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New Pension System
in Ukraine

By Evgenia N. DERBAL

n 1 January 2004 the Compulsory
OState Pension Insurance Act and

Non-State Pension Insurance Act
came into effect. The aim of these Acts
is to establish a new pension system in
Ukraine, which envisages providing
pensioners with an adequate pension
and ensuring a more equitable proce-
dure for the definition of the size of
pensions. From now on the amount of a
pension depends on the size of the
salary received and on the length of
time, which a person and his employer
spent making payments into a pension
fund.

Structure of new
pension system

From 1 January 2004 the pension
system of Ukraine has three levels. This
analysis will cover all these levels.

1. The joint system will function
with the assistance of the Pension
Fund of Ukraine. This system calls
upon a state pension to be provided to
insured persons, among which the
Compulsory State Pension Insurance Act
places: employees, those working
under civil legal agreements, private
entrepreneurs, attorneys, notaries and
others.

Evgenia N. Derbal is an associate with
Konnov & Sozanovsky (Kiev)

In order to receive a state pension
the persons mentioned have to pay
compulsory contributions into the
Pension Fund of Ukraine. Such pay-
ments are to be made from a person’s
income. In addition, all employers
should pay a part of their profit as
pension contributions. Uninsured
persons (for example, Ukrainians liv-
ing or working abroad) have the right
to pay pension contributions volun-
tarily. To enjoy this an agreement has
to be concluded between the person
and the Pension Fund of Ukraine.

The joint system retains the valid-
ity of the system of pension insurance
which was used before 2004. It is
important that as a result of adoption
of Acts pension contributions are no
longer referred to as taxes and are not
regulated by tax legislation.

Simplified taxation

The Compulsory State Pension Insu-
rance Act enlarged the circle of payers
into the Pension Fund of Ukraine.
Legal entities and private entrepre-
neurs who enjoy simplified taxation
were included in that circle.
Therefore, payers of the single tax
and fixed tax are obliged to pay pen-
sion contributions for their employ-
ees. The rate of payment is 32 % from
the wage fund. Moreover, private
entrepreneurs who use simplified tax-
ation are to pay pension contributions
for themselves. The Cabinet of
Ministers of Ukraine should stipulate
the value of payments in a fixed
amount.

2. The accumulation system is
included in the State Pension
Insurance system and aims to
increase the size of the pension due to
a person through investment income.
A special Accumulation Fund will be
established for this. In that Fund
every insured person will have an
individual pension account to which

a part of pension contributions will
be paid.

Special management companies
are entitled to manage accumulated
pension assets and are responsible for
investing these assets effectively.
According to the requirements of the
Compulsory State Pension Insurance
Act, the work of management compa-
nies is subject to licensing.

Pension assets have to be deposit-
ed in a bank chosen according to the
tender. A person can receive a pen-
sion from the Accumulation Fund
only after reaching pension age in
part-payments or a one-time payment
(for example, if a person goes abroad
to live there permanently or in the
event of the onset of disability). The
accumulation system brings insured
persons some advantages. For exam-
ple, a rise in their future pension and
the possibility of handing down pen-
sion assets.

It should be mentioned that the
Compulsory State Pension Insurance Act
doesn’t set out precise data for imple-
menting the accumulation system.
The Accumulation Fund will be estab-
lished only after some conditions
have been fulfilled, among which is
economic growth in Ukraine for two
years. Consequently, all the pension
contributions of insured persons and
their employers will be paid into the
joint system till a special Act is adopt-
ed.

3. Non-state pension insurance,
unlike Compulsory State Pension
Insurance, is voluntary. In order to
enjoy it persons should make extra
pension contributions besides pay-
ments to the joint system and accu-
mulation system. The basic unit of
non-state pension insurance is a non-
state pension fund. A person who
wants to receive an additional pen-
sion should conclude an agreement
with a chosen pension fund and pay
his contributions into it.
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Types of non-state
pension funds

Non-state pension funds are consid-
ered as non-profit organizations and
the following types can be established:

® Open pension funds (any person
regardless of his place of work can be a
participant of this fund);

¢ Corporate funds (only employees
of a company that is a founder of the
corporate fund can be participants);

® Professional funds (only profes-
sionally related persons can be partici-
pants of the professional fund).

A legal entity is allowed to be a
founder of only one corporate or pro-
fessional fund, but it can establish more
than one open pension fund.

Every non-state pension fund will
have a board in order to supervise day-
to-day operation of the fund and to con-
duct its principal affairs. Furthermore,
each pension fund is obliged to conclude
a treaty with an administrator, manage-
ment company and bank to keep pen-
sion assets. According to the Non-State
Pension Insurance Act the work of all
the organizations mentioned is subject
to licensing.

Pension contributions

Non-state pension insurance is
formed on the basis of voluntary pay-
ments of persons which accumulate on
their individual accounts. Conse-

quently, every person can by request
conclude an agreement with a non-state
pension fund regardless of the fact that
he is already insured in the State
Pension System (joint and accumula-
tion system). His employer, parents,
children or spouse can make a pension
contribution for him. The amount and
procedure for making payments are set
out in the pension agreement in accor-
dance with the pension scheme chosen.

The work of non-state
pension funds

A non-state pension fund is entitled
to invest pension assets in order to
receive a profit for the benefit of its par-
ticipants. The investment policy of the
fund is set out in an investment declara-
tion and is carried out by an asset man-
agement company. Such a company can
invest pension assets in certain securities
and bank deposits. The profit from the
mentioned activity is shared out
between participants of the fund pro rata
to the sums in their individual accounts.

The investment activity of a fund
can be either profitable or unprofitable.
If it is unprofitable, how can a person
protect himself from losing his money?

To avoid such consequences it is
necessary to include a clause in the
agreement with the asset management
company on its obligation to ensure a
minimal yield at the level of the official
rate of inflation. If this obligation is
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breached the asset management com-
pany shall indemnify any losses from
its reserve fund or other assets.

Receipt of pension

According to the Compulsory State
Pension Insurance Act, in order to receive
a state pension a person has to reach
pension age, which is 60 years for men
and 55 for women. If a person is insured
in a non-state pension insurance system
he can define his pension age himself.
This age can be more or less than the
age for receipt of a state pension within
the range of 10 years. The amount of a
non-state pension depends on the sum
in a person’s individual account and the
period of time the pension will be paid.
But the period during which a person
was paying contributions to a non-state
pension fund isn’t taken into account.

Non-state pension funds have to
make the following payments:

® A pension for a fixed period (at
least 10 years);

® One time payment (in the event of
going abroad to live on a permanent
basis or onset of a disability).

Through non-state pension insu-
rance every person can increase his
pension and choose an acceptable way
for receiving this pension.
Nevertheless, it will take time for pen-
sion funds to find profitable invest-
ments and to gain the trust of potential
participants. B
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