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Trernds arlefMaviEgdniisir Pansions .

Acjelrie) gdatifzjop

NEIESIng PeEnsion Lianilities forr Government
SRRV ENo ndividual Accounts

Siiitnded to Eully Funded

PRDEiined Benefit to Defined Contribution

==SESiate-Run to Private Pensions
— S \lore focus on
- — Specalisation

— Assset management

— Individual Choices

— Design of System
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/ vanTages of DEC §c1gmes >

ACH ;,-‘- ance,be wee benefitsiand
cofrfeleil;
JJ ¢ dden or contiingent liabilities for government
{blll’ry i product design
Allows individuals® risk and return preferences
= Sl dividual responsibility and sense of ownership
S Nobility of vested rights
=% Privafe and professional management of funds

= Higher rate of real return than state-run pension
sysiiems

® |abor incentive to work and save

o Additional financial resources promote marginal
savings




DIELEVantages o DGRSGHENES

o) o pecigtdloition of deows

vesiment and| mortality risks on individuals
J H‘ volatility in level of retirement benefits
L

h administrative cost in individual accounts

== -* -' duced share of income available to social
'securl’ry system

- ® Need for well-functioning financial markets

® Need for detailed regulations and effective
supervision
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gEeyaUssiies in Voluntary Private EERSIohsES

-i-"-

Seiiting up and LCicensing the Service
Hr*g ‘deﬁ&__-—-— —

Htoduct Design and Cover'age
Ghiarges and Expenses

arke’rmg cost
QUC('IfICC(TIOHS for Intermediaries
= * Collection of Contributions
* Choices for Individuals
° Asset Management

_F'
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Siin Voeluntary vaa’re Pensuons conya:

Record Keepmg

D/gl @iory. Omp [ances anc
nmunication

. fs’rrlbu‘rlon of Benefits
= Ac’ruarlal and Other Professional

..--:-.._-E---

‘__-'-”":-"— “Services
“Supervision and Monitoring
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S
Eeyaissiies in Regulating Privaiie Eefisionsys
Which financial institutions provide service?
IFEmeErTSN O ICENEMG/ oo providerss
2velfoiit comlexity off products and funds
Ie economies
2veliol charges and expenses
of outsourcing
of individual rights and choices

of centralisation in collection of contributions
~and recordig keeping

Degree of regulation
On-site vs. Off-site supervision
Linkage to state-run pension system




SHidIGTUre ofstiiesMarket;
SRt hinoducing Private RensioniSysienin

MBEEEexberience in savmg Type life insurance

r)r odlicts marke: ZdNasperisioniproaliciss
@INOHiEslipervised  foundations and societies
P10} Jdmg pension type products

@eudicxperience and reputation of state-
nnaged compulsory saving plans

_:-T' c_'ngh fluctuations in growth rate and inflation

*= Developed banking sector but still open to
financial crisis as in 1994 and 2001

* Well developed capital markets with high
volatility in stock prices

* Financially non-sustainable state pensions
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Turids Private Pension SY/StEm
(Whyiwe introduced?)
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Fow we Drafif The LawZssss s

Hiee for' Complementary Pensnons in Augus‘r 1999

2y2cl] meetingswith...........

— /\/\zrr 9ers ot various: related geverment institutions and the
epieseniiativesi of the private sector

Seirearepresentatives of Trade Unions, life insurance companies,
r'\'<:" Management Companies, Foundations, Academicians and
XPENTS

— f ICLI|'|' 0 reach consensus

==2 _f_Com‘I ict of interest between different goverment bodies

= Stirong reaction arising from life insurance companies who
~resist fo change the existing system

* Need for strong coordinator and leading group
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SIGHBI0GY O Privaiie Pension Sysieris

aWisubmitted oParllamenLlﬂ_Mq_rch
/JQ@'

: roved by Parliament in April 7, 2001

. /c e into force in October 7, 2001
— ?‘rer Six months of publication date

: MosT by-laws completed in 2002

* First pension contract signed on
October 27, 2003
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IS of Lniroducing Privaieensions
_ - - |
fNisely uiilization offavourable
aeHioeraphicalicharacierisiics, since, iihe
OHIPOSITIoN oI populaiion 1sfexpected o
angeini20 years: time
BSCissor effect: Increajsin%!ife expectancy
jogetner with decreasing birth rate

ERPEoviding additional income for pensioners

S -

=== Reducing social security burden to state

o — S — i

= *" Accumulating funds for sustainable economic
growth

* Dee enin% capital markets by increased

humber of institutional investors




B Basic Charateristics
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0 Private Pension System




BSain Featunes of _
NI RIE I Privatic PensioniSysreri e
Vellintiary.Contribufions
Fullyillelde defined confribution sys’rem

Havaiepersonal pension plans
In 1vndual accounts with constrained choices

omplemen’rary to state social security
sys’rem

* Specialisation in providing services

-' ‘_;f? ncentives




" PBrSion Companies

. ——
™ "'ﬂ-'_.'__

NEWRnancial insTi’ru’rior-\_'specialised I pension business
Lo Tial Jpidiupicapital et easiv7imio (and additional
BEVAnIoImust be paid within'3 years)

/Jﬂ of Shidres owned by the institutions operating in
‘rmq sial sector

- -_,rr er'las for efficient LT infrastructure met
Siirong financial structure to recover initial capital strain

Op‘rlonally have right to operate in life and individual
accident insurance

*~ Licensed by Undersecretariat of Treasury
* No discrimination to foreign companies
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PP YEIon MuttalrtEunds

NBIgsEparate legal entity - w_——

. 'I-d-'

GolIEEIVe investment instizuments: issued especially for
BEIICIPaNTSioluprIValeipension sy stems) by pension

cofs gz
Of)/rfJ fiunds
AT Jza Tnree funds having different risk composition

Lag llyiseparatied from assets of pension copmpany
==/ se’rs of funds kept by Custodian Bank

-.—"__.--"'

— QUGHTITGTIV@ restrictions for investment instruments in
~ edach fund

* Contirained investment choice when allocating
contributions

— Min 307 invested in funds composing of government securities
— Max 15% to foreign asset dominated funds

* No rate of return guaranteed




Byiiolior Management Companles

—

REgllated and supervnsed by Capital Market

L T e I — T e
pMianages individualiand institutional funds
Up BPacT with pension companies

~5pon5|ble for active fund management of
S Bension mutual funds in accordance with pension

-E-*- =

=

:_'-i- = company's fund management policies

*Pension company has the right to make
contracts with different portfolio management
companies for different funds

* Dynamic and competitive markets




d|V|§ allPension In’rermedlarles

SANGCENSING reguirementiofpromotion, marketlng anad
SellifGLof pension preducts

pr—

SINGIT ulaTion fior’ commissions
e : h gualifications for intermediary license

= —Ellglblllty conditions set forth in regulation

r—' —Bachelors degree or associate degree in insurance and/or

m——

et

panking
—Success in e-BEAS (e-intermediaries exam)

—Continuous education (BESES)

e Accurate and reliable information to participants

® |mportance on financial education/literacy and
awareness

® Efforts against fraud and mis-selling




e%(e—in’rermediaries exaniy

- ————
—

= CININES professional knowiedge and skills ol candidates

S cetionicexamasedenlntemet Jechnelogy.

SHEIdfrequently at computer lal off universities in Istanbul,
S Ankara andl lzmir and Pension Monitoring Center

- e

L
.

'Academically tested question pool

-

__-'-—_Dynamic and random guestion set for each candidate

B Prompt results

=== _Direct e-reporting to the Undersecretariat of Treasury

—Generating statistics for future educational activities

® 13,628 succeeded over 19,674 e-BEAS holders
e 11,237 active intermediaries (as of April 3, 2006)
® ~ 980 percent have bachelor degree




3 vidual ACcounisy

rate accounts forreach par’rlcnpan’r

r'\JJ-*'g- f mbu‘ruons areraccumulated and mves‘red on
£ of individuals -

oy plans (for individuals or groups)

I—

Hr’ jog Mapproval by Tireasury

r’r Ips pension plans
Noi relatied to employment contracts

Wu‘rh or without employers contributions

= Currently no vesting for employers’ contributions (planning to
== |htroduce)

== e '\-—
-.—1'_' m—
—: —

— Employers’ contribution intfo same accounts

More than one account in same or other pension
companies allowed

Consolidation of accounts at retirement depending
upon individual's choice

Entrance fee for new accounts
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INEiViaual Righiis,anal CHolGEERISESS

ANVApersonicapablestio use civil rightisi(aged 18 or
(199Y2, j ARG — i

S ollniary, contiribution by individuals
Earicipation onivoluntarily basis
b EiNing contiribution relative to income level

I

S inimum amounts for contributions stated in
=z achipension plan

——

=== Normal retirement
~ — Age 56 years
— Minimum 10 years of coverage period
J Par‘ricilqanfrs have right to transfer life insurance
portfolio in same company (until October 7, 2006)
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IS IVIE U GINRIG TSN ENCHIRICESIEZ AN

3 DJJFJ: oichange the alloccmon of
copifelovriagsiozniZ2a el iieiize s
rmz o plans

Upiie14 fimes a year

B Chmpllsory analysis of risk-return profile of
pariicipants

--__—a _l'rchmg between pension plans of same company
== Upito 4 fimes in a year

Swrl'chmg between pension companies

~— — Once ayear

— Competition leads to high quality service and
higher returns

— Raise marketing and administration costs
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INEIVIdual Rightis\and i ChRIGEES =SMees

A0, ﬂ'l‘ of regular coniribuiions can be altiered
r\\/(]J( Vo aaany o"c diip=su paymen‘l's
WaIVing contributions

— Ae ﬁl’rlonal small charges after 12 months

Ewlv Withdrawals

A

SAirage 56
—1fump sum
— Annuu’ry
— Contiinue to contribute

Detailed regulation for the contents of the
information and documents submitted to
participants

Easy access to accounts



BNEPCS andiGharges

Enirance feess -
NEGr new! individualfaccount
Ipaioumonihilysgressyninimumwage (z:$425)
2Payable in installements within one year
S Postponed for 5-10 years subject to withdrawals
B Administration charges
=Ubi o 7.8 of each contribution

B ='EiXed amount deducted from total assets upto
— 1/6 of monthly legal minimum wage(~ $70) Eer
year (ih case of waiving contributions for 1
months)

— Fund management charges
* Daily basis
* As percentage of total assets in funds
* Up to 70.01 per day
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gecs and Charges contids

—

izees and! chargesidisclosed in contiracts, proposal
jiorm of: pension plans

SiRdNacCamulationNsIveryrsensitivertorcharges
Iimporiance: of scale economies

Dlierto competiton decreasing rapidly
S Nb entrrance fee for group pension plans

2 Entirance fee as quarter of cap or less in some pension
plans for individual participants

* Mostly nil or postponed to reduce withdravals or
switching to other companies for 3 years

* Mostly 0-5% depending on amount of montly
contributions

* No charge on initial or additional lump sum payments

* Fund management fee
— 3-6 per 100,000 for group pension plans
— 4-10 per 100,000 for individual pension plans
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lransparency: -8

Besitadvice during The'commencement of plans

sz(u-e lGniforaconeniisiorbopkieis, documents

dHENRTormaiionproviaed Wit contracts

@udliffied intermediaries

DiEclosure of fees and charges
aWonitored advertisements

SR EGsy access to individual accounts
= Availability of daily/weekly information on funds

= refurns, participants, total funds

— Internet

— Call center

— Web sites of supervisory bodies

— Pension monitoring center

— ISE Settlement and Custodian Bank




sliax Incentives

jon Stage - i

—'-

Contributions are tax deductible up: 1o cZ:lO oit income with a
caploifi annual minimum wage (currently apprx. 5,000 pa or

T —— i —

/l/, o)
PES
=1 ployers contribution are also tax deductible subject to
yiesame: limits
2 jivernmen’r hasiright to double limits and rates
‘Investment stage

= No fax on fiund returns excluding instrument based witholding
- taxes

Benefl’rs payment at retirement
— 725 tax free lump-sum
— Remaining subject to %5 witholding tax

Early withdrawals; 715 before 10 years of contribution,
and 7%10'if not eligible to retirement after 10 years of
contribution

Single premium life annuities are tax free







Tavsiye Kararlari
Advisory Resolutions.

e Bakanlsf f

Diizenleme ve

Hazine Niistesarliga

Lindersecretariat of Treasury

Gozetim
Verilerinin

Sunumu
Submisgion of
Monitaripng Data

=)y
EMEKLILIK
GOZETIM
MERKEZI
Pension

Monitoring
Center

Denetleme

and

Ministry of Finance

ocial Security

Emeklilik ¥atirim Fonu
DOzenleme ve Denetlemesi
Fegulation and Supervision of

Pension Mutual Funds

Emelklilik Sirketi
Pension Company

Portfdy Ydnetim
Sdzlesmesi
Portfolicl Management

Safekeep
Cantract

Bireysel Emelklilik

Sdzlesmesi

Pension fContract ™
Feckion K-prps g T‘u:ll Dizenleme ve
. Denetleme
Gunlik Gézetim }' Re..m i
Caily Monitoring

Kamuyu
Bilgilendirme
Infarming the

Publig Participants

Bilgi Alisverisi

Exchanges of Information

Portfdy Y dnetim 5 irketi
Por

Katilimcilar Bireysel Hesaplar

an andc

up
tfolio Management Compamy

Fon Islemleri vie Bilgi

k151
Fund Transactigns and
Exchange of Information

Individual Accounts

Takasbanlk

ISE Settlement and
Custody Bank Tnc.

Tavsiye Kararlar)
Advisory Resalutions

Saklaylcllk
Sozlesmesi

img

Contract

Nl

Sermaye F’lyasasl

Kurulu
apital Markets Board

Bilgi we Belge
Sunumu
Submissjon of
Information and
Documents



——

??ICIZHCY T SUpervisions

MGledrseperation of regulatory and supervisory
992 |
SREIVIdUdINFenRsIon AGVISOrY BOGre
Y EersEereTarial oftireasury
SRGapial Market Board

MOIESiiie supervision of companies and pension

niditial funds at least once a year

pr—

RO sife daily monitoring and controls

=
=g L — =

':1":5'{_— Pension Monitoring Center
=~ TSE Settlement and Custodian Bank
= Reports
— Independent External Auditing
— Internal Auditing
— Actuarial Investigation

* Regular financial data and statistics
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pPension Monitoering Cen’rg_r_; -
Shareh®lber Structure.

pr—

Eaiialisharesiof 11 pensioni companies

ERolpE A" share of the Undersecretariat of
liteasury (7.0.1)

= ; Wered by Undersecretariat of Treasury
f"“‘Func’rlons and duties are stated in by-laws

*  Established on July 10, 2003
*= Share capital $1.5 mio




Func‘rions > —

-

SNDEIIElectronic monltorlng andisurveillance of pension
COffIPEl ESRACUVIES AN E e ERO NG o tHET aAUUAGIHTIES

> gjic Jfl g standardized data for all individual accounts

- -eratlng statistical Information and special analysis
B(EnCchmark for pension companies, increases competition; in

-track 0)] electronlc registries

s Vieeting demand for common presentation, training
activities, software and allied subjects




SSSEUnctionsscontd.

RESPondingl informationireguestis'and managingreomplaints from
plBlic)companies, participants andiintiermediaries,

R P angNnPOJEC S0 insernational organizationsiio
AEVEIBpRIHErsysiien), giving SUppori To pension companies

[

To __-.ease employment: level in the field of pensions,
IniVersiities and pension companies are supported on projects
idinded by the World Bank and the European Union

R Privatization Social Support Project

-E-*- =

o

=== Active Labor Market Strategy Project on New Opportunities

~ = Governing member of the International Organization of Pension
Supervisors (LIOPS) since February 2005.

* Satisfaction and confidence on system
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e-Governance

o—

EopRiexample of
— Cr-ai" AIonTo - puBll 'TFW'Z_SZCTOPS
=eeliiregulated e-governance application

»good decision making

T

>ar proprlate control »proper and timely execution

| ..-n--':h-._-uu—-— -
——

f':' ~>communication >transparency

»regular review and
assessment

Monitering of regulatory and supervisory authority.
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Syigiciure of Privatie Pension MEIieiasss

SDVYhomic and competitive markes;

SGh initial cost to marker access

Gl marketing and selling cost (less compared to
I} Eansirance)

= ddmonal capital requirement to cover loss in
-' “first 4-5 years

e
— e

=10 or 15 companies operating after 5 years

: > INew expectation for new comers except merging
and acquisitions

» Several advantages for participants due to high
competititon
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QG0 Economic Effeciis#®

IRErease The welfar'e of the mduvndual at
r’prlr”" et —

iierease fund available o create new jobs

T'rr'?'"' BV coverage and reduce the effects of
ncual burden of state-run social security system

Raise long-term funds available in financial sector

_Deepemng capital market and reduce market
volatility

Enable government to borrow long-term

* Positive impact on inflation and assist sustainable
economic growth
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Etsicilindicatiors (April 03, 2000) s

55100, Corr panies, ——— 11

_ 980

96

= _ 11,237
%ﬁfibipants 772,502
Pension Contracts 818,191

~ $1,240 Mio

Accumulated Funds




J s ber%m’itipan‘rs & INEFRConribuiicnspivesied

~

Ill,-‘-

@ Number of Participants 3,665% | @b

O Total Invested Amount (Million EURD)

97,319 23

15t 6 Months 2nd & Months 3rd 6 Months 4th 6 Months 03.04.2006
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gEIECIIoNs for Accumulated EUNGENANGEESS
N UmbereaParticiponie

NUmberior
Participants

(lIn Millions)

Totiall Funds
(in Billions $)

5.7

14

7.7

37

8.2

67




- |sTr|bu’ruon "o Participaniisiaccordingsto Age

55,000

30,000 A
25,000 A
20,000 A
15,000 A

er of Participants

o

10,000 |

u

5 000 A

0

18 21 24 27 30 33 36 39 42 45 45 51 54 57 BO B3 BE B9 72 Y5 Y8 81 84 &8
Age of Participants




"eonetlidated Asset-Allocation of .

Pension Muiiual Furﬁ_s .
ST -
|—STEII3I-'E R EVER:SE RERD STOCKEXCHANGE MONEY MARKET =—=FOREGN SEC. —I:ITHEH|

GOV'T BONDS and BILLS
%o 79.59

AR
2 /\/ VN

i
o

10 - il
E—f VA V4
v

OTHER “220.41
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Y IG Prooress REPOris ..

P Second year (2005) report is available
8 at
| Jps//Www.egm.org.ir/bes2005gr.him

B First year (2004) report is available at
http://www.egm.org.tr/bes2004gr.him
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Challenges

Magz 2 for"rs oh finaneial education™

BMIPor fance of confidence

OCISICHNESSESSHenirand eVl ldiiontoismanagement
PEItiformance, business stirategies and policies
Wiilizing I inievaluation of financial data
r':oving risk based supervision

SGormpliance with the needs of competitive and dynamic
2 & ruc’rure of markets

-.J—'— —

== Tmproying corporate governance
Experience of other markets or countries
* Promoting economies of scale
* Planning

— introduce vesting for employers’ contribution

— voluntarily transfer of funds from foundations and societies
providing pension type products



