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The Bangko Sentral ng Pilipinas (BSP) publishes total assets under investment management 
activities intended for employee benefits. For the years 2012 and 2013, total assets were 
indicated to be P 292.17 Billion and P 310.05 Billion, respectively. The published data were in 
terms of total assets under management as of year-end but did not, however, reflect neither 
cash flow nor gains or losses for the period. In assessing whether retirement funds are being 
managed effectively from a risk-based perspective, we performed a study to capture the 
movement in the assets and, consequently, in the total retirement liabilities themselves. 

 

In order to achieve the above objective, a purposive sample1 of 438 audited financial 
statements for the year 2013, pertaining to retirement plans of top Philippine companies, was 
taken in order to estimate movement in retirement plan assets and liabilities. The distribution 
of assets was estimated as well.  

 

Even though the sample is purposive, quasi inclusion probabilities proportional to size are 
assigned to invoke estimators for samples with unequal probabilities and bootstrap 
resampling procedures were used to measure the precision of these estimators. 

 

The study revealed some pertinent results: 

1. Between 2012 and 2013, the unfunded retirement liabilities rose significantly in terms of 
percentage and absolute amounts. This may be primarily attributed to the decline of 
coupon rates provided by government securities. 

2. In addition to the decline of government securities’ rates, most companies however 
appear to be under contributing to their retirement plans, even though this implies missing 
out on opportunities like tax deduction and possible higher compounded investment 
gains. 

3. As compared to advanced and emerging nations, the asset distribution of retirement funds 
in the Philippines is too concentrated on fixed income and cash.2 Given that the Philippine 
population is relatively young, companies have a longer investment horizon and may 

                                                           
1 Purposive sampling represents a group of different non-probability sampling techniques. Also known as judgmental, selective or 

subjective sampling, purposive sampling relies on the judgement of the researcher when it comes to selecting the units (e.g., phenomena, 

cases/organisations, events, pieces of data) to be studied. Usually, the sample being investigated is quite small, especially when compared 

with probability sampling techniques. The main goal of purposive sampling is to focus on the particular characteristics of interest in a 

population or event, enabling the researcher to best respond to the research objectives. [http://dissertation.laerd.com/purposive-

sampling.php] 

2 The Organisation for Economic Co-operation and Development (OECD) comprises of 34 advanced and emerging countries spanning across 

the globe. In 2014, the OECD published Annual Survey of Large Pension Funds and Public Pension Reserves that summarized pension fund 

data from 2013. [http://www.oecd.org/daf/fin/private-pensions/2014_Large_Pension_Funds_Survey.pdf] 



absorb the associated short-term risk from investing in equities and alternative assets in 
exchange for maximizing returns. 

 

Given these results, we recommend that companies engage in an actuarial funding valuation 
in managing their retirement plan costs, rather than solely relying on the IAS19 valuation for 
accounting disclosure purposes.  

 

The IAS19 valuation presents the retirement costs as they accrue. With a young population, 
these costs are initially low but inevitably will spike upwards as the population ages. And the 
costs may spike at a time when cash flow could be tight. The funding valuation, on the other 
hand, provides a long term perspective of the costs and aims at spreading these costs evenly 
into the future. Because of this level funding approach, initial contributions may be generally 
higher than under the IAS19 valuation but this eventually translates to higher compounded 
investment gains in the future, thus reducing the Company’s overall cash layout.   

 

For a hypothetical retirement plan whose population average age is 30, the fund composition 
at the end of a 30-year investment horizon under the two funding methodologies has been 
simulated, the results of which appear below:  

            Retirement Fund Composition3 

       Total Employer         Total Investment 

       Cash Layout         Earnings  

Funding (EAN) Method (Level Funding Approach):  31.76%  68.24% 

IAS19 Valuation (Cost funded as accrued):   44.26%  55.74% 

 

Note that under the level funding approach, only 31.76% of the total retirement obligation is 
contributed by the employer. The remaining 68.24% is derived from the investment earnings.  

 

In conclusion, we wish to point out two important advantages: 

 A contribution strategy based on the funding (EAN) valuation method requires less in 
total employer contributions, compared to that under the IAS19 contribution strategy, 
in funding the total retirement obligations. 

 An actuarial valuation, i.e., IAS19, should not be undertaken for merely disclosure 
compliance purposes but, based on whichever funding valuation method is preferred, 
a contribution strategy should actually be implemented by making the retirement 
contributions, in the amount and timing recommended in the actuarial valuation 
report, in order for the employer to reduce costs because a portion of the total 
retirement outlay will be coming from the investment earnings. 

                                                           
3 The simulation was based on a 7% p.a. expected return on the retirement fund, over the 30-year investment horizon period.  


