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1. Table 29 column A: Defined contribution schemes (funded, non-general government) 

1. General description of the scheme and the calculation model 
a. Coverage of the scheme 
This column covers only occupational DC schemes. All DC funds are managed and funded pension funds by 
definition. The occupational DC schemes are mandatory schemes where every wage-earning person is obliged 
to contribute 4% of total salary, with a matching payment of 8% or higher from employer. Certain funds require 
higher contributions from employers. Funds mostly accept contributions between 16-70 years of age, with one 
exception of 72. Regulation stipulates that DC and DB funds achieve an annual accrual rate of 1.4% of wages 
per year over a 40-year period, with a replacement rate of 56% of average career wages. Actual replacement 
varies. The rule of thumb is that members can begin withdraw monthly old-age pension at age 67, in some 
cases at the age of 65. The scheme also covers disability- and survivor’ pension by law. 
 
 
 
b. Institutional set-up 
Data sources/ 
suppliers 

Icelandic Financial Supervisory Authority (FME)   

Which institution is 
running/managing the 
calculations? 

Calculations are made by qualified member of the Icelandic Actuarial Association on 
behalf of the funds.  

2. Any other comments 
All rows in column A are covered by direct sources. Reforms in row 7 represent special disability contribution, 
contributed by the state in accordance to an agreement to balance uneven levels of burden between funds due 
to differences in job composition of their members that lead to higher level of disability-pension payments.  
 

 

2. Table 29 column B: Defined benefit schemes and other non-defined contribution schemes 
(funded, non-general government) 

Scheme does not exist in Iceland. 
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3. Table 29 column D: Defined contribution schemes (funded, general government) 

Scheme does not exist in Iceland. 

 

4. Table 29 column E: Defined benefit schemes (funded, for general government employees, 
classified in financial corporations) 

1. General description of the scheme and the calculation model 
a. Coverage of the scheme 
Covers mostly public sector employees. These are funded pension funds. The occupational DB schemes are 
mandatory schemes where every wage-earning person is obliged to contribute 4% of total salary, with a 
matching payment of 8% or higher from employer. Certain funds require higher contributions from employers. 
Funds mostly accept contributions between 16-70 years of age, with one exception of 72. Regulation stipulates 
that DC and DB funds achieve an annual accrual rate of 1.4% of wages per year over a 40-year period, with a 
replacement rate of 56% of average career wages. Actual replacement varies. The rule of thumb is that 
members can begin withdraw monthly old-age pension at age 67, in some cases at the age of 65. The scheme 
also covers disability- and survivor’ pension by law. 
 
 
b. Institutional set-up 
Data sources/ suppliers Icelandic Financial Supervisory Authority (FME)   
Which institution is 
running/managing the 
calculations? 

Calculations are made by qualified member of the Icelandic Actuarial Association on 
behalf of the funds.  

c. Major formulas: Benefit formula; Indexation of benefits 
Benefit formula  Varies  
Indexation of benefits Benefit formulas for calculating entitlements generally depend on indices of public 

worker’s wages, inflation, changes in careers structure. Structure vary between 
funds, as new members of one of the largest fund are now on a age based scheme, 
in comparison to older members that have equal accumulation of benefits 
throughout their working life.  

d. Type and structure of the calculation model  
 
2. Assumptions and methodologies applied 
a. Discount rate 
3.5% real, as stipulated by law, and regulated by the Icelandic Financial Supervisory Authority 
b. Wage growth 
Index of public workers’ wages 
c. Valuation method: ABO/PBO 
 PBO as wage growth is taken into account 
3. Data used to run the model 
a. Mortality tables 
Mortality tables sourced from the Association of Actuaries in Iceland, based on previous 5 years mortality rates 
for every reported year. 
b. Entitlement statistics; other relevant statistics 
N/A 
4. Reforms incorporated in the model 
N/A 
5. Specific assumptions 
a. How are careers modelled? 
N/A 
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b. How are survivor pensions calculated? 
N/A 
c. How is the retirement age modelled over time? 
N/A 
d. Other specific features of the model 
N/A 
6. Any other comments 
N/A 

 

5. Table 29 column F: Defined benefit schemes (funded, for general government employees, 
classified in general government) 

Scheme does not exist in Iceland. 

 

6. Table 29 column G: Defined benefit schemes (unfunded, for general government 
employees, classified in general government) 

Scheme does not exist in Iceland. 

 

7. Table 29 column H: Social security pension schemes (unfunded) 

1. General description of the scheme and the calculation model 
a. Coverage of the scheme 
Universal pension: Age 67 with at least three years of residence from age 16 to 67 and a particular annual 
income threshold depending on marital status. The full pension is paid with at least 40 years of residence. The 
scheme is largely financed by employers contributions of 6.85% of gross payroll (expected income for self-
employed). A share of this contribution also finances other social benefits. Entitlements recorded in this 
column cover old age pension including old-age disability pension only. 
 
b. Institutional set-up 
Data sources/ suppliers Icelandic Social Insurance Association 
Which institution is 
running/managing the 
calculations? 

Statistics Iceland 

c. Major formulas: Benefit formula; Indexation of benefits 
Benefit formula 

𝐸 , =  𝑃 , ∗ (1 + 𝑟)

,

  

     ,   𝐹 =    
(𝐴 − 16)/40 𝑖𝑓 𝐴 < 40

1  𝑖𝑓 𝐴 ≥ 40

      
        

𝑇𝑜𝑡𝑎𝑙 𝑝𝑒𝑛𝑠𝑖𝑜𝑛 𝑒𝑛𝑡𝑖𝑡𝑙𝑒𝑚𝑒𝑛𝑡𝑠 = 𝐸 , ∗ 𝐹 ∗ 𝑍 ,   

 
𝐸 ,  =  𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑒𝑛𝑡𝑖𝑡𝑙𝑒𝑚𝑒𝑛𝑡 𝑜𝑓 𝑎𝑔𝑒 𝑔𝑟𝑜𝑢𝑝 𝐴 𝑎𝑛𝑑 𝑔𝑒𝑛𝑑𝑒𝑟 𝑔 
𝐿 ,  =   𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑙𝑖𝑓𝑒 𝑒𝑥𝑝𝑒𝑐𝑡𝑎𝑛𝑐𝑦 𝑜𝑓 𝑎𝑔𝑒 𝑔𝑟𝑜𝑢𝑝 𝑎𝑛𝑑 𝑔𝑒𝑛𝑑𝑒𝑟 
𝑃 ,  =  𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑝𝑒𝑛𝑠𝑖𝑜𝑛 𝑝𝑎𝑦𝑚𝑒𝑛𝑡 𝑜𝑓 𝑎𝑔𝑒 𝑔𝑟𝑜𝑢𝑝 𝑎𝑛𝑑 𝑔𝑒𝑛𝑑𝑒𝑟  
𝐷  =   𝑚𝑎𝑥𝑖𝑚𝑢𝑚 𝑎𝑔𝑒 𝑔𝑟𝑜𝑢𝑝 (𝑤ℎ𝑖𝑐ℎ 𝑤𝑎𝑠 95 𝑦𝑒𝑎𝑟𝑠 𝑎𝑛𝑑 𝑜𝑙𝑑𝑒𝑟)    
𝐴  =   𝑎𝑔𝑒 𝑔𝑟𝑜𝑢𝑝 ,      𝑟 = 𝑑𝑖𝑠𝑐𝑜𝑢𝑛𝑡 𝑟𝑎𝑡𝑒 ,        𝑔  =   𝑔𝑒𝑛𝑑𝑒𝑟 
𝐹   =   𝑎𝑐𝑐𝑢𝑚𝑢𝑙𝑎𝑡𝑖𝑜𝑛 𝑜𝑓 𝑟𝑖𝑔ℎ𝑡𝑠 , 𝑏𝑎𝑠𝑒𝑑 𝑜𝑛 𝑦𝑒𝑎𝑟𝑠 𝑜𝑓 𝑟𝑒𝑠𝑖𝑑𝑒𝑛𝑐𝑦   
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𝑍 , =   𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑚𝑒𝑚𝑏𝑒𝑟𝑠 𝑖𝑛 𝑐𝑜ℎ𝑜𝑟𝑡   
 

Indexation of benefits Benefits are indexed by CPI 
d. Type and structure of the calculation model  
The pension model for the social security pension scheme (column H) is based on the guidelines provided by 
the Technical Compilation Guide, utilising the ABO method to derive accrued-to-date liabilities (ADL). Actual 
figures are provided by the Icelandic Social Insurance Administration for calculating average pension payments 
per age group, based on two components of pension payments of the system that depend on accumulation of 
rights.  The average accumulation of entitlement of a single resident is derived, separated into genders, which 
is then scaled to estimate the accumulation per age group according to population statistics and mortality 
tables. 
2. Assumptions and methodologies applied 
a. Discount rate 
The real discount rate of 3% is applied in the base case, with sensitivity analysis at base rate minus 1% and +1%. 
b. Wage growth 
Increases in social security pension benefits do not depend explicitly on changes in wage growth, hence not 
incorporated. 
c. Valuation method: ABO/PBO 
The valuation method of ABO was utilised. 
3. Data used to run the model 
a. Mortality tables 
Mortality tables are sourced from the Association of Actuaries in Iceland, which are based on previous 5 years 
mortality rates for every reported year.  
b. Entitlement statistics; other relevant statistics 
No specific statistics on accumulation of entitlements are gathered. The model assumed a simple linear 
accumulation of entitlement over 40 years. 
4. Reforms incorporated in the model 
Change in levels for means-testing of base pension benefits. 
5. Specific assumptions 
a. How are careers modelled? 
Careers are not specifically modelled, as actual pension benefit payments do not depend explicitly on changes 
in career structures. 
b. How are survivor pensions calculated? 
Survivor pension is not included in the calculation. 
c. How is the retirement age modelled over time? 
The model made no assumption to changes in retirement age over time, given that no changes had been 
implemented by parliament at the time. 
 
d. Other specific features of the model 
 
6. Any other comments 
Household social contribution supplement (row 2.4) was derived by multiplying the nominal interest rate in 
each case (base real interest rate at 3%, +/- 1% and actual annual inflation of the year). 
 
Changes in pension benefits are subject to approval of the fiscal budget in parliament each year, and indexed 
using the CPI. Parliament then decides whether to increase benefits beyond changes in CPI. Pension benefit 
calculations were based on three components, base pension, income- and single household supplements for 
2015 figures. In 2017 the base pension and income supplements were combined into a single component.  
 
Base pension was increased by 3% in 2015 and level of income-testing rose from 21,600 ISK to 27,400 ISK per 
month for base pension. After the combination of base pension and income component in 2017, the level of 
income-testing was brought down to 25,000 ISK per month.   
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Actual figures are used to calculate the average payment of pension received by each age cohort and combined 
that with statistics on average age span of each cohort (and gender) to derive the accumulation of entitlements 
for the whole population. 
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8. Table 29 column K: Entitlements of non-resident households 

 

1. General description and the calculation model 
a. Coverage of the scheme 
Estimations provided by the Central Bank of Iceland indicate that 3.5% of entitlements belong to non-resident 
households in 2015, 4.3% in 2018 and 4.1% in 2021.  
b. Institutional set-up 
Data 
sources/methods 

Central Bank of Iceland 

Which institution is 
running/managing 
the calculations? 

Central Bank of Iceland/Statistics Iceland 

2. Any other comments 
 

 

 

9. Links to (national) publications providing further information on the pension schemes  

Information on the Icelandic pension system, provided by the Ministry of Finance in Iceland 

https://eng.fjarmalaraduneyti.is/pensions/ 

Icelandic Social Security Administration  

https://www.tr.is/en  

Report: Pension funds in Iceland 2010 - (Financial Supervisory Authority- Published 2010) 

https://en.fme.is/media/pension-annual-accounts-and-diverse-figures/Pension-Funds-in-Iceland-2010.pdf   

Report: The Icelandic pension system (Central Bank - Published 2001) 
https://www.sedlabanki.is/lisalib/getfile.aspx?itemid=ffa738e6-a66a-4fc3-a97b-7e7ac6fe67fb 

 

ANNEX  


