimate is subsequently used. In other
words, shocks in subsequent years are set at nil. This application shows what can happen
in a year and the increase in the liabilities which results from this.

Finally, we show a third application in which the stochastic model is used to determine
confidence intervals in relation to life expectancy.

In case of the above applications, no conclusions are drawn with regard to the
consequences for the calculation of the buffers created in accordance with Solvency Il.
Basing the amount of capital to be tied up for mortality risk exclusively on the distribution
resulting from the stochastic model could result in underestimating the required capital.
The stochastic model, after all, does not take into account parameter uncertainty, nor
model uncertainty.
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9.1 Simulating the value of the liabilities

The best-estimate value of the liabilities can be obtained by assuming that future
mortality probabilities will develop according to the model comparisons in Appendix A,
whereby all disturbances are set at nil. It is also possible to simulate scenarios in which
the disturbances are generated stochastically by means of a multivariate normal
distribution.

Table 12 gives as an example for 10,000 such scenarios the average and the quantiles for
95%, 97.5% and 99.5% for the Pension Liabilities Provision. For this purpose, the average
model portfolios comprising men and women are used with a fixed actuarial discount rate

of 3% and 1%. The outcomes are expressed relative to the best-estimate values.

Outcomes of the simulation for the provision for pension liabilities
(in relation to the best estimate) - 3% interest
Men Women

RP SP RP + SP RP SP RP + SP
Standard deviation 2.2% 1.6% 1.3% 1.5% 2.0% 1.3%
Quantiles
50% 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%
95% 103.6% | 102.6% | 102.2% | 102.5% | 103.3% | 102.1%
97.5% 104.2% | 103.2% | 102.5% | 102.9% | 104.0% | 102.5%
99.5% 105.4% | 104.2% | 103.3% | 103.9% | 105.3% | 103.3%

Table 12 Results of the simulation of provisions based on 3% for model portfolios
(men and women averaged)
B RP = retirement pension SP = survivor's pension

In the case of a 1% actuarial discount rate, the distribution in the results is greater.

Results of the simulation of provisions based on 1% for model portfolios
(men and women averaged)
Men Women

RP SP RP + SP RP SP RP + SP
Standard deviation 2.7% 1.8% 1.7% 1.9% 2.6% 1.7%
Quantiles
50% 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%
95% 104.4% | 102.9% | 102.7% | 103.1% | 104.3% | 102.7%
97.5% 105.2% | 103.6% | 103.2% | 103.6% | 105.2% | 103.2%
99.5% 106.7% | 104.7% | 104.2% | 104.7% | 107.0% | 104.2%

Table 13 Results of the simulation of provisions based on 1% for model portfolios
(men and women averaged)
W RP = retirement pension SP = survivor's pension

The distribution resulting from the simulations strongly resembles a normal distribution.
As is apparent from the above tables, the spread of the various types of pensions is
considerably higher, in particular in the case of the retirement pension for men and the
survivor's pension for women.

Simulations based on Projection Table AG2014 show a comparable distribution for the
retirement pension, but the survivor's pension results in a much higher standard

deviation: in the case of an actuarial discount rate of 3%, this is equal to 3.4% in the case
of AG2014, as compared to 1.6% in the case of AG2016. This considerable reduction
relates to the inclusion of the correlation between the mortality of men and women in the

AG2016 model.
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Since the correlation for the European trend is large and positive (about 90%),
compensatory effects arise in the simulation when determining the value of the Provision
for Pension Liabilities for the survivor's pension.

By way of illustration, graphs 6 and 7 show the distribution of the simulated values for
the retirement pension, survivor's pension and the combination of both types of pension
relative to the best estimate. This relates to the model portfolio for men (average) and an
actuarial discount rate of 3%. Graph 6 shows the distribution for AG2016, graph 7 for
AG2014.

Distribution of the Provision for Pension Liabilities in accordance with AG2016

— Combination

Survivor's pension
— Retirement pension

85% 90% 95% 100% 105% 110% 115%

Graph 6 Distribution of outcomes for the simulation of the provision (actuarial
discount rate 3%) for the model portfolio of men (average) around the best estimate

Distribution of the Provision for Pension Liabilities in accordance with AG2014

— (ombination

Survivor's pension

— Retirement pension

A—

105%

85% 90% 95% 100% 110% 115%

Graph 7 Distribution of outcomes for the simulation of the provision (actuarial
discount rate 3%) for the model portfolio of men (average) around the best estimate

9.2 Simulating the best-estimate value in a year's time

An alternative measure of uncertainty arises if one is interested in the distribution of the
best-estimate value of the portfolio with an horizon of 1 year. This arises from a
calculation of the best estimate for 2017, after simulating the uncertainty of the coming
year (in other words, simulation of the disturbances for t=2016).

All the disturbances for the years after 2016 are therefore set at nil. The results of this are
stated in the table below.

One-year shock (in relation to the best estimate)
Men Women

1% 3% 1% 3%
Standard deviation 0.4% 0.4% 0.4% 0.3%
Quantiles
50% 100.0% | 100.0% | 100.0% | 100.0%
95% 100.7% | 100.6% | 100.6% | 100.5%
97.5% 100.8% | 100.7% | 100.7% | 100.6%
99.5% 101.1% | 101.0% | 100.9% | 100.8%

Table 14 Results of the one-year simulation of provisions (actuarial interest rate of
1% and 3%) for model portfolios (men and women averaged)

These outcomes show that the spread in the case of a one-year simulation is much lower,
as might be expected) than in the case of a simulation for all years.

9.3 Simulating life expectancy
Finally, we show applications here of the stochastic model in which the simulated
scenarios are used to reflect the uncertainty in the projection of life expectancy.
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Graph 8 Confidence interval in relation to the best estimate of the period life
expectancy of men and women in the Netherlands

Graph 8 shows that the uncertainty in the projection of period life expectancy, as
expected, increases as the projection lies further in the future.
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Graph 9 below shows the uncertainty in cohort life expectancy of men and women in the
Netherlands in 2016.

Life expectancy of the population of the Netherlands 2016
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Graph 9 Confidence interval around the best estimate of cohort life expectancy for
men and women in the Netherlands in 2016

Graph 9 shows that the uncertainty decreases as age increases. This is due to the fact that
the number of years for which an estimate is made decreases as age increases. In
addition, the fact that life expectancy first decreases up to an age of approximately

60 years and then increases is visible. Two effects play a role in this. A person who is older
has already survived a period, as a result of which life expectancy increases with age. In
addition, someone who is younger will benefit more from expected future improvements
in mortality.

It should be noted that in the confidence intervals shown we only take into account
uncertainty in future mortality probabilities and do not consider individuals. Since the
mortality probabilities for (for instance) a 90-year-old change little over time, we observe
hardly any differences in his or her expected age at death if we simulate all sorts of
possible future scenarios with our model. However, this means, of course, that the
moment of death of an individual 90-year-old is known now. Little uncertainty in
mortality probabilities above this age does not imply, after all, that there is little
uncertainty about the actual moment of death for an individual.
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APPENDIX A

Projection Model AG2016
Technical description

1. Terms and definitions

The projection table shows per sex for the ages x € X := {0,1,2,..,120}and years t € T :=
{2016,2017,..,2066} the best estimate for the one-year mortality probabilities g, (t). This is the
probability that someone who is alive on 1 January of year t and who was born on 1 January of year
t - x will be deceased on 1 January of year t + 1. The model also allows the user to draw up a
projection for the years after 2066.

The mortality probabilities are not modelled immediately; instead we specify the
corresponding force of mortality (or 'hazard rate') u,(t). We assume that p,,s(t +5) = p,(t)
forall0<s<1.

As a result of this
() =1- e—folux+s(t+5)ds =1 — e Hx®,

Each dynamic model that is described in terms of the force of mortality p,(t) can therefore be
described in terms of one-year mortality probabilities using the above formula.

2. Dynamic model

For ages up to and including 90 years, (x,t) € X x T with X = {0,1,2, ...,90}, the Li-Lee! model is used
for both sexes g € {M, F}:

In (ug (t)) =In (uf'EU(t)) +1In (uﬁ’m‘(t))
in (e (©)) = 4% + BIK?

n (™ (©)) = af + Blxf
with a trend factor for each sex, age x € X and years t > 2016 defined by the time series
K =K%, +69+¢
k) =a%x? | + 687

where ud (t) is the force of mortality for the population of the Netherlands (with sex g), u;‘j’”(t) the

force of mortality for a peer group of West-European countries and ,uf'NL (t) the quotient of the two (i.e.
the deviation for the Netherlands relative to the peer group). This means that a random walk with drift
model is assumed for the time series of the peer group and a first-order autoregressive model, without

a constant term, for the time series of the deviation for the Netherlands.

The stochastic variables Z, = (e¥,sM,ef, 6F) are independent and identically distributed (i.i.d.)
and have a four-dimensional normal distribution with a mean (0,0,0,0) and a given 4x4 covariance
matrix C.

11, N. and Lee, R. (2005) Coherent Mortality Forecasts for a Group of Populations: An Extension of the Lee-Carter Method. Demography 42(3),
pp. 575-594.
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3. Closure of the table

For ages above 90 years, (x,t) € X x T with X = {91,92, ...,120}, the Kannist6 closure method is used,
which is based on a logical regression using the table for ages y € XX = {80,81, ...,90}. The number
of ages y, on which the regression is based is therefore n = 11, the average of these ages is y =
:;ZE:l)’k = 85 and the sum of the squares of the deviation is Y.p_, (v, — ¥)? = 110.

Closure using the Kannist6 technique means that for x € X
(®) = L (SR wi O L7 (11, 0))).

where L and L™ are respectively the logical and inverse logical functions.

1 1
— = L= —111(;— 1),

L(x)=1+e

and the regression weights are given by

Wk(x) - %_‘_ (yk _Y)(x_}_’) :i+ (yk —85)(x — 85)

R

If a mortality probability is required for an age greater than 120, it is assumed to be equal to the
mortality probability for the age of 120.

4. Best estimates for mortality probabilities and life expectancy

Since we identify the best estimates for future values of the time series with the most likely outcomes,
these correspond to the series for K and xJ, which are obtained by filling in (¢, 6, ¢, 6f) =
(0,0,0,0) for all values of t. The covariance matrix C is therefore not required to generate these best
estimates, but is necessary to carry out simulations which may help in analysing uncertainty in relation
to the best estimates.

If we wish to determine someone’s remaining life expectancy on 1 January of year t under the
assumption that this person was born on 1 January of year t — x (withx € X and t € T)and assume
that someone who dies within a calendar year on average is still alive during the calendar year for six
months, we find for this so-called cohort life expectancy:

k
1_[(1 - qx+s(t + 5))

0 s=0

NGE

1
efoh(t) =1+

=
I

Note that according to this formula we progress “diagonally through the projection table”. The
probability that the person at time t + k is still alive is, after all, the product of mortality probabilities

1 — q,4s(t + s) for all years s between 0 and k, whereby every year the person not only ages by a year
older, but we also have to take into account on each occasion a new column in the mortality

table. This last effect is not included in the period life expectancy:

2T =5+ i ﬁ(l — Gers(®)

k=0 s=0

which suggests that the mortality probabilities of today (time t) will no longer change over time. This
results in an incorrect impression of life expectancy and although this period life expectancy is often
referred to as “the life expectancy”, this is incorrect.
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5. Dataset used for calibration

The parameter values in the model are determined using maximum likelihood. In doing so, mortality
figures and exposures in West-European countries and in the Netherlands were used. In all cases it
was assumed that for the given exposures E, , the observed deaths? D, , have a Poisson distribution
and that the expectation of D, ,/E,., is equal to the force of mortality 4, (t) to be modelled. We have

suppressed sex and the designations EUR/NL in this notation.

The table below shows which data source was used per geographic area and per year as the input for
the AG2016 model.

GEO 2009 2010 2011 2012 2013 2014 HMD-version
AUS Austria HMD HMD HMD HMD HMD HMD 2015.09.02
BEL Belgium HMD HMD HMD HMD EUROS | EUROS 2014.01.30
DNK Denmark HMD HMD HMD HMD HMD HMD 2015.11.16
FIN Finland HMD HMD HMD HMD EUROS | EUROS 2015.01.09
FRA France (metropolitan) HMD HMD HMD HMD HMD HMD 2016.05.02
GER Germany (until 1990 former territory of the FRG) HMD HMD HMD HMD HMD EUROS 2016.04.20
ICE Iceland HMD HMD HMD HMD HMD EUROS 2015.06.22
IRE Ireland HMD HMD HMD HMD HMD HMD 2015.11.20
LUX Luxembourg HMD HMD HMD HMD HMD HMD 2015.10.19
NED Netherlands HMD HMD HMD HMD EUROS | EUROS 2015.07.20
NOR Norway HMD HMD HMD HMD HMD HMD 2015.08.28
SWE Sweden HMD HMD HMD HMD HMD HMD 2015.09.02
SWI Switzerland HMD HMD HMD EUROS | EUROS | EUROS 2014.01.27
UNK United Kingdom HMD HMD HMD HMD HMD EUROS 2015.07.29

The data from the Human Mortality Database (HMD) was supplemented for the years after 2011 by
data from the Eurostat database® (EUROS). For the Dutch data for 2015, the database* of Statistics
Netherlands was used (Statline). In the last two databases, we find the required numbers of deaths
per sex but not the exposures. However, these can be deduced from other quantities which are given:

e P,.:the population on 1 January in the year t aged between x and x + 1

e (., the number of people who died in the year t, who would be between x and x+1 years old
on 31 December of year t.

Conversion to exposures occurs using the method determined in the protocols® of the Human Mortality
Database. This gives for x > 0:

Ex,t = %(Px,t + Px,t+1) + % (%Cx,t - %Cx+1,t)v

and for x = 0:

Eo, = %(Po,t + Pos1) +%(Co,t - %Cm)-

2 Brouhns, N., Denuit, M. and Vermunt, J.K. (2002) A Poisson log-bilinear regression approach to the construction of projected lifetables.
Insurance: Mathematics and Economics 31, pp. 373-393.

3 demo_pjan (population P) downloaded on 03/03/2016 from:
http://ec.europa.eu/eurostat/web/population-demography-migration-projections/population-data/database

and demo_mager (sterfte C) / demo_magec (sterfte D) downloaded on 18/03/2016 from:
http://ec.europa.eu/eurostat/web/population-demography-migration-projections/deaths-life-expectancy-data/database

4 Definitive mortality figures for 2015, see http://statline.cbs.nl/Statweb/publication/?DM=SLNL& PA=37168&D1=a&D2=1-2&D3=0%2c56-
162&D4=0&D5=60-64&HDR=G3%2cT%2cG1&STB=G2%2cG4&VW=T

5 See http://www.mortality.org/Public/Docs/MethodsProtocol.pdf
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6. Calibration method

The following three steps are taken separately for the two sexes g € {M, F}:
o We take the exposures EZ;V and observed deaths DY} for the relevant Western European

countries, with x € X°:={0,1,...,90}and t € T° := {1970,1971, ...,2014}. This concerns in all

cases the sum of all exposures and the sum of all deaths in the respective countries, including

the Netherlands. The parameters A?, BY and K were then determined in such a way that the

Poisson likelihood function for the observed deaths is as large as possible for the given
exposures:

9,EU
9.EU  g,EU D 9.EU  g,EU
max (Ex,t Hx (t)) ¥ exp(_Ex,t Hx (t))
9 g0 9 9.EU
{45 B K¢ XEXO teTO Dx,t !

with u;‘Z’E"(t) = e4+BIK] To obtain a unique specification of the three vectors we normalise by
requiring the sum of the elements of Kg" over t € T° to be equal to 0 and the sum of the
elements of BY over x € X° to be equal to 1.

o Data after 2014 are not available for all the relevant countries. For this reason, the values
of K7 in the previous step are determined up to and including 2014. Linear extrapolation is
then applied

Kzgo14 - Kﬁno

Kzg(ns = Kzgo14 + 2014 — 1970°

e The maximum likelihood method is now applied to the data for the Netherlands to determine
al, B en k!, by means of
DSLC],NL
(EZM )™ exp(=EL 1l (D)

gNL,
Dx’ p !

@ play LLLL
with u9(£) = udY (£)e @+ T* = {1970,1971, ...,2015} (now including the year 2015) and

°={0,1, ...,90} as previously. Once again, normalisation takes place by requiring the sum of
the elements in k over t € T*and B¢ over x € X° to be respectively 0 and 1.

In a fourth and final step, the four time series are used, namely { (KM, kM, KF,kf) | t € T*} to estimate
the parameters (8™, 6%, a™, a™) and matrix C. On the assumption that the variables Z, =

(eM,8M,€F, 6F) are independently and identically distributed and have a four-dimensional normal
distribution with average (0,0,0,0) and covariance matrix C, we select the estimators for
6M,67,aM,a") and Cin such a ways® that the likelihood of these time series is maximised.

7. Simulation of the time series

In order to be able to simulate the scenarios for the timeseries Z, = (e, 6M, €, §F), samples from a
normal distribution with an average of (0,0,0,0) and covariance matrix C must be generated. This can
be done by multiplying a (row) vector Z, with four independently standard normally distributed
variables by a matrix H, which satisfies the condition H'H = C, in other words by means of

Z, = Z,H. In the list of parameters in the publication and the accompanying Excel spreadsheet, a
Cholesky H matrix has therefore also been included in addition to the covariance matrix C.

6 The working group made use of the R package, systemfit, for this with the options method="SUR” and methodResidCov="noDfCor”.
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Parameter values

MALES
X A(x) B(x) alpha(x) beta(x) t K(t) kappa(t)
0| -4.854513814 | 0.021401357 | -0.123429867 | 0.062285470 1970 | 39.109469702 | -3.883472575
1 -7.416408075 | 0.018698978 0.041589037 | -0.045501608 1971 37.804007088 -3.689473913
2 -7.872629175 | 0.019988772 0.082908728 | -0.004790395 1972 37.606834110 -3.088646159
3| -8.106919482 | 0.021238101| 0.037222458 | -0.018113734 1973 | 36.108393967 | -3.563365869
4 -8.305634968 | 0.022439864 | -0.010594875 | -0.020872383 1974 34.413558958 -3.916827592
5 -8.402443717 | 0.022900772 0.035396585 0.004091624 1975 34.442731439 -2.829503715
6| -8.485696917 | 0.023000813 | -0.014791543 | -0.015995762 1976 | 33.241676776 | -2.632274611
7| -8.547634202 | 0.022983436| 0.004221245| -0.005773917 1977 | 28.846512242 | -3.191064496
8 -8.584064455 | 0.021266194 | -0.012880147 | -0.024336715 1978 29.382432491 -2.511218452
9 -8.631899435 | 0.020452143 | -0.069807039 | -0.028470191 1979 27.240269378 -2.770304097
10 -8.663993977 | 0.019790312 0.014254973 0.006190819 1980 25.677608507 -2.259921154
11| -8.602140684 | 0.018011498 | -0.073324563 | -0.029309510 1981 | 24.099099013 | -1.955833967
12| -8.525435356 | 0.016446286 | -0.009428700 | -0.001911835 1982 | 21.904094677 | -1.642478987
13 -8.401466649 | 0.015986882 | -0.008723901 0.013835623 1983 21.204792974 -1.425191077
14 -8.183292624 | 0.015086990 | -0.130568020 0.008191036 1984 17.682089052 -0.829269525
15| -7.923374220 | 0.014888774 | -0.184827924 | -0.023497586 1985 | 17.963437359 | -0.655112850
16| -7.539271118 | 0.015700624 | -0.110659644 | 0.003410208 1986 | 15.618654538 | -0.240018012
17 -7.259500250 | 0.015581930 | -0.294356740 | -0.015257150 1987 11.835913353 -0.364353375
18 -6.953753920 | 0.013650799 | -0.453941929 | -0.027116761 1988 9.934101799 0.036851466
19| -6.888506126 | 0.013047872 | -0.401415280 | -0.010303221 1989 8.552356191 0.725147870
20| -6.872598571| 0.011933034 | -0.409933308 | -0.007501001 1990 8.639856762 0.378527068
21 -6.867762463 | 0.011278407 | -0.392733416 | -0.009757875 1991 6.672928069 0.461512883
22 -6.881323273 | 0.010575988 | -0.427126022 | -0.010415067 1992 3.725721178 0.620918069
23| -6.893468989 | 0.009344589 | -0.385506676 | 0.000169240 1993 3.851562967 1.643421209
24| -6.914067413 | 0.008682319 | -0.387724378 | 0.012388880 1994 -0.435428974 1.177424186
25 -6.916818394 | 0.008056558 | -0.391094161 0.001097165 1995 -0.685967045 1.494630310
26 -6.909065783 | 0.007695420 | -0.391304482 0.011785081 1996 -3.095375765 1.933717800
27 | -6.898779009 | 0.007719334 | -0.438252719 | 0.001811097 1997 -6.597667409 1.736783081
28| -6.878653574 | 0.007496332 | -0.400364910| 0.010397992 1998 -8.649673020 2.015736433
29| -6.846342313 | 0.007566716 | -0.385143398 | 0.013692716 1999 | -10.716355488 2.196287119
30 -6.813216022 | 0.007562762 | -0.410780686 0.015924313 2000 | -14.181083692 2.466667196
31 -6.775299393 | 0.007422444 | -0.387486462 0.020672874 2001 | -17.467956092 2.526553810
32| -6.732390111| 0.007380525| -0.385315197 | 0.018086688 2002 | -19.178095019 2.783751217
33| -6.683312956 | 0.007742036 | -0.382327053 | 0.016398758 2003 | -20.686033304 2.575354866
34 -6.624405892 | 0.007602859 | -0.399808835 0.030445839 2004 | -26.808176592 2.241138184
35| -6.558555862 | 0.007787552 | -0.372858737 | 0.014069428 2005 | -28.776536242 2.357243113
36 | -6.488025462 | 0.007911510| -0.384571183 | 0.005387800 2006 | -32.569199894 2.031531976
37 | -6.414576626 | 0.008300872 | -0.381653476 | 0.021977299 2007 | -34.819661433 1.725460519
38 -6.332101636 | 0.008223934 | -0.381389846 0.012536015 2008 | -36.917963070 1.290819038
39 -6.244340692 | 0.008347056 | -0.371534166 0.017705389 2009 | -39.307072542 1.194094416
40| -6.151810920 | 0.008518005| -0.376937074 | 0.013250056 2010 | -41.704318211 1.063495835
41| -6.063845100| 0.008633836 | -0.366999929 | 0.010601832 2011 | -45.740402987 0.930415343
42 -5.968181657 | 0.008842277 | -0.353027230 0.014370293 2012 | -46.699981474 1.202492669
43 -5.872452541 | 0.008842899 | -0.339435729 0.008272978 2013 | -47.984342894 0.783447140
44 | -5.778900356 | 0.008898818 | -0.323841389 | 0.002089459 2014 | -52.536811442 0.431992786
45| -5.677991454 | 0.008876768 | -0.324761955 | -0.007932574 2015 | -54.619681468 1.422914823
46 -5.583849949 | 0.008893809 | -0.318092114 | -0.006715723
47 -5.487341306 | 0.008834624 | -0.293792454 0.001631614
48 | -5.393056274 | 0.008801683 | -0.282091967 | -0.004629473
49 | -5.294013205 | 0.008852300 | -0.278722732| -0.003498166
50 -5.192509898 | 0.009001964 | -0.268480237 | -0.003228961 theta a
51 -5.101931538 | 0.008783723 | -0.252454096 | -0.007451941 -2.126867912 0.979821003
52| -5.006969777 | 0.008831277 | -0.238992271| -0.008604773
53| -4.915375763 | 0.008821474 | -0.221803405 | -0.013093265
54 -4.819312633 | 0.008878192 | -0.216446734 | -0.016335138
55 -4.728089026 | 0.008997868 | -0.191650668 | -0.011561798
56 | -4.638657441| 0.009096313 | -0.185472340 | -0.012067663
57 | -4.544998823 | 0.009244968 | -0.159655683 | -0.010906614
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58 -4.454957717 | 0.009361990 | -0.149372726 | -0.006356157

59 -4.364852276 | 0.009443194 | -0.150173379 | -0.007689456

60 | -4.267977956 | 0.009661508 | -0.126712564 | -0.005761876

61| -4.179116672 | 0.009806304 | -0.119789481 | -0.004172586

62 -4.087089169 | 0.010049817 | -0.104150613 | -0.000701633

63 -3.996428302 | 0.010274799 | -0.085593769 0.004812334

64 | -3.904959146 | 0.010431997 | -0.078062944 | 0.008863924

65| -3.810573585| 0.010614956 | -0.064983724 | 0.012157689

66 -3.723210800 | 0.010647710 | -0.051098838 0.014678558

67 -3.630290456 | 0.010859800 | -0.042280229 0.016431377

68 | -3.536810714 | 0.010905880 | -0.033754351 | 0.019831472

69 | -3.444840094 | 0.010901526 | -0.028092489 | 0.025165352

70 -3.349446772 | 0.010977585 | -0.027688993 0.029170506

71 -3.256671862 | 0.010858791 | -0.018732439 0.031785628

72| -3.159435741 | 0.010808519 | -0.011708037 | 0.034136874

73| -3.065295908 | 0.010744038 | -0.007254631 | 0.038640832

74| -2.968813574 | 0.010571509 | -0.004734373 | 0.040157958

75 -2.873522735 | 0.010376052 | -0.000364556 0.042048691

76 | -2.777931708 | 0.010106486 | 0.005837844 | 0.043370005

77 | -2.681737498 | 0.009748809 | 0.005467183 | 0.045667756

78 -2.584954932 | 0.009408364 0.008381185 0.049502276

79 -2.488296112 | 0.009139180 0.006902039 0.050496524

80 -2.384594638 | 0.008821070 0.001767118 0.052506203

81| -2.287413831| 0.008296140 | 0.003163767 | 0.053315092

82| -2.188367659 | 0.007904089 | -0.008748114 | 0.053332783

83 -2.091079252 | 0.007509785 | -0.006904480 0.053733361

84 -1.994139395 | 0.007157523 | -0.006604568 0.053398665

85| -1.898597137 | 0.006692533 | -0.008214906 | 0.047733342

86 | -1.800474177 | 0.006273968 | -0.008208623 | 0.047460977

87 -1.708079548 | 0.005840919 | -0.011380393 0.047076694

88 -1.616272645 | 0.005429071 | -0.006724054 0.047374397

89| -1.526227492| 0.004912227 | -0.014801732 | 0.045692744

90 | -1.430378098 | 0.004620422 | -0.018823417 | 0.048322904

FEMALES

X A(x) B(x) alpha(x) beta(x) t K(t) kappa(t)
0 -5.095384592 | 0.021134486 | -0.106796734 | 0.027898477 1970 42.654778024 -5.434900009
1 -7.572558191 0.019169576 0.066036702 | -0.005995380 1971 40.737949509 -5.320377053
2 -8.115251749 0.020005929 0.020225934 | -0.003470595 1972 39.577317803 -4.647933679
3 -8.359609710 | 0.020339056 | -0.017701941 | -0.003574217 1973 37.925743368 -6.769518936
4 -8.553501368 | 0.020593304 0.024406961 | 0.008487920 1974 35.650134781 -7.819180234
5 -8.684405817 | 0.020915551 | -0.044899983 | -0.001698267 1975 34.952542260 -7.315706241
6 -8.747095790 0.020278787 -0.084200117 0.006184791 1976 33.283621832 -7.820539532
7 -8.855006494 | 0.020493617 | -0.051643342 | -0.000035474 1977 27.356678691 -8.065565241
8 -8.899546555 | 0.018467294 | -0.072316500 | -0.007356212 1978 27.410188026 -8.015741267
9 -8.942838926 0.017787777 -0.030538173 0.002508543 1979 24.963509972 -8.816456291

10 -8.960761534 0.016493461 -0.011983707 0.010884369 1980 22.850667083 -8.975120049

11 -8.945835406 | 0.015192359 0.067381622 | 0.002187301 1981 21.610815870 -9.018240235

12 -8.871753273 | 0.014609004 0.100107140 | 0.006783753 1982 19.250490274 -8.198668540

13 -8.787954154 | 0.013190747 0.109818699 | 0.002144432 1983 18.300639789 -9.284020030

14 -8.621070942 0.013417947 -0.022032636 0.008353772 1984 13.751011411 -6.092290606

15 -8.409074083 0.013757027 -0.093864714 0.008064974 1985 14.359360087 -6.041210841

16 -8.209167390 | 0.014069740 | -0.116235642 | 0.011632319 1986 11.993655254 -4.473272317

17 -8.094526094 | 0.013580972 | -0.176518811| 0.010319859 1987 7.421078194 -5.031882669

18 -7.937844651 0.012092145 -0.280728375 0.001438726 1988 5.899360197 -4.219990804

19 -7.924944612 | 0.011312945 | -0.263473540 | 0.007995417 1989 5.078551139 -2.182336636

20 -7.933065461 | 0.011215342 | -0.243898033 | 0.003424087 1990 5.853156407 -3.782656261

21 -7.946534205 | 0.011107473 | -0.204878968 | 0.007306089 1991 3.747650191 -2.637121798

22 -7.948525450 0.010730690 -0.207468477 0.006321221 1992 0.278840671 -1.404631420

23 -7.941315037 0.010624692 -0.196808896 0.004578473 1993 0.920641084 0.797534078

24 -7.925150269 | 0.010683452 | -0.224242308 | 0.004086052 1994 -3.545399316 1.492640162

25 -7.891601564 | 0.010591151 | -0.153092430 | 0.008301143 1995 -3.864668779 1.408178276

26 -7.847814633 0.009944141 -0.195339604 0.006722715 1996 -5.635773672 2.780660861
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epsilon male

C

delta male

epsilon female

delta female

2.035241381

0.273354741

2.238406941

-0.507043787

0.273354741

0.180446685

0.284892711

0.315588744

2.238406941

0.284892711

2.920278366

-0.454564892

-0.507043787

0.315588744

-0.454564892

1.674923636

H

1.426618863

0.191610211

1.569029401

-0.355416432

0]0.379120314 | -0.041541809 | 1.012053820
0 0| 0.675795370 | 0.214763956
0 0 0| 0.691539084

epsilon male
delta male
epsilon female
delta female

epsilon male
delta male
epsilon female
delta female

27 -7.806792926 0.010016257 -0.161360308 0.011059262 1997 -8.462778982 3.234251516
28 -7.758365688 0.009879465 -0.134326625 0.007381332 1998 -10.385795747 4.140247515
29 -7.697515905 | 0.009849061 | -0.108504625 | 0.010708816 1999 -11.430078603 6.019143224
30 -7.627869649 | 0.010201344 | -0.126621210 | 0.009626818 2000 -14.701569392 7.492071484
31 -7.568237488 0.009894126 -0.097171942 0.005783553 2001 -17.439822747 8.472814641
32 -7.486114099 0.010065277 -0.126489997 0.003452868 2002 -17.772681326 8.699243613
33 -7.400325066 | 0.009718252 | -0.087422909 | 0.007094661 2003 -18.255926083 7.463859387
34 -7.319080863 | 0.009597070 | -0.094913496 | 0.010916067 2004 -25.312653424 8.599434009
35 -7.228610179 0.009575769 -0.116068444 0.009822022 2005 -26.338791770 7.500314490
36 -7.144077912 0.009704955 -0.109692865 0.012873773 2006 -29.801608302 8.199118601
37 -7.058578373 | 0.009462939 | -0.129721822 | 0.014847551 2007 -31.766412605 6.235354874
38 -6.964793775 | 0.009258721 | -0.115826733 | 0.012168124 2008 -32.356210435 6.735884240
39 -6.866833036 0.009060294 -0.111367689 0.009908408 2009 -34.876065008 5.427175127
40 -6.773832588 0.009337907 -0.087396269 0.013301519 2010 -36.716065612 6.322531936
41 -6.677008218 | 0.008847546 | -0.097559369 | 0.015633934 2011 -40.574581187 7.765526255
42 -6.578886323 | 0.008898515 | -0.079743921 | 0.012788904 2012 -39.801894743 7.557413282
43 -6.475333321 | 0.008892379 | -0.075099997 | 0.010153089 2013 -40.994895527 6.672539292
44 -6.383468988 0.008784903 -0.077798960 0.015859547 2014 -45.794708654 7.441504124
45 -6.286848824 | 0.008608726 | -0.069874127 | 0.013266432 2015 -47.804924260 10.909919702
46 -6.190290589 | 0.008434501 | -0.041343880 | 0.015769880

47 -6.094596407 0.008473118 -0.041019270 0.016897247

48 -6.001390172 0.008577869 -0.038994811 0.015267984

49 -5.911042706 | 0.008505658 | -0.044420060 | 0.014822150

50 -5.816421990 | 0.008368994 | -0.075808662 | 0.016672847 theta a

51 -5.738341239 | 0.008098696 | -0.038532121 | 0.015366815 -2.066106715 0.976361615
52 -5.648628351 0.008215330 -0.032123484 0.015607984

53 -5.573343415 0.008076842 -0.052422564 0.016131715

54 -5.491617718 | 0.008056338 | -0.042264229 | 0.015812323

55 -5.409037752 | 0.007992167 | -0.052661117 | 0.016352832

56 -5.329676503 0.008101385 -0.036752823 0.015269113

57 -5.243731387 0.008150139 -0.041085085 0.014896857

58 -5.160208977 | 0.008379966 | -0.041478817 | 0.017948571

59 -5.075804747 | 0.008375143 | -0.043457152 | 0.015993241

60 -4.980491670 0.008476488 -0.041702946 0.017479674

61 -4.897242105 0.008484888 -0.031270260 0.017057398

62 -4.807816430 | 0.008801129 | -0.053494837 | 0.017069676

63 -4.719273027 | 0.009033647 | -0.040958528 | 0.015682525

64 -4.624279566 0.009323589 -0.047323488 0.016515395

65 -4.529001443 0.009566116 -0.047272300 0.016293134

66 -4.435094272 | 0.009698433 | -0.047707077 | 0.016065086

67 -4.337182116 | 0.010013999 | -0.042922240 | 0.014631356

68 -4.236327406 0.010148170 -0.034136935 0.015365680

69 -4.130284493 0.010402772 -0.048577090 0.016942745

70 -4.023015240 | 0.010636719 | -0.049477580 | 0.015875737

71 -3.918368544 | 0.010821323 | -0.039351658 | 0.016361468

72 -3.802016944 | 0.010939462 | -0.053641169 | 0.014952812

73 -3.689682756 0.011101495 -0.047908964 0.015025653

74 -3.574239088 0.011166550 -0.048363096 0.014463660

75 -3.456508675 | 0.011170084 | -0.048862779 | 0.014417757

76 -3.336478088 0.011066147 -0.050146669 0.013738859

77 -3.219607643 0.011002468 -0.039807354 0.013787499

78 -3.098838801 | 0.010805309 | -0.041899618 | 0.013620429

79 -2.976015250 | 0.010571294 | -0.043753282 | 0.012894943

80 -2.847865152 | 0.010254395 | -0.039159534 | 0.012982729

81 -2.726635706 0.009869394 -0.032898670 0.012569863

82 -2.602036803 0.009566034 -0.033107058 0.012515722

83 -2.479352964 | 0.009167886 | -0.032165824 | 0.012482557

84 -2.358714190 | 0.008812349 | -0.030013712 | 0.011773850

85 -2.240634205 0.008220942 -0.029553196 0.011327402

86 -2.122396598 0.007805958 -0.022219611 0.011806520

87 -2.008942576 | 0.007196230 | -0.016864770 | 0.011459865

88 -1.897345347 | 0.006721897 | -0.016466267 | 0.010561700

89 -1.786285655 0.006170576 -0.009334652 0.009754873

90 -1.679261406 0.005725936 -0.011361765 0.011572909
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APPENDIX B

Model portfolio

The model portfolios comprise no other forms of pension than a lifelong retirement
pension and a lifelong survivor's pension. There are six model portfolios which distinguish

between young/average/old and male/female. Only multiples of 10 years are included as
the ages of members, pensioners and surviving dependants.

The average dataset is defined as the average between young and old. In the case of men,
the rights resulting from male members (in other words, including widows) are included
and in the case of women the rights resulting from female members (in other words,

including widowers) are included.

The weighted average age for the various categories is shown in table 15.

Young Average old

Men

Active and dormant 49.3 50.8 53.4
Pensioners T1.7 72.9 73.7
Survivors 61.1 68.1 70.9
Women

Active and dormant 40.6 L6.4 49.8
Pensioners 73.3 73.3 73.3
Survivors 55.0 62.2 64.3

Table 15 Weighted average age of the model portfolios

The distribution in numbers is shown in tables 16 and 17.

Men (young)

Men (average)

Men (old)

Age RP SP SP

RP SP SP

RP SP SP

(65) (lat.) (i.p.)
30 500 350 0
40 1200 840 0
50 2000 1400 150
60 1800 1260 150
70 1500 800 100
80 300 150 50
90 0 0 0

(65) (lat.) (i.p.)

300 210 0

850 595 0

1400 980 125
1800 1260 175
1650 950 250
550 275 175

50 25 50

(65) (lat.) (i.p.)
100 70 0
500 350 0
800 560 100
1800 1260 200
1800 1100 400
800 400 300
100 50 100

Table 16 Numbers of members of the model portfolios comprising men
B RP = retirement pension SP = survivor's pension
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Women (young) Women (average) Women (old)

Age RP SP SP RP SP SP RP SP SP

(65) (lat.) (i.p.) (65) (lat.) (i.p.) (65) (lat.) (i.p.)
30 750 525 0 500 350 0 250 175 0
40 1000 700 0 1000 700 0 1000 700 0
50 500 350 50 1000 700 50 1500 1050 50
60 200 140 50 800 560 100 1400 980 150
70 100 50 0 300 200 50 500 350 100
80 50 20 0 150 50 25 250 80 50
90 0 0 0 0 0 0 0 0 0

Table 17 Number of female members of the model portfolios
B RP = retirement pension SP = survivor's pension

The technical provisions for these portfolios are calculated by applying the following
assumptions:

the retirement age is 65;
the survivor's pension is of the "unspecified partner” form up until the retirement
date, after which it takes on the “specified partner” form;
+ the partner frequency is equal to 100% up to the retirement date;
+ the partner's sex is not the same as that of the member;
within a civil partnership, the male is three years older than the female.
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APPENDIX C

Literature and data used

This report assumes the data available on 20 April 2016 (Eurostat), 29 April 2016
(Statline Exposures), 12 May 2016 (Statline Observed Deaths) and 13 June 2016 (for
the HMD data).

[1] CBS data from Statline up to and including 2015.
Exposures-to-Risk; version of 29 April 2016. This version is the same as the version of
20 June 2016 for the ages from 0 up to and including 90 years:
http://statline.cbs.nl/Statweb/publication/?DM=SLNL&PA=7461BEV&D1=0&D2=1-
2&D3=1-133&D4=65-66&VW=T

Observed Deaths; version of 12 May 2016:
http://statline.cbs.nl/Statweb/publication/?DM=SLNL&PA=37168&D1=a&D2=1-
2&D3=0%2c56-162&D4=0&D5=60-64&HDR=G3%2cT%2cG1&STB=G2%2cG4&VW=T

[2

—_

Eurostat data; version of March 2016.

Exposures to Risk (demo_pjan):
http://ec.europa.eu/eurostat/web/population-demography-migration-
projections/population-data/database

Observed Deaths (demo_mager en demo_magec):
http://ec.europa.eu/eurostat/web/population-demography-migration-
projections/deaths-life-expectancy-data/database

[3] HMD-database:
http://www.mortality.org/

[4] V. Kannisto. Development of the oldest — old mortality, 1950-1980:
evidence form 28 developed countries. Odense University Press, 1992.

[5] N. Li and R Lee. Coherent Mortality Forecasts for a Group of Populations:
An Extension of the Lee-Carter Method. Demography 42(3), pp. 575-594, 2005
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APPENDIX D

Glossary

State Pension age (AOW)

The age at which a person is eligible for a state old-age pension (AOW). In years 2014 up
to the including 2021, this age will be increased gradually from 65 years to 67 years.
Further increases after this date depend on the future development of (estimated) life
expectancy.

Best estimate
In this publication: the most probable value of a quantity subject to coincidence, such as a
mortality probability, the value of a product or portfolio et cetera.

CMI model. RMS model. Life Metrics projection models
(Classes of stochastic models

Cohort life expectancy

Life expectancy based on a projection life table. This means that the life expectancy of an
individual is based on mortality probabilities from the mortality table corresponding to
the observation year in which the respective individual has a certain age.

Deterministic projection life table

A projection table in which the mortality figures for future years are determined on the
basis of a model in which uncertainties are not taken into account. As a result, there is
1 (deterministic) outcome.

Eurostat database

The Eurostat database (Eurostat is the statistics office of the European Union) offers a wide
range of data which can be used by governments, companies, the education sector,
journalists and the general public.

Human Mortality Database (HMD)
An international database with population and mortality data from more than 35
countries worldwide.

Survivor's pension in payment
A form of insurance in which the surviving dependent (the co-insured) of the principal
insured receives a periodic benefit after the principal insured has died.

Kannisto closure of the table
A method of determining mortality probabilities at high ages through extrapolation from
mortality probabilities at lower ages.

Latent survivor's pension

Type of insurance—linked to the retirement pension—whereby a provision is accumulated
from which a benefit can be paid periodically to the surviving dependant for the
remainder of his or her life after the death of the principal insured.

Projection Table AG2016

Appendix D




Life expectancy

In most publications, the concept of life expectancy refers to the expected (remaining) life
of a person at birth. The publication. Projection Table AG2014, refers to remaining life
expectancy because this concept applies to every age. This may relate to period life
expectancy or cohort life expectancy.

Retirement pension
A type of insurance in which the insured member (the principle insured) receives a
periodic benefit after attaining the retirement age and for as long as he or she is alive.

Period life expectancy
Life expectancy based on a period table.

Period table

A mortality table based on observed mortality figures from one or more observation years.
The Association uses the mortality figures of five preceding calendar years for its period
tables. A period table does not take into account the developments of mortality and, in
doing so, assumes constant mortality probabilities for future years.

Projection period
The number of future years in which conclusions are stated about mortality figures in
accordance with the model.

projection life table

A mortality table in which mortality figures are stated for each future year. As a result,
mortality probabilities are available for each combination of age and observation year. It
is therefore possible to calculate a remaining life expectancy for each age and for every
(future) year.

Statline
Statline is the public databank of Statistics Netherlands and provides figures on the
economy, the population of the Netherlands and our society.

Stochastic model
A model in which the future mortality probabilities are not specified but are described by
means of probability distributions.

Stochastic projection life table

A projection table which is the outcome of the use of a stochastic model and which
therefore assumes various values for various scenarios of the coincidence variables (as can
be observed in simulations).
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