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EXECUTIVE SUMMARY

Some countries that have adopted mandatory individually funded pension schemes have
recently allowed their respective members to choose between different investment
portfolios in a system known as “Multifunds.” This article describes the regulations that
currently govern the multifunds in three FIAP member countries (Chile, Mexico and Peru).

Chilean AFPs have offered their members five types of funds since 2002. The Mexican
AFORES have offered 2 funds (Basic SIEFORES 1 and 2) since 2005. The Peruvian AFPs
have also offered three fund options since 2005.

In the three countries analyzed, the different portfolios vary according to their percentage
investment in variable income. The most conservative funds do not invest (or invest very
low percentages), in variable income, whereas the more aggressive funds invest
considerable amounts in variable income.

In Chile, men under 55 and women under 50 can choose between the 5 types of funds
available (A, B, C, D and E), whereas men and women above these ages can only choose
between the four funds of relatively minor risk, and pensioners between the three funds of
lesser relative risk. In Mexico, members can choose between the two funds (Basic
SIEFORES 1 and 2)*, and in Peru members can choose between the three funds. In all
three countries, there are default fund assignment rules pursuant to the ages of the
respective members in case they do not choose a fund.

In all three countries members can transfer their balances between the same manager’s
funds. In Chile, there are a maximum of two commission-free transfers per year.? For a
greater number of transfers, an exit commission is charged for each transaction. Mexico
and Peru do not charge commissions for fund transfers.

In Chile the balances from mandatory contributions can be distributed in different funds. In
Mexico and Peru the balances from mandatory contributions can only be allocated to one
fund.

In Chile, a minimum profitability, which varies according to the type of fund, is required.
In Peru, the minimum profitability guarantee for each one of the funds managed by the
AFPs was replaced by a new system based on profitability reference or “benchmark”
indicators in 2005. In Mexico, there is no minimum profitability requirement or safety
mechanism for Pension Fund profitability.

! We must point out that only workers under 56 can invest in the Basic SIEFORE 2.
% The AFPs are entitled to charge commissions for more than two transfers, but in practice none of them do
S0.



Finally, In Chile and Peru, the AFPs may perform transfers of instruments between funds
only when they correspond to member transfers between funds of the same fund manager,
whereas the Mexican AFORES are not allowed to perform direct transfers of instruments
between the Funds of the same Fund Manager. We must point out that the Mexican
Siefores have an independent legal status and their own assets, separate from the fund
managers, so that the only way to transfer instruments is through the market.

Something worth mentioning is that the upcoming changes in the Mexican pension system
make it increasingly similar to the Chilean system. In the first place, the AFORES will be
able to offer five different types of funds as of March 2008. Secondly, the investment
limits in variable income will be increased, and thirdly, more importance will be assigned
to the profitability factor in pension results than the price factor (commissions).
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I. Introduction

A recent tendency in the mandatory individually funded systems is the introduction of plans
that offer investment options to their members. This new system is known as “multifunds.”
The purpose of this paper is to describe the regulations of the multifund systems in the
FIAP member countries that have implemented them — Chile, Mexico and Peru®- with
updated information to the year 20074,

The multifunds systems enable members to choose the optimal investment portfolio
compatible with their risk and return preferences. This innovation was designed to enable
associating the risk of the financial assets investment portfolio to the member’s investment
horizon, thus raising the expected value of his pension. But multifunds also have other
positive effects on the pension system and the capital markets, outstanding among which
are the following:

1) More information. Greater incentives are generated for members to be informed on
the performance of their pension funds, imposing greater discipline on their fund
manager. This results in fund managers being obligated to offer ever-increasing
levels of information to their members.

2) Greater participation. The possibility of choosing their portfolio enables members
to perceive a greater degree of participation in the management of their funds. This
is positive, since members can destine more time and effort to other dimensions of
their pension planning if they have more information about their pension fund.

3) Improved resources assignment. The greater investment diversification brought
about by the multifunds generates increased efficiency in the assignment of
financial resources within the economy”.

Subsequent to this introduction, Chapter 11 explains the methodology used in this paper and
Chapter I11 describes the existing regulations in the multifund systems in Chile, Mexico and
Peru. The paper ends with statistical appendices and a list of bibliographic references.

We thank Mr. Manuel Tabilo, FIAP Study Analyst, for his collaboration in drawing up this
paper and Mr. Augusto Iglesias, consulting partner of PrimAmerica Consultants for his
comments.

% Years in which the mandatory individually funded pension systems began: Chile (1981), Mexico (1997), and
Peru (1993).

* Hungary, Estonia, Slovakia, Sweden and Latvia, all countries with mandatory individually funded programs,
also give their members the option of choosing between different portfolios.

> This statement supposes that pension assets constitute a high percentage of each member’s total assets and
that the rest of the assets (non pension assets) are allocated in a less efficient way.



1. Methodology

This paper is of a descriptive nature. Information provided directly to FIAP by the trade
organizations of Chilean, Mexican and Peruvian Pension Fund managers was analyzed.
We also recurred to the web pages of the supervising agencies of the new pension systems
and the trade associations. When necessary, the text of the corresponding regulations was
also analyzed.

The study concentrates on FIAP member countries. Other countries — Hungary, Estonia,
Slovakia, Sweden and Latvia — which have opted for mandatory individually funded
programs, also allow their members to choose between different portfolios. Their
respective cases will be described in an forthcoming document.

We have assigned the name “multifunds” to the systems that enable the fund management
agencies to offer more than one portfolio to their respective members. The document
describes six main aspects of the multifunds. Firstly, the different types of portfolio in each
one of the three countries analyzed. Secondly, the composition of the investment portfolio
in each country is described, according to fund type. Thirdly, the way members choose
between different portfolios, the rules that apply when there is no choice and the rules for
transfer between funds, are described. Fourthly, the minimum profitability regulations and
the safety mechanisms in each country, according to fund type, are described. Finally, the
rules and regulations applicable to the transfer of assets between funds are described.



I11. Multifund regulation

This section describes and compares the multifund system regulations in Chile, Mexico and
Peru. Chart N° 1 of the Appendix shows a summary of such regulations.

a. Types of Funds

I. Chile

Multifunds were introduced in January, 2000. At that time, the pension fund managers
(AFPs) were obligated to offer two types of portfolios: a “Fund 1” balanced between shares
and fixed income, and a “Fund 2” of fixed income, which could only be accessed by
members about to retire.

Then, in 2002, the Fund Managers were allowed to offer five funds, called A, B, C, D and
E. These funds vary mainly according to the percentage of their assets that can be invested
in variable income instruments®. The maximum and minimum percentages in which the
resources of the different types of pension funds can be invested in variable income
instruments are the following (See Table N° 1):

Table N° 1

Maximum and Minimum Investment Limits in VVariable Income

Fund Maximum Limit Minimum Limit
A 80% 40%
B 60% 25%
C 40% 15%
D 20% 5%
E 0% 0%

The fund managers are allowed to offer the four lower relative risk funds (Funds B, C, D
and E), whereas the creation of fund A, more intensive in variable income instruments, is
voluntary. Nonetheless, to date, all existing AFPs offer their members Fund A.

® Tapia and Yerno (2007), page 11.



ii. Mexico
The multifunds were introduced in January 2005. As of that date, the AFORES must offer
two types of funds: the Basic SIEFORE 1 (SB1) and the Basic SIEFORE 2 (SB2). As of

March 28, 2006, three new funds will be incorporated: Basic SIEFORES 3, 4 and 5 (SB3,
SB4, SB5 respectively) which will be voluntary for the AFORES.” "8

SB1 can only invest in domestic or foreign fixed income instruments and the permitted
international debt instruments (instruments issued by governments and companies with
high credit ratings)®. SB 2 has a maximum variable income investment limit of 15% of the
total amount invested. In the case of SB 3, SB4, and SB5, this limit increases to 20%, 25%
and 30% respectively.

It must be pointed out that the law does not establish minimum investment limits in fixed or
variable income for the funds mentioned.

iii. Peru

The multifund system was established in December, 2005. There are three types of funds
for mandatory contributions: Fund Type 1 (Capital Conservation, or Conservative fund),
which seeks stable growth with low investment risk; Fund Type 2 (Mixed or Balanced
Fund), which seeks moderate growth with mid investment volatility and Fund Type 3 or

Capital Appreciation Fund (Growth Fund) which seeks a high degree of fund growth with
high investment volatility™°.

The investment limits of each portfolio define four instrument categories: variable income;
fixed income; derivatives and short term. The “Conservative” Fund (or Type 1) is allowed
to have a maximum of 10% invested in variable income as well as derivatives; up to 40%
of its value in short term instruments and up to 100% in fixed income. The “Balanced”
Fund (or Type 2) can invest up to 45% in variable income, 75% in fixed income, 30% in
short term instruments and 10% in derivatives. Finally, the “Growth” Fund (or Type 3) can
invest up to 80% in variable income, 70% in fixed income, 30% in short term instruments
and 20% in derivatives." As in the case of Mexico, the law does not establish variable or
fixed income minimum investment limits.

"CONSAR (2007)

8 Pursuant to the new regulations, the AFORES must operate at least the Basic SIEFORES 1 and 2. In order
to manage the Basic SIEFORES 3, 4 and 5, the Funds must open in sequential order, or else simultaneously.
This means that Basic SIEFORE 3 will be opened first, followed by 4 and finally by 5 (or all of them at the
same time).

® Rozinka and Tapia (2007)

19°SBS (2003).

1! Tapia and Yermo (2007), page 12.



b. Make up of the investment portfolio
i. Chile

As of July 2007, there were US$ 22,831 million (22.36%) invested in Fund A; US$ 23,611
million (23.13%) invested in Fund B; US$ 44,004 million (43.1%) invested in Fund C; US$
10,323 million (10.11%) in Fund D; and US$ 1,324 million (1.3%) in Fund E. The sum of
the assets managed by the Pension Funds amounted to US$ 102,092 million™?.

To date, Fund E has 100% of its assets invested in fixed income, followed by Fund D (with
72.12%), Fund C (with 50.55%), Fund B (with 37.05%) and Fund A (with 27.87%).
Furthermore, 72.13% of Fund A assets are invested in variable income, a percentage that
drops to 62.95% in the case of Fund B, 49.45% for Fund C and 27.88% for Fund D*. It is
worth mentioning that Funds B, C and D have been gradually surpassing the maximum
limits established for investment in variable instruments. The Superintendency has
identified three reasons for this:

(i) The profitability obtained by variable income instruments which implies increasing the
percentage of investment in them

(if) The existence of net exit flows in the equity;

(iii) The AFP’s decision to acquire variable income instruments for amounts greater than
the instruments they convey. The Superintendency of AFPs (SAFP) has therefore instructed
the AFPs to eliminate all excess investment™* within a period of one year.

The distribution of the portfolios between fixed and variable income for each institutional
sector’® is described below.

a) Government Sector. This sector consists only of fixed income instruments Fund E
invests 21.24% of its assets in this sector, followed by Fund D (with 17.16%), Fund C
(with 12.6%) Fund B (with 5.84%) and Fund A (with 2.99%).

b) Corporate Sector. Fund E has 26.4% of its assets invested in fixed income, followed by
Funds D, C, B and A with 12.88%, 9.45%, 4.87%, and 2.36% respectively. Fund A has
23.28% of its assets invested in variable income. This percentage drops to 22.72% in
the case of Fund B, 21.97% for Fund C and 14.86% for Fund D.

¢) Financial Sector. Fund E has 52.17% of its assets invested in fixed income followed by
Funds D, C, B and A with 41.22%, 28.4%, 26.2% and 22.21% respectively. Fund B
and Fund C both have 0.88% of their assets invested in variable income. This
percentage drops to 0.74% for Fund A and 0.63% for Fund D.

12 See Chart N° 2 of the Appendix.

13 As mentioned, Fund E does not invest in variable income.
1 SAFP Press release (2007)

1> See Chart N° 2 of the Appendix.



d) Foreign Sector. Fund D has 0.63% of its assets invested in fixed income, followed by
Funds A, E, B and C with 0.28%, 0.18%, 0.12% and 0.05% respectively. Fund A has
48.12% of its assets invested in variable income. This percentage drops to 39.35% in
the case of Fund B, 26.6% for Fund C and 12.39% for Fund D.

ii. Mexico
As of July 2007, there were US$ 7,449.1 million (10.14%) invested in SB1 and US$

66,020.3 million (89.86%) in SB2. The sum of the assets managed by the Mexican Pension
Funds amounts to US$ 73,469.4 million™.

To date, SB1 has 100% of its assets invested in fixed income!’, whereas 91.16% of SB2
assets are invested in fixed income versus 8.84% in variable income.

The portfolio distribution between fixed and variable income of each SB for each
institutional sector®®, is described below.

a) Government Sector. This sector consists solely of fixed income instruments. SB1
invests 73.67% of its assets in this sector, whereas SB2 invests 71.9%.

b) _Corporate Sector. SB1 has 15.09% of its assets invested in fixed income and SB2 has
12.42%. Furthermore, SB2 invests 3.53% of its assets in variable income.

c) _Financial Sector. SB1 has 3.88% of its assets invested in fixed income and SB 2 has
1.48%. SB2 has no variable income investment.

d) Foreign Sector. SB1 has 7.36% of its assets invested in fixed income and SB2 has
5.35%. SB2 also invests 5.32% of its assets in variable income.

iii. Peru
As of July, 2007, there were US$ 942 million invested in Fund Type 1 (4.74%), US$
14,994.23 million (75.45%) in Fund Type 2 and US$ 3,936.52 million (19.81%) in Fund

Type 3. The sum of the assets managed by the Peruvian Pension Funds amounts to US$
19,872.75 million®®.

To date, Fund Type 1 has 77.27% of its assets invested in fixed income, whereas Fund
Type 2 has 46.34% and Fund Type 3 has 18.35%. Fund Type 3 also invests 78.71% of its
assets in variable income and this percentage drops to 53.23% and 21.36% in the case of
Fund Type 2 and 1 respectively.

It must be noted that Funds Type 1 and 2 have in fact exceeded the maximum limit allowed
for investments in variable income. In any case, Article 74 of the Private Pension System
law states that if there is a confirmed excess investment, the Superintendency shall

16 See Chart N° 3 of the Appendix.
1" Remember that SB1 does not invest in variable income instruments.
18 See Chart N° 3 of the Appendix.
19 See Chart N° 4 of the Appendix.

10



determine the term in which such excess will be corrected, taking into account market
conditions, and the AFP will be able to freely select the instruments they will convey in
order to adjust their investments to the maximum investment limits or the established
requirements®.

The portfolio distribution between fixed and variable income of each fund for each
institutional sector?," is described below.

a) Government Sector. This sector consists solely of fixed income instruments. Fund Type
1 invests 30.7% of its assets in this sector whereas Funds Type 2 and 3 invest 25.41% and
10.64% respectively.

b) Corporate Sector. Fund Type 1 invests 24.49% of its assets in fixed income whereas
Fund Type 2 invests 10.17% and Fund Type 3 invests 2.99%. Fund Type 3, in turn, invests
60.73% of its assets in variable income and this percentage drops to 39.59% and 15.75% in
the case of Funds Type 2 and 1, respectively.

¢) Financial Sector. Fund Type 1 invests 18.9% of its assets in fixed income whereas Fund
Type 2 invests 6.55%, and Fund Type 3 invests 3.16%. Fund Type 3, in turn invests
10.43% of its assets in variable income and this percentage drops to 7.41% and 1.09% in
the case of Fund Types 2 and 1, respectively.

d) Foreign Sector. Fund Type 1 invests 3.18% of its assets in fixed income whereas Fund
Type 2 invests 4.21%, and Fund Type 3 invests 1.56%. Fund Type 3, in turn, invests 7.5%
of its assets in variable income and this percentage drops to 6.23% and 4.53% in the case of
Funds Type 2 and 1, respectively.

c. Fund Selection

i. Chile

Of a total of 8.75 million chosen or assigned accounts, as of July 31, 2007%, 40.24% are in
Fund B, 38.3% are in Fund C, 12.03% are in Fund A, 8.85% are in Fund D and 0.59% are
in Fund E?. Male members below 55 and female members below 50 can choose to have
their savings in Funds A, B, C, D and E. Pensioners can choose only Funds C, D and E.
Male members over 55 and female members over 50 can choose Funds B, C, D and E%.

Only mandatory savings are restricted, so that a pensioner can have voluntary savings in
Fund A.

Furthermore, members can distribute their mandatory contributions between different funds
within the same AFP in the proportions they choose.

20 SBS (2003).

2! See Chart N° 4 of the Appendix.

22 See Chart N° 5 of the Appendix.

2 Some members have distributed their resources in two funds so that the total sum of the accounts does not
correspond to the real number of members.

# SAFP (2007) page 61.
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For those members who do not exercise their right to choose an investment fund, the law
establishes a default fund that varies according to age. The rule divides members into three
groups: men and women below 35 are assigned to fund B; men between 36 and 55 and
women between 36 and 50 are assigned to Fund C and men over 56 and women over 51 are
assigned to fund D.

Members can transfer their balances cost free between the Funds of the same AFP no more
than twice per calendar year, regardless of whether they are mandatory or voluntary
contributions or arranged deposits. In case they transfer more than twice in a calendar year,
the AFP can charge an exit commission (a fixed commission per transaction, charged to the
member?®), which cannot be discounted from the pension fund. Therefore, in case the
member is charged, the commission must be paid directly. No fund managers currently
charge this exit commission.

ii. Mexico
Of a total of 37.53 million workers as of July, 2007, 62% are in SB2 and 38% in SB1%.

The current default portfolio for all workers who do not actively exercise their right to
choose is SB2, except for such members aged 56 or more who are assigned to SB1?’.

Nonetheless, as of March 28, 2008, when the Basic SIEFORES 3, 4 and 5 come into effect,
savings will be deposited in one of the five SIEFORES corresponding to the member
according to age. Thus, members of 56 or more will be assigned to SB1, those between 46
and 55 to SB2, those between 37 and 45 to SB3, those between 27 and 36 to SB4 and those
of 26 or less to SB5%.

However, workers shall always have the option of transferring, without any restriction or
associated cost, to a SIEFORE of a group for older people. It must be noted that workers
cannot choose to transfer to a Fund for younger people.

iii. Peru
Fund Type 1 is mandatory for members older than 60 or those who have a pension granted
under the Programmed Retirement or Temporary Income system, unless the member

expresses in writing his decision to remain in Fund Type 2. Funds Type 2 and 3, in turn,
can be selected unrestrictedly by members under 60.

Those who do not choose a Fund type when joining the pension system are assigned to a
fund according to their age”®. The rules stipulate that those under 60 be assigned to Fund
Type 2 and those over 60 are automatically assigned to Fund Type 1.

2 Executive Decree No. 3500, articles 29 and 32
%6 See Chart N° 5 of the Appendix.

%" Rozinka and Tapia (2007), page 35.

28 CONSAR (2007).

¥ Rozinka and Tapia (2007), page 35.
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Furthermore, members can transfer their madatory contribution and voluntary savings
balances freely and cost-free between the three funds every three months.

There is no information available on the distribution of members per Fund Type. The total
number of members as of July 31, 2007, was 4.01 million*°.

d. Separation of balances

i. Chile

The balances of mandatory and voluntary contributions, arranged deposits and voluntary
savings funds, can be distributed in different Funds. In the case of voluntary contributions,

there are no age restrictions of any kind for choosing a Fund type®!, not even for
pensioners.

ii. Mexico
The balances of retirement savings and mandatory and voluntary contributions can only be
deposited in one of the SIEFORES. Furthermore, the balances corresponding to the

housing sub-account® are not invested in the SIEFORES but are managed by INFONAVIT
(Institute of the National Housing Fund for Workers).

An important aspect to consider is that the resources from voluntary contributions can be
invested in SIEFORES specialized in voluntary savings that the fund managers have for
such purposes. It is worth mentioning that the AFORES are obligated to create SIEFORES
specialized in voluntary savings only when they have accumulated a certain amount of
resources in this type of savings.

iii. Peru
The balances of mandatory contributions can be kept in one of the three existing funds and
funds from voluntary contributions can, in turn, be kept in funds other than those

mentioned. Each fund manager, with the authorization of the SBS, can decide what kind of
portfolio to offer for the management of the voluntary contributions.

% See Chart N° 5 of the Appendix.

3 See Chart N° 5 of the Appendix.

%2 In the Mexican case, the individual account consists of tour sub-accounts: (i) the retirement, unemployment
in old age and old age sub-account; (ii) the housing sub-account; (iii) the voluntary contributions sub-account;
(iv) the voluntary retirement contributions sub-account.

13



e. Minimum Profitability and Safety Mechanisms

i. Chile

Each month, the AFPs are responsible for ensuring that the real annualized profitability
over the last thirty-six months of each one of the Pension Funds they manage is not less
than the lesser of the following:

a.The real average annualized profitability of all the funds of the same type over the
last thirty six months, less four percentage points for Funds A and B and two
percentage points for Funds C, D and E.

b. The real average annualized profitability of all the funds of the same type over the
last thirty-six months, as the case may be, minus the absolute value of fifty percent
of such profitability*®

For example, if in a specific month the real average annualized profitability over the last
thirty-six months of all the C Funds is 3%, in case a pension Fund of this type has a real
profitability over the last thirty-six months below 1%, the minimum profitability safety
mechanisms established by law come into effect.

Moreover, if the real average profitability of all the C Funds over the last thirty-six months
is 10%, in case a pension fund of the same type has a real annualized profitability, for that
period, less than 5%, the minimum profitability safety mechanisms are also applicable.

There are three minimum profitability safety mechanisms. Firstly, there is the Profitability
Fluctuation Reserve, that is made up of the excess real annualized profitability of the
Pension Funds which exceeds in the last thirty-six months the real average profitability of
all the funds of the same type for that period by fifty percent, or more than four percentage
points in the case of A and B type Funds, or two percentage points for C, D and E type
Funds, using the greater amount between both.

Secondly, there is the Cash Reserve, an asset equivalent to 1% of the value of each Pension
Fund, consisting of the AFP’s resources and invested in the respective fund. It is used as an
alternative to the Profitability Fluctuation Reserve for completing the minimum
profitability.

Thirdly, if by applying the Resources of the Profitability Fluctuation Reserve and the
respective Fund Cash Reserve, the minimum profitability is not reached and the AFP has
no additional resources available, the State makes up the difference and proceeds to
liquidate the AFP.

% SAFP (2007), page 85.
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ii. Mexico
There is no mechanism that guarantees the minimum profitability of pension fund

investments performed by the AFORES®*. There is also no subsidiary State role as a safety
mechanism.

iii. Peru
In 2005, the minimum profitability guarantee for each one of the Funds managed by the
AFPs was replaced by a new system based on profitability reference or benchmark

indicators®. Furthermore, as in the case of Mexico, there is no subsidiary State role as a
safety mechanism.

The AFPs are responsible for selecting the profitability reference indicators for each one of
the categories of instruments in which the resources of each one of the managed portfolios
are invested, corresponding to funds from mandatory and voluntary contributions.

In the selection of the profitability reference indicators, the AFPs must choose indicators
that adequately represent the diversification characteristics and risks included in the
investment policies for each type of mandatory or voluntary fund, and reasonably represent
the performance of the markets in which the investment instruments issued by the issuers in
each category of instruments are negotiated.

Thus, if the resulting profitability of a specific Fund type is less than the profitability
benchmark, the AFPs cover the difference with their own resources.

f. Transfer of instruments between Funds

i. Chile

The AFPs are allowed to perform direct financial instrument transfers between the different
funds, only up to the equivalent amount of members’ share transfers between the same
Manger’s funds. The purpose of this measure is to avoid unnecessary costs in the
functioning of the pensions system, given the greater portfolio movements as a result of the
multifunds system.

The AFPs are also allowed to perform financial instrument transactions between the
different Funds of the same manager through a formal secondary market®. It is worth
mentioning that all instruments are valued at market prices.

Furthermore, as a result of the aforementioned transfers, the AFPs can perform transfers of
instruments for an amount equivalent to the transfers of the value of the shares of the Cash

% Rozinka and Tapia (2007), page 9.
% Rozinka and Tapia (2007), page 9.
3" SAFP (2007) page 65.
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Reserve from one fund to another®. Instrument transfers between the same manager’s
Pension Funds are performed on the basis of the evaluated price of the instrument
determined by the Superintendency of AFPs for such day.

In the case of both direct transfers and transactions in the secondary market, it is stipulated
that the AFP must specifically inform the Superintendency of the transactions it is
performing.

ii. Mexico

The AFORES are not prohibited from performing direct transfers of instruments between
the Funds of the same fund manager. Nevertheless, the equity of the SIEFORES are
separate, due to which it is impossible, per se, to exchange instruments and securities
between the SIEFORES, since the transactions between them must be performed at market
prices.

Only in exceptional cases, such as the creation of new SIEFORES, and with prior
authorization from the competent authorities, are transversal cuts performed, distributing
the portfolio at market value pursuant to the amount corresponding to the workers that will
participate in each one of the SIEFORES.

For example, in January 2005, when the Basic SIEFORES (SB1 and SB2) were
mandatorily created, the greater part of the funds and workers emigrated to SB2, and
CONSAR authorized the transfer of securities for the savings of the workers above 56 who
were moved to SB1.

It is worth mentioning that in the individual account transfer processes, money is
transferred in cash and not in instruments or securities.

iii. Peru

Transactions between managed portfolios are only authorized when they correspond to
transfers between Funds of members of the same AFP. According to the SBS®, the
transfer of resources between the different types of Funds of the same AFP, as a result of a
change of funds, must be performed following specific guidelines for the instruments
involved and the valuation of the net amount to be transferred, the basic tenet being that the
amount to be transferred for each instrument category must respect the same percentage
composition of investment instruments that make up each one of the categories of the
original Fund (transversal cut criteria).

Furthermore, the AFPs must inform the Superintendency of the result of the transfer
process.

3 Executive Decree No. 3500, article 48.
% 35BS (2006)
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Appendix
Chart N° 1

REGULATION OF THE MULTIFUNDS

Country
Item Chile Mexico Peru
Januwary 2000: The AFPs were obligated to offer 2 tywpes of funds: January 2005: the multifund system begins. Decenber 2005: start of the ultifunds system
Fund 1 (balanced between shares and fixed income), and Fund 2 Mandatory Funds: Basic SIEFORE 1 (SBE1). and Basic hlandatery Funds: Fund Type 1 (conservative), Fund Type 2
Cconcentrated on fixed income). SIEFORE 2 (SEZ). (Balanced), Fund Type 3 (Growth).
September 2002: The AFPs were allowed to offer 5 types of DMMarch 15,2008 Additional Basic SIEFORES 3. 4 and 5 will Maximum irwve stnent Limits: -
funds, called &4, B, C, D and E. come into effect, voluntary for the AFORES. Fund Type 1: 10% in wariable income, 10% in derivatives,
Mandatory funds for the AFPs: B, C, D, vE -SBL: can invest in permis sible international debt A0% in shost term instruments, 0% in fived income
Voluntary Funds for the AFPs: & instruments, domestic and foreign fixed income. instruments. Fund Type 2: 45% in vatiable income, 10% in desivatives,
Fund Types | VA¥iable income investment limits: Does notimrvest in varahle income 30% in short term instruments, 75% in fixed income.
-8B2: can invest in domestic and international debt

Minimum: Fund A (20%6), B (6096, C (40%6), D (209%), E (09%)
Maimum: Fund A (40%), B(2596), C r139&), D (39%), E (0%6)

instruments and variable income through Promissory Motes
with Protected Capital at Expiry

Aaximum Limiis on Variable Income Invesimeni:

B2 (15%), SE3 (20%), SB4 (25%), SB5 (30%)

The Law does not establish minimum imvestment limits on
fixed or variahle income.

-Fund Type 3: 20% in variable income, 20% in derivatives,
30% in short term instruments, 70% in ficed income.

The law does noi establish minimum fixed or variahle
income limiis.

Fund Selection

Men <55 , Women <50 : can choose between Funds'a, B, C, D,
and E.

Men =55 , Weomen =50 : can choose between Funds B, C, Dy E.
Pensioners: can choose between Funds C, D, and E.

Al members can distribute their contributions between taro
different funds within the same AFP.

Members that de not choose a Fund:

13 Men and women <35 - assigned to fund B

21 Men between 36 and 55 , and women between 36 and 50
assigned to fund C

%) Men >56 ,and women >51: assigned to fund D

IMembers can transfer their balances cost-free between the funds
of the same AFF not more than twice per calendar year. In case
they transfer more than twice in a calsndar year, the AFP can
charge a fixed exit commission per transaction which cannot be
discounted from the pension fund.

System Members: they can choose between 3Bl and SB2. As of
Liarch 15, 2008, they can also choose between SB3, SB4 and SBS
Adembers who do not ch an t are currenily assigned
as follows:

13 Members <56 : are assigned to SB2

Z) Members >=56 : are assigned to SBL

As of March 28, 2008, this willhe different:

1) Members >=56 : will be assigned to 3B1

Z) Memnhers between 46 and 55: will be assigned to SB2

) Members between 37 and 45 will be assigned to ZBZ

<) Members between 27 and 36: will be assigned to ZB4

5) Members <26: will be assigned to SBES5

Hawrever, the workers will always have the option of transferring
to a SIEFORE of a group for older people

Furthermore, members can transfer their balances from one fund
to another within the same AFORE without any kind of
restrictions or associated cost.

System members: can choose between Fund Types 1, 2 and
3 for mandatory contributions.

DMenhers 60 or who have a Programmed Retivement or
Tenporary Income type pension: are obligated to choose
Fund Type 1.

DMemhers < 60 : can choose Funds Type 2 or 3 without
restrichions.

Members who do not choose a fund:

1) Members =60 are assigned to Fund Type 1

) MMembers <60 - are assigned to Fund Type 2

IMemhbers can transfer their halances freely and at no
expense hetween the three funds every three months

The balances of mandatory contributions, voluntary
contributions, arranged deposits and voluntary savings
accounts can be distributed in different funds. Inthe case of

The balances of retirement savings and mandatory and
woluntary contributions can only be kept in one of the
SIEFORES. Furthermore, the balances corresponding to the

The balances from mandatory contributions can be kKept in
one of the three existing funds. Moreover, balances of
woluntary contributions can be kept in funds additional to

Separation of wvoluntary contributions, there are no age restrictions or fund housing sub-account are not invested by the SIEFORES but those mentioned. Each fund manager, with the authorization
Balances choice restrictions for pensioners. are managed by INFORNAVIT (Institute of the Mational of the 3B3, can decide on what type of portfolio to offer for
Housing Fund for Worlkers). the management of the voluntary contributions
Binimum Profitability Requirement There is no me chandism that guarantees mindimrm . .
Each month, the AFPs are responsible for ensuring that the real profitability of pension fund investments performed by the 2005: the minimum profitability guarantee for each one of
annualized profitahility over the last thirty-six months of each one AFORES. There is also no Govemment subsidiary role as a the funds managed by the AFFs was replased by anew
of the pension funds, is not less than the lesser of the following safety mechanism system based on profitability reference indicaiors or
13 The real average annualized profitability of the last thirty-six “henchmarks.”. Asinthe case of hiexico, there is also no
months of all the pension funds of the same type, minus four government subsidiary role as a safety mechanism.
percentage points for Funds & and B and minus two percentage
points for Funds &, D and E. The AFPs are responsible for choosing the profitabilits
21 The real average annualize d profitability ower the last thirty six reference indicators for each one of the instnument
months of all the funds of the same type, as the case may be, minus categories in wh.?ch the _1'950‘-11"395 of each om.e of the
the absolute walue of fifty percent of such profitability.. managed portfolios are invested, corresponding to funds
Safety mechanisms: there are three from mandatory and voluntary contributions.
11 Profitability Fluctuation Reserve: thade up of the excess real,
annalized profitability of a pension fund, which surpasses, in In the selection of the profitability reference indicators, the
Dinimum thitty-six months, the real average profitability of all the funds of &FPs st choose indicators that reasonably represent the
Profitability and | the same type for such period by more than fifty percent, or more diversification charactenistics and risks included in the
Safety than four percentage points in the case of Funds Type & and B, or investment policies for each type of mandatory or voluntary
Mechanisms twn percentage prints for Funds type C,0 and F, using the grater fund, as well as reasonably representing the performance of

amount between them
Iy Cash Reserve: an asset equivalent to 1% of the value of each
pension fund, made up of resources of the AFF and which is

invested in shares of the respective fund. Itis used to complement

the minimum profitability in replacement. of the Profitability
Fluctuation Reserve.

S1Govermment: If by applying the resowrces of the Profitability
Fluctuation Reserve and the Cash Resetve of the respective fund,
the minimun profitability is not covered and the AFP has no
additional financial resources available, the Govermument makes up
the difference and proceeds to Hguidate the AFP.

the markets in which the investment instruments issued by
the issuers belonging to each one of the instrument
categories are negotiated

Thus, if the profitability from a specific type of fund is below
the benchmark profitability, the AFPs cover the difference
with their own resources.

Transfer of

Ins

Trumenis

Between Funds

The &AFPs are allowed to petform direct transfers of financial
instrnuments between the different funds, only for the equivalent of
the transfer of the value of members' shares between the same
managet's funds.

The AFPs are also allowed to perform financial instroament
trafsactions between the different funds of the same fund manager
through a secondary formal market.

A5 aresult of the aforementioned transfers, the AFFs can perform
instrument transfers for the transfers of the value of the shares of
the Cash Reserve from one fund to another

The AFORES are not prohibited from performing direct
instowment transfers between the funds of the same fund
managet.

In any case, CONSAR is empowered to authorize a
transaction of this tirpe in special cases.

The AFFs are only authorized to perform transactions
between managed portfolins when they correspond to
transfers between funds of members of the same AFP

In fact, according to the SES, resources transfers hetween
the different types of funds of the same AFF, as a result of
fund changes, must be conducted following specific
gudelines for the instnuments involved and the waluation of
the net amount to be transferre d, maintaining the basic
principle that the amount to be transferred for each category
of instruments must have the same percentage composzition
as the investment instnuments that make up each one of the
categories of the original fund (transversal cut criteria).




Chart N° 2

INVESTMENT PORTFOLIO OF THE CHILEAN PENSION FUND'S
DIVERSIFICATION BY INVESTMENT INSTRUMENTS
As of July 31,2007, in millions of dollars (1)

Type of Fund A B C D E TOTAL
MUS$ | % Fund | MUS$ | Y%Fund [ MUSS | 9Fuwnd | MUS$ | %Fuwnd [ MUSS | %oFwnd | MUSS | 96 Fund

Government Secior 65330 199%| 13782 Shdw) 544 1260%| 1772 17.06% 281,13 1.24%|  9R5E3T 0 46%
Fixed Income 65339 199%| 13782 Shdw|  Shadd 1260%|  17TLZ 0 17.06% 28113 24%|  9R5E3T 0.46%
Instruments Issued by the Chilean Centesl Bank 5305 135%| 6047 175%| 01667 GAEW[  1003.09 0.72% 10908 B%  SmA 503%
Instruments Issued by the Treasury 17681 0T 25939 Lios| 99898 227% 453 138% 471 137 170577 1.67%
Instruments Issued by the INF and MINVU 15263 0F™| 46934 199%)  13IBE 34T% 52136 306% 147 26 11.12%] 282039 2.76%
Corporate Sector JB51EL A4 E5143%  I750%| 1382T53 14| 286317 7% 24045 6.40%] 20407 54 28.30%
Fixed Income SBEE 13%|) 115001 487%| 4IR5T 0 D4 13819 1238% 4045 216.40% 5259 7.37%
Bonds and Negotiahle Instruments S3|AE 136%| 115001 487%| 4IR5T 0 D4 13819 1238% 4045 216.40% 7550 7.37%
Varizhle Income B413 0 %) 56457 1172%|  DAGRME  210Me| 153388 el - e 21881 64 21.43%
Shares Wmgs 1741 43820 1R42%W| 71497 17oEte|  1Ze23% 0 1228 - e 1730522 17.15%
Mutual Fund, Investment Fund and FICE shares| 133301 324%| 101563 430%| 175305 30E% 75 X 4373 418%
Others L 001% 0.73 0.00% 094 0.00% 0.08 T 31 0.00%
Financial Sector 03 2105%| EA0T 2707 18R4T 202E%| 432027 4183% 90,69 S11Tw|  2032643 28.92%
Fixed Income STz 0% | AIRS1T 2AI0%| 124PE15 ZBAD%| 423547 4121% 690,69 5217w 2869826 2811%
Mottgage Bills 4395 107 S18R4 1% AR 49™% 75858 735% Xy 1238% 8844 180%
Tesm Deposits 0447 1B&%| 4720 1998%| TIPSR 1643|2554 2505% 191.15 1444%]  16936.28 18.35%
Financial Institute Bonds 60092 143%| 91503 8% 31568 TOE% o09.61 281% 256,18 1935%]  Sm0T4l 563%
Forwatds A4y 00l 2393 0.10% 1L 0% 149 0.01% 0.10 0.00% glg 0.03%
Varizhle Income 16841 074%| 20694 OER%|  3EEOZ 08E% 4.3 063% - e 82817 0.81%
Financial Institution Shares 16841 074%] 20694 0R8%|  3EROY 0EE% f4.3 0% e BR.17 081%
Foreign Sector 104972 &40% 93190 3047%) UFITA4 003%|  13443%  13.00% 13 0.18%]) 3344272 32.76%
Fixed Income 6137 0% B3 0.12% 25 0% £5.01 0.63% 13 0.18% 13159 0.1%%
Debt Instruments 05 028 1343 0.03% i 0% 5936 0.53% 12 0.17% 13551 0.13%
Forwatds 410 000% 0.83 0.00% 9% 0% 136 0% - e 35 0.01%
Others 1297 00E% 9 0.04% 1455 00%% m 0.04% 0.18 001% 4049 0.04%
Varizhle Income 1098635 4812%| 920079 303N NTOMEL 660%| 129937 1239 - e 3326113 32.58%
Mutual Fund Shates, Shares and Exchange

traded funds representative of equity indezes 1089752 4773%%| 023050 3000%| 1150293 263 136086 1A% - e 12019 231%
Indirect Foreign Itve stment 2983 030% 602 025%) 11169 0.23% 12.51 018% e 27023 0.17%
Available Assets (considered as fixed income) 396 003% 6.72 0.03% 034 00% 375 0.23% 0. 002% 3607 0.06%
Total Fixed Income 636227 7RI BTRAT  3T0MW| 224195 S053%|  TAMdeT  T2I2%| 132385 10000%| 4612109 45.13%
Total variahle Income 1646880 TRI3%| 148623 6100%| 2UTElE 4043|2871 27.8E% 0 000%| 3597094 54.52%
TOTAL ASSETS 283110 10000%| 2361067 10000%| 4400338 10000%) 1032282 10000%] 132385 10000%] 10209203 100.00%
Drawn up hy: FIAP,

Source: Superintendency of Pension Fund Managers (SAFP).




Chart N° 3

INVESTRMENT PORTFOLIO OF THE MEEICAN PENSION FUND S

DIVERSIFICATION BY INVESTMENT INSTRUMENTS
Az of July 31, 2007, in millions of US dellars. (1)

Instument Fund Total
SB1 =B

MUSE | % Fund US| % Fund MUas | % Fund
Government Sector 2487 B2 TIAET 47469 58 T1.90% 5205721 F2.05%
Fixed Income 2T A2 TIE7% 47460 59 T1.90% S285721 T2.05%
Bonds 1333 89 17.91% 19476 A2 29 .50% 2081058 28.35%
Tdibonds 1097 23 14.73% QET5 25 14.96% 10972 42 14.93%
Treasury Certificates 443 56 6 .20% S027 0% 2 02% H30E 40 271%
CBIC 30113 4 04%, 001 .54 T.3E% 330267 T22%
Long termn goverument debt instny 1251 .69 16.20% 224314 3.40% 3494 26 4. Ta%h
Savings Protection Bonds TaF .02 0 Fa% T5223 1.14% 1479 25 201%
PIC 19.28 0.26% 6347 0.10% 3275 011%
Others 244 0.07% 125829 221% 126375 2.54%
CFE AWD PEMEE 1£730 2.52% 16R5 T8 2.57% 1283 18 2.56%
hIunicipalities 0500 1.20% 37527 0.27% 67135 0.91%
Corporate Sector 1123 9% 15.05%% 10528 26 15.55% 1165224 15.26%
Fixed Income 112392 15.00%% 220095 12.42% 032403 12.69%
Priwvate Securities 1123938 15.09% 3200895 12 43% 32493 12.89%
Deposits in the Bank of Ldexico 0.0a 0.00% 0.00 0.00% 0.0a0 0.00%
Variahle Income 0.0a 0.00% 2327901 3.53% 232701 317%
Watiahle Income 0.00 0.00%; 232791 3.53% 2327 91 3.17%
Financial Sector 258802 3.EE% o7 Al 1 42% 1267.51 1.73%
Fixed Income 28292 3EEW o072 a0 1. 42% 1267 .51 1.73%
Hwaps 28592 3B8% 97580 1 43% 1267 .51 1.75%
Variahle Income 0.00 0.00% 0.00 0.00% 0.00 0.00%
Foreign Secior 34855 7. 36% TO043 26 10.67% 7591 21 10.33%
Fixed income 34855 T.36% 353336 335% 4081 .91 3.56%
Variahle Income 0.oa 0.00% 350991 3.32% 350991 4 FEW
Total Fixed Income 7449 03 100.00% a0152. 49 91.16% AFa3L 5T 92.05%
Total Variahle Income 0.00 0.00%: SE3TED 2.24% SERT R T.05%
TOTAL T440 0F 100.00% aa020.31 100.00% F3460 .30 100.00%

(11 &ccording to the walue of the U3 dollar observed at the end of Tuly, 2007, of MEX$510,28109 per dollar.

Dyawn up by FIAP

dovrce: Mational Retitement Javings Swstem Comards sion (COMNEAR).
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Chart N° 4

INVESTMENT PORTFOLIO OF THE PERUVIAN PENSION FUND S
DIVERSIFICATION THROUGH INVESTMENT INSTRUMENT S
Asg of July 21, 2007, in millions of TS dollars (*)

Fund Type 1 Fund Type 2 Fund Type 3 Total
Instrument

MUS$ | % Fund MUS$ [% Fund | MUS$ | % Fund MUS$ % Fund |
1. Government Sector 28920 30.70 381066 2514] 41894 1064 4518.79 2274
Fixed Income 28920 30.70 3810.06 2541 41894 1064 451879 274
BCRFP Certificates (Central Banld 2202 30 37215 2.5 2455 0a 44874 4.14
Central Gowvernment Bonds 261 .18 220 3438 51 229 304 38 100 QUL L AULEL
Bradsy Bonds o.oo - 0.,oa - 0.00 - L oy
Treasury Bills .00 - 000 - 0.00 - L 1414
|EFinancial Secior 18829 1999 0.00 140 534 83 136 ZBIS 57 I4.17
Fixed Income 17803 1800 o981.42 655 12424 3.10 1283 .09 640
Term Certificates and Denosits 56.05 585 35927 2.4 2009 23 JU4.41 2.4
Deht Securities issued bv Domestic Int. Or= 2] 3735 394 18537 1.2 991 0.3 43405 L.Lf
Locallv Issued Foreizn Debt Securities .19 027 121 24 0. 1261 03 L 0 Ui
Finaticial Leasing Bonds 708 021 5505 0.4 0.z29 o0 0254 U5
Subordinate Bonds 23.54 2.50 10970 07 2.40 0.1 13564 082
Cither Financial 3ector Bonds 4408 468 13973 ne 094 03 193 76 097
Ilortzaze Bills 0.0o Q.00 0.0a 0.0 0.0a o0 0.0& 0.00
Mottzaze Bonds 1.24 013 1038 01 0.00 oo 1162 0.06
WVariahle Income 10226 1.09 111099 T41 41058 1043 1531 83 701
Shares and Representative Jecurities Q.78 1.04 1108 36 7.4 410 .58 10.4 152872 T.a09
Preferred Shares 048 005 282 0.0 0.0 o0 311 0oz
Preferred Subscription Certificates 0.00 0.00 0.00 - 0.00 - 0.00 0.00
(Corporate Sector 27905 4024 T462.43 49771 250834 6372
Fixed Income 220.71 2449 152561 1017 117.79 209 1874.11 043
Comenercial Secutities 4332 0.45 13 6% 0.1 1.42 0.0 1232 0.10
M ot- suaranteed LP Promissory Motes Q.00 Q.00 fa8.37 0.4 0.0a - BE3T 034
Bonds of non-financial companies 201.42 2139 116557 73 107 &7 27 147472 742
Eonds for new projects 2501 2E35 27800 19 270 0z 31171 1.57
WVariahle Income 14833 1575 593682 3059] 239056 6073 B47571 4265
Shares and securities representative of shares 6916 T34 5091 .58 340 229653 523 FALE A Y
Preferred Subscription Certificates 0.o0 .00 0.0o - 0.00 - 0.00 .00
Capital Shares due to Privatization 0.00 0.00 0.0o - 000 - 0.on oo
COther Authorized Instraments 0.0o Q.00 .00 - 0.0a - 000 0.00
[nvestment Funds 12.13 192 199 26 13 12.07 03 23005 1.16
Securitizing Compaties 61.05 A48 Bd5 38 43 21.96 2.1 TER3E 387
Foreign Secior T257 7.0 156528 1044] 35892 9.12 1996.76 3.64
Fixed Income 2001 3.18 63131 421 6149 156 T22.70 3064
Diebt Securities 1035 1.10 30237 2.1 17 2% 0.4 3370 1.70
Finaticial System Bonds 2.89 029 13901 0o 32.1%8 0& It sy
& menoy Bonds .00 0.oo A7 30 01 0.0a - a7.30 0z4
Foreign Corporate Bonds 0.o0 .00 oo 01 0.00 - .09 0.0
Tern Cettificates and Deposits 1687 435 106 .54 623 1202 03 13542 0aE
WVariahle Income 4266 4 35 93397 623 29743 T56 1274 .06 641
Finanicial Sector shares and Representative 1.45 015 45 20 03 a6 .07 17 112.40 057
Corporate Sector Shares and Renresentative 0.00 on 0.00 - 2.50 0.1 £.aU L
Iuatual Funds 41 21 437 ZRE 08 S 228 2R 58 115815 2EA
Total Fixed Income T2T8B6 TT2T 694800 4634 T2245 1835 839930 4227
Total Variahle Income 201 26 2136 TOR1.7H 5323 209857 THET1| 11281.60 s6.7T
Transactions in Transit 1288 137 6346 0.4 11550 29 191 .84 097

) According to the walue of the TS dollar observed at the end of Tuly, 2007, of 3753, 1610er dollar

17 Includes current account
21 Issuance on the local market

(3 Correspond to Company Capital shares not listed on the Stock Exchange
1 Includes transfers for iguidating transactions in transit generated by foreign investments.

Diravrn up by FIAP

Hource: Superintendency of Banks, Insurance and AFPs

20



Chart N°5

Membership Distribution {(*) and halances per fund type by country
As of July 31, 2007

Country
Chile (1) Mexico (2) Peru {3
Fund No.of | %o Members [ Biomeeof | o fog Members| Pt | o op | % Members
members cuﬁzﬂt:lm hmja’;;* *f | Members mﬁ?t:lm hw'};;* °*f | Members mﬁatﬁ:lm Bnﬂmm]:?:n:f'ﬁ;;s’
A 1.052.529)  12.03% 283 - e | e e e ]
B 3520753 40,24% 2361067 | - | - | e e e ]
C 3.350.943)  38,30% 4400358 | - | - | e e | -
D TI3.95E[  883% 1032282 | - | - | e - - e
E 51,626)  0,59% 132385 | - | - | e - e
Basic SIEFORE 1 | == | ceeee | oeee- 14,263,373 38% 1 e e It
Basic SIEFORE 2 | - | ceeee | eeee- 43,271,394 62% 6602031 | - | - e
Fund Type ! | - | ] ] e e na | - 942,00
Fund Type 2 | - | e e ] e | e | e na | - 14,994 23
Fund Type 3 | - | e e ] e | e | e na | - 3,963.52
Total 8,740.809| 100% 102,002.30 (37,534,767 100% 73,469.30 14,011,081 100% 10.872.78

Dirawr up by FIAP

(*) It st be made clear that this is the number of accounts in each type of fund.
(1) Bource: Supetintendeney of Pension Fund Mangers (SAFF).
(2) Zouree: Mexican Association of Retirement Fund Managers A .C. (AMAFORE).
(3) Zouree: Superintendency of Banks, Insurance and AFPs (3B3).
The assets balance was calmlated according to the observed wahie of the US dollar on July 31, 2007, Chile ($523 .02 per dollar), Mexico (Mex$10 8109 per dollar), Per (5/.3.16] per dollar).

ra: Mot available
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