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The Framework

* Regional Overview
e Selected Countries
* Relevant Issues
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Decade for the Reforms

Country State Pillar Mandatory Private Voluntary
Hungary 1998: parametric (1997) 1998: DC 1994: DC

basic + earnings related

Poland 1999: NDC 1998: DC with guarantees 1998: DC
Croatia 1998-1999 (1999) 2002: DC 1999: DC
Bulgaria (1999) 2001: DC 1994: DC
Estonia 1993, 1999-2002: point DB 2002: DC 1998: DC
Latvia 1995, 1998, 2000: NDC 2001: DC (2003) 1998: DC
Lithuania 1995, 2003-2004: DB 2005: DC 2004: DC

Slovak Rep. 1993, 2004: point system 2005: DC 1996: DC

Romania 2007. DC 2006. DC

Ukraine Expected in 2009 2004
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Contributions

10

9 o0

8 B B B - -

. A—A—A 4 A 44 A74_L

6 —l—a—a—a—0—O0—0O0—0—= —} &

5 —{—— ' ' '

4 /J

X ~

2 O—Oo0—O0—F—0—J

1

0

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

== HU 6 6 6 6 6 7 8 8 8 8 8 8 8
= P|_ 7,3 7,3 7,3 7,3 7,3 7,3 7,3 7,3 7,3 7,3 7,3 7,3
= == CR 5 5 5 5 5 5 5 5 5
= =BG 2 2 2 3 4 5 5 5 5
= EST 6 6 6 6 6 6 6 6 6
O | \/ 2 2 2 2 2 2 4 6 8 10
© LT 2.5 35 45 55 55 55 55
—— SK 9 9 9 9 9 9
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Costs

Oper. costs Management Switching Type
Country | (contribution fee fee
)

CZ % 1% market aver.
EST 1, 6% 1, 5% 1% market aver.
PL % * 0,015 - 160 /80 PLN law

0, 045%/month
Slovenia 6% 1, 5% 1% market aver.
Croatia 0, 8% 0, 8% + max. 0,31%— 5% in | law

29% of return |5 years
Bulgaria max. 7 % max. 10% of <BGN 10 law
(UPF, OPF) the return
Lithuania |max. 10 % max. 1 % law

Poland: operational fee max. 7 % until 2010, then 3, 5% until
2014 (2011: 6%, 2012: 5%, 2013: 4% %)

COD ursa

1641 1% 2007




Pension Fund Asset, 2005
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Source: OECD, Global Pension Statistics, 2006/3
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*LV: one fund

COD ursa

Portfolio

100%
80% -
60%
40%
20%
0%
HU Ccz CR PL BG EST LV SLO
]
O Others 6,1 17 12,6 04 2,7 1,3 6,9 0,1
M Inv, Funds 9 1,7 0,8 8,9 34
H Real Estate 0,2 0,6 0,7 0,5
M Stocks 78 31 32 6,4 38,7 0,93 45
O Corp.Bonds | 14 221 4,6 1,1 19,3 20,6 20,6 35,7
M State Bonds | 74,1 60,3 76,2 62,3 508 | 248 16 41
@ Bank 14 1,9 41 19,2 52 55,6 15,3
O Mortgage
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Population | 10.22 Czech RepUbl 1C
million
Retirement |63 ( until
age 2013), * no mandatory private plans
(woman 59— .
62) * voluntary DC plans with tax
Contrib. - allowances
Investment capital ¢ capital guarantees results
guarantee 5 -
m—— - conservative portfolio
oluntary sState
el bonds: 75,8 %
treasury bills 3,3 %

stocks 11, 5%
bank account 8 %
others: 1,4 % *

CZECH REPUBLIC

* As of 30.06. 2006
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Population 38.18
million
Retirement M: 65
age W: 60
Opt out 30 < 50
Mandatory < age
30
Contribution [7.3 %
Investment To
Guarantee market
average

COD ursa

Poland

new system from 1999: voluntary 63%
of the age 30-50, forbidden for 50<

ITI. pillar: open funds

ITI. pillar: occupational funds,
insurance, IRA (IKE)

standard calculation of performances
cost limits:

- operational: from 7% to 3, 5% until
2014-re

- asset management fee: fix monthly
fee 0,015% — 0,045 % of the net
asset

15. 11. 2007 10



Croatia
Population 4.44

million |*® cost limits:

Retirement |M:65 - operational fee 0. 8%
age W: 60 - asset management : 0.8% of net asset +
Opt out 40 < 50 mgx.25% of rgturp
- limits on switching fees

Mandatory < age 40 .

* reference index
Contribution | 5% - decided by HANFA
Investment | limits - 3 under the index: management company

pays
* investment limits:
- long GDS: min. 50%
- municipal bonds: max. 30%
- Croatian stocks: max. 30%
- OECD bonds: max. 15%
- bank accounts: max. 5%
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Population

2 million

Retirement
age

Opt out

Mandatory

Contribution

Investment

return
guarantee

COD ursa

Slovenia

no mandatory personal DC
collective savings
- mandatory occupational funds
- voluntary personal plans

investments regulated by the
insurance law

guaranteed return: 40% of the
average bond yield

15. 11. 2007 12



Population | 7.78 million
Retirement |M: 65
age W: 60
Opt out -
Mandatory after
31.12. 1959
Contribut. 4%, 5% (2007)
(UPF) ;
OPF - W 7%
I. category | (employer)
OPF - W 12%
II. (employer)
category
Investment guaranteed
return

—

COD urFsa

Bulgaria

mandatory private system consists
of two pillars

- universal (UPF): mandatory for
31.12.1959 <

- occupational funds (OPF)

annuities paid by insurance
companies

ITI. pillar: voluntary personal
plans

limited operational costs
- switching fee

- for collection paid 0, 8% of
contribution to NSSI

- switching signed by lawyers

15. 11. 2007 13



Population 1. 35
million

Retirement M: 63

age W: 63
(2012)

Opt out 18 < 60

Mandatory new entrees

Contribution [4 % + 2 %

Investment 3
portfolios

[0 HFSA

Estonia

* new system joined by 400, 000 from

600, 00 employees

* 3 portfolios
- bond
- max. 25% stocks
- max. 50% stocks

* 70 % of the members joined the
highest stocks portfolio

15. 11. 2007



Population

2.31 million

Retirement
age

M: 62 év
W: 62 (2009)

Opt out

30 < 49

Mandatory

15 < 29

Contributi
on

2%
2010: 10%

Investment

3 portfolios

COD ursa

Latvia

until 2003 managed by the state
treasury in bonds, banks

from 2003 managed by private funds

3 portfolios: 55% < of members
joined the highest stock portfolio

at retirement age either life
insurance policy or from the state

15. 11. 2007 15



Population 3.44 million
Retirement M: 62.5

age W: 60

Opt out voluntary
Contribution | 4. 5% (2006)
Investment high foreign

COD ursa

Lithuania

* guaranteed minimum return until
2001

* new regulation from 2002

- switching between providers
prohibited from 2006

- state (domestic & OECD) bond
portfolio default

- 19% members at conservative, 80% at
balanced, 1% for stock portfolio

15. 11. 2007
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Population 46.9
million
Retirement M: 60
age W: 55
Voluntary tax
allowances
Investment limits
*bank *max 40 %
*state bond | *max 50 %
*municipal *max 20 %
bond
ecorporate 'max 40 %
bond
*stocks *max 40 %
*foreign 'max 20 %
*mortgage 'max 40 %

COD ursa

Ukraine

regulation from July 2003 3
pillar system

mandatory private pillar from
2009

in the voluntary pillar ar June
2006. 07
- membership: 132, 000

- 62 registered funds (48 open, 5
professional, 9 occupational)

special state issuances for
pension funds

1641 1% 2007 17



Slovak Republic

* high switching to the new system
(60% employees)

 central collection system

* annuities from insurance companies
 offering 3 portfolios mandatory

* > 65 % of members joined the

Population 5.38 million

Retirement 62

age

Opt out < age b2

Mandatory new entrants
after 2005

Contribution |9 %

Investment 3 portfolios

highest stock portfolio

HESA

Portfolio Money Bonds Stocks
(2006) | markets
Conservative 71. 64% 28. 36% 0%
Balanced 65. 55% 24. 17% 10. 27%
Growth 65. 20% 21. 98% 12. 82%
15. 11. 2007 18



Romania

Population 21. 68
million

Opt out 35 < 45

e central collection system
* gradual introduction from 2%
Contributio |2 % 6% * new introduction (Oct. 2007)

- * slow development of the
voluntary system

Mandatory < age 35

@ HFSA 15. 11. 2007



Population 10. 11
million

Retirement 62 H U n g ary

age

opt out no limit | o gt in the region

Mandatory new . h
B new changes

Contribution |8 % - 3 portfolios from 2009

Investment 3 - cost limits (4.5% operational, 0.8%
portfolio asset management)

Voluntary ~ o - standard performance measurement
allowances - central collection system

* challenges: annuity market
A introduction of occupational funds

@ HFSA 15. 11. 2007 20



Most Relevant Market Players

PL HU CZ SK EE BG
1. CUnion OTP Winterthur  Winterthur Bansa PAllianz
2. ING ING Ceske pojistovAhanz G SEB P Doverie
3. OFE PZU Aegon Komercni banidllianz B Hansa BSaglasie
4. AIG Allianz Ceske sporitellWJB G =~ Sampo NG
5. Winterthur WinterthuNG ING G SEB C Lukoll
6. SAMPO Ev gy T30Bk Winterthur Bansa CDSKOTP
/. Generali AranykorAllianz VUB B ERGO RCCBSILA
8. Bankowy GE (Bud.CSOB Progre£CSOB G LHV P DZIPI
9. OFE Skarbiéiniga Hornicky ING B Sampo B

10. Alllanz MKB Generali Aegon G ERGOC

Source: IPE, FSC
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Biggest Funds in the Region
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CEE Region

* biggest countries: PL,
CZ, SK, H

* most developed capital
markets

 in HU, CZ pension funds
for a decade

 different organisations
* regulated operation,
cost limits by law

@ Hungarian Financial S.upervisory Authority 15. 11. 2007



http://www.slovakiatravels.com/index-sk.php
http://europa.eu/abc/governments/new_eu_members/index_en.htm

Pension Asset Under Management
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COD urFsa

P
XK
B HU

fastest growing
market

regional pension
asset: 40 billion €
by 2006

most influential
factor: mandatory
characteristics

high concentration
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Source: Czech MoF, HFSA, Knuife,

COD urFsa

conservative portfolio
- short term view

exception: PL:
relatively high stock
proportion

at bonds high
proportion of private

in CZ

small proportion of
alternatives (real
estate, derivatives)
high diversity within
country in 3K, HU
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Source: Czech MoF, HFSA, Knuife,

CED nrsa

—

Portfolio Il.

BKe | f
B Hazai

dominated by domestic

regional markets’
out—performance

foreign investments
mainly in the region

no sign of the
preparation for the
euro introduction

in Poland (domestic) :
- high liquidity, IPO

15. 11. 2007
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Performances

2000 2001 2002 2003 2004 2005

mCZ EHU OPL OSK

Source: Czech MoF, HFSA, Knuife,

COD ursa

CZ: low nominal returns
PL:
 standard returns
* small deviation: in
10% in 5 years
* reason: market average
is the benchmark
HU: high diversity
SK: few experience
* returns explained by
stock proportion

15. 11. 2007 27



Real Returns

to the CPI

3 years cumulated:
- CZ: 4%
- HU: 18%
- PL: 36%
- SK (1 év): 1%

e difference between
countries higher in

%

2003 2004 2005 het returns
* stock proportion
BCZ mHU COPL B SK relevant

Source: Czech MoF, HFSA, Knuife,

® HFSA 15. 11. 2007
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Relative Returns

2003 2004 2005

ECZmmHU OPL OSK

Source: Czech MoF, HFSA, Knuife,

— —

* to the risk free
level (treasury
bill benchmark)

-CZ: 3%
- HU: 5%
- PL: 25%
-SK (1 year): 1%

15. 11. 2007
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Regional Market Players

21%
4%

10% 2%

19% 6% \ At
3%
m KBC B Generali 1 ING ] Erste
® Winterthur m Aegon | AIG 1 AVIVA
® Nordea 1 PZU = OTP 1 Others

COD ursa

concentrated
markets
- CZ: 10 (voluntary)
- HU: 18 (mandatory)
- PL: 15 (mandatory)
- SK: 6 (mandatory)

few independent
funds

determined by the

PL market (Commercial

Union leads by one market
- 19%)

no foreign
managers

15. 11. 2007 30



Influential Factors

°* macroeconomics

- public sector deficit, current account deficit

- FDI, inflation, indebtedness, demographics, outlook
e capital market

- OTC market, liquidity, free float, corporate
financing, settlement system, trading system, foreign
ownership, role of the capital market

* regulation

- rule of law, cross border transactions, product versus
sector regulation, currency liberalization,
international standards, integrated supervision,
status of the pension maturity

* soft issues
- risk averse, financial literacy, knowledge of experts

@ HFSA 15. 11. 2007 31



Main Features, Innovations

Innovation

Resource Guide

 mandatory characteristics
— guarantees
- caps
- switching (regulated)

- territorial fund (lottery,
performance)

- centralized collection
system

e individual (DC)
portfolio: life cycle

* benefit for capital
market development

 developing regulations

15. 11. 2007 32



Questions to be Learned

* domestic versus foreign?
* maximum versus minimum limits?
* guarantees?

* individual versus collective risk
sharing?

* alternative investments?

* foreign asset managers?

 performance calculation and disclosure?
* corporate governance?

@ HFSA 15. 11. 2007



Lessons?

developed capital market:
precondition or result?

-
- special instruments: long duration

bonds, TIPS, ALM tools, swaps

15. 11. 2007 34



Success Factors

Appropriatd&regulation

High
Returns

B nrsa

Trust,
acceptance

.

)

15. 11. 2007
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Af you want to know the way ahead,
ask the people coming back. o

Chinese Proverb
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