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One carsupervise only what one can measure:
Why is this long term savings performance report (unfortunately) unique?

One of the worst European retail services market

Investment and private pension products are persistently among the worst
performing retail servies markets of all throughout the European Union
F O0O2NRAY3I G2 GKS 9dz2NRPLISIY [/ 2YYAaaA2YyQ:

CKS /2YYA&aAAZ2Y | Dthe? reasdds\fgh ingt sadirdpliongli K1 G ¢
term are the often poor performance of financial intermediaries détiver
reasonable return and costs of intermediaan

Pension savings also appear to be one of the few retail services where
neither the customers nor the public supervisors are properly informed
about the real net performance of the services renderedhtem.

These features of the pension savings markets may well be connected of
course.

The actual performance of this market is unknown to clients
and to public supervisors

Indeed, apart from the OECD (the Organisation for Economimp€tion
and Develoy Sy G0 Llzof AOlFGA2ya 2y GKS NBI

1Consumer Markets Scoreboard 204 Blaking markets work for consumers, European
Commission, 2016.

2European CommissiorStaff Working Document on lostgrm financing of the EU
economy (2013)



F dzy RtBe¢contributors to this research report could not find any other
more complete or more recent published comprehensive series of net rez
pension savings returns for EU countries. Evenréoent report produced
F2N) GKS 9dzNRBLISHY [/ 2YYA&aaArzy 2y ai
LINE R 8z2@liési énly on the abowmentioned OECD report as far as
returns and performance are concerned.

Moreover, as analysed in the previous editions oft BEOw CL b'!
research on the real return of pension savings, the extremely useful dat
reported by the OECHre unfortunately quite incomplete:

w The most recent OECD publicato® y LISy aiAz2y NBi
al N SGa Ay I gROdxd Sy am GgifresCaldy R a H, A iy
provide tenyear returns maximum, which is quite a short time frame for
such longterm products.

w Only eight of the Fifteen EU countries covered by BETTER FINANCE
reported by OECD for its 10 year data; seven are missing: Bulgar
France, Poland, Romani&lovakiaSpain and Sweden.

w A part of occupational pension products, and most individual pensio
products are missing as well, as OECD performance data include o
GLISYyaArzy TFdzyRat & 0 N O pehsion iBsyirandes
contracts and funds managed as part of financial institutions (often
banks or investment companies), such as the Individual Retireme
Accounts (IRAS) in the United Stateb

w It is questionable that the OECD was able to capture all expenses bor
by pensionsavers- entry fees for example because the OECD relies
mostly on reporting by national authorities and, typically, this is not
something covered by them;

w Finally, OECD figures are all before taxes, except for Italy.

uonIpgz. | uinay [eay 8yl SbuIAes UOISUd.

3http://www.oecd.org/finance/privatepensions/oecdpensionsoutlook2012.htm
http://www.oecd.org/daf/fin/private-pensions/PensioiMarketsin-Focus2016.pdf and
https://www.oecd.org/pensions/privatepensions/Pensioifrundsin-Figures2017.pdf

4Study on the position of savers in private pension prodggisepared for the DG Internal
Market of the European Commission and the Financial Services User Group (published in
August 2013)
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http://www.oecd.org/finance/private-pensions/oecdpensionsoutlook2012.htm
http://www.oecd.org/daf/fin/private-pensions/Pension-Markets-in-Focus-2016.pdf
https://www.oecd.org/pensions/private-pensions/Pension-Funds-in-Figures-2017.pdf
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This means the European financiapsuwvisors- the European Commission
and the European financial supervisory authorities (Securities and Markets,
Insurance and Pensions, and Banking)do not know the actual
performance of the services they are supposed to regulate and supervise.

ThefaluOA T £ %00l PAAT OOPAOOEOI OO0 O1
performance data

However, the European Supervisory Authorities (ESAs) have a legal duty to
O2fttSOGE FrtylrfteasS FyR NBLRNI RIFGFE 2y 6
fields (article 9(1) of the European Redigas establishing the three ESAS).

To our knowledge, neither the Bankfgor the Insurance and Pensidns

Authorities provide any reporting on the performance of retail savings

products in their fields of competence (respectively bank savings products,

and life insurance and pension saving products). The Securities and Markets

I dzi K2NRG& AyOfdzZRSR GNBGFAT Ay@dSaidz2NE
YR +dzZf YSNFO0Af AGASE&E NBLIZPNE additior) dzii & G :
these data were actually cdpl markets performance data, not retail
investments performance ones, based on the 5 year average monthly

returns on a portfolio composed bf

w 47% stocks (Stoxx600: large and mid cap European equities),
w 42% deposits (1 year Euribor),
w and 11% bonds (Baggls Euro AggregateIOY).

Unfortunately such a portfolio has little in common with average retail
investor portfolios, which according to ESMA (the European Securities and
Markets Authority) itself in the following page of its Repeit composed

of:

6 EBA- http://www.eba.europa.eu/documents/10180/1360107/Consumer+Trends+Report+2016.pdf

"EIOPA https://eiopa.europa.eu/Publications/Reports/EIOB8S15-233%20

%20EIOPA Fourth_Consumer_Trends_Report.pdf

8ESMA; Trends, Risks, Vulnerabilities Report Nr. 1, March 2BtbNr. 1, March 2015

9ESMA; Trends, Risks, Vulnerabilities Report Nr. 1, March 2014, this detailed breakdown of

9! K2dzaSK2f RaAQ TFTAYlIYyOAlLf laasSia slta yz2G f2y3sSN



http://www.eba.europa.eu/documents/10180/1360107/Consumer+Trends+Report+2016.pdf
https://eiopa.europa.eu/Publications/Reports/EIOPA-BoS-15-233%20-%20EIOPA_Fourth_Consumer_Trends_Report.pdf
https://eiopa.europa.eu/Publications/Reports/EIOPA-BoS-15-233%20-%20EIOPA_Fourth_Consumer_Trends_Report.pdf

w 35% deposits (but for the vast majority certainly not returning the one
@ S+ NJ & Ay EESriNdr anyg foteveN.beticBmarked against it),

w 32% insurance and pension funds,

w 17% stocks,

w 7% mutual funds

w and 5% bonds.

Performance: capital markets are not a proxy for retail
investments

And indeed, our experience and findings clearly confirm that capital marke
performances have unfortunately very little to do with the performances of
the actual savings products distributed to EU citizens. And this i
particuarly true for longterm and pension savings. The main reason for
this is the fact that most EU citizens do not invest the majority of thei
savings directly into capital market products (such as equities and bonds
odzi Ay id2 aLI O 3S mestmdhp fRndE) [ifeél ibsurande dz
contracts and pension products).

One could then argue that insurance and pension products have similg
returns to a mixed portfolio of equities and bonds, since those are indee
the main underlying investment components ofsurance and pension
GLI O1F3ISRE LINBPRdAzOGad ¢KAA Aa I O
AYy@Sai2NE LRNITFT2fA2 NBOdz2NYy O2 YLz
2T FILIAGKES ATY2NAYy3I adzOK NBFTAGAS
products, piNIi F2f A2 (Gdz2NYy2@SNJ NIF GSaz Yl
totally invalidate this approach.

UONIPER.| UIr1ey [eay 8yl :Sbuires uoisuad
Z o Mg,

The tables below show two strikingbut unfortunately not uncommorg
real examples of this largely ignored reality: capital market performance i
not a valid pray for retail investment performance and the main reasons
for this are the fees and commissions charged directly or indirectly to reta
customers. The European Commission itself publicly stressed this fact (s
footnote 2 above).
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Table FW 1. Real case@Belgian occupational pension insurance

Capital markets vs. Belgian Occupational pension insurance 2Z0@16*

performance
Capital markets (benchmark index**) performance
Nominal performance 100%
Real performance (before tax) 44%
Pension insurance@erformance (same benchmark**)
Nominal performance 33%
Real performance (before tax) -4%

* To 30/06/2016

** 50 % Equity / 50 % bonds (MSCI World equity #dad JPM Euro Govt Bond Index
invested on 31/12/1999
SourcesBETTER FINANCE, provider

INGKS NBIFf OFasS F62@0S> (GKS LISyaizy LINEP
just a third of the return of its chosen capital market benchmark. Belgian
200dzLI GAZ2Y I € LISyaizy AyadzN»yOS FdzyRa
dzy F2 Nl dzy 6 St & R2y Qi feeR Xféed thargef at2AMES NI £ f
dzy RSNI @Ay3 adzyAilié 2F Fdzy R f S@St LI dza |
level; see Belgian case study annex in this report).
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10"Information has been obtained from sources believed teebable but J.P. Morgan does

not warrant its completeness or accuracy. The Index is used with permission. The Index may
not be copied, used, or distributed without J.P. Morgan's prior written approval. Copyright
2015, J.P. Morgan Chase & Co. All rigkgsrved: (J.P. Morgan)




Graph FW I. Real case of French retail equity fund

French shares (all tradable) *
—French large caps ("CAC 40") *
= |nflation
—French shares retail index fund wrapped **

* Dividends revinvested
** 20002003 simulated

Source BETTER FINANCE research, fund manager

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad

Ly GKS NBFt OFrasS AftfdzAGNI GSR %62
actually undeperformed the relevant equity index by,®0 basis points

after twelve years of existence (+34% instead of +117% for the benchma
from 2003 to 2016), with the performance gap fully attributable to fees.
The fund has also massively destroyed the real valugd & i Of A Sy (i 2

11Wrapped in an insurance contract as suggested by the distributor.
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as inflation has been almost twice as high as its nominal performance. It is

quite surprising that with such a huge return gap-a4gs its benchmark,

GKA& TFdzy R Aa adGAatt | t02N8 SR Aly23 £LI22NAISNE &
no warning is to be found on the Key Information Document (KIID) of the

fund (although required by EU law)

Another issue for European savers revealed in this graph is the use by
Ay@SaidyYSyid LINRPRdAzOG LINPGARSNRE 27F yI NNE
equity indexes instead of broader ones, although they claim the former to
NBLINSE&ASYG GdGKS SldzadGe YNy SGag Fa |
detrimental both:

w to investors as this graph shows (the French large cap equity market
underperformed the actual globalFrench equity market by 26
percentage points over the last 17 years: +42% versus +68%);

w and to European SMEs since a lot of investment inflows are thus
directed to large caps only, instead of broader instruments including mid
and small caps.

ESMA approach of mistaking capital market returns for retail investment
ones, is unfortunately widespread in available public research. This is, for
example, the case of the latest research report published by the European
Commission on this topic (see footnote 4).

The European Union was completely right to legally require the Supervisory

l dz K2NRGASE G2 O02ttSOG lyrfteasS | yR NJ
learn in business schools that one can manage and supervise only what one

can measure. And one major legakponsibility assigned to the European
ddzZLJSNIJA a4 2 NB  takizia K&liNGralehirSpiomadtilg trangparéncy,

simplicity and fairness in the market for consumer financial products or
ASNBAOSa | ONRaa GKS Ayl SNynhhlysingyahdN] S G =
NBLEZ2NIAY3I 2y ©2yadzyYSNI G6NSYRa&X



2015: The European Commission to require an analysis of the
actual net performance of long term and pension savings

On 30 September 2015, the European Commission released its Action P
on building a Capital M&]] S a ! y A BETTEREINAN@ES (happy

to see that the lack of transparency and of analysis of the real ne
LISNF2NXYIF YOS 2F LISyairzy al @atpiidherd a
promote transparency in retail products, the Commission will thgk

European Supervisory Authorities (ESAs) to work on the transparency
longterm retail and pension products and an analysis of the actual ne
performance and fees, as set out in Article 9 of the ESA Reguiatidons

However, as of August 20X7two years later- the ESAs had not received
any mandate from the European Commission, and had not started any wo
on this ActionAny refrence tohhe CMU Action itself has disappearedm
0KS WdzyS Hn46NM/ A5 Ligadderged! infoRanother
broader2y S 2y AGNBOlI At Ay@Saidy sgniioningNR
any next steps for completion.

In addition, in the meantime, the European Commission has eliminated g
disclosures on the past performance of investment funds and on thei
benchmarks in the && Ly ¥2NXI A2y 520dzr8yi
delegated act of 8 March 2017. This severe step back in transparency a
in investor information is totally inconsistent ith the CMU initiative, and it
will deprice EU savers from knowing if the investmerddurcts have made
Fye Yz2ySeé 2N y24 Ay GKS LI»ad |
investment objectives or not. It will also prevent independent researchers
4dzOK a .9¢¢9w CLb!b/9 G2 O2yidaA
returns (such as the one illustied on Graph FW 1) in the future.

Lonpaz | uimay feay ayl sbuires uoisuad

A customer -based approach to pension savings returns

It is the ambition and challenge of this research initiated BETTER
FINANCENd its partners to collect, analyse and report on the actual pas
performance of longerm and pension savings products for the customer.

12PRIIPs: packaged retail and insurabesed investment products.
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Our first report in 2013 established the methodology that is also used for
this muchexpanded 2016 edition, coveririgp countries that represer@5%
of the EU population.

The net real return of pensiosaving products should be:

w the longterm return (at least covering two full economic and stock
market cycles, since even lotgrm returns are very sensitive to entry
and exit dates. This time, we were able to collect upliyears of
performance data irmost countries covered);

w net of all fees, commissions and charges borne directly or indirectly by
the customer;

w net of inflation (since for longerm products only the real return
matters; that is the right approach taken by OECD as mentioned above);

w when possible, net of taxes borne by the customer (in the USA it has
been mandatory for decades to disclose the past performance of mutual
funds after tax in the summary of the prospectus).

Information on the returns of long term and pension savings
is deterior ating

The following executive summary, general report and country reports show
that this is not an impossible but a very challenging task for an independent
expert centre such as BETTER FINANCE, since quite a lot of data are simply
not available at an agggate and country level, especially for earlier years.
The complexity of the taxation of pension savings in EU countries makes it
also extremely difficult to compute after tax returns.
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In 2017, we find that Information on long term and pension savingsmet
is actually not improving but on the contrary deteriorating:

w less information ; for example the Belgian insurance trade organisation
Assuralia does not report anymore the returns of insuraregulated
oBranch 2% occupational and personal pensionopiucts since 2014
(and never did for the « Branch 23 products), and the national
supervisor FSMA does not do it either.




w later information : at the time of printing, still a lot of 2016 return data
have not been released by the national trade organisationsother
providers.

w Unchecked information: the principal source remains the national trade
organisations, their methodology is most often not disclosed, return
data do not seem to be checked or audited by any independent part
and sometimes they are onlyased on sample surveys covering just a
portion of the products.

w As already mentioned, the European Commission has eliminated t
disclosure of past performance of retail investment products and of thei
benchmarks in the Key Information Document start2@ 8, and latest
end of 2019 for UCITS funds.

CKSNB Aa adAaftt I f 2yrahspareney, sinpliciff &nd o
fairness in the market for consumer financial prodéictsl & Sy ANJ @
Law.
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As stated by the European Commission in a 2013 staff working document,
WKS ONRAAAZ KFa AYONBIF&aSR al @dSNBQ RA
marketg®. Similarly, the latest EU Consumer Markets Scorétamice

again ranks pensions and investments as one of the worst consumer
markets of all.

Coverage

The present report documents a principal component of, and reason for,

this distrust, namely the frequently poor performance of private pension
products, onceinflation, charges and (when possible) taxes are deducted

from nominal returns, and when compared to the relevant capital market
benchmarks. It significantly broadens the geographical coverage of the
AYAGALFE NB&ASIENOK NBL]R NI ate Pensiodstthe9 w CL b
wS I f wSUdzNy ¢ FANRG Lldzof AAKSR Ay Wdzy
Germany, Italy, Latvia, Poland, Romania, Slovakia, Sweden, The Netherlands

and the United Kingdom have been added to the initial group composed of

Spain, France ande@mark. It also extends the period of time covered in

order to now measure performance over 17 years from 2000 to 2016 in as

far as data was available. As such, the BETTER FINANCE research now
covers 86% of the EU population.

The countries under review can be divided into three categories:

B/ 2YYAAEAAR2Y {GFTT 22BNNYEBAYVRPOXFRAI 2] K3 9dNRBL
accompanyingtte Green Paper on Long Investment, European Commission, 25 March 2013,

page 1Chttp://eur -
lex.europa.eu/LexUriServ/LexUriServ.do?uri=SWD:2013:0076:FIN:EN:PDF

14 Consumer Markets Scoreboard 204 Making markets work for consumers, European
Commission, 2016



http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SWD:2013:0076:FIN:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SWD:2013:0076:FIN:EN:PDF

w countries like The Netherlands, Denmark and the United Kingdom at o
end, where pension funds and life insurance assets represent far mo
than the annual GDP (Gross Domestic Product) ahdrevthe real
returns of private pensions is of crucial importance;

w at the opposite end, countries like Italy and Spain, where pension
mainly depend on the quality and sustainability of fsyou-go (PAYG)
schemes;

w and the other countries in an interméte position, where the standard
of life of retirees depends both on the sustainability of PAYG syste
and the returns of private savings;

w Sweden is an original case where the pillar | mandatory pension is no
for a small part, funded instead of PAYG.

Why pension returns are critical for pension savings

Public Authorities involved in pension saving issues typically stress only
NBlidAaAadsSa F2N LISyaAirzy al @gay3a Gz
income replacing a large part of the former adhincome):

- the need to save as early as possible;

- GKS ySSR G2 al @S | AAIYATFAOMY
support a reasonable level of income in retirement, 10%% of an
average annual salary needs to be sa¥ed

For example, according td KS h t/lightof the challenges facing
pension systems, the only letgym solution for achieving higher retirement
income is to contribute more and for longer perigéls

We beg to disagree.

This is not enough. A third and even more crucial reqisitmissing: the
need to get a positive and decent lotgym return (a real net return: after
inflation and fees and commissions).

152 2 NI R 902y 2YAO C2NHzY 2 KMowSantwe afsGriNid ?YMay D €
16 OECD Pensions Outlook 2016 (Editorial, page 10, 2016)
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not sufficient, and even too often detrimental.

Assuming no inflation, saving 10% of activity income for 30 years (as
recommended by Public Authorities, 25 year life expectancy at retirement,
and impact of fees, commissions tax excluded, the table below shows that
unless long term net returns are sidgigantly positive (in the upper single
digits), saving early and significantly will not provide a decent

replacement income through retiremend G LISy & A2y & | RSIjdzr O& é
Table EX1
Annual net return Replacement income
negative 1% 10%
zero 12%
2% 17%
8% 49%

© BETTER FINANCE, 2017

Positive Capital market returns (1999 -2016)

We have chosen a period covering the last 17 years because pension
savings returns should be measured over a {@rgn horizon, and because

it includes two market upturns (2063006 and 2002016) and two
downturns (post dot com bubble of 20@D03 and the2008 financial
crisis). It is on this period that we based our analysigs far as data were
available The choice of the time reference does have a material impact on
real returns: in order to keep our research objective, we paid special
attention to aur choice of period to covét.
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We also measured the performance of the same investment repeated year

after year over the last 17 years for one case (French corporate savings and
pension plans; see French case section) to illustrate the impact of regular

pension savings over 17 years versus a one shot investment 17 years ago.
However the two are not fully comparable.

17|deally, one should look at evéonger termhistorical returns but the data are, for the
most part, not available for the earlier years.




Since the beginning of the XXIst century (from 31 December 1999 to
December 2016), capital market returns have been positive (moderately fa
equities and very much for bonds):

w On a nominal basis (before taking inflation into account), world stoc
markets have grown in value (in euros) by #§%e US stock market by
9494° and the European ones by 58%

w On a real basis (net of inflation), Eurgmestock market returns also
returned to positive cumulated returns by 2016 (+19%) as shown in th
graph below, although some European countries such as Greece a
Italy are still in negative territory. Several large cap markets alse
continue to struggle Wh negative returns, and at European level, the
BSNE YINNRS G{U2EE pné AYRSE Aa
17%) but includes only 50 European stocks.

UONIPEZ | UINay [eay ayL Sbulnes uoisuad

18 As measured by the MSCI All Country World (ACWI) GR index in euros.
19 As measured by the MSCI USA GR index in euros.
20 As measured by the MSCI Europe GR index in euros.
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Graph EX 1. Cumulated performance of wide European equity inde:
VS narrow index

+68%
70%

60% //
50%

40%

30%

20%

10%

0% -

-10% -
-20%

-30% -

-40% L

-50%

== H|CP ===STOXX All Europe Total Market*-STOXX Europe 50

* We used the MSCI Europe GR index as a proxy for the 2000 and 2001 performanci
because we could not find those years for the STOXX All Europe Total Market index
two indices are broad ones)

Bond markets enjoyed an exceptional phase and have performed
extremely well thank to the continuous decline of interest rates over
the last 15years: +130 % on a nominal basis, and +63% inteeal
(inflation deducted).



Graph EX 2. Cumulated Performance of European Bond

140.00 HGEX +130%

120.00 /
100.00
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= |nflation (Euro Area HICP)

Barclays Pan-European Aggregate Inde

SourcesBarclays Paituropean Total Returns & Eurostat HICP Europe 28 Monthly

Overall, a direct balanced (50% in European equities / 50% in Europe
bondg?) investment from a Europeasaver in capital markets at the eve of

the century? would have returned a hefty +117% in nominal terms (gross
of fees and taxes) and +54% in real terms, which means an annual avers
real return of +2.6% (+4.7% annual nominal return).

Most pension products recently improved but
underperformed

Our research findings show that most long term and pension saving
products did not, on average, return anything close to those of capita
markets, and in too many cases even destroyed real value for Europeg
pension avers (i.e. provided a negative return after inflation). The retuns
are improving though in recent years, thanks to a long period of bullis
capital markets since 2011, both for bonds and for equities. Of course, t

UONIPEZ | UINIaYy [eay 9yl SPulnes uoisuad

21|ndices used are Stoxx All Europe Total Market (MSCI Europe for first 2 years) for equitie
and Barclays Pan European Aggregate for bonds.
22 Rebalanced every year
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capital markets returns mentioned abovare not taking any fees and
commissions into account. Indeed the attribution of performance shows

that the level of fees and commissions has been the main factor explaining
f2y3 GSNY |yR LISyaiazy al gay3aQ NBGdzNy:

Pension returns drivers

Inflation has declined in recent years in a majority of countries, thus
reducing the gap between nominal and real performance. The net real
returns across countries are driven by:

w the asset allocation of pension products,

w the performance of capital markets intahich pension products are
invested,

wiKS aasSa YIyF3aSNBQ aiAftta Ay GSNyxa
timing.

w net real returns of private pensions are however most affected and
influenced by the fees and commissions charged by asset managers and
other financial intermediaries,

w as well as, ultimately, by inflation and by the tax burden.

There are striking differences between the asset allocation of pension funds
across countries and products. Mutual funds are the main component of
investments in Belgm and in Germany. This is also the case for the United
Kingdom, although to a lesser extent, where mutual funds tend to replace
direct holdings of shares, whose weight fell from 57% to 20% between 2001
and 2014. Conversely, the preponderance of sharese@ally from Danish
companies) in Denmark to a large extent explains the good performance of
pension products in this country. Equities also dominate in Sweden. Bonds
dominate in France (life insurance and public employee funds), Italy, Poland
(employee pasion funds), Spain, Romania and Latvia, with investments
chiefly consisting of government bonds. Overall, the period
shows a decline of allocations to equities and an increase of public debt in
pension funds allocation, a trend that is today gqtienable for savers
because it may diminish return prospects, as bond interest rates are now at
an alktime low.



The decrease in government bond interest rates since 1999 had a positi
impact on outstanding assets, especially in countries where thig aksss
dominates, but it reduces the capacity to offer a good remuneration o
new investment flows.

l'a NBIFNREA FaaSd YIylF3aISNBQ alAffa
capital market benchmarks over the long term.

Fees and commissions substantialfeduce performances of pension
LINE RdzOG & SalLSOAlLfte F2NJ LISNER2Y I
unit-linked life insurance in particular. Charges are often complex, opaqu
and far from being harmonised between different pension providers ang
produds. Some countries have begun to impose overall caps on fees ft
some pension products (UK, Romania, Latvia).

Finally, taxes also reduce the performance of investments. The gener
model applied to pension products is deferred taxation, with contributions
being deducted from the taxable income while pensions are taxed. Th
accumulated capital can be withdrawn at least partially at retirement as &
lump sum, which is often not taxable. Our calculations of net returns arg
based on the most favourable case, iassuming that the saver withdraws
the maximum lump sum possible.

The following General Report analyses return contributions in more detail.

European Pension returns outlook

In 2017, the overall miterm outlook for the adequacy of European
pension savingis concerning when one analyses it for each of these mai
return drivers:

uonipgz. | uimay [eay ayl :sbuires uoisuad

T Itis unlikely that the European bond markets will come any close to thg
extraordinary returns of the last 17 years, due to the continuous fall o
interest rates, as those are naat rock bottom levels.

1 The negative impact of this foreseeable trend in bond returns o
LISyaArz2yaQ NBGdNya oAttt 0S NBAYT?2
LISYyaAzy LINPRdzOGAQ LRNITF2fA2a Ay
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9 Fees and commissions do not show any sicanifi downward trend, and
transparency of cost disclosures is not improving.

1 Inflation seems unlikely as interest rates; to go much further down,
YR (GKS O2yaSldsSyoSa 2F GKS ayz2y 02
OSYiNIt olyla 2y adRaaNBt S0 i NI &y OK o N

1 Taxes on long term and pension savings do not show any significant
downward trend either.

Pension returns per country

The best performing national pension products over the last 17 years (end
of 1999 to end of 2016) are the Dutckcupational pension funds with an
overall real return of around + 50% (+2.84% yearly average), even
outperforming a direct balanced investment in European capital markets
(+47%). The average yearly real returns of pension funds after charges and
tax havereached and around 4.13% in Poland over the period 2053

and 4.826 in @nmark over the period 2002016, Conversely, we found
negative real in France (udibked life insurance contracts 20016), in

Italy (Open pension funds 20€DM16), in LatviagState Funded Pension
Funds, 2002016), in Slovakia (Pillar 1l Funded pension, ZWK5), in
Spain (pension funds 20€M16) and in the Netherlands (Life Insurance,
2000-2015).

Unit-linked insurance products seem to struggle to perform everywhere,
mainly due to the high (most often undisclosed) overall level of mayter
fees.

These poor or even negative real returns have led public authorities in
some Member States to take measures in order to ensure transparency and
cap the fees charged by certainrston providers (in countries such as the
UK, Romania and Latvia). The issue is crucial, especially in countries like the

23 However, in both cases returns wouttbst likely have been lower, but we have been able
to find return data for the earlier years, from 2000 to 2002, when equity markets declined
strongly.

24\We could not find earlier aggregate returns as for Bulgaria, Estonia, Latvia, Romania and
Slovakia.



United Kingdom where the standard of life of retirees depends heavily o
pre-funded pension schemes.

The following tables detail thiosng term real returns of the main long term
and pension saving product categories in the 15 European countrie
analysed.

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad



Graphs EX 3(A)ANNUALISED REAL RETURNS OF PENSION
SAVINGSAFTER CHARGES & INFLATEEYFORE TAX
FROM 2000/01

1% 0% 1% 1% 2% 2% 3% 3%

Pension Funds (IORP), 2000-2016 H 1.90%
W
L |
Pension Savings Funds, 2000-2016 [N 1.70%

S @ Occupational Pension Funds, 2001-2016 [ |1.40%
% ]
X B  Personal Pension Insurance, 20002016 [N 2.29%
E 4
= Life Insurance, Guaranteed, 2000-2016 [ 1.04%
m -
< x : .
&-’ o Life Insurance, Unit-linked, 2000-2016 . -0.19%
g -
= Corporate Savings Plans, 2000-2016 [ 0.72%
§ _
= Closed Pension Funds,2000-2016 [ 1.33%
wn = 4
=
= Open Funds, 2000-2016 [ -0.14%
c i
Q

0 Pension Funds, 2000-2016 | -0.07%

T 2.84%
pension Funds, 20002016
—
= |
Life Insurance, 2000-2016 [l -0.32%
= Pension Funds, 2000-2015 m 2.60%

Source BETTER FINANCE Research




Graph EX 3(B)ANNUALISED REAL RETURNS OF PENSION
SAVINGSAFTER CHARGES & INFLATEEYORE TAX

FROM 2002
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2014
L
o0
Life Insurance, Guaranteed, 2002—20- 2.00%
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Source BETTER FINANCE Research
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Graph EX 3(G)ANNUALISED REAL RETURNS OF PENSION
SAVINGSAFTER CHARGES & INFLATEEYORE TAX
LATER STARTING DATES
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Introduction

In June 2013, BETTER FINANCE published a reNdarici2 NIi Sy 0 A
t Syarzyay ¢KS wSIFt wSGdaNYyé¢ SKAOK
LINE RdzOG& | FGSNI OKI NBSaszx | & wiemnveri
possible ¢ after taxation. This first report furthermore identified the
contributing fictors to these returns in Denmark, France and Spai
including an irdepth description of the pension savings vehicles available
in these countries.

In September 2014, BETTER FINANCE published the 2014 edition of
"Pension Savings: The Real Return" aesle report, which included data
updates for the three countries covered in the initial study, as well as fivg
new countries with irdepth evaluation: Belgium, Germany, Italy, Poland
and the United Kingdom.

The 2015 edition of the BETTER FINANCE resepat aimed at updating
the existing country cases and expanding the coverage to 15 Europe:
Union countries with the addition of Bulgaria, Estonia, Latvia, the
Netherlands, Romania, Sweden and Slovakia. Hence, the coverage of
research report augmentetb approximately 85% of the EU population.

The 2016 and 2017 editions are an update of the 15 existing country cas
with the most recent data available at the time of print, as well as
improvements to the coverage of available pension vehicles as a
important goal is to encompass all savings products actually used by B
citizens to save for retirement. Furthermore, overviews on recent trends i
the respective long term savings and pension markets are given.
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The whole research report series showed thatlresturns of retirement
savings have been very low over the reviewed periods once charges,
inflation and taxes had been taken into account. Measuring all elements
(inflation, charges and taxes) that reduce investment performance is
especially important ira low interest rate environment because the real
return for savers can be substantially negative. As a comprehensive
approach to provide this indispensable information to savers is not
provided for the time being by Public Authorities or other independent
bodies, this research report aims at improving transparency on the real
returns of long term and pension savings in Europe. This is in line with the
9dzNR LISIFY [/ 2YYAaaArz2yQa OdaNNByid a! OlAazy
performance and fees in this area (part of its Capital Markets UniogQ
CMU- Action Plan).

Country profiles

Table 1 includes some key characteristics of the pension systems in the
countries under review within this research report.

Table GR 1. Country Profiles (at the end of 2016)
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Belgium
Net equity of Net equity of
hougeholds in 92 households in pension 2204
pension funds funds reserves as % o
NEaSNBHy o GDP
Net equity of Net equity of
households in life . 202 households in life 48%
insurance reserves (il insurance reserves as
e 0YyO % of GDP
Age dependency ratio,
Working population 4.9 min. old (% of workingage 29%
population)
Net pension replacement rates, Men, % of petirement earnings, 2014  61%
Bulgaria
Net equity of Net equity of
households in households in pension
) 5 12%
pension funds funds reserves as % o
NBaSNBHhy o GDP




Net equity of
households in life
insurance reserves (il
e 0YyO

Working population 3.2 mn.

Net pension replacement rates, Men, % of petirement earnings, 2014 -

Denmark
Net equity of
households in

) 181
pension funds
NBESNIB&HY o
Net equity of
households in life 233

insurance reserves (il
€E 0YO

Working population 2.9 min.

Net pension replacement rates, Men, % of petirement earnings, 2014  66%

Estonia
Net equity of
households in

) 3
pension funds
NEaSNBHy o
Net equity of
households in life 0

insurance reserves (il
€ 0Yy0

Working population 0.7 min.

Net pension replacement rates, Men, % of petirement earnings, 2014  60%

France

Net equity of
households in

) 203
pension funds
NBEaAaSNIBHY o
Net equity of
households in life 1718

insurance reserves (il
e 0YyO

Net equity of

households in life

insurance reserves as

% of GDP

Age dependency ratio,

old (% of workinegage 31%
population)

1%

Net equity of
households in pension

0,
funds reserves as % o S0
GDP
Net equity of
households in life 84%

insurance reserves as

% of GDP

Age dependency ratio,

old (% of workingage 30%
population)

Net equity of
households in pension

0,
funds reserves as % o e
GDP
Net equity of
households in life 20

insurance reserves as

% of GDP

Agedependency ratio,

old (% of workingage 29%
population)

Net equity of
households in pension

0,
funds reserves as % o 20
GDP
Net equity of
households in life 77%

insurance reserves as
% of GDP
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Age dependency ratio,

Working population 29.2 min. old (% of workingage
population)
Net pension replacement rates, Men, % of petirement earnings, 2014
Germany
Net equity of Net equity of
households in households in pension
) 813
pension funds funds reserves as % o
NBEASNIBHY o GDP
Net equity of Net equity of
households in life 963 households in life
insurance reserves (il insurance reserves as
€ Ind % of GDP
Age dependency ratio,
Working population 42 min. old (% of workineage
population)
Net pensiorreplacement rates, Men, % of pretirement earnings, 2014
Italy
Net equity of Net equity of
households in households in pension
) 256
pension funds funds reserves as % o
NEaSNBHy o GDP
Net equity of Net equity of
households in life 657 households in life
insurance reserves (il insurance reserves as
€ Ind % of GDP
Age dependency ratio,
Working population 25.2 min. old (% of workingage
population)

Net pension replacement rates, Men, Y%oé-retirement earnings, 2014
Latvia

Net equity of Net equity of
households in households in pension
) 3
pension funds funds reserves as % o
NBEaAaSNIB&HY o GDP
Net equity of Net equity of
households in life 0 households in life
insurance reserves (il insurance reserves as
€ Ing % of GDP
Age dependency ratio,
Working population 1 mn. old (% of workingage
population)

Net pension replacement rates, Men, % of petirement earnings, 2014

-

-
-
- -
-
- -

-

31%

68%

26%

31%

33%

50%

15%

39%

36%

80%

13%

1%

30%




Netherlands

Net equity of
households in

. 1.425
pension funds
NEaSNBZHy o
Net equity of
households in life 152

insurance reserves (il
€ Ing

Working population 8.8 min.
Poland

Net equity of
householdsn

) 39
pension funds
NEaSNBHy o
Net equity of
households in life 18

insurance reserves (il
€ Ing

Working population 17 min.

Romania

Net equity of
households in

: 7
pension funds
NEaSNBHy o
Net equity of
households in life 5

insurance reserves (il
€ Ing

Working population 8.7 min.

Net equity of
households in pension
funds reserves as % o
GDP

Net equity of
households in life
insurance reserves as
% of GDP

Age dependency ratio,
old (% of workineage
population)

Net pension replacement rates, Men, % of pedirement earnings, 2014

Net equity of
households in pension
funds reserves as % o
GDP

Net equity of
households in life
insurance reserveas
% of GDP

Age dependency ratio,
old (% of workingage
population)

Net pension replacement rates, Men, % of petirement earnings, 2014

Net equity of
households in pension
funds reserves as % o
GDP

Net equity of
households in life
insurance reserves as
% of GDP

Age dependency ratio,
old (% of workingage
population)

Net pension replacement rates, Men, % of petirement earnings, 2014

204%

22%

29%

96%

9%

4%

23%

53%

4%

1%

27%
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Net equity of Net equity of
households in households in pension
4 9 11%
pension funds funds reserves as % o
NBEESNIBHY o GDP
Net equity of Net equity of
households in life 4 households in life 506
insurance reserves (il insurance reserves as
€ Ind % of GDP
Age dependencyatio,
Working population 2.7 mn. old (% of workineage 20%
population)
Net pension replacement rates, Men, % of petirement earnings, 2014  81%
Spain
Net equity of Net equity of
hougeholds in 168 households in pension 15%
pension funds fundsreserves as % of
NBaSNDZHy o GDP
Net equity of Net equity of
households in life _ 167 households in life 15%
insurance reserves (il insurance reserves as
€ Ind % of GDP
Age dependency ratio,
Working population 22.7 mn. old (% of workingage 29%
population)
Net pension replacement rates, Men, % of petirement earnings, 2014  90%
Sweden
Net equity of Net equity of
hou;eholds in 397 households in pension 87%
pension funds funds reserves as % o
NBEaAaSNIB&HY o GDP
Net equity of Net equity of
households in life . 112 households in life 2504
insurance reserves (il insurance reserves as
€ Ing % of GDP
Age dependency ratio,
Working population 5.1 min. old (% of workingage 32%
population)
Net pensiorreplacement rates, Men, % of pretirement earnings, 2014 56%




United Kingdom

t Syaazy | & Pension assets as % ¢ .
bn) 3.860 GDP 163%
Net equity of Net equity of
households in life _ 243 _householdsn life 31%
insurance reserves (il insurance reserves as
e 0Yyo0 % of GDP
Age dependency ratio,
Working population 32 min. old (% of workineage 28%
population)

Net pension replacement rates, Men, % of pedirement earnings, 2014  29%

Source OECD, Eurostat, World Bank, UK Offic&ational Statistics
Any discrepancies with OECD data arise from the fact that data from this table d
not refer to pension funds assets, but to pension entitlements

A useful indicator of the pressure on pension systems is theagéd
dependencyratio, defined as the ratio between the total number of elderly
persons when they are generally economically inactive (aged 65 and abo
and the number of persons of working &geThis ratio is low in Slovakia
(20%) and Poland (23%). It is the highesttaty (36%) meaning that the
pressure on the PAYG (PAgYouGo) system is at the maximum level in
this country. Bulgaria, Denmark, France, Germany, Latvia and Sweden
have ratios of 30% or above.

Pension schemes, life insurance contracts and PAYé@nsystre combined
differently in each country to build the overall financial income of retiteées
The public (mandatory) basis is illustrated in the net pension replaceme
rate from public pension systems, for men as percentage ofgtieement
earnings 6r the year of 2014 as the most recent estimation. These
replacement rates are highest in the Netherlands (96%), closely followed [
Spain (90%) and still solid in Slovakia (81%) and Italy (80%).

uonipgz. | uimay [eay ayl :sbuires uoisuad

25 Eurostat definitionhttp://ec.europa.eu/eurostat/web/products
datasets/product?code=tsdde511

26 _ooking only at financial sources of pension income; prop&tgtedincome is not in the
scope of this study.
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http://ec.europa.eu/eurostat/web/products-datasets/product?code=tsdde511
http://ec.europa.eu/eurostat/web/products-datasets/product?code=tsdde511
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The net equity of households in pension fund reserves ranfgem a
minimum of 4% in Romania to a maximum of 204% in the Netherlands.
With the exception of the Netherlands, Sweden (87%) and Denmark (65%),
this ratio is inferior to 30% in all countries. This reflects that only those
three countries and the United ikgdom, for which we can similarly
calculate pension assets psrcentageof GDP (163%), have been building
pre-funded pension schemes for a long time, whereas other countries have
widely relied on a publicihanaged PAYG scheme.

However, one should als@ke into account a second indicator to form a
correct perception of savings accumulated for retirement: the ratio of the
net equity of households in life insurance reserves and annuities as a
percentage of GDP. Indeed, many pension arrangements are oeganis
within the legal framework of life insurance contracts, both in pillar I
(occupational and company schemes) and pillar 1ll (individual private
contracts) of the pension systems. For instance, the net equity of
households in life insurance reserves reggnts 84% of GDP in Denmark
and 77% in France. Moreover, in countries like France, life insurance is
widely used by households in order to obtain additional resources at
retirement age, even though most products offered by insurance
companies are not spéically designed for retirement, i.e. subscribers can
withdraw their savings at any moment even when they are not retired. It is
not possible to know eante which percentage of life insurance contracts
will actually be used during the retirement peridolyjt many polls confirm

that this objective is a major motivation for subscribing to a life insurance
contract. Less widespread in the Eastern European countries, the weight of
life insurance is equal or inferior to 5% of GDP in Bulgaria, Poland, Romania,
Yovakia, and the Baltic States Estonia and Latvia.

Overall, the countries under review can be divided into three categories:

w In the first group of countries comprising Denmark, Sweden, the
Netherlands, and the United Kingdom, the sum of pension and life
insurance assets (and liabilities) represents amounts superior to the
annual GDP. In these countries, the issue of the real returns of private



pensions is a crucial one for future retirees, especially for those who a
members of defined contribution scherse

w In a contrary grouping, citizens have little geended assets available for
NEBGANBYSyliod ¢KS adzy 2F tAFS Ay
assets represented about or less than 15% of the GDP in Bulgar
Estonia, Latvia, Poland, Romania and Slavakh these countries,
citizens will predominantly depend on the quality and sustainability of
arrangements within the framework of PAYG systems.

w The third group of countries is in an intermediate position. Pensio
funds and life insurance contracts repent 86% of GDP in France, 70%
in Belgium, 57% in Germany, 55% in Italy and 30% in Spain. In the
countries, citizens depend both on the sustainability of the PAYC
systems and on the returns of private pension savings. Governmen
focus on strengtheninghe public pension system (as is the case of Italy
and/or on the rise of savings in private pension products (as is the cas
in Germany). However, when private pension products deliver poo
benefits, the legitimacy of such efforts is questioned in the joubl
debate.

A limitation of the present report is that it does not take into account
housing as an asset for retirement. The proportion of households ownin
their residences varies greatly from one country to another. For example,
is especially low in Gmany, where a majority of households rent their
residences and where home loan and savings contracts have conseque
been introduced as the most recent stegebsidised pension savings
scheme. For the time being, returns of pension savings are all thre m
important since a majority of retirees cannot rely on their residential
property to ensure a decent minimum standard of life.

uonipgz. | uinay [eay ayl :sbuires uoisuad

However, residential property is not necessarily the best asset fo
retirement: indeed it is an illiquid asset and it oftenedonot fit the needs
of the elderly in the absence of a broad use of reverse mortgages. T
house might become too large or unsuitable in case of dependency. In thg
case, financial assets might be preferable, on the condition that the
provide a good pedrmance.
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Return attribution

Inflation

For several of the countries analysed in this research report, inflation rates
were of significant magnitude and consequently had a severe impact on
returns in real terms over the periods in review. One has to keapii

that even for those countries with moderate inflation, the compound effect
over long periods, as applicable for the case of retirement savings, can lead
to considerable losses in purchasing power.

Table GR 2. Inflation [in %]
(]

x > S ©
gg'gm-§8% © 'g:'icac)
2 @8 = §|¢ > S S 8 ® © © X
5> & O S § E © = T c > 3Sle 5
L @ 3 & 2 1 08 =58 R K
n o o W 0] x o0 )

2000 3.5 3.0 11.324 5.0 1.8 2227 1.7 8.4 40.7 8.4 4.0 1.3 0.8
2001 2.7 1.9 48 2.0 42 151423 3.2 35303 6.7 25 3211
2002 2.4 1.3 3.8 2.6 27 221.23.0 1.5 3.2 0.8 17.8 3.2 4.0 1.7 1.6
2003 2.1 16 56 1.2 1.2 241.125 36 1.6 1.7 142 94 2.7 1.8 1.3
2004 2.4 2.0 40 1.0 48 222223 7.3 1.3 43 93 59 33 0916
2005 2.3 28 74 23 3.7 182220 71 20 08 87 38 3.7 1219
2006 2.2 2.1 6.1 1.6 51 171421 6.7 1.7 1.4 49 3.7 27 1530
2007 3.2 3.1 11624 9.7 28 3.1 28 14.0 1.6 43 6.7 25 43 2521
2008 2.2 2.7 7.2 2575 121124104 1.7 3.3 6.4 35 1.4 2130
2009 1.5 0.3 16 1.1-191.01.01.1-1.4 0.7 3.9 47 0.0 09 28 2.9
2010 2.7 3.4 44 28 54 201721 24 1.8 29 79 13 29 21 3.6
2011 3.0 3.2 2.0 24 41 27 23 3.7 39 25 46 3.2 46 2.3 04 4.3
2012 23 21 28 1.9 36 152026 16 34 21 46 3.4 3.0 1.026
2013 1.0 1.2 -09 0.5 2.0 0.81.30.6 -04 1.4 0.6 1.3 0.4 0.3 0.4 20
2014-0.1-04-200.1 01 0.1000.0 03 -0.1-0.7 1.0 -0.1-1.1 0.3 0.5
2015 0.2 1.5 -09 0.3-0.20.30.20.1 0.4 0.5 -0.4-0.7-0.5-0.1 0.7 0.2

2016 1.2 2.2 -050.3 24 0.81.705 21 0.7 09 -0.1 0.2 1.4 1.7 16
Source Eurostat (All-items HICP - Annual rate of change), Index, 2015=100

a1 N
b= Netherland
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Over the last 17 years, from 20@0 2016, the hihest average inflation
rates could be observed in the Eastern European countries. By far the
severest loss of purchasing power was recorded in Romania with an




annualised average of 9.0%. Especially in the early 2000s, Romania suffe
from high doubledigi inflation rates of 41% in 2000 and 30% in 2001, and
it took until 2004 to see it drop under 10%. The only two other countries
that witnessed doublaligit inflation rates were Bulgaria (2000, 2007) and
Latvia (2007, 2008) albeit remaining below 15%. Tivaual average rates

of the other Eastern European countries ranged in between 4.0% (Bulgari
and 2.5% (Poland), with the latter being close to the highest rate of
Western European country, Spain, at 2.2%, which was likewise t
European Union averageh@ countries with the lowest average inflation
rate were Sweden and Germany at 1.5%, closely followed by France a
Denmark (at 1.6% each).

While in the first nine years of the millennium no deflationary trends
occurred, the year of 2009 brought first negative inflation rates to the Baltig
states Estonia-{.9%) and Latvial.4%). The more recent years of 2014
and 2015 brought deflation to krge number of countries (7 respectively 6
countries). In its aim to maintain the inflation rates below but close to 2%
the European Central Bank undertook considerable monetary policy effort
to bring the rates back to the desired levels. In 2016, fioffarates rose

again for all countries except Bulgaria and Romania, and with Belgiu
Germany, Sweden and the United Kingdom measuring rates around 2§
deflationary worries seem to fade.

The low inflation rates of the recent years go hand in hand witkdaiction
in public sector deficits, see recent numbers in the following table:

uonipgz. | uinay [eay ayl :sbuires uoisuad
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Table GR 3. Public sector deficit and debt [in %]

Public Sector Deficit Public Debt as a % o

as a % of GDP GDP

2015 2016 2015 2016

Belgium -2.5 -2.6 106.0 N/A
Bulgaria -1.6 0.0 26.0 295
Denmark -1.3 -0.9 395 37.8

Estonia 0.1 0.3 101 9.5
France -3.6 -34 95.6 96.3
Germany 0.7 0.8 712 68.3
Italy 2.7 -2.4 1321 1326
Latvia -1.3 0.0 36.5 40.1
Netherlands 2.1 0.4 64.5 618
Poland -2.6 24 50.2 538
Romania -0.8 -3.0 373 37.2
Slovakia 2.7 -1.7 525 519
Spain -5.1 -4.5 99.8 994
Sweden 0.3 0.9 447 41.2
United Kingdom -4.3 -3.0 88.0 854

SourceEurostat, BETTER FINANR&Search

In 2016, a surplus was observable in Sweden, GermanyiNétieerlands

and Estonia. In particular, Germany recorded the third consecutive year
with a surplus, while in Estonia, one could be observed for a second year in
a row. The largest public sector deficit as percentage of the GDP was
observable in Spain a#.5%, being at the bottom for a second consecutive
year. The Maastricht Treaty requiremenB% ratio of the planned or actual
government deficit to gross domestic product at market prices) was
likewise missed out by Romanig.0%), the United Kingdom3(0%) and
France {3.4%). For the last two countries, this furthermore was a miss for
the second consecutive year.
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When it comes to the second criterion of the Maastricht Treaty concerning

the public authorities, we have a look at the outstanding levepuaiflic

debt which should remain below a theoretical ceiling of 60%. Eight

countries had an outstanding level of debt below this threshold while seven

countries, all of them from Western Europe, surpassed it. The surplus made




by the Netherlands in 2016 pdisins the Dutch public authorities close to
the desired levels at 61.8%.

Asset Mix

CKSNBE NP &adNARA]1AYy3d RAFTFSNBYyOSa
across European countries as shown by the following table:

TableGR4 Sy aA 2y ¥ dzy Ranin % &f totdl éssdts] 3

Cash and Bills and ..

deposits bonds Equities Other
Belgium 2005 9.7 25.2 36.3 28.8
Belgium 2010 6.5 42.8 37.7 13.0
Belgium 2015 4.4 439 418 9.9 =
Denmark 2005 0.8 56.5 292 135 2
Denmark 2010 05 70.0 155 14.0 S
Denmark 2015 0.3 63.1 17.8 187 o
Estonia 2005 6.0 54,6 37.4 2.0 =
Estonia 2010 9.4 47.8 38.6 4.1 7
Estonia 2015 20.2 485 310 0.3 5|
Germany 2005 3.8 45.7 120 385 (¢
Germany 2010 25 46.3 4.7 46.5 ?E
Germany 2015 338 535 5.0 37.8 £
italy 2005 47 408 157 389 &
ltaly 2010 5.1 46.1 15.3 335 5
Italy 2015 4.1 49.7 195 26.7 3
Latvia 2015 17.1 59.5 211 2.2 =2
Netherlands 2005 2.3 40.8 46.2 10.7 =
Netherlands 2010 2.4 419 355 20.2 >
Netherlands 2015 2.8 46,5 382 125
Poland 2005 4.1 634 320 0.4
Poland 2010 35 59.4 36.3 0.9
Poland 2015 6.9 10.4 82.3 0.5
Slovakia 2010 275 70.8 1.4 0.3
Slovakia 2015 17.4 784 1.8 2.4
Spain 2005 5.0 63.6 214 10.0
Spain 2010 19.3 57.6 121 11.0
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Spain 2015 16.7 62.4 114 9.4
Sweden 2005 14 57.7 344 6.5
Sweden 2010 3.4 715 183 6.8
Sweden 2015 2.2 66.7 18.3 12.8
United

Kingdom 2005 2.6 22.7 477 27.0
United

Kingdom 2010 3.7 285 309 37.0
United

Kingdom 2015 24 34.4 20.2 43.0

SourceOECD Global Pension Statistics

The asset allocation data in this table include both direeéstment in cash

and deposits, bills and bonds, equities and indirect investment through
collective investment schemes (investment funds such as UCITSgr AIF

¢KS G20KSNE OFGS3I2NE O2YLINR&aSa FaasSia
hedge and privateequity funds and other structured (unallocated)

products.

In Belgium, bills and bonds represent the main component of investments
in 2015 (57%). This percentage has considerably evolved in over a decade
and more than doubled since 2005 (25%). All otheseagategories, in
return, saw their portion reduced with cash and deposits and other assets
more than halved.

The specificity of Denmark is the predominance of corporate securities,

both equity and bonds. Public bonds play a minor role because public

deficits are small, as explained in the initial study. As of 2015, about 80% of

5 yAaK LISyaazy TFdzyRaQ FaasSda INB Fffz
cash and deposits are almost zero. The overall asset allocation in 2015, and

in particular the portion of bi$ and bonds and equity, resembled the one of

the other Scandinavian country covered by this report: Sweden (about 65%

in bills and bonds, about 18% in equities).
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27 AlIFs : Alternative Investment Funds , which are all theW6HTS funds




Estonian, Latvian, Slovakian and Spanish pension funds held relatively la
portions of caskand deposits of around 20% in the year of 2015. While the
Gg2 . FTETGA0O adlriSaQ LSyarzy TFdzyRa
(Estonia: 31%, Latvia: 21%), Spanish pensions funds held less (10%)
{(t20F1AlyQa ftY2ad y2ySo

In Germany, collectivéinvestment schemes play a predominant role in
LISyaArzy FdzyRaQ adaSiaod 'y | RRAGA?Z
importance of loans in their assets with most of these loans attributed to
employees in companies. The portion directed to equiteghie second
lowest (5%) for the countries under review. One has to keep in mind tha
the OECD data aggregates Pensionskassen and the more risky but |
distributed pension funds.

Ly LGlIfer LdMzoftAO 62yRA& | YR 0Afsina
2015. Households have traditionally been strong investors in Italia
government bonds, but they have progressively diminished their exposur
to these types of products and institutional investors, pension funds amon
others, have been compensating fiieir withdrawals®.

In the Netherlands, assets are somewhat equally divided into bonds a
bills on the one hand and equities on the other hand. In 2015, bills an
bonds are held to a slightly larger extent (47%) while ten years ago equitie
were still alittle above (46%).

In Poland, equity accounted for 82% of the PFE assets in 2015 with a h
increase in this asset class in recent years (from 322005 to 82% in

2015). Bills and bonds played the smallest role among the countries und
review, and th& decline ran inversely to the rise in equities with cash and
deposits and other assets being stable over time.

uonIpgz. | uinay eay ayl :sbuires Loisuad

The United Kingdom has traditionally been the country where equities for
a major part of asset allocation of pension funds. Their share dsedea
from 47% to 20% between 2005 and 2015. This trend is offset by a growi

BYHAOOKAY 2T [SIT 'i1SYlFLyy2> ! yRNBIT aLOGFtALYa
5; July 2017.
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recourse to other (unallocated) assets, which might partly still include
equities, and by a growing portion of bonds and bills.

For most countries, the period 20915 shows aecrease in equities and

an increase in public debt in the asset allocation of pension funds, partially
due to unrealised capital gains generated by the historical decrease of
interest rates®.

Asset performance
Equity markets

Equity returns are of volatileature in the short term and hence need to be
observed with a long perspective in mind. The real return calculations in
this report date back to 2000 at the earliest so we likewise take a look at
how equity markets performed over the same period. In gehedtee 21st
century began with one of the most severe bear markets in history and
faces, in conjunction with the downward cycle of 268008, two longer
lasting upward cycles from 202906 and 20022016.

29 A decrease in market interesdtes translates into an increase in the maokmarket value
of fixed interest debt products held by investors.




Table GR 5. Historical Returns on Equvtgrkets, yearly average

Europe
Belgium
Bulgaria
Denmark
Estonia
France
Germany
Italy
Latvia
Netherlands
Poland
Romania
Slovakia
Spain
Sweden

United
Kingdom

(2000-2016)
(2000-2016)
(2006-2016)
(2000-2016)
(2003-2016)
(2000-2016)
(2000-2016)
(2000-2016)
(2005-2016)
(2000-2016)
(2001-2016)
(2006-2016)
(2000-2016)
(2000-2016)
(2000-2016)

(2000-2016)

Nominal Return

2.1%
2.8%
-11.7%
9.8%
7.2%
1.2%
2.1%
-1.0%
3.1%
2.2%
2.8%
3.2%
8.2%
2.3%
3.3%

2.9%

Real Return
0.1%
0.9%

-14.2%
8.1%
3.9%

-0.3%
0.6%
-2.9%
-0.6%
0.3%
0.8%
-0.4%
4.7%
0.1%
1.8%

0.9%

Source: MSCI Indices (Net Returns), OMX Baltic Riga, Slovakia SAX, Eurostat

All the used indices are total return (value) indices except for Latvia and Slovakia,

which are price indices (dividends not included)

Looking at equity performances on a per country basis is not possible ov
the full 17year period for all countries under review in this report as
corresponding indexes are not always available. For those complying, ma
have regained their nominal leveENE Y
recorded distinct positive returns. The only country with a negative averag
nominal return over the full period was ltaly, &.0%. The other equity

market with a negative average return, Bulgaria, which performed
particularly poorly and lost considerablyl(.7%) on average, did so over a
shorter 1tyear period. The best performing equity market could be
observed in Denmark with a strong quasi double digit annual averag
(9.8%), followed by the Slovakian one at 8d8d the Estonian (7.2%) for a
shorter time horizon (over 14 years). The other countries with positive

iKS YAfttSyyAad
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nominal returns lagged behind this trio by a large margin, and their
averages ranged between 3.3% (for Sweden) and 1.2% (for France).

As discussed eartliginflation can have a significant impact on real returns

in the long run and especially struck Eastern European countries. Looking at
SljdzAGe YIFEN] SO NBGdINya FR2dzaGSR F2NJ Ay
strong return rates for Slovakia and Ese@ilmost being cut in half (4.7%
and 3.9%) whereas the Danish equity market still performed very well with
8.1% in real terms. The Swedish equity market delivered steady returns of
1.8% while the Belgian, British, Polish and German markets progressed
slowly (between 0.9% 0.6%). The Dutch, Spanish, French and Romanian
markets did not really progress in real terms with the last two having slight
negative averagesd.3% and0.4%). Italy recorded a distinct negative real
average of almost3% per year, whil the Romanian market suffered
14.2% on average after deduction of inflation.

However, the equity indices used in Takd&6 are narrow, large cap only

indices, usually including only a few tens of stocks each, and excluding all

mid and small cap equitieBroader indices are required to better reflect

the returns of the whole equity markets in Europe. Those include mid and
aYrtf OFLAGIEAAlIOAZ2YAY 6KAOK KIF@S YI &
over the last 17 years. As a result, the broader countryitggonarket

returns were much higher (for example the real return of the French

broader equity market showin Graph FR | has been very positive). But

these broader country equity indices are unfortunately less known and

often available only for recent yesin Europe.
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Only looking at the most recent year of 2016, European equity markets
continued to progress taken as a whole. However, contrary to the long
trend, Danish equities clearly slippedl3.8%) in real terms after a very
strong year of 2015 (37.4%})he only other two countries with negative
real performances were ltaly8.2%) and Belgium§.9%). The strongest
real performance was recorded for Bulgarian equities (25.6%), which were
worst performing over the long run, followed by Romania (18.1%)thed
United Kingdom (17.3%) as the subsequent most progressing equity
markets of the year.




When looking at the cumulated results at European level, as well as in t
individual countries where we developed this analysis (see French, Germa
Spanish and Ugountry cases), broad stock market indices performed muc
0SOGGSNI GKFy GKS 0SGGSN)I 1y26y | YR
indices (Stoxx Europe 50, FTSE 100, DAX 30, IBEX 35, CAC 40).

The following graph shows a comparison of the broad STOXX réfieEu
Total Market index which includes 1466 European stocks (as of 23 Ju
2017¥° and the much narrower Stoxx Europe 50.

Graph GR {1 Cumulated Performance of Wide Index
(STOXX All Europe Total Market) vs Narrow Index
(STOXX 50) in Europe

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad

=== H|CP * ===STOXX All Europe Total Market—-STOXX Europe 5C

SourcesBETTER FINANEHculations based on STOXX Limited and Eurostat

30 https://www.stoxx.com/indexdetails?symbol=TE1Phere was no data availabfer the
year2000. The performance of the narrower MSCI Eurdife (Netjndex @46 components
as of 31 May 2017) for that year was taken as a proxy instead.
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https://www.stoxx.com/index-details?symbol=TE1P

c
=)
=
=
jab]
S

c

S

=)
+—

()
0 d
©

()
0 d

Q
=
|_

%)

(@)
=

>

@®
wn

c
9

0

c

)
o

-
-
= e -
-
- -
- o

-
-

At European level, the difference at the end of ouryEar period is an
astonishing 50.5% in favour of the broader stock market index. And
whereas the performance of the narrow index (17.6%) was heavily
outmatched by inflation (40.9%) over the last 17 rgeathe broader
European stock market recorded a positive real performance with a
cumulated gain of 68.0%.

Government bond markets

As already mentioned above, it is important to note that a decrease in
interest rates translates into an increase in the k@-market value of
bonds which had a positive impact on outstanding debt assets of pension
funds. In return however, the capability to offer a good remuneration
through new bond issuances is hereby reduced.

The following table indicates the returns ofx smajor European bond
markets for the period from 2062016:

Table GR &Historical Returns on Bond Markets, yearly average

Nominal Return Real Return

Belgium (2000-2016) 5.7% 3.6%
France (2000-2016) 5.3% 3.6%
Germany (2000-2016) 5.1% 3.5%
Italy (2000-2016) 5.6% 3.6%
Netherlands (2000-2016) 5.2% 3.3%
Spain (2000-2016) 5.6% 3.3%
United Kingdom (2000-2016) 6.0% 3.9%

Source: Barclays (All Maturities Indices), Eurostat

The European government bond markets all showed steady nominal
averagereturns over the whole period under review, ranging in between
6.0% (the United Kingdom) and 5.1% (Germany). Real average returns
ranged even closer together, with again the United Kingdom leading the
way at 3.9% and the Netherlands at the bottom at 3.38hile equity
markets usually perform better in the long run, each of the government
bond markets under review outperformed the corresponding equity
markets from Table 6 in the period from 2000 to 2016.



Looking at the year of 2016, most of the bond marke¢sformed within

reach of their long term average with the exception of the bond markets i
the United Kingdom and Italy. While British government bonds recorded a
exceptional real return of 9%, Italian ones did not progress much afte
deduction of inflaion (0.3%).

The following graph shows the lotgrm cumulated returns of European
bonds as a whole, that is both government and corporate bonds, a
measured by the Barclays REnropean TR index:

Graph GR HCumulated performance of Euro area

bond index
1.4

12 ~
. /[

0.6 /

0.4 4"___-———//, —
o.: | /

- Barclays Pan-European Aggregate Bond Iree»*EU Inflation (HICP'
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Source BETTER FINANCE research based on Barclays

Overthe last 17 years, European bonds as a whole enjoyed a very positi
nominal return which was significantly higher than the return of Europeal
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equities, and due to the continuous fall of bond interest rates over the
period in review. It is difficult to fasee a continuation of this past trend
given the very low level of interest rates reached today.

GraphGR lishows that this period has indeed been particularly favourable
to bonds as an asset class as the considerable outperformance of European
inflation over time illustrates.

Portfolio Manager / Advisor Competence

The initial BETTER FINANCE study highlighted that in almost all categories of
investment funds, a majority of funds undperformed their benchmarks.

Investment funds play an important role iRl & Qa | aasSd I ff2
pension vehicles, thus it is interesting to compare investment fund
performances to benchmarks.

¢KS {GFYRFNR 9 t22NRa lyydzZf a{tL=x! ¢
active funds that have beaten their benchmark. The resutimfthe latest
SPIVA Europe Scorecard for yead 2016 are shown in the following table:

Table GR 7Percentage of European Equity Funds Beating their

Benchmarks
Fund  Comparis  1-year Syear Syear  10year
Category on Index (2016) Gl (2012 (200~
2016) 2016) 2016)
Data in euros
Europe S&P
Equity Europe 20 26 26 12
350
Eurozone S&P
Equity Eurozone 20 16 12 10
BMI
France S&P
Equity France 33 33 22 16
BMI
Germany i
. Germany 12 22 20 18
Equity BMI




The latest findings for the year of 2016 reveal again that a large majority ¢
funds do not outperform their respective benchmark with Denmark being
the only exception. For funds investing in European equities, only 20% we
able to outperform their benchiark, the S&P Europe 350. The worst results
on a country basis were recorded in Germany and the UK, where only 12
respectively 13% outperformed the respective country index. Fund
investing in the Nordic countries compared better. While 45% of funds
invesing in Swedish equity beat their benchmark almost all funds investin
in Danish equities outperformed the respective country index (97%).

Italy S&P ltaly
Equity BMI 39 36 42 24
Spain  S&P Spair
Equity BMI 34 33 30 18
S&P
ggtgeﬂin Netherlan 38 18 6 3
U gs BmI
Data in local currencies
S&P
U.K. United
Equity Kingdom 13 38 50 26
BMI
S&P Y
@
Déng;ta L Denmark 97 78 79 20 =
quity BMI ]
S&P wn
Féof‘i’:d Poland 31 48 46 22 z
ay- e 3
Sweden S i
Equit Sweden 45 77 55 46 5'
quity BMI ®
Source S&P Dow Jones Indices LLC, Morningstar. ?E’
Outperformance is based on eqwetighted fund counts. Index performance based on tg 2
return. 2y
@
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For retirement savings products, consistent positive ket returns are
of particular importance. The SPIVA Euroggcorecard discloses
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outperformances over a tegear period as the longest time horizon. The
performance of funds in comparison to their benchmarks tends to worsen
over the long run. Over 10 years, only 12% of the funds investing equities in
Europe outperérm their benchmark and almost none of those investing in
Dutch equities (3%). Only those investing in Germany and the UK tend to
relatively perform better longerm than in the year of 2016. Those
investing in Swedish equities remain stable by outperfogrin a little less
than 50% of the cases (46%). The SPIVA Scorecard furthermore reveals that
active portfolio management did also largely underperform in less efficient
marketsl. However definitive conclusions cannot be drawn from these
calculations beaase they relate to a period that is too short, including no
more than two cyclical periods: equity markets fell sharply in 2008 and
2009, then they recovered progressively until June 2017, with short sub
periods of decline in most countries. Prior reseafahnd that investment
funds tend to outperform their benchmarks in a bearish market while they
underperform in a bullish market?

For a longer time horizon and especially in the case of retirement savings, a
recent study® provides relevant results for Ulersonal pension funds
operated by 35 providers over a -3@ar period (1982009). Big providers
performed better than their prospectus benchmarks but they
dzy RSNILISNF2N¥SR GNBFadzaNE o0Affa 20SN (K
specialisation of pfolio managers in the investment univerggovesto
deliver superior average annual returns but does not show superior- long
term performances. More generally, they found that the shietm
performances based on arithmetic annual averages are not retevan
indicators of the londerm performance calculated as geometric
compounded returns similar to the methodology used in the present study.
The authors also showed that younger funds perform better than the older
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31 S&P Dow Jones Indices (201SIVA® Europe ScorecardarEnd 2016, April 2017.

3210DS (2014)Study on the Performance and Efficiency of the EU Asset Management

Industry, a study for the European Commission (Internal Market and Services DG) and the

Financial Services User Group (FSUG), August 2014

33 Anastasia Petraki and Anna Zalewska (April 2014512 AG K ¢gK2Y FyR Ay 6KI G
A PSK t SNER2YIf LISyarazya Ay GKS !'YésS g2NJAy3 LI
Organisation, University of Bristol.




ones, which are under lower competitive psese given the cost of leaving
a fund to join a better performing one.

Investment charges

Findings of the initial study by BETTER FINANCE on the opacity and we
of charges did not change dramatically in the subsequent research report
Charges areoften very complex and far from being harmonised for
different pension providers. Consequently, this makes it difficult for
consumers to understand and entirely capture the magnitude of charges o
their pension product. Generally speaking, charges areibean personal

pension products than on occupational pension funds, as employers are
better position to negotiate with competing providers than individuals are.

To tackle this complexity, some pension providerfor example, some
auto-enrolment schems in the United Kingdong set up fixed costs per
member, but this penalises low paid workers. A report of the Office of Fa
Trading (2013) highlighted the lack of transparency and comparability i
terms of fees charged to members of UK pension fundspuarfees are
added to the Annual Management Charges (AMC) on the basis of whig
pension fund providers usually promote their services. The dispersion ¢
charges has also been found to be very significant, depending among
others, on the type (personal pia are more heavily charged than
occupational ones) and the size of the funds.

Following the OFT study, the Department for Work and Pensions issued
regulation which took effect on 6 April 20%5The default schemes used by
employers to meet their automat enrolment duties are subject to a 0.75%
cap on AMCs. The cap applies to most charges, excluding transaction co
a2NB2@SNE |y FdzZRAG ¢l a O2yRdzO0SR
Gl t£dzS F2N Y2ySeééod LG F2dzyR (e hadl |
AMCs superior to 1% and that a significant number of savers would have
pay exit fees superior to 10% in case they wanted to switch to a bette
performing fund. Moreover, starting from October 2017, existing early exi

uonipgz. | uinay [eay ayl :sbuires uoisuad

Q)¢

34 https://www.l eqislation.gov.uk/ukpga/2015/8/contents/enacted
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charges in occupational peins schemes cannot exceed 1% of the
YSYoSNDRa o6SySFTAada yR y2 ySg SFNIe ¢
members who joined that scheme after 10 October 2017.

While not necessarily as advanced as in the United Kingdom, the
introduction of transparent, limite&and comparable charges are subject of
debate in several of the investigated countries.

Taxation

The general model applied to pension products is usually deferred taxation:
contributions are deducted from the taxable income and pensions are
taxed within he framework of income tax or, usually, at a more favourable
rate. Some countries are currently in the middle of a transitional phase
comprising proportionate deferred taxation which will lead to entire
deferred taxation in the future.

The secalled EET A YSS &l F2NX 2F GFEFGAZ2Y 2F
contributions are exempt, investment income and capital gains of the
pension fund are also exempt and benefits are taxed from personal income
taxatior® A d LINBR2YAYlI Yyl Ay ( Ke&ch@paizy 0§ NA S a
There are only a few exception, like in Poland, where the reverse rule is
applied: contributions are paid from the taxable income while pensions are
tax-free (the only exception from the TEE regime are IKZEslividual

pension savings accots). Pensions in Sweden are taxed in all three stages

with contributions to occupational pensions being partially deductible as

the only exception. Furthermore, in Bulgaria and for the funded pensions in
Slovakia, one can even observe EEE regimes wigemsion taxation at all

within defined tax exemption limits.

Usually, the accumulated capital can be withdrawn by the saver as a lump
sum at the retirement age, at least partially. Our calculations of returns net
of taxation are based on the most favouralibxation case and assuming
that the saver withdraws the maximum lump sum possible.

35 OECD definitionhttps://stats.oecd.org/glossary/detail.asp?ID=5225



https://stats.oecd.org/glossary/detail.asp?ID=5225

Savings products used as retirement preparation but which are not strictl
pension products might benefit from a favourable tax treatment. This is thé
case of life insurace in France but successive increases of the rate o
Gaz20Alf O2yGNROdziA2yaé 2y (KS y2
of the investment.

An overview of the main taxation rules applied on a country basis can b
found in the following table:
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TableGR 8. Overview of Main Taxation Rules Applied in the Country Rep

Belgium

Bulgaria

Denmark

Estonia

France

Germany

Italy

Latvia

/| 2y iNROdziA2y & FNB (FE RSRdzO(

b2 GFEFGAZ2Y Ay GKS OFLAGEE I

t Af fF NJ L Lovtpliaseképéntifgyon okigih oLJ &
contribution, local taxes to be added;

t Af f | NJ L L-dutphasd aEthelaged60, foghl taxis & |
added.

999 NBIAYST

LyydzZ £ O2yGNROGdziA2Yya 2F dzLJ i
free;

/ 2y i NRA asimiytaxdeductibXexception lump sum
contributions);

LYGSNBaldz RAGARSYRaAS SINYyAy:
capital accumulation phase;

¢CLEFGAZY |G GKS LIS NEtphase (lump v (
sum payouts are tax free).

Cdzy RSR LISyarzya INB GFESR | ¢
specifications (deductions) concerning the payouts;

{dzLJLJ SYSYy I N LISyarzya | NB |

/] 2YLX SE GFEFGAZ2Y NBIAYSAT

/ 2y i NR 0 dziD& geyfsion plafs (RERGCSand PERP) are
income tax deductible but no deductibility from social levies. No ta:
deductibility for life insurance contracts;

¢CLEFGAZ2Y Ay GKS NBGANBYSyYyd 1

9 9 ¢ tBsHidnAf ShAse towards deferred taxation at the
moment;

/] 2y 0NROdziA2Yy & FNB (FE RSRdzO(
up to prescribed limits;

¢CHEFGAZY O GKS LIS NEtPhAdefor A y (
sponsored retirement products.

9¢¢ NBIAAYSI O2yi{iNROdziAzya I

| OONMYzt fa INB GFESR Fd wm: 60
bonds) in the capital accumulation phase;

¢ EI (A 2-9ut phase variesSrorhdh5é6.

Pillar llc State Funded Pensions amet subject to taxation in the

contribution and capital accumulation phase. Pension benefits are

subject to personal income tax while there is also a-teoable
minimum;



Poland

Romania

Slovakia

Spain

Sweden

The
Netherlands

United
Kingdom

t A £ ¥YoluMNarylptivate pension amgenerally taxed as Pillar I,
however there are deduction limits in the contribution phase.

¢99 NBIAYS F2NI 9YLX 285Sa t Sy
Retirement Accounts (IKE), contributions to Individual Retirement
Savings Accounts (IKZE tax deductible up to prescribed limits (EE
regime);

tt9 FYR LY9 FNB y2i GFESR A\
to a reduced flatrate income tax of 10%.

C2NJ Fdzy RSR LSyairzyas O2y(NA¢
exemptedwhile benefits above a certain limit are subject to the
personal income tax;

C2NJ @2f dzy ik NB LINRGI GS LISyani:
to a deduction limit, investment income is tax exempted and benef
are subject to the personal incontax.

Cdzy RSR LISyaArz2ya | NB dzadz f f @

{dzLJLJt SYSy (il NBE LISyarzya 7F2ftf:
exceptions and specifications.

99¢ NBIAYS:E O2yiNROGdziA2ya 1

ltaRation in the capital accumulation phase;

t-dutg are taxed differently depending whether they take the
form of an annuity or the form of a lump sum payment.

/| 2YUGNRodziA2ya (2 200dzLd GAZ2Y I
tax while contibutions to private pension are taxed,;

Ly@SahaySyid NBGdzZNYy A& &adzaSoi
15%;

tle&2dzia KNS ISYSNrftfe &dz S

99¢ NBIAYST

| 2y GNROGdzl A2y & LI A Rleduofinlez LISy ¢

¢ El G A 2-9ut phase afl tRe$erdalhabincome tax rate.

99¢ NBIAYST

ltt26ly0Sa FyR GFE NBtAST 2y
allowance

t-dute are taxed as income, there are three margiadés in the
UK at the moment.

Source BETTER FINANCE elaboration
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Conclusion

The objective of this research report is a global overview of the real return
of private pensions in the 15 EU countries under review. The net returns
after fees, commissions, inflation and taxes are critical to protect the
purchasing power of the incomef gension savers when they retire.
Unfortunately, information on these real returns is scarce and often even
deteriorating, hence this research report supplies a global and coherent
approach making use of all individual and historical data available &r ord
to augment transparency and deliver simulations on real performances to
EU pension savers. One has to keep in mind that the diversity of the
European pension landscape and the lack of available data complicate the
drawing of straightforward conclusiongor instance, most pension funds
for the countries under review are offered as defined contribution plans
while those in Germany, as of now, and the majority in Belgium are offered
as defined benefit plans.

Teble GR 9Yearly Real Returns of Private Péms Products(before

Belgium

Bulgaria
Denmark

Estonia

France

Germany

Italy

taxes)
Pension Funds (IORP [1]), 2000-2016: +1.90%
AAssuraopeoG(Br anc20142+1.63% :
Pension Savings Funds, 2000-2016: +1.70%
Life Insurance, Guaranteed, 2002-2014: +2.00%
Universal Pension Funds, 2002-2016: +1.40%
Occupational Pension Funds, 2001-2016: +1,40%
Voluntary Pension Funds, 2002-2016: +0.30%
Pension funds, 2002-2015: +4.82%
Mandatory Pension Funds, 2002-2016: +0.36%
Supplementary Pension Funds, 2002-2016: +1,13%
Life Insurance, Guaranteed, 2000-2016: +1.94%
Life Insurance, Unit-linked, 2000-2016: -0.19%
Corporate savings plans, 2000-2016: +0.72%
Pensionskassen & Pension Funds, 2002-2015: +2.19%
Riester Pension Insurance, 2005-2016: +1.61%
Rurup Pension Insurance, 2005-2016: +1.63%
Personal Pension Insurance, 2000-2016: +2.29%
Closed Pension Funds, 2000-2016: +1.33%
Open Pension Funds, 2000-2016: -0.14%



PIP With Profits, 2008-2016: +1.09%
PIP Unit-Linked, 2008-2016: +0.63%

Latvia State Funded Pension Funds, 2003-2016: -0.43%
Voluntary Private Pension, 2011-2016: +2.06%
Poland Employee Pension Funds, 2002-2016: +4.13%
Romania Pillar Il Funded Pensions, 2008-2016: +5.32%
Voluntary Pension Funds, 2007-2016: +2.79%
Slovakia Pillar Il Pension Funds, 2005-2016: -0.24%
Supplementary Pension Funds, 2009-2016: +0.53%
Spain Pension funds (weighted average), 2000-2016: -0.07%
Sweden AP7 Occupational pension fund, default option 2000-
2016 +8.66%
AP7 Occupational pension fund, own choice of other
fund or funds 2000-2016 +5.51%
The Pension Funds, 2000 - 2016: +2.84%
Netherlands
Life Insurance, 2000 - 2016: -0.32%
e Pension Funds, 2000-2015, +2.6%
Kingdom ’ S
Source: BETTER FINANCE Research, BETTER FINANCE Research
[1]Occupati onal pension funds as per the ¢
Occupational Retirement Provision Direct

This update of the original study by BETTER FINANCE higldights
improvement of the real returns of pension savings over the period 2000
2016 as compared to 2062011, in the context of upwards equity markets
and declining inflation rates. We also tried to extend calculations to the
longer period of time that we areonsidering, from 2000 to 2016, when
data were available. Over the long run, real returns were on average quit
low and below those of capital markets (equities and bonds).

uonipgz. | uimay [eay ayl :sbuires uoisuad

In France, retirement provision through the widely used life insurance
showed positre returns for guaranteed contracts and negative returns for
unit-linked ones.

Italy and the United Kingdom are two opposite examples of policy option
chosen by governments to tackle the imbalances of pension systems.
Italy, an ambitious reform was plemented by Minister Elsa Fornero under
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the Monti government in order to secure the public PAYG system, despite
very unfavourable demographic trends. As such, the poor returns of the
personal pension plans will have a limited impact on the replacemeatrat
2T NBGANBSEQ AyO2YSo

By contrast, pensions in the UK are more heavily dependent ofupaed
A0KSYS&ad ¢KS 3I20SNYYSYWYNRIE ¥SHwex 8¢S )5
the benefits of pension funds to most employees. Here, excessive charges

borne by pension fid members have led public authorities to take

measures in order to improve transparency and to limit the fees charged by

pension providers.

Like in Italy, demographic trends in Germany are very unfavourable and the
government ran several reforms to proneoprivate pension savings with
the latest reforms aiming mainly at occupational provision but also
impacting the continuously criticised Riester through higher allowances.

In Spain, the promotion of occupational and personal pension schemes has
only recertly been established. Personal pension provisions and pension
funds are taxed according to the beneficial EET formula; however, pension
disclosures to individuals are broadly inadequate. Theydat period
provides around zero returns in real terms for g&mn funds.

Only a small minority of Poles participates in employee pension schemes

and personal pension products because they have only recently been set
dzLJd ¢ K2&4S ¢gK2 LI NOHAOALI SR Ay SyYL}X 2eS
very substantial annual reahte of return of about 4%. However, the
disclosure policy of pension providers is far from being satisfactory,
especially as there is no guarantee: a market downturn would severely

impact the wealth of pension fund participants, a risk that few of theaym

be aware of.
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Pension funds in the Netherlands were among the better performers at
+2.8% over the long Yyear period, while insurance companies 1e3t3%
in real terms over the same period.




The best results for funded pension schemes were recorde@omania
with a strong real return of +5.3% before taxation, but overye8r period
only. Albeit performing only half as strong as the funded ones, volunta
pensions did also clearly perform positively (+2.8%) over 10 years.

Funded pensions in Slovakdst in real terms-0.2%) over a 1-ear period
while supplementary pensions performed slightly positive at +0.5% over
years.

In Bulgaria, universal, occupational and professional pension funds all co
record positive real returns between 0.1% and 08%oported by the very
favourable EEE formula.

In the Baltic States, supplementary pensions could register positive retur
(Estonia 1.1% and Latvia 2.0%) before taxation, while funded pensions we
close to zero in Estonia and lost in real terms in hatvi

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad
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Recommendatio ns

1. Restore and harmonise relative past performance disclosure for all long
term and retirement savings products:

T ReAyaidldS adryRIFINRAASR RA&Of 2adaNB
investment products compared to objective marketnchmarks (as
required up to 2017 for all UCITS investment funds in the UCITS IV
Directive and in the KIID Regulation of 28}0longterm historical
returns after inflation; after all charges to the investor; and after tax
when possible.

1 The length of tne of the past performance disclosure must be
consistent with the time horizon of the investment product: it
currently stands at minimum 10 years for UCITs funds; it should
therefore be longer for pension products.

9 Disclosure of total fees and commissiam&rged to the end investor,
both direct and indirect.

1 Disclosure of funding status when relevant.

9 Disclosure of transfer/exit possibilities and conditions, in plain
language.

1 9EGSYR (*KIE8 primciple {medRing a standardized plain
language andshort information document) to all longerm and
pension savings products, including pension funds, shares and bonds.

2. Quickly implement the Europeadn2 YYA A a A2y Qa &/ LA G €

Action Plan of September 2015 in order ¢ G KS 9 dzNR LIS y { dzLJ

Authorities (ESAs) to work on the transparency of long term retail and
pension products and an analysis of the actual net performance and fees,
as set out in Article 9 of the ESA Regulatiofs

36 But abrogated on 8 March 2017 by the Commission delegaggdlation (EU) 2017/653,
supplementing Regulation (EU) No 1286/2014 on key information documents for PRIIPs
37PRIIPs: Packaged Retail and Insurdnased Investment Products

38 KID:Key Information Document (the existing summary document for UCITS futhés is
AYLL5éY YSé LygSailiz2zNI LYF2NXYI{iA2y 520dzySyidovo




3. The EU should move full speed aheaith and improve its Pan
European Personal Pension Plan (PEPP) proposal to, at least, protect
longterm purchasing power of the lifgme savings of EU citizens in the
default investment option:

1 with a default option that is really simple (enoughtede subscribed
to without advice or related fees), low cost and really safe;

1 with free alternative investment options including direct investments
into listed equities and bonds in order to be consistent with the
G/ F LIAGE § al N] SGa loywER yitizensdt@ bet a
decent longterm return and retirement income;

1 benefiting from an equivalent tax regime, comparable to existing
national personal pension products.

4. Simplify, standardise and streamline the range of product offerings:

Y Restricttheusofnon! / L¢a Fdzy Ra O6GKS wnx
packaged longerm and pension products promoted to savers and
individual investors.

9 Reduce the excessive number of UCITs on offer in the EU.

1 Ensure the ESAs get and make full use of product interventio
powers in order to ban any and all toxic investment products
targeted at individual investors.

1 Require for the ESAs to ensure EU individual investors have f
access to low fee investment products such as shares, bonds a
index ETFs (in line with thé/O initiative of the EU).

uonipgz. | uimay [eay ayl :sbulses uoisuad

5. Establish EWide, transparent, competitive and standardised retail
annuities markets; and grant more freedom to pension savers to choos
between annuities and withdrawals (but after enforcing a minimum
threshold for a guaranteelife-time retirement income).

6. Improve the governance of collective schemes: at least half of thg
A0KSYSAQ &adzLlISNBA&A2NE 02RASa &Kz
LISyaArzy aOKSYSaQ LI NILGAOALIyiGaod
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7. Align the pricing of investment products with the interestsaters, end
biased advice at the point of sale and guarantee competent advice on
longterm investments, including equities and bonds; more powers to
adzZLISNIDAaA2NR G2 oly AGaNBOGFAfé RAAGNAOGdz

8. Grant special treatment through pdential regulations (Solvency Il in
particular) to all longerm & pension liabilities allowing for an adequate
asset allocation.

9. Taxation to incentivise Paauropean longerm retirement savings and
investments over consumption and shdaerm savings: &rEuropean
products such as ELTIFs and PEPPs will not emerge significantly unless
they get the most favourable tax treatment already granted to
numerous other nationally sponsored lotgym investment products.

The FTT (Financial Transactions Tax) shmubgviewed in order for it to

actually meet its stated goal of taxing the transactions of financial
institutions (the largest ones by far being the Forex ones, followed by
derivatives) instead of those from the real economy (especially
individual ones andhose of endinvestors in equities and corporate
02yRa0v® ¢2 GKAA SYR | C! ¢ O6CAYlIYOALlf
LIdzN1J2 4 S¢ @

10Basics in terms of financial mathematics (compounding interest rates
and returns, annuities) and capital markets (shaaesl bonds) to be
part of school curricula; financial institutions to inform clients on shares
and bonds (and not only on fdel RSy & LJ Ol 3SRé¢ LINE R
allow for at least a part of their financial education efforts to be guided
by independent bodis.
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Introduction
The Belgian pension system is divided into three pillars:

FirstPillar

The PayasYouGo (PAYGpension system consisting of three regimes: one
for employees in theprivate sector, one for seémployed individuals and
one for civil servants. The legal age of retirement is 65 years for bot
women and men. It used to be 60 years for women until 1993, but wa
progressively increased to reach 65 years in 2010. The AtD gfugust
2015 increases the retirement age imposed by law to the age of 66 years
2025 and to the age of 67 years by 2030. The net replacement rate from t
PAYG system for men with average working wage was 61% for the year
2014.

Second Pillar

Occumtional pension plans are private and voluntary. This pillar exists fo
both employees and sefmployed individuals. Employees can subscribe to
occupational pension plans provided either by their employer (compan
pension plans) or by their sector of adty (sector pension plans). Company
pension plans are traditionally dominant in the second pillar in compariso
to sector pension plans. Samployed individuals can decide for
themselves to take part in supplementary pension plans.

UONIPEZ | uINaYy [eay ayL :Sbulnes uoisuad

An employer can setpua company pension plan for all its employees, for a
group of employees or even for a single employee. In the case of sect
pension plans, collective bargaining agreements (CBAs) set up the ter
and conditions of pension coverage. Employers must jootosegpension
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plans, unless labour agreements allow them to opt out. Employers who
decide to opt out have the obligation to implement another plan providing
benefits at least equal to those offered by the sector.

Company and sector pension plans can be B0RSNBR & a2 OAl f
LX Fyaéd ¢gKSy GKS& 2FFSNI I az2f ARIFNAGE
additional coverage for periods of inactivity (e.g. unemployment, maternity

leave, illness). Notably, social pension plans are becoming less and less
prevalen, possibly as a result of the relatively high charges associated with

these plans in comparison to pension plans without a solidarity clause.

Occupational pension plans are managed either by an Institution for
Occupational Retirement Provision (IORP) grdm insurance company.
Insurance companies predominantly manage them.

The Supplementary Pensions Act reform entered into force as of 1 January
2016. It amended the Act of 28 April 2003 by introducing the alignment of
the supplementary pension age and tlegjal pension age (respectively 65,

66 in 2025 and 67 in 2030). Supplementary pension benefits will be paid at
GKS aryYyS GAYS F+a GKS fS3lf LISYaArzyQa
occupational pension plans allowed early liquidation: lump sum payments
or annuities from supplementary pension could be paid from the age of 60.
Conversely, employees who decide to postpone their effective retirement
when having reached the legal pension age, have the possibility to claim
their supplementary pension or to contie to be affiliated to the pension
scheme until their effective retirement.

Moreover many supplementary pension plans provided financial
compensations to offset the income loss employees may have when ending

their career prematurely. As of 1 January 2046 these existing beneficial
FYGAOALI GAZY YSI &dzNB a 4 SNB o2t AAaKS
YSOKIyAaYvYaég OFy adAatt oS FLIWLXASR G2 |
years on or befor&1 December 2016.

The number of employees covered by occupational fmmplans increased
as a result of changes in the law in 2003, which promoted the development



of sector pension plans. At the beginning of 2016, 3.4 million Belgians we
covered by occupational pension plans: 2.9 million employees wer
covered either byheir company or by their sector of activity and 370,787
selfemployed individuals were covered by supplementary pension gfans.

Third Pillar

The third pillar consists in providing Belgians with individual private ang
voluntary pension products, which allalwem to have tax reliefs from their
contributions. There are two types of available products for subscription
pension savings products managed either by asset management compan
or by life insurance companies and letegm savings products managed by
insurance companies. This pillar is significant in Belgium when compared
other EU member states. The tax rate applied to accrued benefits fro
pension savings products (funds or insurance) was lowered from 10% to 8
in 2015, in order to encourage savirigghe framework of the third pillaf®

Pension Vehicles

Pillar 1I: Occupational pension plans

The second pillar refers to occupational pension plans designed to raise t
replacement rate. Savings in these plans are encouraged by tax incentive
The secod pillar is based on the capitalisation principle: pension amounts
result from the capitalisation of contributions paid by the employer and/or
employee in the plan or by sedimployed individuals. There exist three
types of occupational pension plans:

uonipgz. | uimay [eay ayl :sbuires uoisuad

1 Company pension plans;
9 Sector pension plans;
1 Supplementary pension plans for sethployed individuals.

39 Source: DB2P, Annex from the press release, 6 December 2016. The DB2P manages
supplementary pensions database. It collects data related to supplementary pension plal
such as individualised acquirednsgon rights of employees, samployed individuals and
civil servants.

40 The lowering of the tax rate does not apply to lelegm savings products.
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In the following section devoted to occupational pension plans, available
information reported in tableBEL to BE were provided by the Financial
Services and Markets Authority (FSMA), Assuralia and the National Bank of
Belgium (NBB).

FSMA annually reports detailed information on Institutions for
Occupational Retirement Provision (IORP), as-insarance regulated
occupational pensions are calledEt Law. Every two years, it also reports

detailed information on sector pension plans and supplementary pension

plans for selSYLX 28 SR A Y RA @A R dAsduranbe Grol@e2 NI I ( A
contracts was reported by Assuralia (for Branch 21 contracts) and by the
National Bank of Belgium (for Branch 23 contracts).

Data for the whole year 2016 are missing as the last information reported

by FSMA on sector pension plans and supplementary pension plans for self
employed individuals referred to the whole year 20185nAal statistics for

0KS gK2fS &SI NJ HAsswance BNk L2hOWQ dalJ ik R v |
pension plans will unfortunately be published oatythe end of 2017.

Management of occupational pension plans

The management of occupational pension plans can beustgd to an
Institution for Occupational Retirement Provision (IORP) or to an insurance
company.

Institutions for Occupational Retirement Provision (IORP)

In 2015, 198 occupational pension plans were managed by an IORP. The
number of affiliates to an IORIAcreased to 1,513,279 in 2015. This is
mainly due to an increase in the number of affiliates to sector pension plans
(1,120,157 against 1,088,565 in 2014).

In 2015, affiliates to sector pension plans through an IORP still represented

the largest part in he number of affiliates (72%) but only 17% of total
NBEaSNIBSa deody oO0AffAZ2Yy0d [/ 2YLI ye LISya
NBEAaSNBPSa demcdm O0AffEA2Y0 GAGK om: 2F |



plansforselS YLX 2@ SR A Y RA @A Roasiwdre manageddy f
IORPs.

G! 8adzNF yOS DNRdAzZLIS¢é 6. N yOK um | yR

Occupational pension plans are predominantly managed by insurang
O2YLI yASad { dzOK LIS Assirahge Grdlige y @2 yF (NN
and can be divided into two differétypes of contracts:

9 Branch 21 contracts offer guaranteed capital. All sector pension pla
and supplementary pension plans for setfployed individuals are
managed through this type of contract. Most of company pension plans
are also managed through Breh 21 contracts rather than Branch 23
contracts.

9 Branch 23 contracts are udihked contracts and are invested mainly in
investment funds and equity markets. Their returns depend on thei
portfolio composition. In the second pillar, only company pengitams
are managed through Branch 23 contracts. In 2015, these contrac
NBLINBASYGSR y2 Y2NB (KFy endm 0
NEaSNIBSa Y AcbuthfcRGrougel OR YW U NI O BH). 0 3

UONIPEZ | UIN1aYy [eay au | Sbulnes uoisuad
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TableBEL. Total reservesinpilarbe oRf f A2y
a! aadzha! aadzN  Total
IORP DNER dzLJ DNR dzLJE & ! & & dzl Total
1) Branch 21 Branch23  Groupe™ (1)+(2)+(3)
contracts (2) contracts (3)  (2)+(3)

2004 11.7 29.9 na na 41.6
2005 134 30.6 1.6 32.2 44.0
2006 14.3 33.5 1.7 35.2 47.8
2007 14.9 37.3 1.7 39.0 52.2
2008 111 38.2 14 39.6 49.3
2009 11.2 41.2 1.8 43.0 52.4
2010 13.9 44.7 1.8 46.4 58.5
2011 140 48.6 1.6 50.2 62.9
2012 16.4 52.7 1.7 54.4 70.8
2013 180 56.0 1.9 57.9 75.9
2014 20.7 60.2 2.1 62.3 83.0
2015 21.9 63.9 2.1 66.0 87.9

Source¥ & ! a a dzNBETTER EINAN@Eearch, FSMA

Description of occupational pension plans
Sector pension plans#?

Sector pension plans are supplementary pension commitments set up on
the basis of collectivédbargaining agreements and concluded by a joint
committee or joint subcommittee. In the joint committee/swcommittee,

a sectorial organiser responsible for the pension commitment is appointed.

Three quarters of sector pension plans are managed by inseranc
O2YLI yASa GKNRdAAK . NIYyYyOK umM O2y iGN OGa
billion reserves, being 3% of the total reserves managed through Branch 21
contracts within the second pillar in 2015.

41 Table 1 represents reservasanaged onlywithin the second pillarData does not include
theinsuranccRSRAOF GSR (2 YIylI3IAy3d RANBOG2NE GKIFG NBL
under management in 2015

42 All data provided comes froplans for which information is available.



| 26 SOSNE | N2dzy R (62 KA NRa3.35Billiod)S
are managed by IORPs, which represented 15% of the total reserv
managed by IORPs in 2015.

TableBE @ ¢ 2 (0 | f
g1 d3adaNJ yOS

IORP (Branch 21) Total
2005 0.4 0.1 0.6
2007 14 0.7 2.1
2009 15 0.8 2.3
2010 1.6 0.9 2.6
2011 2.0 11 3.1
2012 2.5 1.3 3.8
2013 2.7 15 4.3
2014 2.5 1.6 4.1
2015 3.4 1.9 5.3

Source FSMA

Private Supplementary Pensions for selihployed individuals (PLCI)

In 2004,Pension Libre Complémentaire péndépendantgPLCIY Private
Supplementary Pensions for selinployed individuals; were integrated
into the Supplementary Pensions Act. PLCI enableesgifoyed individuals
to get a supplementary and/or a survival pension at their retirement.

Since 2004 seltemployed individuals have the choice to contribute to
supplementary pension plans. Moreover, they can henceforth choose th
pension provider, either an IORP or an insurance company. They can swi
from one provider to another during the accumulatiperiod. In 2015, self

employed individuals had the choice between 122 pension plans manage
by three IORPs and 21 insurance companies.

Like employees, seéfmployed individuals can also supplement their PLC
with several solidarity benefits, calledsocial conventions. These

43 Data for 2006 and 2008 was not available. FSMA publisheport on sector pension
fundsevery two years.
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conventions offer benefits such as the funding of the PLCI in the case of
inactivity and / or the payment of an annuity in the case of income loss.

They can save up to 8.17% of their income, without exceeding a maximum
annually IRSESR | Y2dzyi O6eoIMHTOHN AY HAMC
AYONBFASR dzJ 2 ¢oénxE: YR €oIpdydnp ¢
subscribed to.

TableBO @ ¢ 203G+ f NS
G! aadzNI yo¢

IORP (Branch 21) Total
2006 na na 2.9
2007 na na 3.3
2008 na na 3.5
2009 1.6 2.4 40
2010 1.7 2.8 4.5
2011 1.4 3.7 5.1
2012 1.6 4.1 5.7
2013 1.6 4.6 6.2
2014 1.7 5.1 6.8
2015 2.0 5.4 7.4

SourcesFSMABETTER FINANGHculations

Companypension plans

Company pension plans are predominant within the second pillar. However,

there is no aggregated and public, available information on this type of

plan. Company pension plan reserves managed by IORPs and insurance
O2YLI yASa& 04! &adzNI y & SssessetProrhJ&ata badely (i NI O
on TableBEL, B2 andBE3.
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TableBE1 @ ¢ 2 (| f
a! aadz a! aadz
DNZ dzLJ D NZ dzLJ

2009
2010
2011
2012
2013
2014
2015
Source¥y

IORP
(1)

8.1
10.6
10.6
12.3
13.7
16.5
16.5

Branch 21
contracts
(2
38.0
41.0
43.9
47.3
49.9
53.5
56.6

NBE & SNBSa

Branch 23 “r | 54713 (1)+(2)+(3)
contracts (2) +(3)
(3)
1.8 39.8 47.9
18 42.8 53.4
1.6 45.5 56.0
17 49.0 61.4
1.9 51.8 65.5
21 55.6 72.1
21 58.7 75.2

Total

Ay O2YLJ

a! aadzN Total

a! a a dzNINBBBEETER RINAAIGEEarch

Pillar lll: Description of personal pension savings products

The third Il refers to private pension plans contracted on an individual an
voluntary basis. The Belgian market for personal pension plans is dividg

into two types of products:

1. Pension savings products, which can take two different status:
T A pension savings fund;

1 A pension savings insurance (through individual Branch 21 contracts
2. Longterm savings products consist mainly in a combination of Branch 2

and Branci23 contracts.

Belgians can benefit from a tax relief based on their contributions made t
pension savings products or lotgrm savings products. At their
retirement, individuals are free to choose how to quit the products: lump

sum payment, periodic aniities or life annuity from invested benefits.

At the end of September 2016, 1,544 million Belgians were covered b
pension savings funds. This number is 3% higher than in 2015. When add
up pension savings insurance contracts and {@mm savings produs,

-
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between 60% and 65% of the active population is covered by pension plans
within the third pillar*“.

Pension savings funds

The Belgian pension savings funds market remains relatively concentrated

since the launch of the first funds in 1987. The markes lggown

significantly in the past few years. 19 products were available for
subscription at ene2016. The size of personal pension savings funds is close

to the size of funds managed by IORPs in the second pillar. These products

KAG I NBO2NR KMIIKE2 o AViKG edlvt Sa 2GSNI v~
assets under management at the end of 2016.

The Belgian market of pension savings funds has remained relatively
concentrated since the launch of the first funds in 1987. The market has
grown significantlyin the past few years. Since November 2015, three new
pension savings funds are available for subscription. These three new funds
are mainly invested in other pension savings funds. 19 products were
available for subscription at the end of 2015 and the assets under
management continued to grow significantly.
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44BeAma, Press Release, 28 November 2016.




TableBE5. Net assets under management

Ay LISyarzy &bl @gay3da

2003 7.4

2004 8.7

2005 10.3
2006 115
2007 11.8
2008 9.0

2009 11.1
2010 120
2011 11.2
2012 12.6
2013 14.4
2014 15.6
2015 16.9
2016 18.0

Source BeAMA

Pension savings funds are constrained by quantitative limits applied to the
investments:

1 A maximum of 75% in equity;

T A maximum of 75% in bonds;

T A maximum of 10% in euros or any currency of a country of the
European Economic Area cash deposits;

1 A maximum of 20% in foreign currency deposits.

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad

In practice, the majority of funds are predominantly exposed to the equit
market. Their return is entirely variable and depends on the returns of the
underlying assetand fees.
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Pension savings insurance / Long-term savings products

Belgians can save for their retirement through life insurance products
within two different frameworks: a pension savings insurance product
(Branch 21 contracts) or a lostgrm savings prodct (Branch 21 and Branch
23 contracts combined). Assuralia reports annual statistics on contributions
and reserves managed in individual life insurance products. Data for the
whole year 2016 are unfortunately missing and will be published only at the
endof 2017.

It also reports data on contributions and reserves managed through
pension savings insurance and lelegm savings products within the third
pillar. In 2015, reserves managed within the framework of the third pillar
represented 20.6% of total inddual lifeinsurance reserves. For lotgrm
savings products, there is no available information on the breakdown
between Branch 21 and Branch 23 contracts (see Teie

Table BEG6. Contributions and reserves in individual-liisurance products

GAGKAY (GKS GKANR LIAE I NJ
Pillar 1ll reserves
in % of total
individual life
insurance reserves

Contributions Reserves

Pension savings insuranc

1.2 135 9.30%
(Branch 21 contracts)
Longterm savings
products 0
(Branch 21 and Branch 2. 1.2 16.3 11.30%
contracts combined)
Total 2.4 29.8 20.60%

Sourc &! aadzNJ f Al €



Charges

Pillar 1I: Occupational pension plans

Charges in IORPs

There is no general data or available information on IORP charges. The o
available informationwas for sector pension funds managed by IORPs:
Operating expenses ranged from 0.01% to 1.02% of assets, with an avera
of 0.15% in 2015 (0.16% in 2013 and 0.17% in 2011).

Company pension funds managed by IORPs are smaller than sector pens
funds and hey are, therefore, likely to be more costly.
#EAOCAO ET O! OOOOAT AA ' O1I OPAG " O
The only historical information on administration and management costs

la ¢Stf & O2YYAaaAz2yaAssukagce GrougeS |
contracts (Branch 21), reported Byssuralia

UONIPEZ | UINay [eay ayL :Sbuines ucisuad

45FSMA, Report on the sectof IORAN 2015.



Table BE7Charges in % of reserves in
G! &dadzNF yOS DNE dzLJS é
Administrative & Commissions
management costs (% of premiums)
(% of reserves)

2002 1.2 1.2
2003 1.0 13
2004 0.8 1.2
2005 0.9 1.4
2006 0.9 1.2
2007 0.8 1.4
2008 0.8 15
2009 0.8 13
2010 0.7 15
2011 0.7 15
2012 0.7 15
2013 0.7 15
2014 0.7 1.6
2015 0.6 1.6

Source¥ & ! a AaBENIER RAINA&GHculations

Many insurance companies apply fees on premiums. In the chsector
pension plans, the level of fees varies considerably, ranging from 0.5% to
5% of premiums. Half of the plans managed by insurance companies levied
charges lower than 2% of premiums in 2015. The level of fees was below
1% for 15% of plans. Nevedless, 13% of plans applied charges above 5%
of premiums?*®
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KAIKSNY AY FTRRAGAZY G2 O2y (N} OGO ¥
(typically investment funds) may apply. For moreaiist the reader can
refer to the case analysis in the annex.

D¢ O
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46 Source: FSM/AReport on sector pensions plans, June 2017.




Pillar 11l: Personal pension savings products

Pension savings funds

Historical data on charges for pension savings funds is difficult to obtain fc
investors. Key Investor Information Docume(f4D) must provide investors
with information on all charges related to the funds on a yearly basis, b
for UCITS only, not for other investment funds.

Using the prospectus of available pension savings funds for subscription
the Belgian market, the fldwing average yearly charges were calculated in
2016:

1 Entry fees: 2.81% of initial investment;

1 Management fees: 0.93% of total assets under management;

9 Total Expenses Ratio represented on average 1.27% of total assets ung
management;

1 No exit fees.

The following table summarises the Total Expenses Ratio (TER) of
available funds for subscription in the Belgium market from 2013 to 2016
The average TER slightly decreased due to the lowering in some fund TEJ
2016.

UONIPEZ | UINay [edy 9yl Sbulnes uoisuad

47Morningstar & the website of the different fund providers



Table BEBHistorical TotaExpense Ratio of pension savings funds
(% of assets under management)

2013 2014 2015 2016
Accent Pension Fund 131 1.30 131 1.31
Argenta Pensioenspaarfonds 135 136 134 134
Argenta Pensioenspaarfonds Defensive 1.38 1.38 1.35 1.35
Belfius Pensiofund High Equities Cap 1.35 1.33 1.32 1.32
Belfius Pension Fund Low Equities Cap 1.18 1.16 1.60 1.16

Belfius Pension Fund Balanced Plus - - 1.63 1.61

BNP Paribas B Pension Balanced 124 129 125 1.25
S BNP Paribas B Pension Growth 124 128 126 1.25
:;g BNP Paribas B Pension Stability F Cap 1.23 1.28 1.25 1.25
g Hermes Pension funds 1.06 1.08 1.07 1.07
= Interbeurs Hermes Pensioenfonds 1.01 1.03 1.03 1.03
= Metropolitan-Rentastro Growth 1.24 128 126 1.25
¥ Pricos 1.25 1.27 125 1.25
§ Pricos Defensive 129 125 125 1.24
04 Record Top Pension Fund 135 1.32 132 1.32
l&_’ Star Fund 1.09 1.09 1.17 1.18
5 Crelan pension funds Stability - - 1.29 1.29
.g Crelan pension funds Growth - - 1.29 1.29
= Crelan pension funds Balanced - - 1.29 1.29
UC) Total Expenses Ratio (simpkerage) 124 125 129 1.27
o Source BETTER FINANCE reséérch
2
a

48 Own calculations based on Morningstar & the website of the different fund providers.




Pension savings insurance (Branch 21 contracts) / Long -term
savings products (Branch 21 and Branch 23 contracts combined)

Assuralia provides us with historical data on administration and
management costs as well as entry fees and other commissions paid fi
individual life insurance contracts. Data, for Branch 23 individual Ilife
insurance contracts, most likely do not include fees charged on th
underlying units (investment fund$).

TableBE9 Administration and management costs and commissions

for individual life insurance contracts

Branch 21 Branch 23
Administrative T
and Commissions Administrative ~ Commissions 3
management (% of and management (% of %-
costs premiums) costs premiums) a
(% of reserves) (% ofreserves) )
2002 1.2 4.8 na 2.5 g'
2003 1.8 3.7 na 3.0 0
2004 1.4 3.6 na 2.7 -
2005 0.7 3.3 0.4 2.0 ®
2006 0.7 4.7 0.3 3.4 g;?
2007 0.6 4.6 0.3 4.2 o~
2008 0.7 5.4 0.4 5.4 g
2009 0.6 5.8 0.3 5.6 3
2010 0.5 5.7 0.3 4.8 N
2011 0.5 6.0 0.3 4.6 =
2012 0.5 6.6 0.3 2.9 =
2013 0.6 8.8 0.3 4.8 =
2014 0.6 7.6 0.4 5.1
2015 0.5 8.6 0.4 4.9

Source¥ & ! a aBENIER RINABGHculations

49The reader can refer to the case analysis in the annex.



c
=)
%
jab]
&

c

S

>
+—

()
o
©

)
o
Q
=
-
%)
(@)
=

=

@®
wn
c
9
0
c
)
o

Taxation

Pillar II: Occupational pension plans

Employees pay two taxes on their benefits:

1 A solidaritycontribution varying up to a maximum of 2% of the benefits
RSLISYRAY3I 2y GKS NBIANBSQa AyO2YST

17!y Lb!layaddidzi bl A2yl f -Invatidié& & a dzNI ¥ (
contribution of 3.55% of the benefits.

In addition, benefits from occupational pension plans anreethdepending
on how they are paid out:

T Alump sum payment;
9 Periodic annuities;
1 A life annuity issued from invested benefits.

Lump sum payment

In the case of a lump sum payment, the taxation of benefits depends on the
OSYSTFAOAINRQA +F3S YR gK2 O2y G NRAOdziS
Since July 2013, the rules detailed in TabiLOare applied to taxation on

benefits from occupational pesion plans. Before July 2013, benefits from

SYLX 28SNNa O2yiNARodziAzya 6SNB ol ESR |
GKS 0SYSTAOAIFINREBQ& F3AS 4G GKS GAYS 27F |



Table BE10Taxation of benefits from occupational pension plan

Benefits paid before the Benefits paid at the same time as
legal pension the legal pension
Bferr;?:llts Bferr;(rerfllts Bgnefits fronl Bgnefits frorrl A
GV 2R @i aa OV EE S SV BB
o o contribution contributions
contribution contributions
16.5%for 60 years old: 16.5% for 10% if the
contributions 20% contributions employee remains
made before made before employed until
1993 1993 legal pension age
(65 years old )
10% for 61 years old: 10% for
contributions 18% contributions
made since madesince
1993 1993
62-64 years
old: 16.5%
+ local tax + local tax + local tax + local tax
Sourcd ! AadzNF £ Al 3 2A1AFAYy®o6S

The local tax can vary from 0% to 10%, with an average of 7%.

Periodic annuitie?®

Periodic annuities are considered to be an incoamel are taxed at the
applicable progressive personal income tax rate.

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad

Converting the accumulated capital into a life annuity

An employee can convert the lump sum payment into a life annuity. In thi
case, the INAMI contribution and the solidarity contrilomt have to be paid

50 For pillar II, employees can choose to redeem capital in a lump sum payment or i
annuities. In practice, feweople choose annuities and most employees redeem their
product in a lump sum payment.
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according to the rules applied to the lump sum payment. Then the retiree
has to pay a withholding tax of 15% on the annuity each year.

Pillar Ill: Personal pension savings products
Pension savings products (fund or life insurance cootsa

Contributions invested in pension savings products (fund or insurance) are
RSRdzOGABES FTNRBY GKS AyO2YS GFES &dzoaS(
in 2017). Since 2012, the tax relief is equal to 30% of the contributions,
regardless of the taxp&NRa Ay O02YSed ¢KS GFE NB
LINR RdzOG & Ay $éadi | ¢ IRELI @ SNBE Ol y NBOS
contract even if they make contributions to several products.

Since 1 January 2015, the final taxation on the accumulated capital was

26 SNBR FNBY mmx>r G2 y» yR aitAatft RSLISy
time of the subscription. From 2015 onwards, a part of the taxation is levied

in advance (except in case of early retirement before the age of 60). From

2015 to 2019, the pension resars (per 31 December 2014) are subject to

a tax of 1% each year, which constitutes an advance on the final tax due.



Table BE11. Taxation of pension savings products (funds and insurance

Subscription to pension savings products before the age of 55

Benefits paid before| The accumulated capital is taxed under the personal

the age of 60 income tax system.
w Y2 2F GKS FOOdzydz I G SR (
participation to annual earnings);
w ¢KS GFEFGAZY A #etudm bfd B 2
Atthe ageof60 |@ ¢ KS &l OSNJ Oty O2yliAydzS
until the age of 64;
w ¢KS FO0O0dzydzZ I G SR Ol LI (G tht
birthday of the beneficiary.

Subscription to pension savings products at the age ofos&fter

Benefits paid before| The accumulated capital is taxed under the personal
the age of 60 income tax system.

Benefits paid The accumulated capital is taxed at the rate of 33%.
between the age of
60 and 64

w Yz 2F GKS | OO0dzydz | 4 SR (
At the age of 65 or | participation to annual earnings);
- aiter w ¢KS GFEFGAZY A& ol &SR
(he.wherthecontiact |y ¢ 2 oSy SFAG FNBY GKAa f
i 18?2 %isﬁday) to stay atleast 10 years in the fund and make at least fi\
contributions.
Source¥ G! &&4dzNI f Al €Y 2A1ATAYDPOS

NY NY

Longterm savings products (life insurance contracts)
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The maximum amount of tax relief based on contributions invested inlong
term savings productR S LISy Ra 2y GKS f S@St 27
gAlK2dzi SEOSSRAYy3I (KS OSAfAy3d 27
determined jointly for longerm savings products and mortgage

deductions. If a saver already receives a tax relief for a agggit may be

51 The capital accumulated from contributions made before 1993 is taxed by considering
theoretical return of 6.25%. For contracts subject to this taxation, the amot@&ation
was levied in advance in 2012.
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impossible to obtain a further tax relief for life insurance products under
the third pillar.

The same rules of taxati@as thoseof pension savings products (fund or

insurance) apply to lonterm savings products. The taxation depends on

thS 0SYSTFAOAINERQA 3S Fd GKS GAYS 27F ac
(see Table3E1).

However, the taxation differs in two points:

1 The pension reserves are taxed by considering the real return of the
longterm savings products over the period bbldings instead of a
theoretical return of 4.75%;

1 The lowering of the tax rate to 8% does not apply to the capital
accumulated through lonterm savings products, which remain taxed at
10%.

Pension Returns

PillarIl: Occupational pension plans

The returnsof occupational pension plans depend on how they are
managed, either by an IORP or by an insurance company.

From 2004 to 2015, all DC plans managed either by IORP or insurance
companies through Branch 21 contracts were required to provide an annual
minimlY NBGdzNY 2F odTtpm: 2y SYLIE28SSaqQ (
SYLX 28SNEQ O2y(iNROGdziA2Yyad ¢KS {dzLJL) SY
into force on 1 January 2016, in order to ensure the sustainability and social
character of the supplementary pensions. Tinglemented measures on

the guaranteed return that was lowered to 1.75% for both employee and
employer contributions. Its level is now set each year according to
economic rules taking into account the evolution of government bond

yields in the future:
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1 Thenew guaranteed return must be within the range of 1.75% to 3.75%;




1 The new guaranteed return represents 65% of the average efehd
government bonds rates over 24 months, rounded to the nearest 25
basis points to prevent it from fluctuating too frequeyttl

In 2015, among the 198 pension plans managed by an IORP, 86 hac
promise of returns (DB plans), 30 were DC plans and 82 were hybrid pla
(Cash Balance, DC + rate). While newly opened plans are always DC pl
the largest remaining part of assets aséill managed in plans offering
promises of returns.

The real returns after taxation of occupational pension plans wers
calculated under the following assumptions:

1 The employee claims his supplementary pension at the same time as t
legal pension and reained employed until the legal age (65 years old);

1 The benefits are paid as a lump sum payment;

9 Solidarity contributions of 2% of benefits and the INAMI contribution of
3.55% of benefits are levied;

1 Only the employer paid contributions.

T In addition to an gerage local tax of 7%, a flat tax rate of 10% applied ta
the final benefits.

Occupational pension plans managed by IORPs

PensioPI8E G KS . Sf3AdzyQa 200dzLd A2y f
an average return of 5.76% in 2016. This represents the gressage
weighted returns after charges of occupational pension plans tha
participated in the annual financial and economic survey of Pensidfius
2016.

uonIpgz. | uiMay [eay ayl :sbuires uoisuad

52 The rate of 65% could be increased to 75% in 2018 and to 85% in 2020 according to
FSMA decision.

53 The Belgian Association of Pension Institutions (BAPI) changed its name in 2015
PensioPlus

S4|ORP partitiJl G SR Ay GKS Fyydzadf tSyairztfdaQ adz
under management (60% of the market share).
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Table BE12Returns of occupational pension plans managed
IORPs (%) (2062016)

. Nominal return Real return
Nominal return
after charges, after charges
before charges, . )
; . before tax and and inflation,
tax and inflation . )
inflation before tax
2000 0.9 -0.1 -3.0
2001 4.2 5.1 6.9
2002 -11.0 -11.9 -13.1
2003 10.4 9.3 7.5
2004 9.9 8.9 6.8
- 2005 16.0 15.0 11.9
2 2006 10.3 9.3 7.1
3 2007 2.2 1.4 1.7
N 2008 17.1 -17.7 -19.9
g 2009 16.6 15.7 15.3
E) 2010 10.3 9.5 5.9
= 2011 0.0 0.7 -3.8
&-’ 2012 12.9 12.1 9.8
Q 2013 7.5 6.7 55
lj 2014 12.7 11.9 12.3
= 2015 51 4.4 2.9
£ 2016 6.5 5.8 35
(cnu SourcesPensioPlus, BETTHRANCE calculations
S
(72]
C
(]
a




Table BE13Annual average return of

occupational pension plans managed by IORH
(%) (200€2016)

Nominal return before charges, 48
tax and inflation

Nominal return after charges, 4
before tax and inflation

Real return aftecharges and 1.9
inflation, before tax

Real return after charges, tax 1.5
and inflation

SourcesPensioPlus, BETTER FINANCE calculations

Over a 1#year period (200€2016), occupational pension plans managed by
IORPs experienced negative nominal returns before charges three times:
2001, 2002 and 2008. Over the period 26016, the annual average
return after charges, tax and inflatiowas positive (1.46%). PensioPlus
reported the average asset allocation of IORP at-20H6, as follows: 39%
in equities, 45% ifixedincome securities, 6% neal estate, 4% in cash and
6% in other asset classes. With the decrease in the retufixedlincome
assets, the proportion of equities increased from 34% in 2014 and 2015
39% and represented a significant proportion of assets when compared t
other countries.

Occupational pension plans managed by insurance companies (Branch 2
contractsy®

Assural annually reports net returns after charges in percentage of the
total reserves. Statistics for the whole year 2015 were published i
November 2016. Contrary to reports published in previous years, thi
report did not contain available information on tH¢B i dzNJXs&ura@c&

Groupg . N} yOK Hwm O2yiNIXOlaoe 2SS 4S
information for the whole year 2015. Nevertheless, FSMA reported a retur
2F oodmMu: TF2NJ ASO02 NI LIS yrsshrande gioudy R

%51 3adNFf Al R2Sa y2i LINRPGBARS AYyT2N¥IGAZY
DNER dzLJS € 0 &
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contracts in 2015° We have formally requested this information to

Assuralia, but have not received any response at the time of printing. The
NBEFRSNJ OFy NBFSNI G2 At NAGFGS tSyairzya
obtain information on returns from 2002 to 20240Over a 13year period

(20024 nMN O . Nl YOK HM 6G&! daadzNF yOS DNER dzLIS
experienced a positiveannual average return over of:2d Assurance

Group€é . NI YyOK Ho 200dzLd GA2YIf LISYyaazy
negative real returns over the last 15 yeéfts.

TableBE14> wSiGdzZNya 2F &a. N} yOK HME

insurance companies (%)

- Nominal Nominal return after Real return after
o return before charges, before tax anc charges and inflation,
= charges, tax inflation before tax
g and inflation
= 2002 5.4 4.1 2.5
% 2003 6.3 5.3 3.7
@ 2004 6.3 5.4 3.4
E 2005 6.8 5.8 3.2
o 2006 6.7 5.7 3.3
l-qE) 2007 6.6 5.7 3.8
P 2008 2 1.2 -3.2
2 2009 5.4 4.6 4.6
(cn% 2010 5.3 45 2.2
= 2011 4 3.3 -0.1
g) 2012 5.4 4.6 1.9
2 2013 5.4 4.7 3.5
2014 5.5 4.8 5.2

Source¥ & ! a ABENIER RAINA&ESGHculations

56 FSMA, Report on sector pension fsndune 2017
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TableBE1® ! yydzZl f | @SN¥X 3IS NB

occupational pension plans managed by insurance
companies (2002014) (%)
Nominal return before charges, tax and inflation 55
Nominal return after charges, before tax amflation 4.6
Real return after charges and inflation, before tax 2.6
Real return after charges, tax and inflation 2.0

Sourc& & ! a aBENIER RINANGHculations

Pillar 11l: Personal pension savings products

Pension savings funds

The BelgianAsset Management Association (BeAMA) provides quarterl
data on the annual average returns of pension savings funds. The ma
recent data was on an annual basis at €ti6.

Table BE16. Annual average returns of pensio

savings funds
Over 1 Over 3 Over 10 Over 25

year years years years
2.9 6.2 3.0 6.9
Source BeAMA

These average returns were calculated based on the average returns of
available funds in the market, after expenses but before taxation anc
inflation.

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad

Annual returns are also availakitethe prospectus of each pension savings
fund provided by the asset management company that commercialises th
fund. In general, there is no available information on returns before 2002 i
the fund prospectuses. The following table displays the averaiyerr of all
available funds for subscription in the Belgian market from 2000 to 2016.

From 2013 to 2016, TER expressed as a percentage of total assets un
management were collected and were used in returns calculations
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However, there is no historicalata for TER before 2013. Over the whole
period from 20062012, TER from 2013 were used and assumed to remain
stable.

Table BE17Returns on pension savings funds after expense

inflation and taxation (%)
Nominal return  Real return after

Nominal return

after charges, charges and
before charges, . .
tax and inflation before tgx and inflation, before
inflation tax
2000 -2.8 -4.0 -6.8
2001 -3.3 4.5 -6.3
c 2002 -134 -14.5 -15.6
é 2003 16.0 14.6 12.8
o1 2004 21.3 19.8 17.5
% 2005 18.7 17.2 14.1
S 2006 11.0 9.6 7.4
& 2007 3.8 2.5 0.6
ks 2008 -24.7 -25.7 -27.6
o 2009 19.6 18.2 17.8
2 2010 8.3 7.0 35
” 2011 4.1 5.3 8.2
=) 2012 12.8 11.4 9.1
= 2013 12.8 11.4 10.1
2 2014 8.6 7.2 7.7
2 2015 9.6 8.2 6.7
&‘—j 2016 4.2 2.9 0.7

SourcesBeAma, Morningstar, BETTER FINANCE calculations




Table BE18Annual average return of pension savings funds (2&W1.6) (%)

Nominal return before charges, tax ar 5
inflation
Nominal return after charges, befor 3.7

tax and inflation

Real return after charges and inflatio 1.7
before tax

Real return after charges, tax an 1.4
inflation

SourceBeAma, Morningstar, BETTER FINANCE calculations

Pension savings funds within the third pillar experienced negative nomina
returns from 2000 to 2002, as well as in 2008 and 2011. Unlike occupatio
pension plans, these pension savings funds are not obliged to pay
guaranteed return to retirees. Ovehé 17year period (2002016), they
deliveredrelatively similarominal returns to occupational pension plans
managed by IORPs. Benefits are taxed at a flat rate &f 8¥msidering an
annual return of 4.75% during the accumulation phase, irrespectitaeof
pension savings fund retusn

Pension savings insurance (Branch 21 contracts) and long -term
savings products (Branch 23 contracts)

In order to save for their retirement, Belgian can subscribe to pensio
savings insurance or to lofigrm savings produst Pension savings
insurance consists in investing in individual -lifsurance Branch 21
contracts witha guaranteed capitalLongterm savings productsombine
Branch 21contractsand unitlinked Branch 23 contracts. Assuralégorts
net returns after charges in percentage of the total reserves managed
through Branch 21 and Branch 2&ntracts. This information givesan
insightinto returns of reserves invested within the third pillaiowever, we

UONIPEZ | uINay [eay ayL :Sbulnes uoisuad

59To calculate the taxation, the following assumpti@me made: the saver subscribes to the
product before the age of 55 and claims for his capital at 60 years old. The tax flat rate of 8
is applied to accrued benefits in 2016. In 2015, 1% of the accrued benefits as of
December 2014 was levied and therddeed from the tax allowance calculated in 2016.
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were unable to update returns for the whole year 2015tlsre was no

available information on the annual data published by Assuralia. We have
formally requested this information to Assuralia, but have not received any
NBaLkRyasS Fd GKS GAYS 27 Rk Pdndiofidd ¢ KS
The Real Return®016 Editiore (12 KI @S Ay F2NXI GA2Y 2V
to 2014% Over the whole period from 2062014, the annual average

return remainedpositive to 1.67%or Branch 21 contracts and to 1.30% for

Branch 23 contracts

Table BE19. Returns of individuéke-insurance Branch 21 contracts (%

Nominal return Nominal return Real return after
before charges, after charges, charges and inflation,
tax and inflation before tax and before tax
inflation

2002 4.0 2.6 1.1

2003 5.6 3.8 2.2

2004 6.3 4.8 2.8

2005 6.3 5.4 2.8

2006 5.9 5.1 2.7

2007 6.0 5.2 3.3

2008 0.8 0.1 -4.2

2009 4.9 4.3 4.3

2010 4.6 4.0 1.7

2011 3.0 2.5 -0.9

2012 5.0 4.4 1.8

2013 4.7 4.1 2.9

2014 5.8 5.2 5.6

Source¥ & ! a ABENIER RAINA&ESGHculations
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Table BE20. Annualverage return of individual

life-insurance Branch 21 contracts (20@D14)

(%)

Nominal return before charges, tax anc 48
inflation '
Nominal return after charges, before te

. . 4.0
and inflation
Real return after charges and inflation,

2.0

before tax
Realreturn after charges, tax and 17
inflation )

{2dz2NDOSayY a! daadzaNFEAFET . 9¢¢

Branch 23 contracts experienced negative nominal and real returns in 20(
and 2011.

Unfortunately, there is no available information on return for 2015 and
2016.

Table BE21. Returns of individual Branch 23 contréiqt)

Nominal Nominal return Real return
return before  after charges, after charges and
charges, tax  before tax and inflation, before

UONIPEZ | UINay [eay ayL :Sbulnes uoisuad

and inflation inflation tax
2005 11.9 11.5 8.5
2006 7.5 7.1 4.9
2007 1.6 1.3 -1.6
2008 -18.2 -18.5 -20.6
2009 13.3 12.9 12.6
2010 7.5 7.1 3.6
2011 -2.6 -2.9 -5.9
2012 9.4 9.1 6.9
2013 5.9 5.6 4.4
2014 8.3 7.9 8.3

SourcesAssuralia, BETTER FINANCE calculations
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In our calculations, we considered thiagnefits from Branch 21 contracts
were taxed like pension savings sates and a flat tax rate of 16%was
applied to the accrued benefits from Branch 23 contracts.

Table BE22. Annual average return of individual life

insurance Branch 23 contracf20052014) (%)
Nominal return before charges, tax ar

inflation 4.1
Nominal return after charges, before 37
tax and inflation '
Real return after charges and inflatior

before tax 16
Real return after charges, tax and 13
inflation '

Sourcesd ! aadzNJF f AlFé€X .9¢¢9w CLb! b/ 9
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Conclusions

Belgians are encouraged to save for their retirement in private pensio
vehicles. In 2003, the implementation of the Supplementary Pensions A
defined the framework of the second pillar for sectoension plans and
supplementary pension plans for selfnployed individuals. The humber of
employees covered by occupational pension plans keeps rising as well
the number of seklemployed individuals covered by supplementary
pension plans.

Annual minimum guaranteed returns on employers and employees
contributions defined in 2003 (respectively 3.75% and 3.25 %) were
longer suitable for insurance companies. These returns did not reflect th
current market situation, given the low level of Belgium govesntrbonds
yields and market interest rates on investment grade bonds. Measures t
guarantee the sustainability and social character of the supplementar
pensions were enforced in January 2016:

1 The guaranteed minimum return on contribution was lowered than
1.75% for both employee and employer contributions. This return was
revised according to an economic formula taking into account the
evolution of government bond yields in the future;

1 The supplementary pension age and the legal pension age were aligneq

1 Beneficial anticipation measures granted to employees when they clai
their supplementary pension before the legal age were abolished.

Over a 1#ear period (2002016), occupational pension funds managed by
IORPs (pillar Il) and pension savings fundsa(gill) had annual average
returns of 1.46% and 1.41% respectively. These funds offer returns linked
the performance of the underlying assets. Unlike insurance companie
asset management companies are less constrained in their asset allocati
and cammore easily benefit from potential increases in markets.

uonipgz. | uimay [eay ayl :sbuires uoisuad

'Y F2Nldzyl G6Stezx 6S 6 SNB Assardn& Gibdge d
occupational pension plans and individual Hiifisurance contracts for the
years 2015 and 2016. Assuralia did not report the mesunf these products
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in the annual statistics for 2015 and 2016. The case analysis in the annex
reports the return of an occupational pension plan invested through a
Branch 23 contract.
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http://www.db2p.be/fr/resources/7432001d-a14d-4d1b-a76f-2816601e2c07/Cijfers%20persmap%20mijn%20aanvullend%20pensioen_%20FR.pdf?1501151525976
http://www.wikifin.be/fr/thematiques/les-pensions/pension-complementaire/quand-la-demander
http://www.wikifin.be/fr/thematiques/les-pensions/pension-complementaire/quand-la-demander
http://www.wikifin.be/fr/thematiques/les-pensions/epargne-pension/fiscalite
http://www.wikifin.be/fr/thematiques/les-pensions/epargne-pension/fiscalite
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http://www.assuralia.be/nl/
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http://assuralia.be/images/docs/stats/FR/02_chiffretespar-
branche/02 07 epargngension.htm

[ QS LI NBtde t f 2y 13
http://assuralia.be/mages/docs/stats/FR/02_chiffredespar-
branche/02 07 epargn®ongterme.htm

oy Ol AaasSySyida RS fQl aads2N> yOS @A
http://assuralia.be/images/dodstats/FR/02 _chiffreslespar-
branche/02 07 encaissemente.htm

t NPGA&aA2Yya RS f QlF aadaN» yOS @AS
http://assuralia.be/images/docs/stats/FR/02 chi#s-clespar-
branche/02_ 07 provisiongie.htm

Proportion Banques/Assureurs 3éme pillier
http://assuralia.be/images/docs/sta/FR/02 chiffresclespar-
branche/02_07 banqueassureurdroisieme-pilier.htm

LespNA Y OA LI dzE OKAFTFNB A& Rdz YI NOKS
http://assuralia.be/fr/47-etudeset-chiffres/etudesd-assuralia/237es
principauxchiffresdu-marchebelgede-l-assuranceen-2015
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http://www.assuralia.be/nl/
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_epargne-pension.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_epargne-pension.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_epargne-long-terme.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_epargne-long-terme.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_encaissement-vie.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_encaissement-vie.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_provisions-vie.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_provisions-vie.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_banques-assureurs-troisieme-pilier.htm
http://assuralia.be/images/docs/stats/FR/02_chiffres-cles-par-branche/02_07_banques-assureurs-troisieme-pilier.htm
http://assuralia.be/fr/47-etudes-et-chiffres/etudes-d-assuralia/237-les-principaux-chiffres-du-marche-belge-de-l-assurance-en-2015
http://assuralia.be/fr/47-etudes-et-chiffres/etudes-d-assuralia/237-les-principaux-chiffres-du-marche-belge-de-l-assurance-en-2015
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ANNEX: Case analysis of a Belgian Branch- 23
G! 8adzNy yOS DNR dzLJS ¢ plad O OdzLJ
¢ KAa O2NLJ2 NI G Sinkéd) insbirghcefpensian plandftens fhiiée

investment options: low, medium and high depending on the equity/bond
asset allocation.

¢CKS GYSRAdzYé AYy@SadyYSyid 2LXA2y LINBOJAF
fund that has thdollowing benchmark:

1 50% equity (MSCI World equity index);
1 50% bonds (JPM Euro Bond Index).

TableBE23 Real case of a Belgian occupational pension insurance
20002016* performance vs. capital markets benchmark

Capital markets (benchmark index*f)erformance

Nominal performance +100%
Real performance (before tax) +44%
Pension insurance performance (same

benchmark**)

Nominal performance +33%
Real performance (before tax) -4%
*To 30/06/2016

** 50 % Equity / 50 % bonds (MSCI World eqgnitgx and JPM Euro Govt Bond Ifiéex
invested on 31/12/1999
SourcesBetter Finance, provider

As the table above shows:
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1 The real performance (before tax) of the pension fund is negative.
1 The real performance of the pension fund is disconnected uuth
below that of the capital market benchmark which is positive: the

63 Wrfiormation has been obtained from sources believed to be reliable but J.P. Morgan does
not warrant its completeness or accuracy. The Index is used with permission. The Index may
not be copied, used, or distributed without J.P. Morgan's prior written approval. Copyright
2015,J.P.MorganCaiss g / 2d | f f J.MMEdai).d NBASNBISRQQ




performance of capital markets cannot be used as a proxy for pensio
savings performance, even if the capital market benchmark used is t
one chosen by the asset manager.

What are thereasons for such a bad performance?

The key explanation factor is charges (fees). Whereas the benchmark do
not bear any fees, the pension fund does. It appears that this fund is a fu
of funds. This means it bears two layers of fees: those of the ifsall plus
those of the funds it invests in.

BETTER FINAN&S&D discovered that this fund of fund is not a UCITS fund
but an AIF (Alternative Investment Fund). Therefore, it is not required tg
publish a Key Information Document (KID) that must disclbse total
annual charges of the fund of funds. ActuaBETTER FINANG&d to
complain to the Belgian regulator to finally obtain the yearly charges on th
fund of funds itself (0.50% per annum). We then had to search the disclose
underlying funds (bigest positions in the fund of funds portfolio) on the
AYGSNYySaG G2 FAYR (Kz2asS FdzyRaQ OKl
funds, the weighted average annual charge in 2012 was 2.01% and 1.399
2015 (different funds used). In total the annual clegaid by the pension
saver on the equity portion of this pension fund was therefore 2.51% o
assets under management in 2012 and 1.89% in 2015, still more than ni
times the annual charge on a world equity ETF index fund.

This expense rate is very highnda more than explains the huge
performance. Most of these expenses could have been saved by investi
in an equity index exchangeaded fund (ETF) on the same benchmark
(MSCI World) as the table below shows.

uonipgz. | uinay [eay ayl “Sbuires uoisuad
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Table BE24. Charges taken from funds oveeary

This Belgian occupational pension fund (equity part): 1.89%
Average European equity fund: 1.75%
Average US equity fund: 0.70%
Exchange traded fund (world equities): 0.19%

SourcesBetter Finance, Morningstar, Financial Times

Conclusions:

1 . St IMsduinca&Grouge LISy aArz2y TFdzyRa akKz2dzZ R RA
YR GKS &AyRdzOSYSy i andundérii®dund8Sa4 TNRBY
002YYAadaArzya LIAR o6& (K2aS FdzyRaQ Yl

1 They should not invest in high fee funds when it is clearly not the fund
LI NOAOALI yGaQ AyGSNBadzr a Ay GKAa O
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Summary
The Bulgarian pension system rests on three pillars:

wt Syarzy FdzyR&a&Q NBIf NBGdz2Nya AYL
term real returns for voluntary pension funds entering positive territory
for the first time since th@lobal financicrisis.

w Universal pension funds loigrm real returns, however, remain grossly
AYyadzFFAOASYG F2NJ GK2a$8S FdzyRa (2
the insured. Instead, with lower than needed real returns, participants i
universal pension funds arenotrack to receive private pensions that
actually subtract from the pension they would have been entitled to
had they not participated in this vehicle at all. Thus, participation i
universal pension funds is detrimental to consumers in Bulgaria.

w Voluntary pension funds produced small positive real returns over the
2001-2016 period but remain uncompetitive savings and investment
vehicles.

w!y SEGSyaro@dsS LISyarzy TFdzyRaQ ! &
2016 with results uncovering some issues that cowteptially result in
the erosion oflongi SNY o6 Sy SFAGA | OONMzA vy 3
holders.

Q)¢
uonipaz.| uindy [eay ayl :Sbuines uoisuad

Introduction
The Bulgarian pension system rests on three pillars:

w Pillar I Defined benefit, payasyougo (PAYGJocialsecurity;
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w Pillar ll¢ Definedcontribution, fully funded Supplementary Mandatory
Pension Scheme (SMPS);

w Pillar lli¢ Defined contribution, fully funded Supplementary Voluntary
Pension Scheme (SVPS).

It is a result of a fareaching pension reform undertaken in 192000 to
strengthen he fiscal sustainability of the PAYG public social security system
inherited from the prel990 period and to transfer the longevity risk in part
from the state to private pension providers.

The publicly managed PAYG pillar | still plays a major roleiBulgarian

pension system, as payuts frompA £ £  NJ LL KI @S y20 &S8i
and payouts from pillar Ill are quite limited. From 2000 to 2015
participants born prior to 1960 continued to contibute only to the public
system, while those born at 1959 were required to split their mandatory
pension insurance contributions betweepillars | and Il. A major
parametric pension reform was enacted in 2015, whereby:

a) Pension eligibility age is scheduled to increase gradually to 65 years of
age for boh women and men;

b) Mandatory pension insurance contributions increased to 18.8 % of
insurable income in 2017 and are slated to rise again to 19.8 % in 2018
from 17.8 % in 2016;

c) Pension entitlement from the public PAYG system is being stepped up
graduallyfrom 1.1 % of the average income for each year of contribution
in the 20092016 period to 1.5 % and

d) Fees and charges, collected by pension companies, are scaled down for
each year between 2016 and 2019.

In addition, the pension regime was changed. Under tlew regime the
Supplementary Mandatory Pension Scheme became optional. While new
entrants in the labour market are compulsorily placed iptthar Il pension



funds, a year later, they and all other universal and professional pensio
Fdzy RAQ LlaNdedt @4 LI yiGa O

a) either contribute their entire mandatory pension insurance pidlar |
only or

b) to split their mandatory pension insurance contribution betweglar |
andpillar II.

In the latter case they will be entitled to two pensions from both the fubl
pension system and the SMPS. Their public pension, however, will
reduced commensurate to the lower pension insurance contribution the
make to the public system. This opens the possibility of their total pensio
income possibly being lower than theemsion they would have been
entitled to from pillar | only. This will be the case if the pension from the
SMPS is insufficient to compensate for the reduction of the public pensio
Whether or not this is the case crucially depends on the return fro
universal pension funds, comiging the largest part of SMPS.

Pension Vehicles

The privately managed pension funds in Bulgaria come in four varietie
Universal and professional pension funds fall under Pillar Il (SMPS), w
Pillar 1l (SVPS) consists of wtduy supplemental pension funds and

voluntary professional pension funds.

TableBGL1. Privately managed pension funds in Bulgar
SMPS SVPS

1. Universal pension funds X -
2. Professional pension funds X X
3. Voluntary pension funds -- X

SourceBETTER FINAN&nposition

64 Those vihho had opted at one point for only the state pension insurance scheme may elect
to revert to participation in Pillar 1l pension funds later. The insured can exercise their
election rights multiple times back and forth up to five years before the minimuired
retirement age.
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Pension funds are managed by specially licenced privately owned and
operated pension companies. As of the end of 2016, a total of nine
companies are licensed to manage pension funds. They are subject to
various capital and g@rnance requirements. A peculiar requirement is for
LISyaArzy O2YLI yArASa G2 AyOfdzRS GKS {SN¥Y
name, or derivatives thereof. At the same time, no entity without a license

to manage pension funds can use any of those terntisdir name.

Each pension company is allowed to manage one single fund of each type:
universal, professional, voluntary and voluntary professional. As of end
2016, just one company offers all four pension fund types and the
remaining eight companies offethree pension funds each (universal,
professional and voluntary).

Thus the number of privately managed defined contribution pension funds
offered in Bulgaria can be summarised as follows:

TableBG2. Privately managed defined contribution

pension funds irBulgaria

SMPS SVPE
1. Universal pension funds 9
2. Professional pension funds 9 1
3. Voluntary pension funds 9

Source UPF, PPF, VPF Data based on data published by the Finar
Supervisory Commissfn

Universal Pension Funds
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The universal pension funds are by far the most important pension vehicle
in Bulgaria with over 3.5 million individual pension accounts BGN 8.9

0 Af f A 2billiond)ciro aBgets under management (as of end 2016).
Participation in the universal funds wanandatory for employees born in
1960 or later until August 2015 and has been optional ever since for those

65 http://www.fsc.ba/ba/pazari/osiguritelerpazar/statistika/statistika-analizi/2016/

66 For the conversion of the various curreggito euros, the report uses the 2014 annual
average exchange rate "Euro foreign exchange reference rates" provided by the European
Central Bankhttps://www.ecb.europa.@/stats/exchange/eurofxref/html/index.en.html



http://www.fsc.bg/bg/pazari/osiguritelen-pazar/statistika/statistika-i-analizi/2016/
https://www.ecb.europa.eu/stats/exchange/eurofxref/html/index.en.html

who participated at least one year in a universal pension fund. Patrticipatio
in universal pension funds is tied to the employment status of tiseiried
and both the employee and the employer are required to make
contributions®” Universal pension funds operate at national level and not
on company or industry level.

The universal pension funds are by far the most important pension vehicl
in Bulgariawith over 3.5 million individual pension accounts and BGN 8.¢
OAftA2Y OGeodp OAffA2Yy0 Ay FaasSiai
Participation in the universal funds was mandatory for employees born i
1960 or later until August 201and has been optiaad ever since for those
who patrticipated at least one year in a universal pension fund. Participatio
in universal pension funds is tied to the employment status of the insurec
and both the employee and the employer are required to make
contributions. Uniersal pension funds operate at national level and not on
company or industry level.

Contributions

Contributions to the universal funds are set by law at 5% of insurabl
AyO2YSs 6gKAOK AYy wHnmc oFa OF LILISR
This ceiling remas in effect in 2017.

Minimum returns

Pension companies are obliged to manage assets in such a way as
achieve a minimum nominal return. The minimum nominal return is se
guarterly by the regulator, the Financial Supervision Commission, on t
basis ofthe average return, achieved by all pension companies over
period of the preceding 24 months. The minimum return is equal to eithe
60% of the average for all universal pension funds or 300 bp (basis poin
below the average, whichever is smaller.

uonIpgz. | uinay [eay ayl :sbuires uoisuad

Ind aS | FTdzyRQa I Oldzr f LISNF2NXI YOS
return determined by the regulator, the pension company is obliged to top

67 The statutory contribution to Universal pension funds is set at 5 % of insurable income,
split between the employer (2.8 %) and the employee (2.2 %).
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up individual pension accounts to the extent of the shortage. The source for
this obligatory topup is the pensionO2 YL yASaQ 26y NBaSN
should range between 1% and 3% of assets under management.

Another source of funds could be reserves accumulated within the
respective pension fund. These reserves are accumulated when the actual

Fdzy RQa LIS NF 2 NJX¥ layei@ge infuBt) pSferdancé for the
respective period by either 40% or 300 bp, whichever is larger.

Reserves

Pension companies are mandated to maintain pension reserves to cover
the actuarial longevity risk when lifetime pensions are offered. The
regubtor has decreed however, that these reserves must be set aside one
year after the first lifetime pension from the respective fund is extended.
Since typically such pensions are not yet being paid out of universal funds,
pension companies have not made pisions for the longevity risk.

Distribution

Participants in universal pension funds become eligible to receive
supplementary pensions under the same terms under which they qualify for
a state pension, namely reaching a certain age and length of service.
However, universal pension plan participants can start drawing on their
account five years prior to reaching full pension age, provided their
accumulated assets are sufficient to ensure a lifetime pension of at least
the statemandated minimum pension.

In the case of a premature death of an insured member or retiree, the
universal pension fund distributes the balance of the account to his or her

heirs either as a lump sum or as scheduled withdrawals. Should there be no

heirs, the balance of the account iBlt Yy a FSNNBR G2 GKS dzy:
reserves.
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Professional pension funds

Only those employees that work under hard and hazardous conditions such
as miners, air pilots and similar are eligible to participate in professional




pension funds. People working undtéhese conditions are entitled to an
early retirement. The purpose of professional pension funds is limited tg
ensuring pensions for a prescribed length of time until those employee
become eligible to draw pensions from the universal pension funds. Wit
Db dopdp YALTEAZ2Y oOenTtydo VYALL{ AZ
287,888 participants (as of end 201@ables BG3 and BG4), professional
pension funds play a more limited role in the Bulgarian pension system.

Contributions

Professional pension funds am@n-contributory. Only employers pay into
the funds.

Minimum returns

The quarterly nominal returns are subject to the same floor as universa
pension funds are either 60% of the average return for the previous 24
months or 300 bp below the average retymwhichever is smaller.

Reserves

The same provisions as for universal pension funds apply.

Distribution

Employees, eligible for a pension from a professional fund, are normal
promised a term pension covering the period starting from the date of thei
ealy retirement to achieving the standard pension age.

Should a person who has been insured through a professional pension fu
fail to meet the eligibility criteria for early retirement, he or she has a
choice at the time of reaching the regular retirentege to:

uonIpgz. | uinay [eay ayl :sbuires uoisuad

w either withdraw his or her balance from the professional pension fund
as a lump sum, or

w transfer the balance of his professional fund account to his or he
universal pension fund account.

Similar to inheritance rights for universal pension fandhe heirs of a
deceased insured or retired person inherit the account balance and ma
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choose to receive the entitlement as either a lump sum or as a scheduled
withdrawal. Contrary to the rule for universal pension funds, should a
deceased insured or rigée leave no heirs, the remaining balance on the
account is transferred to the state budget.

Voluntary pension funds

Voluntary pension funds form the core of pillar Il of the Bulgarian pension
system. Nine voluntary pension funds operating in Bulgarianaga
cnmImMnn AYRAGARdIzZ € | O02dzyia oAGK
assets (as of end 2016). Any person 16 years of age or older may contribute
to a voluntary pension fund. Contributions are either personal or made by a
third party (such as an enmjer) on behalf of the insured.

Minimum returns

The performance of voluntary pension funds is not subject to a minimum
return obligation.

Reserves

As a matter of legal obligation, where voluntary pension funds promise
lifetime pensions, they are require® maintain pension reserves to cover
the longevity risk. As a matter of practice, currently voluntary pension funds
have accumulated such reserves only for the limited number of lifetime
pension contracts currently extended.

Distribution

Participants in @luntary pension funds have a variety of choices in drawing
on their accounts.

One option is for participants to withdraw funds accumulated through their
own contributions at any time prior to reaching the pension age. This right
does not apply to funds &dzY dzf G SR & | NBadz i
contributions.

Another option gives them the right to a lifetime pension upon meeting the
age and length of service requirements for a public pension. However,

Db
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participants may choose to draw a lifetime pension ugive years prior to
meeting these eligibility criteria.

Lastly participants can choose between drawing the balance from the
account as a lump sum or a scheduled withdrawal over a certain period ¢
time.

The heirs of an insured or retired persevho leaves a balance in his or her
account at the time of death, are entitled to the balance as either a lumg
sum or to scheduled withdrawals over a specified period of time. Shoul
there be no heirs the balance is transferred to the voluntary fund reserves.

Voluntary professional pension funds

With only one voluntary professional fund with 7,257 participants and BG
11.5million 6 & min.) as of en0186, this vehicle is a rather insignificant
part of the Bulgarian pension system and will be dropped from the rea
return analysis. Only participants in professional pension plans ca
contribute to voluntary professional pension funds. Their employers ma
elect to make contributions on behalf of employees too.

To meet their future obligations, pension companies sdtl@agechnical
reserves. The technical reserves need to be maintained at any moment
time and invested appropriately to ensure availability.

Participants acquire a right to a term pension from a voluntary professiong
fund upon reaching the age of 60 footh men and women. They have the
choice to either a lump sum or scheduled withdrawals.

uonipgz. | uimay [eay ayl :sbuires uoisuad

The heirs of a deceased insured or retiree are entitled to receive the
remaining balance on the account as either a lump sum or schedule
withdrawals.

Summary

The relaive role various pension vehicles play in the defined contribution
pillars of the Bulgarian pension system (as of-20d6) is summarised in
the tables below:
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TableBG3. Number of accounts

SMPS SVPS
1. Universal pension funds 3,576387
2. Professional pension funds 287888 7957
3. Voluntary pension funds 601144
Total 3,864,275 608,401
Grand total 4 472,676

SourceBETTER FINANg&Hculation based on data published by the Financial Supervisc
Commissioff

TableBG4: Assets undemanagement (BGN million)

SMPS SVPS
1. Universal pension funds 8.899563
2. Professional pension funds 935501 11803
3. Voluntary pension funds 910410
Total 9,835064 922213
Grand total 10,757,277

SourceBETTER FINAN&inputation UPF, PPF, VPF Data 2016, based on data publisl
by the Financial Supervisory Commis¥ion

TableBG5Y
SMPS SVPS
1. Universal pension funds 4,550274
2. Professional pension funds 478314 6,035
3. Voluntary pension funds 465485
Total 5,028,588 471,520
Grand total 5,500,108

SourceBETTER FINAN&Hculations based on UPF, PPF, VPF Data based on data put
by the Financial Supervisory Commis&ion

68 http://www.fsc.ba/ba/pazari/osiguritelerpazar/statistika/statistika-analizi/2016/
69 |bid.
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The insurance industry in Bulgaria @égcluded from mandatory pension

savings and investments. While buying a Life Insurance Policy enjoys
same tax advantage as investing in a voluntary pension fund (investment
up to 10 % of the annual income is tax free), life insurance does not pl3
any meaningful role in the pension system in Bulgaria.

Charges’?

Participants in pension funds are subject to fees and charges, defined a
capped by law. Three types of fees and charges apply:

w front load (entry fee) on pension fund contributions;
w annual inestment management fees on account balances (or the annua

return in the case of voluntary funds);
w administrative charges.

The law caps those fees and charges as follows:

TableBG6. Legal caps to fees and charg@916)

Fees SMPS SVPS
Front load 45% 7%
Management fee 0.9% 10 9%?
Transfer fee BGN10.00 BGN 20.00

SourceBETTER FINAN&nputation

Pension companies are banned from charging any fees other than the on
listed. The front load fee applies to each contribution, while the
management feeapplies to the balance of the account (or the annual
return in the case of voluntary funds). The transfer fee is charged when
participant desires to transfer his or her account to a different pensio
management company. Only one transfer of account isnitted per year.

Companies, managing voluntary pension funds are allowed to colleg

uonIpgz. | uinay [eay ayl :sbuires uoisuad

70 1bid.

N5tk 2y OKFNHS& INB O2ff SOGSR TNBY AYRAL
Regulations fomanaging pension funds. These documents are publicly accessible on the
web page of each pension company.

7210% of the positive nominal return to the fund/ individual account.
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several other administrative fees as long as those are explicitly allowed and
specified in the law.

In practice, most of the pension companies managing universal and
professional funds charge the maximum loads and fees with the largest
pension company (by number of participants and assets under
management), offering discounts on loteym participants. .

The front end fees charged by pension companies for voluntary pension
funds vary more widely and are typically between%.&nd 4.5%. The
amount of the front end fee varies according to the amount of the
contribution or the number of employees signed up to a voluntary pension
fund by their employer. The majority of pensi@mompanies charge the
maximum allowed 10% of returns in investment management fees. Four
companies charge lower investment management fees: one charges 4.5%,
the other charges 7% and the remaining two, including the largest
company, charge 9% on positivaums.

Administrative charges are normally otime and nominal.

As of 2016 the law mandates a reduction in fees and charges for the SMPS
accading to the following schedulé

Table B&. Pension funds fees and charges for SMPS (Z110)

2016 2017 2018 2019
Front Load 450% 4.25% 400% 3.75%
Management fee 0.90% 0.85% 0.80% 0.75%

SourceBETTER FINAN&Eputation
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Taxation

Individual contributions to pension funds are typically free from income tax.
An annual contribution to voluntargension funds of up to 10% of annual
taxable income is takee, while any additional contributions can be made

73 National Assembly, (2015), Social Insurance Code, State Gazette, Wb.0812015 (In
Bulgarian)




from aftertax income. Investment income accrues -fege to individual
pension accounts. Pension payments are also free of tax.

9YLX 28SNB RSRdzOUG O2y i iNRodziAzya G2
per employee per month from their annual revenue before taxes. Pensio
O2YLI yASaQ aSNBAOSa yR NB@SydzSa

The tax regime of the pension compasiand pension funds does not drive
a wedge between nominal and real returns in Bulgaria.

Pension Returns

Pension returns can be calculated using one of two methods: mone
weighted or timeweighted“. The actual results obtained by patrticipants in
pension funds over time are best measured by the mosesighted rate of

return method. It accounts for all cash inflows and outflows as well as th
fees charged by pension fund management companies, including the fro
load (entry fee) for each contribution. The m@mpAweighed rate of return

does not measure the ability or the skill of the investment managemen
teams, but it does give the most realistic outcome for the insured in the
second and third pillars in the Bulgarian pension system, which are st
largely inthe accumulation phase and experience sizable cash inflow
relative to total assets under management. In addition, the meney
weighted rate of return is endorsed by the OECD and used to calcula
pension fund returns on a comparable basis between courffria&/hile

moneyweighted returns reflect the return actually obtained by the pension
Fdzy RQa LJ Ndvelghidd Leditughsi &re indisayve of the skill or luck
2F GUKS LISyaizy FdzyRQa LRNIF2fA2 Y

We report pension fund returns in Bulgaria over th@02-2016 period
using the moneywveighted method and the returns over 20@016 using

“CSAGSt L . NHzOS WoI oHnno0I aLy@SadtaySyid t§

Hoboken, New Jersey, p. 53
SOECD, (2015), Pension Markets in Focus 2014, p. 18 (accessed at
http://www.oecd.org/daf/fin/private-pensions/PensioiMarketsin-Focus2014.pd)

o g e

“““--“-

L bl L P ]
g™ T

LonIpgZ. | uinay [eay ayl sbuires uoisuad


http://www.oecd.org/daf/fin/private-pensions/Pension-Markets-in-Focus-2014.pdf
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the time-weighted method. It should be noted that the Bulgarian Financial
Supervision Commission publishes only tiweighted returns.

Money-weighted Returns

We start with reporting the annual moneyeighted returns of pension
funds in Bulgaria, breaking the gross nominal return into its constituent
parts, namely: a) the real return; b) inflation and c) fees and charges. The
returns are illustrated igraphs BGI and BGiihd are reported in tableB&3

and BG.

Graph BG 1 Breakdown of Nominal Returns by Type
of Pension Fund (2062016)

6%

5% 2.04%
4% -
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-1%

m Real Investment Return  m Inflation Fees and charges

As shown inGraph BGIlnominal returns across all pension funds fully
compensate for fees and charges and inflation. Participants in universal
pension funds (UPF) and professional pension funds (PPF) received on
average a positive real return of 1.4 % annually, while parti¢goam
voluntary pension funds (VPF) received a 0.3 % annual real return over the
2002 to 2016 period.





























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































