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COUNTRY PENSION DESIGN

STRUCTURE OF THE PENSION SYSTEM
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med  Public pensions

* The public pension system consists of a flat-rate, basic pension and an
earnings-related scheme.

* People with small earnings-related pensions receive an income-tested
supplement.

= Private pensions: occupational (mandatory)

* Pension funds (pensjonkassen): private pension funds
* Pension funds (pensjonkassen): municipal pension funds
* Norwegian Public Service Pension Fund

mmd  Private pensions: occupational (voluntary)

* Pension funds (pensjonkassen): private pension funds
* Pension funds (pensjonkassen): municipal pension funds

mmad Private pensions: personal (voluntary)

* Individuelle pensjonsavtaler (IPA), or individual pension scheme
e [jvrente or annuity
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PENSION FUNDS DATA OVERVIEW

2001 2002 2003 2004 2005 2006 2007 2008
Assets
Total investments (National currency millions) 84,435 84,617 103,086 114,161 130,541 146,739 160,435 153,541
Total investments, as a % of GDP 5.49 5.52 6.47 6.55 6.71 6.79 7.05 6.03
Of which Assets overseas, as a % of Total investment:
« Issued by entities located abroad ND ND ND ND ND ND ND 26.43
« Issued in foreign currencies ND ND ND ND ND ND ND 16.13
By financing vehicle (as a % of Total investments)
* Pension funds 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
* Book reserves NA NA NA NA NA NA NA NA
* Pension insurance contracts ND ND ND ND ND ND ND ND
* Other financing vehicule NA NA NA NA NA NA NA NA
By pension plan type
* Occupational assets 84,435 84,617 103,086 114,161 130,541 146,739 160,435 153,541
* % of DB assets 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
* % of DC (protected and unprotected) assets 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
* Personal assets 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Structure of Assets (as a % of Total investments)
Cash and Deposits 5.76 6.48 5.51 4.70 4.88 4.56 3.20 4.39
Fixed Income 61.27 68.74 65.89 62.82 57.34 54.95 56.39 57.66
Of which:
* Bills and Bonds issued by the public and private sector 56.82 64.12 61.75 60.11 55.40 53.35 55.21 56.35
* Loans 4.45 4.62 4.14 2.70 1.94 1.61 1.18 1.31
Shares 25.89 16.15 20.86 24.79 28.86 32.84 32.53 9.82
Land and Buildings 4.39 4.55 4.20 4.22 4.64 5.12 5.19 4.26
Other Investments 2.70 4.08 3.54 3.47 4.28 2.52 2.69 23.87
Contributions and Benefits
Total Contributions, as a % of GDP 0.50 0.55 0.48 0.50 0.54 0.50 0.55 0.55
* Employer Contributions, as a % of Total contributions 92.79 95.53 95.46 91.40 90.03 88.68 95.57 ND
* Employee Contributions, as a % of Total contributions 7.21 4.47 4.54 8.60 9.97 11.32 4.43 ND
Total Benefits, as a % of GDP 0.19 0.19 0.20 0.20 0.19 0.17 0.17 0.13
* % of benefits paid as a Lump sum 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
* % of benefits paid as a Pension 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Membership (in thousands of persons)*
Total membership 264 264 278 274 278 274 280 242
* % of Active membership 71.59 71.45 70.42 70.69 70.62 73.12 70.22 70.70
Of which: % of Deferred membership ND ND ND ND ND ND ND ND
* % of Passive membership 28.41 28.55 29.58 29.31 29.39 26.88 29.78 29.30
Other beneficiaries ND ND ND ND ND ND ND ND
Number of Pension Funds/Plans
Total number of funds 149 140 135 125 119 122 109 108
Total number of plans ND ND ND ND ND ND ND ND
Note: Data refer only to Pensjonkassen.
1. Membership figures reflect member ship’ rather than ‘peopl e’ Therefore a

particularly if the person has a number of employments in the year.

ND = data not available
NA = data not applicable

Source: OECD, Global Pension Statistics
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NORWAY: THEPENSI|I ON SYSTEM6S KEY CHARACTERI

PUBLIC PENSION

The public pension system consists of a flat-rate basic pension, a special supplement and an earnings-
related part. The basic pension and the special supplement together form the minimum pension. The
public pension system covers all persons residing in Norway; the earnings-related part covers all employed
and self-employed persons.

Pensions in Norway are tied to the Social Security Base Amount, termed Grunnbelgpet or “G”. G is
indexed each year at May 1 based on a combination of price and earnings inflation. G is NOK 66,812 in
2007/08.

The insured person contributes 7.8% of income; there are no maximum earnings for contribution purposes.
The employer pays 14.1% of the payroll (although the percentage is lower for certain regions of the
country). Reduced contributions are paid for employees 62 or older. Self-employed persons pay 10.7% of
their calculated personal income up until a maximum limit. Contributions from employees, employers and
the self-employed also finance sickness, maternity and unemployment benefits.

The normal pension age is 67. Person with a residence in Norway of at least 3 years between the ages of 17
and 66 are entitled to the minimum pension, which consists of the basic pension and special supplement.
Full benefits are payable after a 40-year residence period. The requirement for a supplementary part is at
least three years of annual pension point earnings. Both the basic pension and the supplementary part are
proportionally reduced for shorter earnings histories.

The basic pension is equivalent to G, or approximately 17% of average earnings”.
A special supplement is paid to individuals with a low pension.

The earnings-related part of the state pension is calculated in relation to earnings that are not covered by
the basic pension or the special supplement. Annual earnings between 1 and 6 times G are replaced at a
42% rate. Between 6 and 12 times G, the replacement rate is 14%. Given that 40 years of contributions are
needed for a full pension, these replacement rates translate into roughly an accrual rate of 1.05% (1G - 6G)
and 0.35% (6G — 12G). The calculation of the pension uses the best 20 years of earnings in relation to G.

People can defer their pension after 67 and continue work. Pension and work can also be combined:
pension points are earned based on employment income up to age 70, with pension benefits income tested
against employment earnings between age 67 and 70. Benefits (basic amount and earnings-related) are
reduced by 40% of employment income exceeding two basic amounts.

OECD estimates put the gross replacement rate for average earners at 59.3% (69.3% net).

There is a public reserve fund, the Government Pension Fund; its assets amount to 73.4% of the GDP.

It should be noted that a major reform of the Norwegian public pension system is currently in debate by the
Norwegian parliament.

! Estimated based on 2006 average wages from Statistics Norway (www.ssb.no).
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OCCUPATIONAL MANDATORY

Coverage

In 2007 the mandatory occupational pension system covered over 90% of the labour force.

Typical Plan Design

Under the terms of the 2006 legislation, employers who set up DC plans must make contributions of at
least 2% of employee earnings ranging from 1 G to 12 G (i.e. up to 12 times the social security base
amount). Those employers that offer DB plans must make contributions which guarantee benefits of at
least the same level as those that can be expected under the mandatory contribution system. Employees
may also be required to contribute to the plan.

A large employer’s pension plan would typically yield a replacement rate of 60-70% of final earnings,
inclusive of state pension, after 30 years of service and payable as of age 67. Contributions are capped at
5% of earnings of between 1 G and 6 G and at 8% of earnings ranging from 6 G to 12 G.

DC plans are becoming increasingly popular in Norway, although the cap on contributions often makes
them less attractive to employees than the more lucrative traditional DB plans that have historically
dominated Norwegian occupational pension plans. Employers who switch from DB to DC plans generally
pay in the highest allowable contributions.

The vast majority of new occupational pension plans established in the wake of the legislation introducing
mandatory pension plans have been defined contribution in nature. They have generally been implemented
by small or medium-sized companies with no prior pension plans.

Benefits are payable at the age of 67 and must be withdrawn over a period of at least 10 years.

Taxation

Employers enjoy generous tax relief in the form of premiums deducted from their taxable income. Plans
must, however, be in accordance with the Defined Contribution Occupational Pension Act or the Defined
Benefit Occupational Pension Act. The entire amount of a pension is taxed as income when paid out.

OCCUPATIONAL VOLUNTARY (AFP)

Coverage

The Contractual Early Retirement Plan (AFP) is a collectively bargained early retirement plan that covers
approximately 60% of the Norwegian workforce. It allows retirement from age 62.

There are five different AFP plans covering different sectors of the Norwegian workforce. The rules
governing AFP pension plans differ according to the terms of collective agreements. Most of the private
sector is covered by the AFP plan instituted by a collective bargaining agreement between the Norwegian
Confederation of Trade Unions (LO) and the Confederation of Norwegian Business and Industry (NHO).
The description below refers to the AFP plan established by LO and NHO.
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Contributions

The LO-NHO AFP plan is financed mainly by employers and partially by the state, which covers 40% of
benefit payments made to AFP pensioners from the ages of 64 to 67. Employers finance the remainder of
the plan’s cost as follows: by paying a monthly contribution of NOK 310 per full-time employee into the
collective AFP fund, and approximately 25% of the benefit payments made to AFP pensioners.

Benefits

Pension levels are broadly comparable to those of the ordinary old-age state pension that is normally
payable from 67 years of age, plus a tax-free supplement of NOK 11 400 per annum.

PERSONAL VOLUNTARY

The Banklovkommisjonen, or Banking Law Commission, has been asked to draw up new legislation
instituting voluntary pension plans undertaken by individuals through life insurance companies, banks, or
securities funds. Such plans will enjoy tax relief if they comply with certain requirements that are expected
to feature in the future legislation.

MARKET INFORMATION

Occupational mandatory and voluntary

Private pension funds are funded, independent, legal entities established by a private enterprise, or group of
enterprises, in order to provide occupational pensions. Municipal workers' funded pension funds are
independent, legal entities established by a municipality or a municipal enterprise to provide occupational
pensions. Occupational pension arrangements for central government employees are operated on a
(partially prefunded) pay-as-you-go basis, but are not discussed here.

It is estimated that between 550 000 and 600 000 people previously without occupational pension coverage
were brought into the new system when it was introduced in January 2006.

Companies bear the costs of administering plans. In addition to old-age pension plans, they must also offer
disability benefit plans — compulsory insurance policies that provide exemption from contributions during
periods of disability (depending on the degree of disability).

There are currently 91 private pension funds, 28 municipal pension funds, and 19 private pension plans.

POTENTIAL REFORM

There are plans to introduce the “prudent person” principle with regard to pension fund investment rules
(2006) and a “traffic light”style supervisory approach (2005), but the regulation on capital management in
insurance companies and pension fund is not enacted yet.
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In 2007, the Norwegian authorities revoked tax-favorisation for individual pension plans and for insured
collective pension plans offering pension benefits on earnings above 12G. New regulation on individual
pension plans are expected to be announced in 2008.

The IMF stated that Norway would have to reform its pension system further in order to make it financially
sustainable (spring 2007).

A proposal for reform of the public pension system is currently under debate by the Norwegian parliament.

REFERENCE INFORMATION

KEY LEGISLATION

2006: the Mandatory Occupational Pensions Act comes into force.

2005: the Insurance Act of 10 June (No. 44) is passed. It comes partially into force on 1 July 2006. The
act’s Chapter 7, on pension undertakings, and Chapter 9, on life insurance activities and appurtenant
regulations, becomes law on January 2008. In the interim, Chapters 7 and 8 of the Insurance Activity Act
of 10 June 1988 (No. 39) continued to apply to pension funds.

2005: the Insurance Act, Sections 2-4, forms the basis of Regulation No. 827 of 22 September 1995,
governing Insurance Services and the Establishment of Branches of Insurance Companies and Pension
Undertakings having their Head Offices in another EEA Area State.

2001: The Defined Benefit Plans Act and the Defined Contribution Plans Act further regulate pension
plans.

KEY REGULATORY AND SUPERVISORY AUTHORITIES
Kredittilsynet, or the Financial Supervisory Authority: supervises the private pension system;

www.kredittilsynet.no.

KEY OFFICIAL STATISTICAL REFERENCE AND SOURCES ON PRIVATE PENSIONS
Kredittilsynet, or the Financial Supervisory Authority;

www.kredittilsynet.no/.

OECD, Global Pension Statistics project, www.oecd.org/daf/pensions/gps.
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Pension Fund Assets as a % GDP
2008
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Pension contributions as a % GDP, 2008
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Pension Benefits as a % GDP, 2008
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