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Funding Valuation Process

Establish objectives (including funding target and principles)

Financial assumptions

Longevity assumptions

Other assumptions

Propose assumptions to employer

Gather membership data and perform valuation

Present [proposed assumptions and] results to employer

Discuss results

Propose contributions and alternative financing strategies

Discussions / negotiation with employer to reach agreement

Formalise paperwork (statement of funding principles, valuation report, recovery plan 
and schedule of contributions)
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Principles of Funding

� Summary of main pension terms as introduced by Law 208(I)/2012 and relevant European Directives :

Technical Provisions
The target level of assets that the Trustees following consultation
with the Employer decide is appropriate to meet promised
benefits.

Funding Objective
To hold sufficient and appropriate assets to meet the Technical
Provisions .

Funding Principles A set of principles for meeting the Funding Objective .

Recovery Plan
A document summarising a plan of action for correcting a shortfall
over an agreed period.

Schedule of Contributions A schedule setting out what contributions are payable, and when.
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Membership Data

� Collection of raw data was carried out under the responsibility of the employer, by its administrative staff. 

� The personal data of insured individuals were delivered to Aon Hewitt in electronic form.

� The individual data was received as at 31 December 2014 .

� All figures are in denominated EUR.

Data Item 31/12/2014 31/12/2012

Number of active employees 1.657 2.170
- Average monthly pay € 3.043 € 3.210

- Average Age (years) 44,9 45,6

- Average Pensionable Service (years) 20,0 21,0

Number of pensioners 1.378 1.142
- Average monthly pension € 1.856 € 1.835

- Average Age (years) 68,7 69,9

Number of deferred members 278 41
- Average monthly pension € 1.606  € 1.428   

- Average Age (years) 54,0 52,1

Number of widows / orphans 273 246
- Average annual pension € 1.131 € 1.133

- Average Age (years) 74,7 74,0
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Plan Assets / FY2014 Cashflows

� The Company provided details of the Fund Assets as at 31 December 2014 .

� CYTA has also informed us of the cashflows which occurred during FY13/14.

� All figures are in denominated EUR.

� Given the market value of the Pension Plan Assets at 31/12/2012, and the above cash flows for the period 
01/01/2013 – 31/12/2014, the average return achieved during the period was about -9%.

Cashflow 01/01/13-31/12/2014

Company Contributions 27.360.924

Pension and Lump Sum benefits 100.152.586

Employee Contributions 7.924.781

Year ending 31/12/2014 31/12/2012

Market Value of Assets 573.903.056 745.235.144
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Assumptions

� The table below summarises the assumptions adopted as at 31 December 2014.

Assumptions 31/12/2014

Discount Rate 2,45%

Inflation Rate 2,00%

Salary Increases

2015-2017: 0,00% 
2018: 1,00%
2019: 1,50%
2020: 2,00%
2021+: 2,50%

Pension Increases
2015-2017: 0,00% 
2018-2020: 1,00%
2021+: 1,50%

SIS Supplementary Pension Increases
2015-2016: 0,00%
2017+: 1,00%

Increase on MIE Limit 3,00%

Mortality 96% of EVK2000

Normal Retirement
As per Law 216(I)/2012 
(i.e. age 63 increasing to age 65 by 1/1/2016)

Other pre-retirement exits None
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Valuation Methodology – Attained Age Method

� Different methods affect the pace of funding , but every method should end up with sufficient assets to 
meet the liabilities as they fall due (provided the assumptions prove to be right and recommended 
contributions are paid).

� For schemes closed to new entrants , the Attained Age method can be used as it calculates the cost of 
the benefits expected to accrue to members over their expected remaining membership of the scheme 
expressed as a percentage of their expected pensionable pay. It also allows for projected future increases 
in pay through to retirement or date of leaving service. The method is based on the current membership and 
takes no account of the possibility of new members joining the scheme. It is therefore used mainly for 
closed schemes where no new members are admitted as in these circumstances the required 
contribution rate is reasonably stable .

� The method used for this valuation is the Attained Age method .
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Results – Past Service Position as at 31 December 2014

� The funding objective is to hold assets equal to the funding target. Therefore, we compare the market value 
of assets with the value of past-service ongoing liabilities. 

� The table below summarizes the past-service results , under the chosen assumptions and methodology.

� All amounts in €.

Technical Provisions 31/12/2014

Actives (209.960.883)

Deferreds (86.363.119)

Pensioners (411.629.380)

Widows / Orphans (26.449.684)

Total Funding Target / Technical Provisions (734.403.065)

Market Value of Assets 573.903.056

Funding Surplus / (Deficit) (160.500.009)

Funding Level 78,1%
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Analysis of Deficit

� As at the previous funding valuation (i.e. 31/12/2012), the Fund had a past-service surplus of about 
€105.667.964. 

� The past-service position has therefore worsened by €266.167.974. 

� The table below summarises the main elements that contribute to this.

Surplus/(Deficit), € 000s 31/12/12 – 31/12/14

Surplus / (Deficit) at 
31/12/2012

105.668

Change in discount rate 
assumption

(101.650)

Change in salary/pension 
increases assumption

85.149

Change in mortality 
assumption

(5.667)

Impact of Voluntary 
Retirement Scheme (VRS)

(97.776)

Impact of using actual 
salaries history

18.556

Actual asset returns lower 
than expected

(164.017)

Other experience items (763)

Surplus / (Deficit) at 
31/12/2014

(160.500)
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Results – Future Service Position as at 31 December 2014

� The concept of the Standard Contribution Rate (SCR) is explained in detail below:

– The SCR is the cost of benefits expected to accrue to existing members after the valuation date, 
expressed as a % of expected payroll.

– In particular, for the purposes of this exercise, the SCR is expressed as a % of pensionable salary (i.e. 
basic pay plus COLA, excluding 13th salary).

– The SCR ignores any past-service surplus or deficit.

– If experience is as assumed, the above contribution rate is expected to be sufficient to finance the 
future service benefits.

� The table below summarizes the future-service results , under the chosen assumptions and methodology.

* The disclosed contribution rate ignores any past-service surplus or deficit.

Contribution Rates 31/12/2014

Standard Contribution Rate (SCR) * 18,7%

Employees’ Contribution Rate -5,0%

Employer’s Contribution Rate 13,7%

Estimated Employer's Contribution (FY2015) €8,2M
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Introduction

� Where a valuation shows a funding shortfall against the technical provisions, trustees must prepare a 
recovery plan setting out how they plan to meet the funding objective.

� A recovery plan must be prepared by the trustees to satisfy the requirements of Article 34 of Law 208(I) 
2012, after obtaining the advice of the Scheme Actuary and after consultation with the Employer. 

� The recovery plan follows the actuarial valuation of the scheme as at 31 December 2014 which has 
revealed a funding shortfall (technical provisions minus value of assets) of €160.500.009.

� To eliminate the funding shortfall , the trustees and the Employer need to agree the level and type of 
additional contributions (i.e. contributions over and above those needed to cover benefits being earned in 
the future) that will be paid into the Scheme.

� The trustees together with the Employer also need to agree the period over which the funding objective 
should be met. Under the agreed recovery plan, if the assumptions made are borne out in practice and 
future scheme experience is as expected, then the funding shortfall must eliminated within the chosen 
period.
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Recovery Plan Options

� On the basis of our long-term assumptions there was, at the valuation date, a funding deficit of €160.500.009.

� According to global practice, it is very common for pension schemes (similar to that of CYTA) to consider the 
best estimate asset returns for the purposes of drafting the recovery plan. 

� As at 31/12/2014, the Scheme’s assets have an expected return of 4,10% p.a. over the next 3 years.

� We present below some possible options of financing the past service deficit. 

� In determining the optimal recovery plan, it is very important for the Employer and the trustees to consider the 
issue of affordability upfront . Trustees should recognize that a longer recovery plan period may be 
appropriate where technical provisions reflect a particularly low risk / prudent approach. Recovery periods can 
be extended especially if additional security provided.

� The trustees together with the Employer have decided to finance the past service deficit over a 10 year period, 
assuming a return on assets, for future deficit contributions only of 4,10% pa.
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Aon Hewitt

Aon Hewitt is the global leader in human resource solutions. The company partners with organisations to solve 
their most complex benefits, talent and related financial challenges,  and improve business performance. Aon 
Hewitt designs, implements, communicates and administers a wide range of human capital, retirement, 
investment management, health care, compensation and talent management strategies. With more than 
29,000 professionals in 90 countries, Aon Hewitt makes the world a better place to work for clients and their 
employees.

Follow us on

For more information 
on Aon Hewitt, 
please visit 
www.aonhewitt.com
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