HUNGARY

SLOVAKIA

UKRAINE

DEMOGRAPHICS AND MACROECONOMICS

AUSTRIA Nominal GDP (EUR bn) 26 543
povew A GDP per capita (USD) 15 363
R (f“;kf’« Population (000s) 10 056
AONANIA Labour force (000s) 4209

i Employment rate 92.2

| crosma . EEee Population over 65 (%) 16.0

Dependency ratio? 38.1

Data from 2008 or latest available year.

1. Ratio of over 65-year-olds the labour force.

Source: OECD

COUNTRY PENSION DESIGN

STRUCTURE OF THE PENSION SYSTEM

Public pensions

e Earnings-related public pension combined with mandatory, funded, defined-
contribution schemes.

md  Private pensions: occupational {mandatory)

* Mandatory private pension funds (magdannyugdijpénztar)

Private pensions: personal (voluntary)

* Voluntary private pension funds ( énkéntes nyugdijpénztar)

¢ Individual retirment account: voluntary private pension plan (nyugdij el6-
takarékossagi szamla)

Source: OECD Global Pension Statistic.
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PENSION FUNDS DATA OVERVIEW

2001 2002 2003 2004 2005 2006 2007 2008]
Assets
Total investments (National currency millions) 593,448 766,130 986,276 1,415,969 1,863,200 2,309,891 2,766,268 2,567,247
Total investments, as a % of GDP 3.88 4.45 5.24 6.81 8.47 9.72 10.89 9.67
Of which Assets overseas, as a % of Total investment:
« Issued by entities located abroad ND ND ND ND ND ND ND 0.02
« Issued in foreign currencies ND ND ND ND ND ND ND ND
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 NA NA NA NA NA NA NA NA
« Other financing vehicule ND ND ND ND ND ND ND ND
By pension plan type
* Occupational assets 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
* % of DB assets ND ND ND ND ND ND ND ND
* % of DC (protected and unprotected) assets ND ND ND ND ND ND ND ND
* Personal assets 593,448 766,130 986,276 1,415,969 1,863,200 2,309,891 2,766,268 2,567,247
Structure of Assets (as a % of Total investments)
Cash and Deposits ND 4.43 1.58 1.43 1.41 2.50 1.15 3.00
Fixed Income ND 73.10 73.58 75.47 75.55 69.71 66.78 62.01
Of which:
* Bills and Bonds issued by the public and private sector ND 73.10 73.58 75.47 75.55 69.71 66.78 62.01
* Loans ND 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Shares ND 9.07 9.02 7.92 7.83 9.40 13.97 12.20
Land and Buildings ND 0.34 0.24 0.16 0.18 0.18 0.25 0.31
Other Investments ND 13.07 15.58 15.02 15.04 18.21 17.85 22.48
Contributions and Benefits
Total Contributions, as a % of GDP 1.09 1.09 1.28 1.43 1.53 1.59 1.12 1.42
» Employer Contributions, as a % of Total contributions 22.86 28.22 19.30 17.29 15.95 15.63 0.30 8.62
» Employee Contributions, as a % of Total contributions 77.14 71.78 71.11 74.74 75.77 77.25 99.70 91.38
Total Benefits, as a % of GDP 0.08 0.09 0.09 0.14 0.15 0.14 0.18 0.22
* % of benefits paid as a Lump sum ND 98.70 ND ND 99.41 99.35 92.55 99.31
* % of benefits paid as a Pension ND 1.30 ND ND 0.59 0.65 7.45 0.69
Membership (in thousands of persons)*
Total membership ND 3,395 3,523 3,653 3,817 4,014 4,149 4,319
* % of Active membership ND ND ND ND ND ND ND ND
Of which: % of Deferred membership ND ND ND ND ND ND ND ND
* % of Passive membership ND ND ND ND ND ND ND ND
Other beneficiaries ND ND ND ND ND ND ND ND
Number of Pension Funds/Plans
Total number of funds ND 108 100 93 90 88 87 86
Total number of plans ND ND ND ND ND ND ND ND

Note: Data refer only to Hungarian personal pension funds.

1. Membership figures reflect ‘membership’ rather than ‘people’. Therefore a person may be a member of more than one types of plan at any one time,

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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HUNGARY: THEPENSI ON SYSTEM' S KEY CHARACTERI STI1

PUBLIC PENSION

All workers over the age of 42 when the individual account system was introduced in 1998 could select to
stay entirely in the old, PAYG system. The retirement age for men is 62 and will be 62 for women from
2009. State pension benefits are based on gross earnings during their entire working life and number of
years worked, with a minimum period of 20 years required for both the earnings-related and minimum
pensions (15 years for a partial pension). Means-tested benefits are provided to members who do not have
a sufficient contribution record. The total contribution rate is 18.5% of the employee’s taxable income, of
which 18% is paid by the employer and 0.5% by the employee. The accrual rate is 1.65% for each year of
service (1.22% for those who participate in the mixed system).

The minimum monthly pension was HUF 20,100 (US$104) per month in 2002 (23% of average earnings),
but it may be abolished from 2009. The value of pensions in payment is indexed half to prices and half to
average earnings. The social security pension benefits are not taxed, though under current proposal this
may change in 2013.

PERSONAL MANDATORY

Coverage

All workers under the age of 35 must join the mandatory pension system, which by 2006 covered 60% of
the labour force.

Contributions

The contribution rate to the mixed pension system is 26.5% of the employee’s taxable income, of which
the employer pays 18% and the employee 8.5%. All employer contributions are allocated to the state
pension scheme, while 0.5% of employees’ contributions go to the state scheme and 8% to their individual
account. Voluntary contributions are limited to a ceiling of 2%, which can be shared by employer and
employee.

Supplementary voluntary contributions to mandatory pension funds are allowed and can be paid by
employer and/or employee. Total contributions are limited to 10% of the contribution base, including
voluntary top-up contributions.

Benefits

Individual accounts are defined contribution and benefits are paid as annuities. Twenty years of service are
required for a full pension at the ordinary retirement age — currently 62 for men and, from 2009, for
women, too. However, many Hungarians, especially men, choose to retire early and accept a corresponding
decrease in pension benefits. In 2004, the average retirement age for men was 60.2 years and 58 for
women.

Fees
Asset management fees for mandatory pension funds are set at 0.9% (0.8% in 2008).

Taxation
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Employer contributions, investment income, and benefits from the mandatory scheme are tax-exempt.
Until 2004 employees could deduct 25% of their contributions to the state-funded pension scheme from
their income tax base.

PERSONAL VOLUNTARY

Coverage

Any tax payer under the age of 62 may contribute to voluntary pension funds. They cover about 32% of the
labour force.

Typical Plan Design

Plans are defined contribution in nature.

Contributions can be paid by the employer or the employee or both, with contribution levels set by fund
rules. In 2004, the average contribution was 3.6% of gross earnings, of which two-thirds were paid by
employers (who receive tax and social security contribution incentives).

Benefits are paid as a lump sum at any age after 10 years of membership, or as an annuity, depending on
the member’s choice. The voluntary pension is expected to account for 8-10% of pension earnings.

Taxation

Employees receive tax credits of 30% on contributions (up to HUF 100 000 per annum), while employer
contributions are tax-exempt up to 100% of the minimum wage. Investment income, too, is tax-exempt.
After 10 years of membership, the assets generated by returns on investment may be withdrawn tax-free,
while, in each of the following years, 10% of the capital can be cashed-in free of tax. After 20 years of
membership, savers may withdraw benefits, again exempt from taxation.

MARKET INFORMATION

Personal mandatory

Workers select a mandatory pension fund (open or closed), which may have a contract with a pension
administrator. In 2007 there were 20 mandatory pension funds operating. In 2007, the membership of
mandatory pension funds reached 2.7 million, with total assets estimated at HUF 1 979.4 billion (USD 11.5
billion). The five largest mandatory pension funds — which are subsidiaries of financial groups, e.g. banks,
specialized credit institutions and insurance companies — manage 80% of total assets. If other main players
are also taken into account, the funds handle 91% of all private pension assets.The year 2007 saw the
introduction of a life-cycle portfolio system for mandatory individual accounts, offering three different
portfolios — conservative, balanced and growth. The system will be compulsory from 2009.

Personal voluntary

Pension management companies that administer voluntary funds have the same institutional framework as
those managing mandatory funds. In 2007 portfolio choice was currently available in about five of the 68
voluntary pension funds (though life-cycle funds are due to be introduced). There are no restrictions on
how often a saver may switch funds, while switching fees (which may not exceed HUF 4 000) are set forth
in legislation. Voluntary pension funds are not required to yield a minimum rate of return. In 2007 the
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estimated total membership of voluntary pension funds was 1.3 million and total assets amounted to
HUF 718.7 billion (USD 4.2 billion). Individuals can also purchase a life insurance with a pension savings
component.

POTENTIAL REFORM

9 Due to large deficits, changes to the indexation of the state pension are under consideration. The
retirement age and benefit formula may be adjusted and drawing of pensions and salaries
simultaneously prohibited in order to encourage working longer.

1 A life-cycle portfolio system for the mandatory individual accounts (offering three different
portfolios -conservative, balanced and growth) will be introduced in 2007 (compulsory from
2009).

REFERENCE INFORMATION

KEY LEGISLATION
2000

1 Government decree 281/2000 on investment activities by voluntary pension funds;

1  Government decree 223/2000 on the special features of reporting and book-keeping obligations
of voluntary pension funds;

9 Government decree 282/2000 on investment activities by mandatory funds;

1  Government decree 222/2000 on the special features of reporting and book-keeping obligations
of mandatory pension funds.

1997

1 Act LXXXII on the establishment and the institutional framework of mandatory private pension
schemes;

1 Act LXXX on the coverage and entitlements under the publicly managed social security and
mandatory private pension schemes.

1993
1 Act XCVI on Voluntary Mutual Insurance Funds;

1 Act CXVII on the tax treatment of contributions and benefits.
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KEY REGULATORY AND SUPERVISORY AUTHORITIES
Hungarian Financial Supervision Authority (PSZAF);

www.pszaf.hu.

KEY OFFICIAL STATISTICAL REFERENCE AND SOURCES ON PRIVATE PENSIONS
Hungarian Supervisory Authority.

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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