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| Country Profile

> Size: 33.843 km?

> Land Boundaries: 1.389 km

> Border countries: Ukraine (939 km), Romania (459 km)

> (apital: Chisinau

> Administrative structure: 32 counties and 3 municipalities (Chisinau, Balti and Tighina); 2 regions with special statute
- Gagauzia and Transnistria

> Population: 3.950.000

> Currency: Moldavian Lei (MDL)

> nflation rate: 15, 6% (2008)

> GDP: EUR 4, 7 billion euro (2006 est.)

> GDP per capita: EUR 1.420 (2006 est.)

> |nsurance Supervising Authority: National Commission of Financial Market (NCFM)
> Gross written premiums: EUR 43,6 million (2007)

> GDP penetration rate: 1,36% (2007)

> |nsurance density: EUR 12,2 (2007)

Republic of Moldova

TH 2008 financial results

Exclusive interview
Vladimir STIRBU, Insurance Department Manager, The National
Commission of Financial Market from the Republic of Moldova
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Interview

> The double digit annual growth rates on the insurance market in the Republic of Moldova, much higher than
the European average, make it more attractive for foreign investors. The market is now under a major process of
becoming more mature, through various requlations and the introduction of the relevant European standards.

Therealitiesand outlook of this market were described, inan exclusiveinterview forthe PRIMM Insurance&Pensions

Magazine, by

Vladimir STIRBU

Insurance Department Manager
The National Commission of Financial Market from the Republic of Moldova

PRIMM: How was NCFM established and what were the
measures taken for market regulation?

Vladimir STIRBU: The need for a better market regulation
to boost its efficiency and attractiveness, as well as the ap-
proximation to the European Union standards are some of
the basic reasons for setting up the NCFM. The commission
was established with the support of the IMF and the World
Bank and its main objectives are: providing financial stabil-
ity on the domestic market, fostering a single regulation
policy, the market’s complex development, as well as effi-
cient protection for investments and market operators.

The measures adopted by NCFM were mainly twofold, fo-
cused on regulatory and authorization issues, on the one
hand, and on monitoring and control, on the other hand.

Thus, the normative acts were amended for a better har-
monization with the Insurance Law and the Law on MTPL,
regulatory measures for the motor market (new tariffs
based on the Methodology approved by the Government,
automated integrated system etc.), as well as regulation
of activities in brokerage and protection of consumers’
rights.

Monitoring the compliance of solvency and financial stabil-
ity norms, creation and investment of reserves, companies’
liquidity were also achieved by applying regulatory sanc-

> The new provisions include the increase of the
minimum share capital for the insurers up to EUR
920 thousands for non-life insurers, EUR 1.36 million
for life insurers and EUR 1.82 million for reinsurers,

by 2012. After the first year, 4 companies did not
comply, and many companies increased their capital
from own reserves, planning to subsequently attract
foreign investments in case the profit is insufficient

tions or, if necessary, withdrawal of licenses. As a result,
three fines and two warnings were issued in 2008, and we
had four cases of operation license withdrawal.

PRIMM: What is new and different in the new insurance
law?

V. S.: The new insurance law was drafted in line with the
provisions of EU Directives and the principles of interna-
tional insurance supervision standards. The Law amends
the regulatory principles for insurance and is based on pru-
dence, solvency and financial stability norms of the insur-
ers.

Unlike the old normative act, the current Law has no provi-
sions or attributions for the supervisory authority, as they
are included in the NCFM Law.

Law no. 407 has a special chapter on regulating the insur-
ance brokers’ activity, setting liabilities and sanctions, and
contains express stipulations about actions for consumers’
protection.

PRIMM: Is the number of insurance companies going to be
lower as a result of the new requirements for share capital
increase?

V. S.: Market consolidation is a primary objective for NCFM.
The new provisions include the increase of the minimum
share capital for the insurers up to 920 thousands euros
for non-life insurers, 1.36 million euros for life insurers and
1.82 million euros for reinsurers, by 2012. After the first
year, four companies did not comply, and many companies
increased their capital from own reserves, in a first stage,
planning to subsequently attract foreign investments in
case the profit is insufficient. | believe the number of play-
ers will go down, as the market is already quite concentrat-
ed, with five companies covering a 70% market share, and
tends to consolidate.

PRIMM: How does the new law encourage the presence of
foreign investors on the market?

28 www.primm.ro

Year X - Issue 10/2008 66



V.S.:The current law and the secondary normative acts set
clear conditions for companies, which is an essential incen-
tive for attracting investments.

Thus, the upper limit for liability on an insured risk cannot
exceed 25% of the equity and technical reserves, namely
major risks can only be undertaken by strong companies,
including companies with foreign capital.

Monetary and FX policies in the Republic of Moldova offer
the banking system a possibility to become stable, and the
interest rates are more favorable than abroad, and this ap-
plies in a situation of macroeconomic stability and evalua-
tion of FX risks.

The Republic of Moldova has a governmental strategy to
attract investments and promote exports, with a series of
legislative acts drafted with a focus on creating a favora-
ble investment environment and boost entrepreneurship
activities (for instance, the profit tax for entrepreneurial ac-
tivities is zero percent).

PRIMM: How would you describe the performance of the
insurance market from the Republic of Moldova in 2006 -
2007?

V. S.: The period you mentioned represented a new stage
for the insurance segment in the Republic of Moldova, as
it underwent a process of becoming more mature, a proc-
ess described by amendments in the legislative framework
and institutional framework reform. Thus, two norma-
tive acts essential for the financial sector came into force,
namely the Insurance Law and the Law on mandatory
MTPL, the licensing procedure for insurance brokers was
regulated and the National Insurance Guarantee Fund was
established. The Actuaries Association was also set up, as
well as a new entity in charge with the supervision of the
non-banking financial market, the National Commission
for Financial Markets (NCFM).

| think that these measures had a positive impact on the rel-
evant market, as well as on attracting foreign investments;
therefore ten local companies currently have foreign partici-
pation from 11 states in their share capital. The participation
share reaches approximately 27%, with countries like Austria,
Great Britain, the Netherlands, Switzerland, Romania.

At the same time, the insurance penetration rate in the
GDP is growing every year, reaching 1.6% in 2007 (1.27%
in 2006). 2006-2007 was also a profitable time for the local
relevant market, thus the companies’ profit amounted to
EUR 5.4 million, or 10% of the total gross written premium
volume, 41% higher compared to 2006. The net assets also
went up by 23% (34.7 million euros) and the insurance re-
serves by 26% (32.5 million euros).

The number of licensed insurance companies was 29 in
2007, the total number of operating companies being 33.
In 2007, they wrote gross premiums worth of 43.5 million
euros, up by 29% compared to the previous year.

Overall, | think the market performed well, with a regula-
tory framework in the making and growing quantitative
and qualitative indexes, backed by the emergence of major
players on the market.

PRIMM: What were, in your opinion, the incentives for mar-
ket growth?

V. S.: The insurance market development fits into and fol-
lows the social and economic development of the Republic
of Moldova. Thus, the upward trend of the insurance seg-
ment is triggered by higher sales for certain basic insur-
ance products, especially on the motor segment, which re-
mains the market’s growth engine. This segment sums up

Interview

& |

> 10 local companies currently have foreign
participation from 11 states in their share capital.
The participation share reaches approximately
279%, with countries like Austria, Great Britain, the

Netherlands, Switzerland and Romania

60% of the total underwriting volume and 70% of the total
paid claims. Thus, boosting the leasing services resulted
in Motor Hull insurance higher by 54%, while Green Card
insurance increased by 27%. At the same time, MTPL insur-
ance increased by only 11%, accompanied by a lower cov-
erage of approximately 50%. Property insurance classes for
individuals undergo a slow development, although they
sustained a 37% increase, while life insurance grew by 55%
compared to 2006 (due to the only operator specialized on
this insurance class - GRAWE Life Insurance).

The market’s development depends greatly on the players’

ability to promote new customized and competitive prod-
ucts, as well as on the entry of new players with a wide ex-
perience in this business.
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Interview

o

PRIMM: What are the main market trends?

V. S.: The market’s growth and consolidation trends are
more than obvious, as demonstrated by the double digit
annual growth rates and by the higher weight of insurance
products in the GDP. We are also witnessing a re-launch
of life insurance (growing by 45% in the first semester,
compared to 2007) and an increase in the share of prop-
erty insurance in the portfolio of the relevant companies.
Insurance brokers also start to gain an ever more important
role, with 12 brokerage companies already licensed.

Overall, we see companies shifting focus from quantita-
tive to qualitative indicators, as well as a stronger presence
of this sector in the media (media companies, specialized
publications, web pages etc.)

PRIMM: How would you assess the insurance market’s prof-
itability in the Republic of Moldova?

V. S.: As previously mentioned, the companies’ profit
amounted to 5.4 million euros in 2007, up by 41% com-
pared to 2006. However, the problem is that profitability
is largely due to the tariff and not to the investment activ-
ity. The calculation methodology for the MTPL premium,
as approved by the Government, limits the profitability
margin in MTPL insurance, but the motor class remains the
market’s pillar. Considering that this impacts greatly on the
increase of the claim rate and the decrease of profitability,
insurers must quickly apply solutions to lower the claim
rate and diversify the portfolio.

PRIMM: What are the forecasts for 2008? Can you estimate
a value for written premiums at the end of 2008?

V. S.: For 2008, we estimate a volume of gross written pre-
miums of 66.9 million euros, up by 30% compared to 2007,
and a GDP penetration rate of 1.6%, the latter to reach a
value of 2.5% within 3 to 5 years.

PRIMM: How would you rate the activity of the Romanian
companies - IBP Delta Insurance and GRAWE - on the mar-
ket from the Republic of Moldova?

V. S.: These companies proved to be dynamic and profes-
sional players on the market, with remarkable results year
after year. The takeover of CARAT by GRAWE ranked the lat-
ter third among the relevant local companies, with an 8.7%
market share. | think the success of this company is mainly
due to its policies of promoting the products and the fact

> For 2008, we estimate a volume of
gross written premiums of EUR 66.9
million, up by 30% compared to 2007,
and a GDP penetration rate of 1.6%,
the latter to reach a value of 2.5%
within 3 to 5 years

that it established the operation conditions for the sales
network, compared to insurance brokers.

At the same time, IPB DELTA Insurance demonstrates good
dynamics, based on a modern management, introduces
competitive products and has a strong promotion, while
extending its sales network.

PRIMM: In your opinion, are there any synergies between
the insurance markets from Romania and the Republic of
Moldova?

V. S.: The Romanian market had a similar evolution to the
one followed by the market in the Republic of Moldova. We
can take a close look at the development of the Romanian
market to avoid some situations that impeded the growth
process ten years ago, and Romania’s affiliation to the
European community can bring us the opportunity to ap-
proximate the best practices to the realities in our country.

Oleg DORONCEANU

ROSGOSSTRAKH has purchased Moldavian
insurer MOLSDASIG

Russian-based insurance company ROSGOSSTRAKH,
one of the leaders on the Russian and CIS markets, has
purchased in may 80% in the authorized capital of the
MOLDASIG, the main player on the Moldavian insur-
ance market. Transaction has been made through ac-
quisition of the additional issue of shares totalized 3 mil.
EUR, following the decision of MOLDASIG shareholders
to increase authorized capital five times, from EUR 750
thousand to EUR 3,7 million.The deal was concluded by
ROSGOSSTRAKH subsidiary LINEKERS, founded recently
in Cyprus, especially for this acquisition, according to
Russian insurer expanding strategy on foreign markets.

Moldova to establish a Street Victims

Protection Fund

Moldavian National Commission of Financial Markets
(NCFM) intends to establish a Street Victims Protection
Fund and a Green Card Guarantee Fund, according to
news portal prim.md.Under this project, S.V.PF. will com-
pensate the citizens in case of accidents with unknown
author or without a mandatory insurance MTPL.

NCFM proposed that the insurance companies should
contribute with 1% of the written premiums on com-
pulsory insurance MTPL, transferred monthly to the Na-
tional Bureau of Motor Insurers. Contribution rate can be
increased up to 2%, if the fund will not be able to cover
the claims.
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ASITO is your primary
choice in insurance!

It possesses the biggest on- line sales network
in Moldova - 37 offices!

It has the most skilled insurance team!

ASITO' s assets constitute 27% of the total
insurance market assets!

ASITO has demonstrated the most impressive
GWP and profit growth in the recent years!

Dynamics of GWP and Profit
(in % to those for 2005)
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Country Profile

> High dynamics, concentration and consolidation tendencies, poor density of insurance products and of the GDP
penetration rate — these are just a few features of the insurance market in the Republic of Moldova. However,
local market recorded one of the highest annual growth dynamics from the (IS States, marking a 29% increase
in 2007. Is this emerging market a new “promise land” for the western investors or just another last hope?

We invite you to analyze its trends in the first six months of 2008 and see what insurance company managers
think about these results.

Looking towards the future

Despite unstable social-economic realities on the foreign ket share, led to increased financial results for total market

h exchange and mutual funds markets, during the first se-  with 79%, recalling a level of 5 million euros (18 companies
- e mester of 2008 the insurance industry showed howeveran  recorded profits, and 13 received a negative financial re-
upward trend. The insurance sector has become competi-  sult). Claims reserves increased twice, due to consignments

tive, although it hasn't reached high levels. of NCFM on unfairness to create and maintain this category

of stocks of some companies. At the same time, although
the claims reserves almost doubled, their value is still too
small compared to the risks taken.

In the first semester, the gross written premiums of all 33 in-
surance companies amounted to approximately 25.7 million
euros, a 33% increase compared to the same period of the
previous year. In addition, the GDP penetration rate reached The increase of the IBNR claims reserves and Unpaid claims in

Oleg DORONCEANU the highest level in the history of insurance in the Republic ~ due time are major issues calling for urgent measures, thinks
Russia & CIS of Moldova, 1.6% to be precise, explained Oleg VEREJAN, Vitalie BODEA, General Manager, MOLDASIG. Moreover, as
Markets Responsible Chairman of the Moldavian Association of Actuaries. At the ~/ong as there is no claims value-correlated analysis, the com-

same time, although the inflation rate was high (of over putation of IBNR claims reserve relies on the simplest methods
15.6%), the underwriting achieved a real growth of “mere- (1% of written premiums), without taking into account previ-
ly” 15.1 %. Given all these facts, it is only normal to ask our-  OUS claims at all, remarks Oleg VEREJAN. In fact, Moldovan
insurers are the last ones in Eastern Europe to work out the

selves weather this growth is solely quantitative or it also ) - '
IBNR claims reserves using non-actuarial methods.

reflects in some qualitative development. Thus, this growth
is not enough to meet the needs for insurance services of the
national economy and it is generated by several factors, such Motor insurance to the detriment of life

as: financial deficit, low investment flow in terms of foreign insurance

and local resources, as well as of companies and human re-

sources, thinks Eugeniu SHLOPAK, General Manager, ASITO.  Although the life insurance growth dynamics at the end
His view is shared by Boris GHERASIM, General Manager of of the first semester (56%) prevails over non-life insurance
MOLDCARGO, who thinks that the insurance market growth (32%), they didn't impact significantly the dynamics of the
is not a qualitative one because it doesn't come from arisein ~ ©verall market as the share of life insurance is quite small,
the living standard, but from factors like: Romania’s EU ac- namely 7% of the overall market (1.8 million euros). We

cession, repatriation of hard currency, more popular leasing havg D) [ERE that two companies run a life insurance
sales etc business: GRAWE Life Insurance — sector leader, and SIGUR-

ASIGUR, holding a 7.6% share of all the underwriting on
this market segment or 8.6% of GRAWE company sales.

Rules and their impact ) o

At the same time, the non-life insurance segment repre-
The legislative reforms run in 2007 in the area of insurance  sented 93% of the total market underwriting, namely 24
didn’t have a significant impact on market dynamics in  million euros, a 32% rise compared to the results reached
the first semester of 2008, except for the requirement to  |ast year over the same period. Totalling 17.5 million euros,
increase the statutory capital up to almost 245,000 euros. 739 of all gross written premiums respectively, the class
Nonetheless, this rule brought in a 29% capital growth of  of motor insurance, with rising tendencies, has the biggest
the overall market. Market recapitalisation, followed by share in the non-life segment, being twice as high as the
a rise in the reserves (23%) and in the gross written pre-  European average (European average - 32% in 2006) and
miums resulted in market assets of over 70 million euros.  recording a 37% growth compared to the same period of
Still, the rise in assets is the lowest of all first semester rises  the previous year.
from previous years (51/2006 versus $1/2005, around 46%;  The main issues remain people’s mentality and the lack of
51/2007 versus 51/2006, around 36%). Western-like business traditions. Due to lack of information,
Also, the problem of companies recapitalization (a good especially in rural areas, the concept of insurance is mainly
part of the profits made by the companies could be usedto  associated with Third Party Liability insurance, Green Card
increase the statutory capital) and competition for the mar-  and Motor Hull as the main clients of the companies, namely

32 www.primm.ro Year X - Issue 10/2008 66



Vitalie BODEA
General Director, MOLDASIG

Oleg VEREJAN
Chairman, Moldavian Association of Actuaries

individuals, are those who own a car and/or go abroad, says
Alexei TOPOROV, Chairman, GARANTIE.

Moreover, the fierce battle for market shares, especially on the
motor insurance segment, inevitably leads to unfair competi-
tion, as most insurers use pricing strategy to the detriment of
product quality, thinks Octavian LUNGU, General Manager,
VICTORIA Insurance.

Thus, the rise of registered vehicles, increased competition
based on significant price discounts and benefits offered
to the insured as a client-drawing policy brought about an
increase of Motor Hull and Green Card written premiums.

As far as personal property insurance is concerned, their
share of the overall non-life insurance market dropped
(from 41% in S1/2000 to 15% in the first semester of this
year). This clearly shows that the people are more inclined
to spend money to cover car-related risks and less con-
cerned about personal health or business risks.

Who pays the claims and how?

At the end of the first semester of 2008, approximately
94.6% (116 million MDL) of the total paid claims of 7.5 mil-
lion euros went to non-life. As to gross written premiums,
the biggest share (88%) is held by motor insurance, rising
by 7% compared to the similar period of the previous year.
In the context of increased company portfolios, the claims
rate for Motor Hull insurance rose too (45% of all non-life
paid claims), compared to the other classes of insurance.
Still, this rate is significantly smaller than in other European
countries, either because the companies manage to avoid
claims payment or because the premiums are too high.
Moreover, the claims payment rate of the leading compa-
nies is much smaller than the rate of the companies hold-
ing a smaller market share.

Given that the class of motor insurance continues to hold a
considerable market share, insurance companies, as well as
the National Commission for Financial Market must take into
account any other technical and financial changes when set-
ting market prices. The rise of repair costs, of spare part costs,
the introduction of the bonus-malus system, as well as the ris-
ing trend of compensations paid to car accident victims have
a significant impact on claims costs, which could result in rul-
ing out substantial discounts, explains Oleg VEREJAN. In the
same context, the supervisory authority should get more ac-
tively involved on the market to avoid liberalism and the inertial
evolution of the related segment, states Teodor UNGUREANU,
General Manager, DONARIS Group. Moreover, the supervi-
sory authority must see to a better market regulation in order
to avoid dumping practices, mentions Vladimir PEYCHEYV,
Deputy General Director, CARAT.

Viorica PETROV
General Director, IPB DELTA Insurance

Market growth sources

Most insurance company managers from the Republic of
Moldova are aware of the market realities, and they try to
spot out the best ways to guarantee business development
and efficiency. Obviously, everything depends on the strat-
egy and the set goals of each company. Thus, some sources
of market growth and stimulation are “local and foreign in-
vestments and an increased risk-management responsibil-
ity of the companies’, says Eugeniu SHLOPAK. In addition,

Key performance indicators for insurance market
of Moldavia in 1H, 2008, EUR millions

Indicators 1, 2008 1, 2007 Dynamics, %
(EURm.) (EUR m.)
Gross written premiums 25.7 19.3 33
in life segment 1.8 1.2 56
in non-life segment 239 18.1 32
Claims paid 75 59 29
in life segment 0.4 0.4 -8
in non-life segment 7.1 5.4 32
Assets 70.7 56.8 24
Total authorised capital 15.8 123 29
Insurance provisions 28.2 22.9 23
Claims provisions 43 23 91
Pre-tax profit 5 2.8 79
GDP penetration rate 1.7 1.4 03
Gross written premiums per insurance classes
4.60 % 5.40% 6.00 % 7.00%
95.40 % 94.00 % 93.00 %
H H H H
2005 2006 2007 2008

M Life insurance Il Non-life insurance

Source: Moldavian Association of Actuaries

| Country Profile

Eugeniu SHLOPAK
General Manager,

ASITO
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Country Profile

Vladimir PEYCHEV
Deputy General Director, CARAT

Boris GHERASIM
General Director, MOLDCARGO

“the increasingly popular leasing sales next to frequent
catastrophe risks will bring in a higher demand for goods
and property insurance products’, thinks Alexei TOPOROV.
Moreover, life insurance is an insufficiently exploited seg-
ment. | am sure that in the near future the people, too, will
feel the need to get this type of insurance, points out Viorica
PETROV, General Manager, IPB DELTA Insurance.

Structure of non-life insurance portfolio in 1H, 2008

Other lines 9% MTPL 24%

Teodor UNGUREANU
General Director, DONARIS Group

QOther lines 6%

Alexei TOPOROV
President, GARANTIE

At the same time, the companies are optimistic about the
imminent pension system reform and private pension
funds market regulation.

The existing private pension rules don’t match reality, and

the reform of this sector will stimulate private pensions and
life insurance development, thinks Vitalie BODEA. Boris

Structure of insurance claims paid for non-life insurance 1H, 2008

MTPL 28%

Accident insurance 3%

Accident insurance 1%

Property 6%

Property 15%

Green card 25%

Motor hull 24%

Source: Moldavian Association of Actuaries

Concentration rate of gross written premiums

Green card 14%

\___ Motor hull 45%

Source: Moldavian Association of Actuaries

Evolution of GWP and Claims paid between 2003-2007
(EUR millions)
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Source: NCFM
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GHERASIM agrees: Private pension funds and life insurance
companies will do great in the future and they have a huge
growth potential.

In this context, the market leaders think that the arrival on
the market of new players holding international experi-
ence is quite beneficial. | hope that, in the near future, the
foreign investors’share will rise and that competitive products
will be promoted. Our company is majority foreign-owned
and | can say that we don't have any legal problems, states
Viorica PETROV. In addition, foreign capital is the only one
that can generate a major investment flow and can improve
financial security for all business branches, declares Eugeniu
SHLOPAK.

Concentration and consolidation

The market concentration trend was steady in the first
semester of this year. The leading five companies (repre-
senting 15% of all 33 companies) totalled almost 72% of
all gross written premiums and 62% of all market assets.
Moreover, two insurance companies alone (ASITO and
MOLDASIG) accounted for 51% of all premiums volume
and 46% of assets respectively.

As far as the top leading insurance companies are con-
cerned, MOLDASIG and ASITO continue to be leaders
on the non-life insurance market, with a market share of
28, 2% and respectively 21,9%. CARAT Company is third-
ranked (8,7% market share), with a volume of gross writ-
ten premiums of more than 2 million euros, followed by
MOLDCARGO (EUR1.8 million, 7% of the market) and
DONARIS GROUP (EUR1.6 million, 6,2% of the market). It
is remarkable that the top 10 companies reached an aver-
age gross written premiums rise (in MDL) of over 40% in
the first semester of 2008 compared to the same period of
2007.

CIRGO

‘insurance company

Founded in 1999

Insurance classes: motor, property, financial risks, agriculture,
medical insurance, constructions etc.

Top 10 insurance companies - gross written premiums (EUR)

| Country Profile
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In the first semester, the insurance industry of the Republic
of Moldova had a positive evolution, showing slow matura-
tion trends, but also specific difficulties that still need to be
addressed (related to a strong orientation towards motor
insurance, small financial power, lack of information, and
the issue of uneducated population with regard to choos-
ing some types of insurance, etc.). We have to particularly
point out the market globalisation and internationalisation
trends as foreign capital groups enter the national market.
Their presence will bring forth, in the near future, more
competitiveness and market maturity, and will also con-
tribute to capital market and overall economy expansion.
According to forecasts, by the end of 2008, the gross writ-
ten premiums will rise by almost 30% compared to 2007.

Address: MD-2012, Republic of Moldova, Chisinau, V. Alexandri Street, 97
Tel: 279293 fax: 245567 e-mail: officec@moldcargo.md

www.moldcargo.md
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CEIOPS

Committee of European
Insurance and Occupational
Pensions Supervisors
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First fund merger on Romanian 2nd pillar:
BCR buys OMNIASIG

BCR Leasing (part of ERSTE Bank Group) has announced
the acquisition of OMNIASIG Pensions (part of VIENNA
Insurance Group), with the intention to merge the two
mandatory (2nd pillar) pension funds managed by BCR
and OMNIASIG. This would be the first fund merger on the
freshly launched private pensions market of ROMANIA. The
price paid is of about 13.2 EUR min., the seller said. The two
2nd pillar funds would thus form a 200,000 participants
fund (market share of 4.6%), ranked 7th among the remain-
ing 13 mandatory pension funds. Now, the fund managed
by BCR has 133,000 participants while OMNIASIG's fund has
66,000. By net assets managed, the new fund would have
a market share of 4.3%. The deal requires the approval of
CSSPP (Romania’s private pensions supervisory authority).

Fiscal incentives for voluntary pensions to
double in 2009

Fiscal incentives for voluntary pensions (3rd pillar) contri-
butions in Romania will be increased from 200 EUR to 400
EUR per year, for each employee and employer, starting 1st
of January 2009, Romania's Government has announced.
In other words, contributions to voluntary pension plans
will be tax free up to 400 EUR/year if an individual contrib-
utes by himself and up to 800 EUR/year if the employer also
contributes on behalf of the respective employee. Also, the
news is that contributions to voluntary pension plans will
be deductible from all taxes (16% flat tax and also social
contributions), compared to the current situation, when
contributions are only deductible from the flat 16% in-
come tax.

Mandatory pension brokers earned over
100 EUR min.

The mandatory pension brokers' total incomes during and
after the 4 month signup period (Sept. ‘07 — Jan. '08) of-
ficially exceeded 100 EUR min., sources from CSSPP told
www.privatepensions.ro. The mandatory pension brokers
mediated almost 1.3 million of the total 4 million partici-
pants that entered the mandatory pensions (2nd pillar)
system during the 4 month campaign.

Pension market regulator fines 22 pension
brokers

CSSPP,Romania's private pension regulator, announced the
biggest collective sanction in its history: 22 pension and in-
surance brokers were fined, 5 were warned in writing and
one was left without its license. The fines range from 3% to
5% of the broker's share capital, where 5% is the maximum
fine allowed by the law. Among the brokers that received
fines are top10 players on the Romanian market. There are
currently 62 pension brokers on the Romanian market, out
of which 16 are inactive (never had revenues).

Local pension funds outperformed mutual
funds

Private pension funds managed to outperform the majori-
ty of mutual funds in Romania, during the first four months
of operation (20th May - 31th August), a survey done exclu-
sively by www.privatepensions.ro shows. Half of the man-
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datory pensions funds (7 of 14) and 37% of the voluntary
pension funds (3 of 8) managed to return positive results
during those four months, ranging from +0.4% to +7%.
The lowest negative return by a pension fund was -5.9%. At
the same time, only 30% of the mutual funds on the local
market posted positive returns, those ranging from 0.2%
to 3.8%. Also, the mutual funds' negative returns during
those four months alone were of up to -30.9%.

Number of 2nd pillar empty accounts drops
below 15%

The number of accounts left empty (without any pension
contributions) in the Romanian mandatory private pen-
sions system (2nd pillar) dropped below 15% of the total
number of participants for the first time, exclusive analy-
sis by www.privatepensions.ro shows. The total number
of empty accounts is now below 619,000, that is 343,000
lower than at the start of collection in May 2008. In May,
the weight of empty (dead) accounts in the system was of
over 23%, and now it's only 14.3%. Thus, the collection de-
gree in the Romanian mandatory private pensions system
surpassed 85%.

Mandatory pension funds reduced exposure
on shares to 4.2%

Romania's 14 mandatory private pension funds (2nd pillar)
dramatically reduced their exposure on listed shares dur-
ing August, reaching only 4.2% invested on the stock mar-
kets, data provided by CSSPP exclusively for www.private-
pensions.ro shows. Thus, mandatory pension funds had
the following portfolio structure at the end of August: 60%
in government securities and municipal bonds (compared
to 58.9% at the end of July), 18.2% in bank deposits (22.4%
in July), 17.2% in corporate bonds (12.8% in July), 4.2% in
listed shares (5.7% in July) and 0.4% in mutual funds (0.3%
in July). This is the lowest exposure on shares since the
funds inception on 20th of May. At the end of August, the
14 mandatory pension funds managed net assets of 111.5
EUR min.

Voluntary pension funds, more and more

conservative also

Romania's voluntary private pension funds (3rd pillar) be-
came more and more prudent with their investments - in
August, stock market exposure dropped to a 6 month low,
t0 6.9% (as against 7.9% in July). Thus, the aggregate port-
folio of voluntary pension funds in Romania, at the end of
August, was the following: 70.8% in government securities
and municipal bonds (compared to 71.4% in July), 11.1%
in corporate bonds (6.5 % In July), 10.1% in bank deposits
(13.5% in July), 6.9% in shares (7.9% in July) and 1.1% in
mutual funds (0.7% in July). Romania's voluntary pension
funds managed assets of EUR 15 min. at the end of August,
with prospects to reach EUR 25 min. until the end of the
year.

Mihai BOBOCEA
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> A year after the start of the mandatory private pensions system (2nd pillar) and very close to the first official
announcement of the returns reached by voluntary pension funds (3rd pillar), the Romanian private pensions
market is still in the middle of a consolidation process. About required changes, perspectives, future plans, in an
interview with...

Mircea OANCEA

Chairman , CSSPP (The Private Pensions Supervisory Commission)

PRIMM: We celebrate one year since the launch of manda-
tory private pensions in Romania. What do you think of the
results so far?

Mircea OANCEA: | think that the real celebration will hap-
pen a year after the transfer of the first contributions, on 20
May 2008, because only then will we be able to say that the
mandatory private pensions market is actually working as
planned. Of course, the preparatory months of structuring
the market were a real challenge to all the entities involved.
| think we can state that, on the whole, it was a success.
We are quite satisfied with the collection figures, although
many accounts are still empty. Compared to our more pes-
simistic first expectations, we have around 3.7 million con-
tributors with money in their account, which is over 80% of
the people enrolled in mandatory pension funds. The start
is also promising in terms of the transferred contributions
volume, which has also topped early forecasts and at the
end of 2008 the contributions will probably hit more than
240 million euros.

The funds have started their fund-managing work, as nor-
mal, with a lot of caution, investing mainly in fixed-income
instruments, which are most recommended given the cur-
rent stock exchange volatility. Actually, we don’t expect
more sophisticated investment policies this year because
the assets haven't yet reached the critical volume needed
to diversify investments. Briefly, | think this is a moment of
balance and caution.

PRIMM: What could you say about the development of the
voluntary pensions market and what are your forecasts for
the near future?

M.O.: The 3rd pillar remains the basic component of the pri-
vate pensions system because it provides the perfect envi-
ronment for making major improvements. In our opinion,
the optional pension market development strategy should
include three main elements: deductibility, well-being,
knowledge. | am talking first of all about raising deductibil-

> QOur efforts go mainly to correct and improve the
legal framework allowing administrators to do
their business in a setting that favours investment
performance, without ignoring prudence criteria.

ity because we know from experience that, if properly ap-
plied, tax incentives are a real growth driver. In fact, the big
picture shows us very clearly that the average contribution
in Romania is not higher than the deductibility threshold
which proves that only a significant augmentation of tax
incentives could fuel a faster market growth. If there were
total deductibility (from both income tax and social taxes),
as it is currently contemplated, the employers could get
more motivated to use optional pensions as benefits for
their employees, which will make the voluntary pensions
market grow.

On the medium and long run, higher incomes, a higher lev-
el of information and more trust are the other ‘must-have’
elements for the strategy | was telling you about.

Asto perspectives, | stay rather optimistic, but only if deduct-
ibility is increased and especially if it is total. | also think that
the considerable efforts that pension administrators have
put in to inform big employers will bring positive effects
and in 2009 a higher number of big companies will include
voluntary private pension contributions in their budgets,
on behalf of their employees. Under these circumstances,
the number of voluntary pensions contributors might dou-
ble and it is not out of place to estimate 450,000 — 500,000
fund participants by the end of next year.

PRIMM: The “moment of truth” is getting closer as in
2009 the first official results regarding the returns of pen-
sion funds will be made public. In this respect, what could
you tell us about the main goals of the CSSPP for the next
period?

M.O.: We always keep that in mind. In the end, in order to
reach its goal, this market needs to be not only safe, but
also efficient and bring a fair return-on-investment to con-
tributors. For this reason, our efforts go mainly to correct
and improve the legal framework allowing administrators
to do their business in a setting that favours investment
performance, without ignoring prudence criteria.

First of all, we will amend some provisions of the net as-
set calculation rule, whose wording is not clear enough
and may lead to misinterpretation and wrongful evalua-
tion. At the same time, by amending this rule we will give
private pension funds more chances to start diversifying
their portfolio. Basically, it all comes down to including in
the list of financial instruments approved as investments
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... and

Crinu ANDANUT, PhD

Chairman , APAPR (the Romanian Association of Private Pension Funds)

PRIMM: We celebrate one year since the launch of manda-
tory private pensions in Romania. What do you think of the
results so far?

Crinu ANDANUT, PhD: To us, the operators, this year has
been the YEAR OF TRUTH as we got down to business and
we had to convince Romanians of the urgent need to chan-
ge their mentality, namely to make everyone responsible
for their own future, in line with the European culture of
personal attitude. On a more technical level, this year me-
ant a huge effort, where we had to provide the logistics and
distribution capacities for this new pension saving product
in a very short time of merely four months. In this respect,
the key to our success was organising skills and team work.
The competition on the market was tough. A competitive
market is not a graceful ballet stage. It all comes down to
competition between professionals that have targets, am-
bitions, business plans, but it is important that we managed
to communicate, maybe even better than the operators
from other markets, that we engaged in a professional di-
alogue, replacing conflicts with sharing views and ideas. In
general, even if not all actions were fair-play, few however
went beyond normal boundaries. Maybe this is also due to
the fact that the Romanian economy is maturing, European
realities got closer to us, and the Romanian “jungle” of en-
dless freedom has become more civilised. Moreover, | have
to particularly point out that the institution having regu-
lated and started the whole system, The Private Pension
System Supervisory Commission (CSSPP) took great acti-
ons and did an amazing job in this first stage.

Finally, as a funny comment, we are surprised to see a vari-
ation between the target figures announced at the begin-
ning of the race and the real results achieved by many of
the operators. It has been an extraordinary game, a game
of image most of all, a professional game. Some used fi-
gures to manipulate the market by announcing highly
ambitious plans, others were more reserved and stayed

> [ can honestly say that there
are no problems as to building
the pension system on very solid
ground.

between reasonable limits. | watched this show closely and
| think | knew what stand | had to take. Therefore, | can say
that ALLIANZ-TIRIAC achieved and even topped its initial
targets without letting the public down and confirming
once more the seriousness and balance that ALLIANZ is all
about. Of course, higher ambitions are on the map, too.

PRIMM: What could you say about the development of the
voluntary pension market and what are your forecasts for
the near future?

C.A., PhD: | think all channels overreacted with their fore-
casts. | even asked myself often on what grounds they were
made. Romania is “a country lacking statistics’, so, even in
the case of mandatory pensions, the total size of the tar-
geted market was a “mystery” before the end of the cam-
paign. Only now can we see how much of this market is real
and how much of it exists only on paper. Real figures were
used less than “image-gaining” figures and, consequently,
the entire forecasting trend was exaggerated. This goes for
optional pensions as well and that is why the people are
under the impression that Pillar 3 didn’t bring in the expec-
ted results over this period.

In my opinion, we should be more cautious with forecas-
ting and intervene by means of market-stimulating techni-
cal measures: deductibility, transfer adjustment, and other
measures supporting the market and that are already being
considered by the private pensions authority. | think that
the pension market will grow slowly. | am repeating what
I've always been saying: 2008 is not the year of pensions
because mentalities don’t change that fast in the Romanian
economy. A lot of hard work is needed in terms of educati-
on, some issues need to be discussed and re-discussed to
exhaustion before the economy and its players can really
see private pensions as a useful tool. Individuals still show
a very strong consumer tendency and no saving culture at
all, plus people’s incomes are not high enough yet.

As a conclusion, this market will develop only with a lot
patience and hard work. It is enough to have a look at the
life insurance market showing clearly that, after ten years
of running, Romania is still one of the most under-insured
countries.

PRIMM: The “moment of truth” is getting closer as in 2009
the first official results regarding the returns of pension
funds will be published. In this respect, what could you tell
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for private pension funds other instruments than those
currently explicitly stipulated in the law: synthetic instru-
ments, mortgage bonds, risk capital funds, etc. We can't
rule out such instruments even if some of them are consid-
ered “delicate” because at some point their use could bring
substantial revenues to pension funds. It is just a matter of
time, related to the maturing process of the Romanian fi-
nancial market and probably to overcoming this financial
crisis, before they will be available or will become appeal-

> We don’t expect more sophisticated investment

policies this year because the assets
haven't yet reached the critical volume
needed to diversify investments.

ing again to investors, and we have to get ready for it. We
have to assess their risk potential and decide the weight
they could be given in the overall portfolio.

For 2009, the Commission has other ambitious plans too,
such as trying to promote a bill that will bring new cor-
rections and amendments to both fundamental laws gov-
erning private pensions and that will introduce a series of
modern concepts, like liberalisation of the private funds
market. The bill is currently being drafted, but the most
significant amendments have already taken shape. First of
all, the introduction of a multi-fund system giving pension
companies the possibility (on the 2nd pillar) or setting the
obligation (on the 3rd pillar) to manage at least two, three
pension funds respectively, with different investment risk
profile, so that contributors can change their options over
the contribution paying period according to their risk appe-
tite and the contribution period they have left to go. At the
same time, for the pension companies whose funds reach a
return-on-investment below the market average, we will set
the obligation to cover the deficit from their own resources.
The approved average return will be worked out on classes
of investment risk. Finally, we plan to relax or even remove
(for the 3rd pillar) the quantitative thresholds in asset class-
es set for investments made by pension funds.

> With full, higher value deductibility, it
is not out of place to estimate 450,000
- 500,000 voluntary pension funds
participants by the end of 2009.

We are also working on a bill on the Guarantee Fund, the
last missing piece in the set of guarantees targeting system
safety. This will play a major role during the payout phase
and it will be directly linked to the liabilities taken by the
payout funds. Let’s not forget that pension sizing will be
mainly based on lifespan forecasts, which could become
inaccurate at some point. In such a case, deficits or liquid
assets shortages might come up which will be most prob-
ably covered by a short-term loan from the guarantee fund.
We think that this is the role that the Guarantee Fund will
play. But, for now, the fund needs to become functional
and accrue money so that it can play this role when the
payout phase begins, in probably 15 years or so.

We are also planning to continue lobbying for tax de-
ductibility augmentation for voluntary pensions, but also
for speeding up the increase of contributions transferred
to mandatory pension funds. The development of the
Commission as an institution and staff upgrading are also
on our list of priorities.

PRIMM: What do you think about the relationship with the
market players so far? Could the restructuring of APAPR
(Romania’s Pension Funds’ Association) contribute to a
better dialogue between CSSPP and the pension fund man-
agement companies?

M.O.: The Association set up a number of committees on
specific fields that meet up with the Commission experts to
discuss technical matters. At management level, we meet
monthly to talk about current business and to share opin-
ions. | think we can call it a normal relationship of coopera-
tion between two partners that may have different stands,
but they share a major goal in the end: to build up a sound
private pensions market.
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us about the main goals of private pension administrators
for the next period?

C.A., PhD: Many things still need to be done. We need to fi-
nish up a system that was launched “at full speed” and that
still contains many things that need changing, adjusting
to reality, regulating. In this area, any decision you make
today will have irreversible effects in tens of years and that
is why a lot of carefulness is required. For example, the ave-
rage contributions could be improved on both pillars. It is
obvious that we have the smallest contributions to manda-
tory pension schemes of all Central and Eastern European
countries. This means troubles for future retirees who will
have a smaller accrual of retirement benefits than those
from other countries. In 15 — 20 years, new comparisons
will be made that will not be in favour of Romania.

In addition, it is a well-proven fact that deductibility provi-
ded for the optional pension system is the decisive factor
as to the size of contributions. With an average contributi-
on of 200 euros/year, we can't expect great yields leading
to a decent pension and | am afraid that overrated expec-
tations are being generated about the optional pension
system yields. Fortunately, there is some hope that things
will change for the better.

As far as the returns are concerned, of course we could work
them out, but it would be unpractical and it wouldn'’t give
us a taste of the pension system. Only in about five years,
will we see significant results. Unfortunately, the market tur-
ns us into opportunists and makes us run away from long-
term investment. On the other hand, given the current cir-
cumstances, where the equity market has taken a downfall,
we should be more flexible in dealing out different types of
financial instruments, even if our prospects set some limits
regarding the make-up of the investment portfolio. The in-
vestment make-up was thought for the long run and in such
a time, like the current crisis, we need to be very careful or
otherwise we could end up consciously losing money.

> Unless we manage to raise the
contribution value, | am afraid that
overrated expectations are being
generated about the optional pension
system yields.

PRIMM: What do you think about the relationship with the
supervisory authority so far? Could the restructuring of
pension companies’ association contribute to a better dia-
logue between the market authority and operators?

C.A., PhD: The Association is increasingly more active and
present on the pension market. | was appointed Chairman
at the end of Bram BOON's term and | am happy to get all
this trust from my colleagues. It is a difficult task at hand
because |, as an operator, need to represent the interests of
all operators, big or small. It is a matter of principle.

Our goal is to build up our image and become a real dialo-
gue partner on the market. To this purpose, we have taken
big steps forward in our relationship with the Commission.
The market authority consults us about every legal and
regulation matter. This is great because both, we and the
Commission, are rookies as no one can say that Romania
has a history in this field, and the experience of our parent
companies can be very important and useful.

Our association plans a different approach to the dialogue
between market players. We have to represent the interests

of all and that is why the Association is the perfect envi-
ronment for sharing ideas as well as arguments so that this
market can grow fast, give future a chance, and prevent
through dialogue any problems that might arise and could
affect the interests of pension scheme contributors.

| am glad to say that our dialogue with the Commission has
hugely improved. Both | and my colleagues are very plea-
sed. Of course, we can't talk about a “friendship” or a ge-
neral consensus, because, in the end, we take completely
different stands, but it is important that we communicate
well. The Commission needs to strengthen law application,
and we, the operators, are here to win the clients’ trust... in
other words, in the end, our interests come together to the
benefit of market growth and stability. Consequently, | can
honestly say that there are no problems as to building the
pension system on very solid ground.

Daniela GHETU

Interview
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Pensions

> One year ago, the mandatory private pensions market (2nd pillar) did not exist. The pension companies had
just started the chase for customers and the results at the end of the four months of initial signup campaign
exceeded all expectations: over 4 million participants got into the system. Ever since, the mandatory pensions
market developed quickly: it collected and started to invest the participants’ money and, more recently, wit-
nessed the first transaction between two pension companies. The first merger of funds is next, and the following
year could bring a major reform of the system, defined by two terms: liberalization and modernization.

Pillar I

The consolidation race

So far, the mandatory private pensions market has experi-
enced spectacular trends. After the initial signup campaign,
when the participation rate exceeded even the most opti-
mistic forecasts, on came the first collection of contribu-
tions, with almost one million empty accounts — situation
that improved constantly over the past several months. If
this May only 3,195,000 out of the 4,156,000 participants
l ‘ received contributions, namely 961,000 were left with their
Mihai BOBOCEA accounts empty, by September the total number of partici-
o pants reached 4,363,000, and the number of those with at
Senior Editor least one transferred contribution went up to 3,779,000 -
that is only 584,000 empty accounts.
The amounts managed by the 14 funds that stayed on the
market (with 18 starting off, of which four withdrew right
before the first collection of contributions) increased as
well, in line with expectations: at the end of September,
the net assets managed by the mandatory private pension
system exceeded 136 EUR million, with a potential to reach
210 million euros or even more by the end of 2008. Thus,
the 2nd pillar market started on the right foot and has re-
cently witnessed the first announcement about a transac-

Romania’s mandatory private pensions market (2nd pillar) at the end of
September ‘08

Mandatory Net assets Market Total no. of Market Market share
pension fund (EURm.) share participants share differences
1 ING 53.4 39.1% 1,448,090 33.2% 5.9%
2 ALLIANZ-TIRIAC 31.8 23.3% 1,115,512 25.6% -2.3%
3 GENERALI 10.8 7.9% 410,861 9.4% -1.5%
4 NG 9.9 7.2% 273,484 6.3% 0.9%
5 AVIVA 9.1 6.7% 321,075 7.4% -0.7%
6 INTERAMERICAN 6.6 4.8% 277,395 6.4% -1.5%
7 BR 43 3.1% 135,628 3.1% 0.0%
8 BT AEGON 38 2.8% 137,284 3.1% -0.4%
9 BRD 35 2.6% 104,072 2.4% 0.2%
10  OMNIASIG 1.6 1.2% 66,733 1.5% -0.4%
11 BANCPOST 0.8 0.6% 24,765 0.6% 0.0%
12 01P 0.6 0.4% 21,496 0.5% -0.1%
13 PRIMAPENSIE 0.4 0.3% 18,585 0.4% -0.2%
14 KD 0.2 0.1% 7,898 0.2% 0.0%
TOTAL MARKET 136.8 100% 4,362,878 100%

Source: www.privatepensions.ro

tion between two pension companies: BCR Group (part
of ERSTE Group) announced the acquisition of OMNIASIG
Pensions, for an estimated amount of 13.2 million euros,
with the merger of the two funds (managed by BCR and
OMNIASIG) planned to take place thereafter.

Shifting from quantity to quality

The initial campaign was described by the magic word
“quantity” - as the funds struggled to get as many custom-
ers as possible — but the market’s image became clearer af-
ter the first collection round and allowed for the first assess-
ments of the “quality” of portfolios built up by the funds. In
the “quantity” chapter, the mere observation of the enroll-
ing campaign and the ranking of the funds according to the
number of participants they attracted is enough to provide
an overview of the market. The big winners in the race for
customers were ING, ALLIANZ-TIRIAC and GENERALI, whose
funds were the only ones to meet the ambitious targets set
one year ago. AVIVA, INTERAMERICAN and AIG, ranking 4th
through 6th, also yielded good results in their battle for par-
ticipants, thus securing comfortable positions.

But what types of customers were attracted by each fund?
Who are the best paid customers and what funds reached
them? Various qualitative assessments of the mandatory
pension funds’ portfolios managed to give the following
answers: ING, AIG, BCR and BRD are the funds that attract-
ed “the most valuable customers” — with high income, for
whom they collect higher contributions, therefore bring-
ing higher revenues to the pension companies.

The conclusion is that the leaders on the Romanian life in-
surance market (ING and AIG rank first and second on the
life insurance market) and from the banking environment
(BCR and BRD are the largest banks in the local system, ac-
cording to their assets) attracted the “top customers” - with
already massive portfolios containing customers much
better paid than the national average, whom they easily
persuaded to signup for the funds they manage.

Besides this explanation regarding the business model,
other factors can also explain the differences in the quality
of portfolios belonging to the mandatory private pension
funds. The battle for Bucharest (Romania’s capital city), for
instance: the four funds listed above are exactly the ones
that sold much better in the Capital than throughout the
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country, which translates into higher market shares in
Bucharest than in the rest of the territory. And, since the
average salary in Bucharest is 40% higher than the national
average (according to the National Institute of Statistics),
the geographic distribution of the customers secured
these four funds a better portfolio.

The breakdown per gender and age groups of the attract-
ed customers is also relevant for the portfolios’ quality. The
statistical assessment based on these two criteria indicated
that ING and AIG are the funds with the highest share of
women, above the market average - a paradox, given that
the national average of salaries of men is about 10% higher
than of women. As for the age criterion, the assessment
of the portfolios revealed that the funds with the highest
age average are again the four ones: ING, AlG, BCR and BRD
- customers with an average age of 40 (Romania’s baby
boomers, born in 1968) were the key-element for a better
quality of the portfolios belonging to the pension funds, as
they are closer to the peak of their career, therefore receive
a better pay.

First collection, then investment

Launched in the maelstrom of the international financial
crisis, the mandatory private pension funds had no option
but to make very prudent investments, so as to preserve
the value of the collected contributions by placing their
assets in fixed-income instruments and avoiding plunging
stock exchanges. Funds relied mostly on state securities
and bank deposits, with traded corporate bonds ranking
third in their preferences.

By the end of August, listed shares and mutual funds repre-
sented less than 5% of the total investments in the manda-
tory pension funds. In just four months, their share halved,
as stock and mutual funds represented 10% of the funds’
investments in May. In other words, a very conservative
strategy that, to a certain extent, provided shelter for the
pension funds against the unfavorable conditions in the
capital market.

However, on the medium and long term, shares bought
at low prices shall now prove to be profitable business for
the funds, according to the pension companies. Unlike
the pension funds from the region, that sustained major
losses due to the international financial crunch, the pen-
sion funds from Romania can speculate the bearish market
context, especially since they don't stand to lose anything,
as their accumulated assets are low and currently invested
in minimum risk instruments.

Preparations for a new reform

The first year of mandatory pensions has barely ended and
the supervisory authority already announced several pro-
posals prepared for a substantial reform of the system, in
view of its modernization and liberalization. Firstly, two laws
(on the Guarantee Fund and on the private pensions’ pay-
out phase) shall supplement the core legislative framework
of the 2nd pillar. Both of them are expected to reach the
Parliament’s desks in the first half of 2009.

But until then, CSSPP (the Private Pensions Supervisory
Commission) is working on a norm on investments for the
mandatory private pension funds that should bring togeth-
er all provisions on assets investment and give the start for
investment liberalization, allowing the funds to also invest
in other financial instruments, not just in the traditional
ones. The list of the newly accepted instruments includes
risk capital funds, real estate assets or mortgage bonds.
2009 might also bring a law to relax the maximum accepted
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quantitative limits for investments on various asset classes.
For 2009, CSSPP announced that it also plans to promote a
law on introducing the multi-fund system (lifecycle funds),
whereby each pension company shall manage not one, but
two or three mandatory pension funds, with different risk
profiles, tailored for the participants’ different age groups.
Slovakia adopted this multi-fund solution from the very be-
ginning, while Hungary and Bulgaria area getting ready to
adopt this reform next year. The multi-fund solution is in-
tended to streamline the funds’ investment performances
and better match them with the participants’ expectations,
age and risk appetite.

Pensions

The initial signup
campaign is considered
a success, the number
of participants

that joined the

system beating all
expectations.

At the end of 2008,
net assets managed by
Romania’s mandatory
pensions funds are
expected to reach 210-
240 EUR million.

Launched in the
maelstrom of the
international financial
crisis, the mandatory
private pension funds
had no option but to
make very prudent
investments.
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Pensions

> Romania’s voluntary private pensions market (3rd pillar) has not matched expectations so far, despite the op-
timistic estimates at its start in June 2007. Until one month ago, only 121,000 participants started to save in the
optional private pension system, and the accumulated assets barely exceeded 15 million Euros. For comparison,
the estimates made when the market was launched indicated 250,000 participants and assets worth 30-40 mil-
lion Euros for the end of 2007, but these forecasts seem remote so far, even for the end of 2008. But there is still
room for hope on the market: the fiscal incentives for contributions in the voluntary pensions system could be
increased from January 1st, and the voluntary pension plans could thus become more attractive.

Pillar 1l

Thinking of fiscal incentives

The number of customers and the amounts accumulated
in the voluntary pension system did not match expecta-
tions, which surely stand for the empty part of the bot-
tle. On the fiscal incentives side, the Government finally
decided to increase the tax deductibility for contribution
in the 3rd pillar from EUR 200 per year (both for the em-
ployee and for the employer) to EUR 400 per year, namely
from a total of EUR 400 (in the case of mixed contribu-
tions) to a total of EUR 800. Also, contributions to volun-
tary pension funds will be fully deductible (they will not
be taxed with social contributions nor income tax - 16%),
in comparison with the current situation, when contribu-
tions are only exempt from the income tax, but are still
due for social taxes.

The full half of the bottle...

In other words, full deductibility compared to partial (cur-
rent) deductibility for 3rd pillar contributions means ex-
penses about 30% lower for those who choose this savings

Romania’s voluntary private pensions market at the end of August 2008

Rank Voluntary Net assets Market Total no. of Market Market share
pension fund (EURm.) share participants share differences

1 BCR Prudent 45 30.0% 28,215 23.2% 6.8%

2 ING Optim 2.7 18.1% 29,997 24.7% -6.6%

3 ING Clasic 26 17.1% 18,379 15.1% 2.0%

4 AZT Moderato 2.6 17.1% 20,605 17.0% 0.1%

5 AZT Vivace 1.6 10.3% 15,871 13.1% -2.8%

6 AVIVA Pensia mea 1.1 1.2% 7,928 6.5% 0.6%

7 QTP Strateg 0.0 0.2% 308 0.3% -0.1%

8 RAIFFEISEN Acumulare 0.0 0.0% 106 0.1% 0.0%

9 CONCORDIA Moderat 0.0 0.0% 0 0.0% 0.0%
TOTAL MARKET 15.1 100% 121,409 100%

Sursa: www.privatepensions.ro

option, either individual participants or employers offering
voluntary pensions as part of the benefits package, states
lon GIURESCU, Vice-president of CSSPP, Romania’s private
pensions supervisory authority. Together with the dou-
bling of the deductibility, the tax incentive becomes even
more obvious. The deductibility increase might lead to
higher contributions transferred in the system, as current
analysis show that the average contribution to voluntary
pension funds was about EUR 195 per year so far, namely
slowed down by the deductibility limit.

Other good news are that, despite the slow start and the
still low fiscal deductibility, the voluntary private pensions
companies still show a growing interest for this market.
The first four optional pension funds emerged on the mar-
ket in June 2007, managed by four pension companies,
and now the number of operational funds reached 9, with
7 managing companies. In addition, another three funds
were pending authorization at the end of September, and
CSSPP is expecting at least two-three other funds to re-
quest licensing in the following months.

The market has strong potential: approximately 5 million
participants could save through such voluntary pension
schemes within the next 10 years, thinks Mihai SEITAN,
former president of the National House for Pensions and
Other Social Security Rights (CNPAS) and the main design-
er of the Romanian private pension system (both voluntary
and mandatory). And the pension companies that already
entered last year on the mandatory funds market (2nd pil-
lar) know this and, if they don't have voluntary pensions
already in their offer, they prepare plans to enter on this
savings segment as well.

The market estimates for the end of the year are not spec-
tacular - 200,000 participants at the most, and net assets
up to 25 million Euros - but they indicate a constant and
sustained growth of this saving alternative. At the mo-
ment, employers contribute for approximately two thirds
third of the 121,000 participants — a sign that companies
get more and more interested in using voluntary pensions
as an instrument to motivate and retain their staff.
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Whois in the lead

ING Life Insurance, BCR Life Insurance and ALLIANZ-TIRIAC
Private Pensions are the three leaders on the voluntary pri-
vate pensions market, leading the “hostilities” at different
moments in the past one year and a half. Even today, the
differences are quite small, as the market is still shaping
up, undergoing a slow evolution, and just a few significant
corporate contracts (whereby companies contribute to the
optional pension for the benefit of their own employees)
can change the hierarchies of the funds and managing
companies at any moment.

At this time, ING leads with its two funds in terms of
number of participants, as well as net assets, while BCR
has the largest voluntary pension fund from the assets
perspective and ALLIANZ-TIRIAC (managing two funds
as well) is close in both areas — participants and assets —,
after leading the market race most of last year. In terms
of number of participants, ING now has a 40% market
share, ALLIANZ-TIRIAC has 30% and BCR has 23%. In terms
of assets, ING has a market share of 35%, BCR 30% and
ALLIANZ-TIRIAC 27%.

So far, the little money from the voluntary pensions system
was invested more and more prudently, as the funds relied
on state securities, bank deposits and corporate bonds,
constantly lowering their exposure on shares to protect
themselves from stock exchange fall downs caused by the
global financial crunch.

Two voluntary pension funds are now preparing to launch
under the administration of INTERAMERICAN Pensions
(EUREKO Activ and EUREKO Confort), as well as the sec-
ond fund of AVIVA (Pension Max). The three funds are now
going through the licensing process, but other players
from the market also prepare their “weapons”: GENERALI
Pensions, BRD Pensions and AlG Pensions — three Top 10
players on the mandatory pensions market.

What does the future look like?

Besides the project for increasing tax incentives, the volun-
tary private pensions system shall be supplemented and
changed in the near future by certain fundamental norma-
tive acts. Firstly, we are talking about the Guarantee Fund
and the law on the payout phase, two laws that will include
provisions applicable both to optional and mandatory pri-
vate pensions systems. In addition, 2009 might bring a sub-
stantial liberalization of the legislative framework for the
voluntary pension funds, mainly in the investment area.

CSSPP plans to enhance the attractiveness of the 3rd pil-
lar through a higher investment tolerance than for the
mandatory private pensions (2nd pillar), which will bring
more attractive returns for the voluntary system in the
long run, for participants willing to undertake a higher
investment risk.

If the CSSPP plans become a reality next year, the per-
centage limits imposed to investments on various asset
classes shall be relaxed or even eliminated, the funds will
get green light to invest in much more numerous financial
instruments - from private equity funds to synthetic instru-
ments, real estate assets and mortgage bonds —, and CSSPP
might even start the necessary legislative actions to allow
the funds to outsource their asset management activity, a
relatively common practice on the 3rd pillar in the coun-
tries in the Central and Eastern Europe region.

It remains to be seen to what extent these targets will

become a reality and how will they boost the increase of
savings on the voluntary pensions segment. For now, the

Pensions
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funds’ offering diversifies, and the battle for customers that
involves more and more pension companies is an addition-
al argument to speed up the market.

Mihai BOBOCEA
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Interview

> The International Federation of Pension Funds Administrators (FIAP) brings together most associations of pen-
sion funds from the states with a multi-pillar pension system, providing global representation of their interests,
as well as experience sharing, for the benefit of all its members. Present in Romania in order to invite APAPR,
the Romanian Association of the Private Pensions Industry, to accede to FIAP, the President of the Federation,
Guillermo Arthur ERRAZURIZ, gave PRIMM Insurance&Pensions magazine an exclusive interview.

Interview with

Guillermo Arthur ERRAZURIZ

President of FIAP

PRIMM: The International Federation of Pension Funds
Administrators (FIAP) is a strong organization, represent-
ing globally the private pension systems created according
to the World Bank’s model. What is the organization’s main
current purpose?

Guillermo Arthur ERRAZURIZ: FIAP brings together the
associations of the pension administrators from the mul-
ti-pillar systems, with a mandatory component (Pillar 1),
fully-funded (financed through contributions) and based
on personal saving accounts. Our purpose is to share the
experience of all these states that applied such reforms af-
ter the model launched in Chile in 1979 and to promote the
need to reform the “pay-as-you-go” public pension system
worldwide. We plan to turn the experience gained so far by
these states into an example and help improve and stream-
line the multi-pillar private pension systems throughout
the world.

Also, our main objective is to foster the liberalization of leg-
islation on investments of the private pension funds from
these systems in order to allow more diverse investments,
both in terms of financial instruments and in terms of cross-
border investments.

PRIMM:FIAP currently has 21 members, each one from a dif-
ferent country. Most if them are Latin-American states, al-
though pension funds associations from Poland, Bulgaria,
Russia and Ukraine have recently joined the Federation.
What role does Central and Eastern Europe play in FIAP?

G.A.E.: We are highly interested in strengthening our re-
lations and representation in the Central and Eastern

> Once these systems are launched, the investments
component of the pension funds becomes the most
important one. And the only targets to consider in
the investment strategy are two: profitability and
investment safety.

European states. Actually, the pension systems from here
and the ones from Latin America are mainly based on the
same philosophy. Poland, Bulgaria, Russia and Ukraine are
only the first states from this region that joined our or-
ganization, but we are interested to see other countries
from here become FIAP member, such as Romania, the
Czech Republic and others. In fact, this is why | am here, in
Romania - this is my first visit here.

PRIMM: Tell us more about the potential affiliation of the
Romanian private pension industry to FIAP. What could be
the effects of such affiliation?

G.A.E.: Actually, | met with Crinu ANDANUT, President of
APAPR (the Association for Privately Administered Pensions
from Romania) and with Bram BOON, former president of
this institution. They seemed to be highly interested in the
affiliation of the Romanian private pension market to our
organization, which would bring the advantage of sharing
our common experiences, as well as global representa-
tion, together with the other member states, for the local
private pension industry. We launched the invitation for
APAPR to become a FIAP member, an invitation which is
actually open to all similar associations from the states in
this region that have such pension systems. As we all have
private pension systems that are more or less similar, it is
obviously useful to learn from each other, and for countries
like Romania it proves to be useful to look at the experi-
ence of other markets that already went through various
maturing stages.

PRIMM: How would you describe the relation between FIAP
and various regulatory and supervisory bodies in the pri-
vate pension field worldwide?

G.A.E.: The private pension systems we applied are strictly
regulated, and our activities depend largely on the regula-
tory and supervisory bodies. We have the best possible rela-
tion with these bodies, whose representatives we invite to
all our meetings and conferences to present the industry’s
point of view and find solutions to emerging problems.
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PRIMM: What are the guidelines of the multi-pillar private
pension systems, both in Latin America and in Central and
Eastern Europe? What are the objectives they need to fol-
low, first and foremost?

G.A.E.: Once these systems are launched, the investments
component of the pension funds becomes the most im-
portant one. And the only targets to consider in the invest-
ment strategy are two: profitability and investment safety.
This is what an efficient private pension system is all about:
profitability and safety. The legislation for these systems
must be tailored in line with these goals and must be as
flexible and liberal as possible, allowing for investments in
as many financial instruments as possible, to capitalize on
the opportunities, as well as freedom of investing on mar-
kets other than the domestic market, thus providing geo-
graphical diversification of the investment risk.

For instance, a legislation that clearly restricts investments
in shares makes the respective private pension system non-
profitable. Meanwhile, a legislation banning cross-border
investments limits the system’s safety by not allowing risk
diversification. Concentrating the investments of the pen-
sion funds on a single financial market, namely the domes-
tic one, is never a wise decision.

Another issue concerns the investments in state securities...
The investments in state securities are not the most effi-
cient tools and do not provide the system with the neces-
sary profitability. The legislation must encourage efficient
investments, in shares and similar instruments, with strong
growth potential on the long term.

PRIMM: What other solutions are there to help streamline
the private pension systems and increase their profitability,
for the benefit of the participants?

G.A.E.: The multi-fund strategy is a very good solution, for
instance. More and more states allow a pension company
to manage more that one fund, even two or three or more
pension funds, with different investment strategies and risk
profiles, to cater to more needs of the different participants
to the system, according to their age, risk appetite and suit-
ability. It makes sense that young people subscribing today
to such mandatory private pension funds are able to ben-
efit from larger investments in shares made by the funds
- even more as it is practically proven that investments in
the capital market yield the highest return on long term. At
the opposite end, we have the participants to these funds
who are maybe closer to their retirement age and want to
preserve the value of the savings they already made - we
must be able to offer them funds with higher investments
in fixed-income financial instruments.

In Chile, for instance, each pension company offers five
such funds, their investments going from 100% in fixed-
income instruments to the other extreme - investments
made entirely in shares. Multi-funds are thus better adjust-
ed to the needs of the participants to the private pension
funds.

PRIMM: Are the current levels of contributions to the Pillar
Il mandatory pension systems sufficient? Romania starts
from a contribution of only 2% of the participant’s gross
income, to reach 6% in 2016.

G.A.E.: Considering all the demographics involved, but es-
pecially the increase in life expectancy, the contributions
should be higher than current levels. Even 6% is quite low...
we estimate that a minimum contribution to the manda-
tory system should be around 10%, to which we must add
the savings in a voluntary third pillar fund, for a higher in-

Interview

> The investments in state securities are not the
most efficient tools and do not provide the system
with the necessary profitability. The legislation

must encourage efficient investments, in shares and
similar instruments, with strong growth potential on

the long term.

come replacement rate during the active period. The prob-
lem with Pillar Il of voluntary private pensions is the same
everywhere: the saving incentives in these pension plans
are always of fiscal nature, and they particularly benefit
participants with high to very high income. But the chal-
lenge consists of identifying the solutions that encourage
those with medium to low income to save in this system.

PRIMM: The guarantees of the private pension systems
are a highly debated topic in the region, but especially in
Romania - whether we talk about matching fund returns
with the inflation rate or about other types of guarantees.
How would you describe FIAP’s vision in this area?

G.A.E.: Guaranteeing returns above the inflation rate for
the pension funds sounds like a very good idea, in theo-
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Interview

> Guaranteeing returns above the inflation rate

for the pension funds sounds like a very good idea,

in theory, but it is very dangerous when put into
practice. Such a provision would make pension funds
adopt too prudent investment strategies, which
would go against the system’s need for profitability.

All about ROMANIA's private pensions
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ry, but it is very dangerous when put into practice. Such
a provision would make pension funds adopt too prudent
investment strategies, which would go against the sys-
tem’s need for profitability that we mentioned previously.
The widely spread practice in the multi-pillar system is the
minimum guaranteed return, namely the market relative
guarantee - just like in Chile, in Poland and in Romania. It’s
true, this provision clearly leads to a similarity of the private
pensions’ portfolios — a consequence that | honestly cannot
say if it's good or bad. In the market relative guarantee sys-
tem it is very important that the margin compared to the
benchmark is as flexible as possible in order to allow diver-
sification of the funds’ investing strategies and not hinder
competition between funds.

PRIMM: Another topic for debate, highly relevant on the
Romanian market, concerns the outsourcing of the invest-
ments by the pension funds. What is the common practice
in multi-pillar systems: should or should not pension funds
be allowed to outsource the investment of their assets?

G.A.E.: In most states, the investment decision belongs to
the pension company. But when that pension company is
part of a large international financial group, it is normal to
allow certain ways of know-how transfer and consulting in-
tended to capitalize on the group’s investment experience,
for the benefit of the participants to the fund. However, the
responsibility for the investment results must always stay
with the pension company.

PRIMM: We are all familiar with the experience of Chile,
which introduced the multi-pillar private pension system
for the first time in the world. However, the Chilean model
has recently suffered several image problems, caused by
certain studies claiming that the Chilean state must now
pay the pensions for many participants to the multi-pillar
system, and stating that the private system was inefficient.
What is your reply to these arguments?

G. A. E.: Given that Chile was the first state to apply this
reform, many enemies of the multi-pillar system thought

of attacking the very Chilean example and destroy the sys-
tem’s credibility. As a result, the Government established
a commission to look into the system’s current status, and
the main conclusions of the research were twofold: 1) the
fact that the system pays, to those who contributed for a
long time and constantly, pensions that are close to the
average salary they had, and 2) the fact that the pension
funds and the accumulation of assets in the funds helped
foster economic growth and the country’s financial mar-
kets. The funds got so big, with assets of more than 120
billion USD today, namely an amount almost similar to the
GDP of Chile, that they can finance infrastructure activities
and even the construction of dwellings, through invest-
ments they make in mortgage bonds.

The Chilean system of mandatory pensions started mak-
ing its first payments approximately ten years ago - what
we call the entry into the payout phase. At the moment,
the system has four million active and constant contribu-
tors, as well as seven million “affiliates’, namely participants
who only paid some contributions, because of various rea-
sons. Indeed, the state must compensate up to a certain
level the pensions for many of these affiliates and for the
people with low income, but this is not due to any flaws
or to the inefficiency of the multi-pillar private system, but
to the low volume of contributions of many participants to
the system.

PRIMM: Since you mentioned the payout phase, how is this
regulated in Chile?

G.A.E.: The participants to the pension funds have a wide
variety of possible solutions, from a simple lump sum, to
complex combinations of lump and life annuities that can
meet both the need to have available, at some point, a sub-
stantial amount, and the need to have a constant income
throughout one’s lifetime.

PRIMM: What message did you give the current and former
president of APAPR when you invited them to join FIAP?

G.A.E.: | told them not to worry if the current legislation on
the private pension market in Romania seems too restric-
tive now, this is a normal stage occurring after the launch
of the system. The experience of similar systems indicates
that all of them started off with a restrictive legislation that
became more flexible and liberal afterwards, allowing the
market to become more efficient.

Mihai BOBOCEA
Daniela GHETU
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Pensions

> The first signs of the current financial crunch emerged in July 2007 on the subprime mortgage loans market
in the United States of America. Meanwhile, the effects of the crisis became visible overseas as well and started
to affect all financial markets, bringing the collapse of stock exchanges and causing losses of hundreds of billion
Euros for large and small investors alike. As usual in times of crisis, risk appetite plunged, further worsening the
precarious state of the world’s stock exchanges. The private pension funds were not spared by the effects either:
during the first year alone, the financial crunch caused losses in excess of 9 billion Euros for the private pension
funds across Central and Eastern Europe (CEE).

The crisis melted 9 billion Euros
from the CEE pension funds

Mihai BOBOCEA
Senior Editor

The private pension funds across Central and Easter Europe
(CEE) sustained losses of 9 billion Euros between July 2007
and July 2008, due to the global financial crunch, accord-
ing to an assessment conducted exclusively by PRIMM
Insurance&Pensions Magazine. The losses translated into
a decrease and depreciation of net assets under manage-
ment and were mainly caused by the collapse of the stock
exchanges where the respective funds placed their invest-
ments. The 9 billion Euros represent almost 13% of the total
assets managed by the private pension funds in the CEE
region.

The assessment included all ten Central and Eastern
European states that applied multi-pillar private pension
systems (the World Bank’s model, implemented in Romania
aswell, as of last year): Poland, Hungary, the Czech Republic,
Bulgaria, Croatia, Slovakia, Slovenia and the three Baltic
States: Estonia, Lithuania and Latvia. Together, the private
pension funds (both mandatory - 2nd pillar and voluntary
- 3rd pillar) from these countries currently manage ap-
proximately 70 billion Euros worth of assets. The assessed
period included the 12 months between July 2007 and July
2008 (Q3, Q4 2007 and Q1, Q2 2008).

Out of the total losses of 9 billion Euros, Poland, the largest
among the private pension market in this region, accounts
for the most significant part: 6 billion Euros. Ranking sec-
ond we have the private pension funds from Hungary (the
region’s second largest market), which sustained losses in
excess of 2.2 billion Euros; and ranking third we have the
pension funds from the Czech Republic (the region’s larg-
est voluntary pension market), with losses of 210 million
Euros. Thus, the region’s three largest private pension mar-
kets concentrated 93% of the losses sustained by the re-
gion’s private pension funds.

Poland: size does matter

Poland’s mandatory private pension market is the largest
in this region, with almost 14 million participants and net
assets under management in excess of 40 billion Euros.
But Poland paid a price in exchange for its large size, with
matching losses caused by the global financial crunch: 5.98
billion Euros is that price, of which 5.95 billion Euros in the
mandatory private pension funds (2nd pillar) and 30 mil-
lion Euros in the voluntary pension funds (3rd pillar).

By mid 2007, the Polish mandatory funds managed net as-
sets of 138.3 billion zloty (42 billion Euros). By mid this year,
the assets dropped to 136.4 billion zloty (41.8 billion Euros),
although the funds were fueled with contributions in the
meanwhile, contributions that amounted to a total value of
18.9 billion zloty (5.75 billion Euros). Therefore, the total loss
sustained by the mandatory private pension funds reached
5.95 billion euros, namely in excess of 14% of the current as-
set value. In other words, the stock exchange losses melted
down the equivalent of a one year-saving in this system,
bringing the assets down to the level from mid 2007.

During the same period, namely from June 30th 2007 un-
til June 30th 2008, the Warsaw Stock Exchange, where the
Polish mandatory pension funds placed about one third of
their assets (the maximum level allowed by the legislation
is 40% of assets), lost 38% of the value. According to the
Polish legislation, the pension funds are not allowed to in-
vest more than 5% of their assets abroad (a provision that
the European Commission has now requested the Polish au-
thorities to eliminate), thus making the funds captive on the
domestic market, therefore unable to be spared by the stock
exchange losses. The only strategy available for the Polish
pension funds was the passive reduction of the exposure
on shares: the funds reduced dramatically their acquisition
of shares, and the value of the securities from the portfolios
went down, given the generalized fall of the Warsaw Stock
Exchange.The result? In just one year, the exposure on stocks
of the mandatory pension funds went down from 38.5% (by
mid last year) to 28.9% (by mid this year).

However, the losses were perfectly proportional with
the size of the funds and their stock exchange exposure.
Considering the 38% loss of the capital market and the
38.5% exposure of the mandatory pension funds at the
stock exchange when this period started, the resulting loss
would be approximately 14.6% - identical with the actual
one, therefore we can conclude that the losses of the pen-
sion funds are 100% explained by the poor conditions of
the capital market. In fact, the mandatory pension funds in
Poland are the region’s most risk-oriented when it comes
to investments in shares, and the massive losses were a
matching price for the risk undertook by the funds.

The massive losses of the Polish mandatory pension mar-
ket are also obvious by calculating the returns of the funds
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between 30th of June 2007 and 30th of June 2008. The
average weighted return of the market was -13.4%, with
funds losing between 12.1% and 19.2% of the fund unit
value. Actually, after the first eight months of this year, the
average return on the market, compared to December 31st
2007, was -8.4%, thus the Polish mandatory funds standing
all chances to end this year in the red for the first time in
their ten year history (started in 1999).

On the voluntary private pensions side, the Polish market
is much less developed, therefore the voluntary pension
funds on this market lost only 30 million euros.

Hungary: second on the list of losses

Hungary ranks second in the region, both in terms of size of
the mandatory private pension markets (behind Poland),
and of voluntary pensions (behind the Czech Republic) and
it also comes second according to losses. The mandatory
private pension funds from Hungary manage assets of ap-
proximately 7.5 billion Euros and have almost 2.9 million
participants, while the voluntary pension funds manage
almost 3 billion Euros and have 1.4 million participants.

The losses of pension funds from Hungary totaled 2.12 bil-
lion euros in the first year of financial crisis, split as follows:
1.49 billion Euros in the mandatory funds and 722 million
Euros in the voluntary funds. In proportion with the assets
volume, the losses from Hungary were more obvious than
in Poland: in Hungary, the losses of 2.12 billion Euros rep-
resent 20% of total net assets under management, while in
Poland the share of losses was 14%.

On the other hand, the Hungarian funds had a lower ex-
posure on shares than the Polish funds, and the Budapest
Stock Exchange dropped by only 30% in this reference
period, compared to 38% in the case of the Warsaw Stock
Exchange. But how can we explain the fact that losses on
the Hungarian market are higher (20% compared to 14%),
in terms of managed assets?

The answer lies in the investment strategy adopted by the
funds: while Polish funds reduced their exposure on shares
during the first year of the crisis (from 38.5% to 28.9%), the
Hungarian mandatory funds considerably increased their
investments in shares, from 10.7% to 17.1% (at the end of
the first quarter in 2008) and even more, subsequently. This

Pensions

POLAND

Losses: 5.98 billion Euros (5.95 billion Euros in mandatory

funds, 30 million Euros in voluntary funds)

Assets under management: 42 billion Euros (mandatory

funds)

Participants: 13.7 million (mandatory funds)

The largest private pensions market in Central and Eastern Europe. The funds have the highest
exposure on shares and consequently lost more because of the fall of stock exchanges. The
loss equals 14% of current net assets under management, namely one full year of savings
in the private pension system. The legislation imposes a guaranteed minimum return (com-
pared to the market average) and bans investments higher than 5% outside Poland.

HUNGARY

Losses: 2.112 billion Euros (1.49 billion Euros in manda-
tory funds, 722 million Euros in voluntary funds)

Assets under management: 7.5 billion Euros (manda-
tory) + 3 billion Euros (voluntary)

Participants: 2.9 million (mandatory) + 1.4 million (voluntary)

The region’s second largest pensions market. The funds chose to buy even more shares, in a
context of a fall down in stock exchange markets; therefore losses were higher, expressed in
percentage points of total assets. The value of losses is 20% from the system’s existing as-
sets. Current legislation does not limit the funds’ investments as in Poland (there is no limit
for investments in shares and no requirements for a guaranteed minimum return, and the
threshold for investments abroad is 30%), thus the funds were more willing to assume invest-
ment risks.

CZECH REPUBLIC

Losses: 210 million Euros

Assets under management: 7.4 billion Euros
Participants: 4.1 million

The region’s largest voluntary pensions market, third in
the region in terms of mandatory pensions plus voluntary pensions. The Czech Republic does
not have a mandatory pension 2nd pillar component, but its voluntary pensions market is
perfectly comparable in size with the Hungarian mandatory pensions market. Nevertheless,
in the first year of crisis, the voluntary funds in the Czech Republic lost seven times less money
than the mandatory funds from Hungary, and this happened for several reasons (legislative,
market-related and investment strategy). The Czech funds are among the most conservative
in the region, in terms of investment policy.

-

SLOVAKIA

Losses: 195 million Euros (115 million Euros in mandatory
funds, 80 million Euros in voluntary funds)

Assets under management: 2 billion Euros (mandatory)
+ 800 million Euros (voluntary)
Participants: 1.6 million (mandatory) + 800,000 (voluntary)

At the moment, it is the only country that fully applied the multi-fund system for manda-
tory private pensions. Each company is managing three funds instead of one, with differ-
ent investment risk profiles. The dynamic funds, with higher exposure on listed shares, were
most affected by the crisis, while conservative funds sustained smaller losses. Slovakia is the
region’s third largest optional pension market, behind the Czech Republic and Hungary, and
the fourth largest mandatory pension market, behind Poland, Hungary and Croatia.
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Pensions

CROATIA

Losses: 146 million Euros

(135 million Euros in mandatory funds, 11 million Euros in
voluntary funds)

Assets under management: 3.19 billion Euros (manda-
tory) + 124 million Euros (voluntary)

Participants: 1.45 million (mandatory) + 136,000 (voluntary)

Croatia is one of the private pension markets that lost least in the financial crunch. The losses
of mandatory private pensions funds, although rich in absolute volume (135 million euros),
represent only 4%-5% of total managed assets, in a context where funds invest approximate-
ly one fifth of their assets in listed shares. The losses were less obvious (in managed assets
terms) on the voluntary pensions market, where the 11 million Euros lost represent 9% of the
total money managed by the funds.

THE BALTIC STATES

Losses: 100 million Euros

(of which Estonia accounts for 65 million Euros)

Assets under management: 1.7 billion Euros (mandatory) + 200 million Euros (voluntary)
Participants: 2.45 millions (mandatory) + 200,000 (voluntary)

The private pension markets from the Baltic States (Estonia, Lithuania, Latvia) are the region’s
smallest markets, firstly because of their demographics. The total losses of the private pen-
sions industry from these states, after one year of financial crunch, are roughly estimated at
100 million Euros, of which Estonia, the largest private pensions market among the three
countries, sustained losses of 65 million Euros.

BULGARIA

Losses: 95 million Euros

(45 million Euros in mandatory funds, 50 million Euros in

voluntary funds)

Assets under management: 903 million Euros (manda-

tory) + 318 million Euros (voluntary)

Participants: 2.94 million (mandatory) + 605,000 (voluntary)

In Bulgaria, the private pension funds sustained total losses of 95 million Euros in the first
year of financial crunch, an amount representing only 8% of net assets under management.
The voluntary pension funds, although three times smaller in size in terms of managed as-
sets, compared to the mandatory private pension funds, sustained higher losses than the
latter because of the more aggressive investment policy. The investment legislation is more
permissive for the voluntary funds, with a higher exposure on shares, therefore faced with
bigger losses than the mandatory funds.

SLOVENIA

Losses: 80 million Euros

Assets under management: 1.2 billion Euros + 50 million
Euros (voluntary)

Participants: 500,000 (mandatory) + 30,000 (voluntary)
Just like the Baltic States, Slovenia has one of the smallest private pension market in Central
and Eastern Europe. The industry’s total losses are estimated at 80 million Euros, namely
6%-7% of the total net managed assets. The mandatory private pension market sustained
most of these losses, being much more developed than the voluntary private pensions
segment.

indicates that the Hungarian funds viewed the crisis as an
opportunity to accumulate shares at low prices, with the
funds’ exposure on listed shares increasing actively. The
“courage” to take on this strategy comes from the lack of
legislative restrictions: mandatory funds no longer have
to follow (since 2002) any guaranteed minimum return re-
quirements (like in Poland), therefore they are free to un-
dertake investment risks during the crisis and not only.

Meanwhile, the voluntary funds proved to be surprisingly
more conservative and decided to maintain their stock ex-
change investments at 9%-10% (or even below) during the
entire reference period. The losses of the Hungarian private
pension market are visible in return terms as well: the funds
(mandatory and voluntary alike) went in the red during the
third quarter, namely immediately after the start of the cri-
sis, and continued to sustain losses up until now. The man-
datory funds lost 7.83%, and the optional funds lost 6.33%
in Q1 2008 alone.

The Czech Republic, third in terms of losses

The Czech Repubilic is the region’s largest voluntary private
pensions market, with over 4.1 million participants and as-
sets amounting to almost 7.4 billion euros — comparable in
assets with the mandatory pension market from Hungary.
Nevertheless, the Czech market (which does not have a
mandatory, 2nd pillar component) only lost 210 million
Euros in the first year of the crisis, compared to the losses
in the Hungarian mandatory pensions market, which were
7 times higher.

There are multiple explanations for this substantial differ-
ence. First of all, the Czech legislation makes it binding for
the funds to obtain positive annual returns — otherwise, the
pension companies must compensate the deficit from their
own sources. Although they got positive returns, the Czech
funds sustained relative losses of assets: the assets went up
at a slower rate than the volume of contributions brought
in the system - the difference being the 210 million Euros
in losses. Secondly, the Prague Stock Exchange lost only
18.7% during the reference period (compared to 38% on
the Polish one, and 30% on the Hungarian one). Thirdly, the
Czech funds are the most conservative in the region (which
is also determined by the legislative provision mentioned
in the first point), investing less in shares.

The exposure of the Czech funds on listed shares was only
7.1% by mid 2007 and 4.9% by mid this year, thus leading
to lower losses.

The other states: still in the red, but by less

The assessment indicates that all types of pension funds in
the region, either mandatory or optional, sustained losses
of assets as a result of the financial crunch. From the total
losses of 9 billion Euros, Poland lost 66.4%, Hungary 24.6%,
the Czech Republic 2.3%, and these three together sus-
tained 93.3% of the regional losses. The rest of the funds,
from countries with far less developed private pension
markets, also suffered less losses.

The conclusion? The private pension funds throughout
the region were affected by the world’s financial crunch,
no country or financial market was spared the collapse of
stock exchanges. However, certain funds saw an invest-
ment opportunity in the crisis and were buyers of stocks,
while others avoided the stock exchanges and stayed away
from shares. Who was right? Only time and the much-ex-
pected comeback of the stock exchanges will tell.
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