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1
Introduction

1.1
Background problem definition

Concerning European stock exchange quoted companies, 2005 was a special year. Concerning the annual financial statement of that year, it became mandatory to report under the International Financial Reporting Standards (IFRS). Up to and including 2004 these companies are allowed to report under the National Financial Standards. By using uniform rules, IFRS is trying to create transparency between companies in their annual financial statements. Based on this transparency for analysts and investors it is possible to compare these financial statements and based on that supports the decision making process. (Hoogendoorn, 2006) 

According to IFRS, pensions in the annual financial statement need to be reported based on the rules in IAS 19 ‘Employee benefits’. IAS 19 provides two ways concerning the reporting of pension regulation. The first one is the Defined Contribution plan (DC) and the second one is the Defined Benefit plan (DB) (Swinkels, 2006). Under a DC pension plan the company only has the liability against the participants of the pension regulation to pay a fixed contribution to the pension fund. The fixed contribution that a company has paid will be qualified as costs. Concerning the participants in the DC pension regulation the final benefit (pension) is not pre fixed but is dependent on the realized investment returns of the pension fund. The risks of these DC regulations belong to the employees who are participants in the pension fund. All other pension regulations will be qualified as a DB pension plans in which the benefit concerning the employees is pre fixed. The contribution a company need to pay to the pension fund is volatile and dependents on the financial position of the pension fund to pay the promised benefit to the employees who are participating in the pension fund (Laning, 2006). Consequently, if a pension fund becomes insufficient, the company will bear the risks. Because it can lead to a higher or a lower contribution, the pension fund financial surplus or shortage is attributed to the company. The surplus or shortage consequently is visible in the annual balance sheet and in the annual profit/loss account of the company (Swinkels, 2006).
It can be concluded that a company will deal with more risks under a DB pension plan than under a DC pension plan. These differences in risk, associated with DB and DC, enables the management of companies to rethink their pension policy. In order mitigating the risks associated with DB, they can consider to switch from unconditional indexation to a conditional indexation or switching from the final salary towards a career average scheme. Ultimately they can consider switching from DB to DC pension plan.
1.2
Objective

If companies caused by IAS 19 change their pension policy, this will have a great impact on the company as well as on the employees. Consequently, it is essential to conduct a research that investigates in which way companies react to the mandatory use of IAS 19. This research is focussing on: 

1. The reaction of the Dutch stock exchange quoted companies on the mandatory use of IAS 19.

2. The investigation if pension fund characteristics influenced this reaction.

1.3
Problem definition

The problem of this research is as follows:

In which way do Dutch stock exchange quoted companies react on the mandatory use of IAS 19 and influenced pension fund characteristics this reaction?

To realize a proper answer on the problem definition the next sub questions have been formulated:

· What is the content of the Dutch pension system?

· Which possibilities exist to react on the mandatory use of IAS 19? (from DB towards DC, under DB from unconditional indexation towards conditional indexation, under DB from final salary towards a career average scheme)

· In which way, based on IAS 19, the defined benefit plan and the defined contribution plan in the annual financial statement need to be presented?

· What is the effect of the mandatory use of IAS 19 on the annual financial statement, especially using a defined benefit plan?

· What are the differences in risks concerning a company and concerning the employees when is chosen between a defined benefit plan and a defined contribution plan?

1.4
Demarcation
This research is focused on the reaction of Dutch stock exchange quoted companies on the AEX, AMX and on the ASCX of the mandatory use of IAS 19. In this research, an explicit difference will be performed between Dutch stock exchange quoted companies that use a DB plan or a DC pension plan. Using this distinction makes it visible, which companies have switched to a DC pension plan, and which companies only changed their policy. The research will be conducted concerning the years 2003, 2004, 2005 and 2006, taking into account that using the requirements of IAS 19 in the annual financial statements of 2005 was mandatory. In addition, using the year 2003 and 2004 enables to investigate if company-foreseeing the mandatory use of IAS 19 changed their pension policy. The sources in this research used are the annual reports and the websites of the Dutch stock exchange quoted companies.

1.5
Methodology

The first part of the research is a literature study about the concept of IAS 19 and the way to mandatory use this standard. Secondly, prior research about the possible effects of IAS 19 on companies will be presented and commented. Based on the gathered information a framework will be prepared concerning the empirical part of this research. This framework will show which information requires particular attention. This information will be gathered from the annual reports of the selected Dutch stock exchange quoted companies. This process will eventually lead to the conclusion whether IAS 19 can be qualified as the main reason for the change in the pension policy and if pension fund characteristics influenced this reaction of the investigated companies.

1.6
Structure

Chapter 2 describes in which way the pension system in the Netherlands is organized, and what the relationships are between the next parties: employee, employer and pension executor. In addition, the content of a DB pension plan, of a DC pension plan and of a CDC agreement will be described. Chapter 3 focuses on processing a DB and a DC pension plan under IAS 19. In chapter 4, the possible risks of a DB or a DC pension plan concerning a company and its employees will be commented extensively. Chapter 5 will describe prior research on IAS 19 and in chapter 6 the framework concerning the empirical part of this research will be presented. Chapter 7 will analyse if the selected Dutch stock exchange quoted companies switch from a defined benefit plan to a defined contribution plan or that they decide to stay with a defined benefit plan but mitigate the risks associated with a DB pension plan by changing their pension policy (indexation and salary plan). The second part of the empirical research will analyse if pension fund characteristics (pension size and coverage degree) influenced the reaction of the companies to change their pension policy. Chapter 8 provides the conclusion of the research and the possible recommendations concerning further research.
2
Pension Systems 
Introduction
This chapter provides a general overview of the pension system in the Netherlands. The three-pillar system and the pension law will be presented extensively. IIn addition, a short explanation will be presented about the content of IAS 19 and about the two main categories of pension plans, the Defined Benefit plans and the Defined Contribution plans. 

2.1
Dutch Pension System
Because of its unique features, such as a high degree of solidarity and the spread of risk, the Dutch state pension scheme is assumed one of the best pension systems in the world. 
The Dutch pension system has three main pillars: basic state old age pension (AOW), occupational pensions and private pension provisions (Rijksoverheid, 2008).
2.1.1
Basic state old age pension
This pillar is formed by the social security systems in which arrangements have been implemented by the government concerning old age, death and incapacity concerning work. The Dutch social security system has been based on three laws, each separately covering a social security type. The social security at old age is formed by the so called AOW, which is the Dutch General Old Age Pensions Act. The AOW provides all residents of the Netherlands aged 65 and over with a flat-rate pension benefit that in principle guarantees 70% of the net minimum wage (Rijksoverheid, 2008). Dutch residents build up AOW at a rate of 2% each year between the age of 15 and 65. The amount does not depend on a former income or on contributions paid but on the domestic situation and on the number of year insured concerning the AOW (Rijksoverheid, 2008). The AOW is funded by the so called pay-as-you-go system in this system the today pension payments to pensioners are financed by the today’s contributors (world-psi, 2008). However, this system of financing function well at the moment, but because of the ageing of the population in the future pressure will be put on this system. The Netherlands now have already more than two million old age pensioner. However this number is expected to double over the next few decades (world-psi, 2008).
2.1.2
Occupational pensions
The second pillar consists of occupational pensions which are a supplement to the first pillar. Occupational pensions are negotiated between employers and employees. Employers are not by law obliged to supply occupational pensions to there employees. However when acting in this way they have to follow certain statutory requirements. It is therefore remarkable that in the Netherlands still 95% of the labour force participate in an occupational pension scheme (Rijksoverheid, 2008).
To protect the occupational pensions, capital funding is necessary. Consequently, the payments to the supplementary occupational pension are not included in the company’s risk capital but are funded to a legal entity like a pension fund or an insurance company (Rijksoverheid, 2008). Under the capital funding, a fund is formed concerning the payments of today realising that future pension liabilities can be met. If these funds are not corrected concerning the existing inflation, in the near future the purchasing power of the pensioners will drop. As a solution to this problem, indexation is used. In this situation the pensions can be corrected using the price index or the wage index. Two types of indexation exist:
1. Conditional indexation

In this situation, to decide if an indexation will be performed an indexation policy is used. When for example a pension fund becomes insufficient or has a low coverage degree, the board of directors of the pension fund can decide not to apply indexation (Shell, 2006).
2. Unconditional indexation

In this situation, the obligation exists to apply every year an indexation even when the pension fund has insufficient funds (Shell, 2006).

In the Netherlands four types of occupational pension providers exist:

1. Company specific pension funds for example Philips, Heineken and Ahold

2. Industry-wide pension fund that administer occupational pensions for a branch or concerning an industry.

3. Insurance providers who deal with approximately 30.000 group life insurance contracts concerning separate companies (Rijksoverheid, 2008).
4. Pension fund for professional groups concern funds for self employed people who exercise the same profession (Rijksoverheid, 2008).
2.1.3
Private pension provisions

In the last pillar individuals themselves can arrange supplement to there pension, either through annuity insurance or endowment insurance (lump sum) (Rijksoverheid, 2008). Annuity insurance are paid out at regular intervals for example life course savings scheme where pay out will occur when the employee wants a period of leave during there working life for parental leave, education or early retirement (Rijksoverheid, 2008).
Endowment insurance is a one point pay out to the employee or the beneficiary when the policy mature date is reached.
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2.2
Pension triangle relationships

If an employee is laboured in the Netherlands, the pension law protects his or her pension claim. The pension law is focussed on the execution of the pension promises to the employee rather than on the content of this pension promise. By introducing the UPO (Uniform pension overview) on 1 January 2008 concerning the employee is tried to promote the possibility to figure out the level of the pension claim he/she has build up, when he/she has been laboured by different employers. Consequently, to achieve this goal the information to the employee needs to be timely and clear (Swalef, 2008).

The starting position of the pension law is that a pension triangle relationship exists between the employer, the employee and the pension executor (company-specific pension fund, industry-wide pension fund, insurance providers, and pension funds for professional groups) (Zwitserleven, 2006). 






Pension triangle relationships (Zwitserleven, 2006)

1. Pension agreement. 
The employer needs to inform the employee within one month if he /she want a pension offer. When the employee accepts this offer, a pension agreement is established. The pension agreement needs to include the next subjects: 

· What kind of a agreement:

· (DB) A benefit agreement is used when the amount of the pension benefit is already determined at the beginning of the pension. This benefit agreement is related to the final salary or the career average scheme. Based on these agreements the investment risk and the longevity risk belong to the pension executor (Bol-Zuidema, 2006).

· (CDC) A capital agreement is used when the amount of capital is already fixed at the beginning of the pension. The capital on the pension date will be transferred to a pension benefit that each period to the employee will be paid. The investment risk is with the pension executor and the longevity risk is with the employee (Bol-Zuidema, 2006).

· (DC) A contribution agreement is used when the employer only pays a contribution to the pension executor. The employee personally may decide in which bonds the pension executor need to invest or leave this decision to the pension executor. Consequently, the employee faces the investment risk and the longevity risk (Bol-Zuidema, 2006).
· Possible payment reservation concerning the employer. 
When under certain circumstances the employer is not able to pay the fee to the pension executor.
The employer is responsible concerning the content of the pension agreement and the pension executor is responsible concerning the execution of the pension agreement.

2. Execution agreement. 
To ensure that the pension contribution is secure for the employee and cannot be used for other purposes, the employers are obliged to transfer the pension agreement to a pension executor. This is a legal relationship between the employer and the pension executor, consequently an execution agreement needs to be prepared. This agreement will include: 

· The manner in which way the contribution is calculated

· The manner in which period and which contribution need to be paid

· The information by the employer that will be provided to the pension executor

· The procedure if the employer does not obey the contribution obligations.

· The procedure that needs to use with the start or with the change of the pension agreement.
· The conditions of granting the allowance.
· Possible payment reservation. 
Focussing on situations when the employer under certain circumstances is not able to pay the fee to the pension executor (Zwitserleven, 2006)

3. Starting letter. 
Within 3 months of the start of the pension plan, the employer is obliged to inform the employee in clear and understandable language of his/her rights, the obligation and the risks in relation to the pension plan. The employer delegates this information supply to the pension executor. The starting letter will contain the next items:

· Content of the basic pension plan
· The by law pension claim

· The allowance granting

· The right to ask for the pension plan. (Bol-Zuidema, 2006)

4. Pension regulation. 
The pension executor is obliged to establish a pension regulation that follows the pension and the execution agreement. In this agreement, all the rights and obligations are noted in more detail (Zwitserleven, 2006).

2.3
International Financial Reporting Standards
Since 2005, all the stock exchange quoted companies in the European Union have to comply with the requirements in the International Financial Reporting Standards (IFRS). Since this standard deals with post-employment benefits, which include pensions, the accounting standard in IFRS relevant to pensions is IAS 19 ‘Employee Benefits’ (IFRS, 2007). The main objective of IAS 19 is to prescribe the accounting and the disclosure concerning employee benefits. According to IAS 19 a company needs to recognise:
· a liability when an employee has provided service in exchange for employee benefits to be paid in the future; and (IFRS, 2007)

· an expense when the company consumes the economic benefit arising from service provided by an employee in exchange for employee benefits (IFRS, 2007).

In general, IAS 19 paragraph 7 states: employee benefit can be qualified ass all types of consideration paid by an entity in exchange for service rendered by the employees (IFRS, 2007). Three different kinds of employee benefits exist, Short-term employee benefits, Post-employment benefits and other long-term employee benefits. In this final paper special attention is focussed on the Post-employment benefits. According to IAS 19 paragraph 7: Post-employment benefits are employee benefits which are payable after the completion of employment (IFRS, 2007). IAS 19 uses a distinction in post-employment benefits between two main pension plans, the Defined Contribution plan (DC) and the Defined Benefit plan (DB). The distinction between these two pension plans is based on the financial risks that the company faces. These financial risks need to be judges based on the content in the employment contract, in the pension agreement and in the financing agreement (Akkermans, 2004). These plans are usually executed by insurance providers, company specific pension funds and industry-wide pension fund.
The next paragraph will present the content of these two pensions’ plans in more detail. The main differences between these plans will be explained and also the content of a third pension plan, the Collective Defined Contribution (CDC), will be described.

2.3.1
Defined Benefit
According to the content of IAS 19 paragraph 7, DB plans are post-employment benefit plans that differ from the DC plans (IFRS, 2007). In a DB plan the employee accrue a promise of regular monthly payments (pension) from the retirement date until their death. The promised life annuity is based on a formula linked to the employee salary and years of service rendered to the company (Broadbent et all, 2006). This formula can be categorised in two types:
· Final Salary
The pension benefit that the employee will receive depends on the final salary just before the retirement date. This implies that with a salary increase, these increases need to be retroactive charged on the pension benefit that already was realised, these cost are called past service costs. In other words, by a salary increase the employer, is obliged to fill up the gap concerning shortages in the pension for the past that have risen because of the salary increase (Homefinance, 2008).
· Career average scheme

The pension benefit depends on the average salary over the entire career of an employee. This plan has consequences concerning for an employee that realises large salary increases late in their career. These increases will now not be retroactive charged on the pension benefit but will only effect the future build up for pension benefit. If for example the employee earns more money in the last 6 years of their career than 34 years ago. The 34 years will have a greater effect on his pension benefit than the last 6 years. The risk concerning this policy belongs to the employee rather than to the employer (Homefinance, 2008).

By using a defined benefit plan, the total amount to be paid by the company depends on various factors, such as years of service, age and the level of compensation. IAS 19 paragraph 27 states that the company has an obligation to provide the agreed benefit’s to the current and to the former employees. Furthermore, as the employer performs the investment decisions, the company can be held responsible for the actuarial and for the investment risk. The company’s obligation may be increased if the actuarial or investment performances are worse that the assumptions (IFRS, 2007). 
Defined benefit plans are very complex to account for. These plans use actuarial assumptions to measure the obligation and the expenses of the company concerning the post-employment benefits and also a possibility exists of actuarial gains and losses (IAS 19 paragraph48 IFRS, 2007). Since they may be settled many years after the employees render the related service, the obligations are calculated on a discounted basis (IAS 19 paragraph48 IFRS, 2007). Because of its complexity, this accounting method in more detail will be explained in the next chapter.
2.3.2
Defined Contribution
According to the content of IAS 19 paragraph 7, defined contribution plans are post-employment benefit plans under which a company pays fixed contribution into a separate entity (fund). Using a defined contribution plan, no legal or constructive obligation exists for paying any further contribution if the fund does not hold sufficient assets to pay all the employee benefits relating to the employee service in the current and in the prior periods (IFRS, 2007). 
IAS 19 paragraph 25 contains a further classification of the defined contribution plans:
The company’s legal or constructive obligation is restricted to the amount that is agreed to contribute to the fund. So the final amount of post-employment benefit to be received by the employee depends on the contributions paid by the company to the fund and the investment returns arising from these contributions. Consequently the employee now faces the actuarial and investment risks (IFRS, 2007). 
Under a defined contribution plan each employee has its own individual account in the pension fund. The employee personally may decide in which bonds the fund need to invest or may leave this decision up to the pension fund.
Because the obligation that the company reports for each period is determined by the amounts to be contributed concerning that period, Defined contribution plans are straightforward to account for (IAS 19 paragraph43 IFRS, 2007). These plans do not use actuarial assumptions to measure the obligation and the expenses of the company concerning the post-employment benefit, and consequently no possibility exists of any actuarial gain or loss. Furthermore the obligations are calculated on an undiscounted basis, except when they do not wholly belongs to a twelve months period after the end of the period in which the employees render the related service (IAS 19 paragraph43 IFRS, 2007).
2.3.3
Collective Defined Contribution
In the Netherlands a pension concept exists that combines the advantages of a DC pension plan and of a DB pension plan, this is the so called Collective Defined Contribution (CDC). Under CDC a DB-pension regulation is agreed between the employer and the employee usually this is a conditional career average scheme. In addition a financing agreement just like under DC is established concerning the pension premium for a minimum of 5 years. The fixed pension premium will at least cover the costs and most of the time consists of a premium to build up reserves. CDC differs from a DB regulation that if the coverage degree of the pension fund is lower than 105% the company has no obligation to pay extra also if the pension fund is over funded the company will not benefit of the reduction of the pension premium. Consequently, the risks of insufficient funds concerning the post employment benefit belong to the employees, just like under a DC plan. However under a CDC plan employees do not have individual accounts, the risk (actuarial and investment risk) of insufficient funds are pooled together and spread over all the participating employees. In this way the risk concerning each individual employee is reduced. When the coverage degree of the pension fund is beneath 105% the management of the pension fund will decide if the shortage will be deducted on the indexation or on the build up pension rights of the employees (Swinkels, 2006). The CDC plan is structured to offer the same level of replacement income just as under DB plans. The advantages that the company under a CDC have are that they only have the obligation towards the employee to pay a fixed pension premium and also the accounting of CDC is much straightforward, just like under a DC. Advantages under CDC concerning the employees are that they will receive sufficient retirement income and that they do not have to deal with individual accounts. Because funds are invested on a collective basis, investment fees and other costs are considerably reduced (Pension rights, 2008).
Companies in the Netherlands that want to enjoy the advantages of a DC pension plan or of a CDC agreement need to pay an extra risk surcharge to compensate the employees concerning the expired guarantee of the DB pension plans. This one time large compensation decreases substantially the risk concerning the employee of insufficient funding and also decreases the own contribution to the pension fund (Swinkels, 2006).

2.4
Summary

What is the content of the Dutch pension system? The Dutch pension system exists of a three pillar system. The first pillar is formed by the social security systems in which by the government arrangements have been made concerning old age, death and incapacity for work. The second pillar is the occupational pensions that are supplementary to the AOW, which is the Dutch General Old Age Pensions Act. The last pillar of the Dutch pension system consists of private pension provisions in which individuals themselves can arrange a supplement to there pension. 

A pension triangle relationship exists between the employer, the employee and the pension executor. Between these parties, to define the rights, the obligations and the risks that each party under pension faces, different agreements are set up.
Under IAS 19, two main categories of pension plans exist, the Defined benefit plan and the Defined Contribution plan. In addition, a third pension plan exists, the Collective Defined Contribution. 

· DB pension plans are post-employment benefit plans that differ from the DC plans (IAS 19 paragraph7 IFRS, 2007). Under DB plans the company communicates a pension promise to the employee and so faces the investment and the actuarial risk of insufficient pension funds to meet the necessary obligations. The employee gets the post-employment benefit that was guaranteed by the company and under a DB pension plan do not face any risks.
· DC pension plans are post-employment benefit plans under which a company pays fixed contribution into a separate entity (fund). Using a defined contribution plan, no legal or constructive obligation exists for paying any further contribution if the fund does not hold sufficient assets to pay all the employee benefits relating to the employee service in the current and in the prior periods (IAS 19 paragraph7 IFRS, 2007). And consequently, the final post–employment benefit to be received by the employees depends on the total contribution paid by the company and the investment returns on these contributions. The employee now faces the actuarial and the investment risks corresponding to the post-employment benefit (IFRS, 2007). The company only faces the risk of paying a fixed contribution at regular intervals to the fund in this case a premium promise exists. 
· CDC combines the advantages of a DC pension plan and of a DB pension plan. The company only has the obligation towards the employee to pay fixed pension premiums at regular intervals and the accounting of CDC is much straightforward just like under DC. Advantages under CDC concerning the employees are that they will receive sufficient retirement income and that they do not have to deal with individual accounts (Pension rights, 2008).
In this chapter also the second question has been answered. Which possibilities exist to react on the mandatory use of IAS 19? The different possibilities have been commented and it becomes clear that the risks are diminished if the company decides to change from a DB towards a DC or CDC. To diminish the risks under a DB pension plan the company can also change its pension policy from unconditional indexation towards a conditional indexation or from a final salary towards a career average scheme.

The next chapter will describe in which way the DB and DC pension plan based on IAS 19 need to be processed in the annual financial statement of the company.

3
Accounting DB and DC plans under IAS 19
Introduction
IAS 19 points out the distinction between a Defined Benefit plan and a Defined Contribution plan based on the facts that:

· Distinction between the pension plans is not always clear to everyone

· The classification of the pension plan is of major importance concerning, in which way in the annual financial statements of the company need to be account for.
The distinction between these two pension plans is based on the financial risks that the company faces. As commented in chapter 2 under DB the company faces the investment and the actuarial risks and under DC the company faces no risks other than paying a fixed contribution to the pension fund at regular intervals. These financial risks need to be judged on the content in the employment contract, in the pension agreement and in the financing agreement (Akkermans, 2004). In this judgement also the communications about the pension plan towards the participating employees needs to be included. When finally the pension plan is identified it needs to be processed according to IAS 19. In this chapter the financial accounting concerning DB and DC pension plans will be described extensively.

3.1
Financial accounting DC pension plans under IAS 19
IAS 19 paragraph 44 contains the guidelines concerning the accounting concerning DC pension plans in the annual financial statement. 
When an employee has rendered service to an company during a period, the company will recognise the contribution payable to a DC plan in exchange for that service as a:
· Liability if any contributions remain after deducting the contribution already paid.

· Asset if contributions already paid exceeds the contributions due for service before the balance sheet date.

· Pension Expense is equal to the over the year owed pension premium(IFRS, 2007)
When contributions do not fall due wholly within twelve months after the end of the period in which the employees render the related service. These obligations shall be discounted using the discount rate: market yields at the balance sheet date on high quality corporate bonds (IAS 19 Paragraph 45 IFRS, 2007). 
Because the obligation that the company reports for each period is determined by the amounts to be contributed concerning hat period, based on these guidelines can be concluded that the financial accounting concerning DC plans is relative simple(IAS 19 paragraph43 IFRS, 2007). 
3.2 Financial accounting concerning DB pension plans under IAS 19
Because these plans use actuarial assumptions to measure the obligation and the expenses of the company concerning the post-employment benefits and also a possibility exists of actuarial gains and losses, the financial accounting concerning a DB pension plans is complex (IAS 19 paragraph48 IFRS, 2007). Since they may be settled many years after the employees render the related service, consequently the obligations are calculated on a discounted basis (IAS 19 paragraph48 IFRS, 2007). IAS 19 paragraph 49 up to including IAS 19 paragraph 119 presents the guidelines concerning the financial accounting for DB plans.

3.2.1
Balance Sheet
In IAS 19 paragraph 54 it is stated that the amount concerning for defined benefit liability is calculated as follows:

(a) Present value of Defined Benefit Obligation                ……..

(b) Fair value of plan assets                                              …….. -
                  
  -------------

     Funded Status
   ……..
(c) Unrecognized Past Service Costs
 (……)


(d) Unrecognized actuarial Gains/Losses
.….. / (……)

  -------------

Defined benefit amount
  .….. / (……)
If the defined benefit amount turns out to be negative it need to be recognised as an asset and if it turns out to be positive it need to be recognised as a liability (IFRS, 2007).
(a) Present value of Defined Benefit Obligation is the present value of expected future payments required to settle the obligation resulting from employee service in the current and prior periods (IAS 19 paragraph 7 IFRS, 2007). 
To measure the present value of a defined benefit obligation, the Projected Unit Credit Method is used (IAS 19 paragraph 64 IFRS, 2007). 
The PUCM qualified each period of service as giving rise to an additional unit of benefit entitlement and measures each unit separately to build up the final obligation (IAS 19 paragraph 65 IFRS, 2007). 
Based on this method actuarial assumptions are used to calculate the amount of the benefit that employees have earned in return for their service in the current and in the prior periods (IAS 19 paragraph 50 IFRS, 2007). 
Actuarial assumptions are the best estimates of a company for variables that decide the final cost of the post-employment benefit. Actuarial assumptions include: 
· Demographic assumptions of current and former employees like: mortality, rates of employee turnover, disability and early retirement (IAS 19 paragraph 73 IFRS, 2007).
· Financial assumptions like: the discount rate, the future salary, the benefit levels and the expected rate of return on the plan assets (IAS 19 paragraph 73 IFRS, 2007)

Actuarial assumptions need to be unbiased and mutually compatible (IAS 19 paragraph 72 IFRS, 2007). The discount rate that is used to discount DB pension plans is the same rate that is used under the DC pension plans, the market yields at the balance sheet date on high quality corporate bonds (IAS 19 paragraph 78 IFRS, 2007).
(b) The Fair value of plan assets is determined based on the market (market price). When no market price is available the fair value of plan assets needs to be estimated, as an example by discounting the expected future cash flows (IAS 19 paragraph 102 IFRS, 2007).
(c) Past service cost  is the increase in the present value of the defined benefit obligation for employee service in prior periods, resulting in the current period from the introduction of, or changes to post-employment benefits (IAS 19 paragraph 7 IFRS, 2007). A company shall recognise past service cost as an expense on a straight-line basis over the average period until the benefits become vested (IAS 19 Paragraph 96 IFRS, 2007).
(d) Actuarial gains/losses are the differences between the actuarial assumptions and what in fact occurred (IAS 19 paragraph 7 IFRS, 2007). IAS 19 paragraph 95 contains the next basis. that in the long term actuarial gains and losses may offset each other. Therefore, estimates of post employment benefit obligations may be viewed as a range (corridor) around the best estimate (IFRS, 2007). 
IAS 19 paragraph 92 contains a further explanation of the corridor approach:
The company needs to recognise a portion of its actuarial gains and losses as income or expense if the net cumulative unrecognised actuarial gains and losses at the end of the previous reporting period exceeded the greater of: 

· 10% of the present value of the Defined benefit obligation

· 10% of the fair value of plan assets (IFRS, 2007)
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The portion of actuarial gains and losses that needs to be recognised is the excess (in figure 1 in red) divided by the expected average remaining working lives of the employees participating in the plan(IAS 19 paragraph 93 IFRS, 2007). 
Actuarial gains and losses that do not breach the borders did not have to be recognised.
3.2.2
Profit and Loss account
In IAS 19 paragraph 61 is stated that the net total of the next amounts will be recognised in the profit and loss account:
(a) Current Service Cost                        
 (……)

(b) Interest Costs                                    
 (……)

(c) Expected Return on plan Assets                 
….…




(d) Actuarial Gains/Losses
.….. / (……)
(e) Past Service Costs
(……)

               

(f) Effect of any curtailments/settlements
.….. / (……)


                                                     
-------------

Pension profit or expense
.….. / (……)
(a) Current service cost is the increase in the present value of a defined benefit obligation resulting from employee service in the current period (IAS 19 paragraph 7 IFRS, 2007). These costs are calculated by using the PUCM method (IAS 19 paragraph 64 IFRS, 2007).
(b) Interest costs is the increase during a period in the present value of a defined benefit obligation which arises because the benefits are one period closer to settlement (IAS 19 paragraph 7 IFRS, 2007). Interest costs is calculated by multiplying the discount rate as determined at the start of the period by the present value of the defined benefit obligation throughout that period (IAS 19 paragraph 82 IFRS, 2007).
(c) Expected return on plan assets is based on market expectations, at the beginning of the period, for returns over the entire life of the related obligation (IAS 19 paragraph 106 IFRS, 2007).  These plan assets include interest, dividends and other revenue derived from the plan assets, together with realised and unrealised gains or losses on the plan assets, less any costs of administering the plan and less any tax payable by the plan itself (IAS 19 paragraph 7 IFRS, 2007).
(d) See paragraph 3.2.1 Balance sheet
Because of increases or decreases in the present value of the defined benefit obligation or in the fair value of the plan assets, actuarial gains and losses may arise. The causes behind these increases and decreases include:

· Unexpected high or low rates of employee turnover, early retirement/mortality or of increase in salaries/benefits

· The effect of changes in estimates of future employee turnover, early retirement/mortality or of increase in salaries/benefits

· The effect of changes in the discount rate

· Differences between the actual return on plan assets and the expected return on plan assets (IAS 19 paragraph 94 IFRS, 2007)

(e) See paragraph 3.2.1 Balance sheet
(f) Curtailments occur when the company makes material reduction in the number of employees covered by the DB plan or if the company makes amendments in the terms of the DB plan such that a material element of future service by current employees will no longer qualify for benefits, or will qualify only for reduced benefits (IAS 19 paragraph 111 IFRS, 2007).
Settlements occur when the company enters into a transaction that eliminates all further legal or constructive obligation for part or all of the benefits provided under a defined benefit plan (IAS 19 paragraph 112 IFRS, 2007).
3.3
Summary
This chapter contains the answer to the next two questions:

· In which way, based on IAS 19, the defined benefit plan and the defined contribution plan in the annual financial statement need to be presented?

· What is the effect of the mandatory use of IAS 19 on the annual financial statement, especially using a defined benefit plan?

Balance sheet

DC
Liability if any contributions remain after deducting the contribution already paid.

Asset if contributions already paid exceeds the contributions due for service before the balance sheet date (IAS 19 paragraph 44 IFRS, 2007).
DB

The amount recognised as a defined benefit liability is the net total of:

Present value of defined benefit obligation – Fair value of plan assets + unrecognised actuarial gains –unrecognised actuarial losses – unrecognised past service costs (IAS 19 paragraph 54 IFRS, 2007) 

Profit and loss account

DC

Pension Expense is equal to the over the year owed pension premium (IAS 19 paragraph 44 IFRS, 2007).
DB

In the profit and loss account the net total of the next amounts will be recognised:

· Current Service Cost                        

· Interest Costs                                    


· Expected Return on plan Assets                 

· Actuarial Gains/Losses

· Past Service Costs

· Effect of any curtailments/settlements (IAS 19 paragraph 61 IFRS, 2007)
Under DB the company has to use the PUCM method and the actuarial assumptions to calculate the present value of the defined benefit obligation and of the current service costs. Based on the use of these actuarial assumptions the defined benefit liability is complex to calculate. Because estimates in the calculation can differ from what really occurred consequently this liability is very volatile. When for example the actuarial performance is worse than the actuarial assumption it can lead to higher obligations towards the employees. Consequently, the accounting of defined benefit plans in the annual financial statements is more complex than the accounting of the defined contribution plans.

The next chapter describes the risks that a company or an employee faces when is chosen between a DB and a DC pension plan. In addition, besides that it is easier to account in the annual financial statements, it will become clearer why a company has more intentions to choose for a DC pension plan.
4
Risks related to DB plans and DC plans
Introduction
As signalled in chapter 3, when a DB pension plan is used complex regulation has to be followed. This regulation and the administrative costs caused by a DB plan may be a possible reason concerning companies to switch towards a DC pension plan. However a more important reason concerning companies exists to switch towards a DC pension plan, the risks related to a DB pension plan. If a company change their pension policy towards a DC pension plan these risks are considerably mitigated. In this chapter the general pension risks will be described and in which these risks are divided between the participants (company, employee) using a DB pension plan or DC pension plan.
4.1
Pension risk

Pension risk occurs when the financing of pension plans comes short in paying out the future pension benefit. This risk can unfold from pension promises, financing of the pension plans, and the level of the pensions and the timeline of the pensions (Kakes and Broeders, 2006).
	
	Pension promise
	Financing

	Level
	Inflation risk
	Investment return risk

	Timeline
	Longevity risk
	Discontinuity risk


Pension risks (Kakes and Broeders, 2006)
The risks concerning these factors are:

· Inflation risk

Concerning the pensioner’s securing the living costs (purchasing power). If pension benefits are indexed based on the price index or on the wage index especially the inflation risk is relevant. This indexation leads to higher pension benefits which in turn causes the obligations of the pension funds to increase.
· Longevity risk

A pension benefit concerning the remaining lifetime of an employee indicates longevity risk. Because of a medical break through or of a change in life style the average life expectancy can dramatically increase. Consequently the life expectancy of individuals is uncertain. Which in turn causes the pension benefit to increase and consequently the obligations of pension funds also increases.
· Investment return risk

Investment risk occurs when the character and the size of the investments under the pension fund vary from the pension promises. This can lead to a positive outcome if the investments have a higher value than the promised pension and negative value if the opposite applies.
· Discontinuity risk

Discontinuity risk is the possibility that the pension build up is interrupted or cancelled. This can occur if the company that need to makes the contribution to the pension fund is in the state of bankruptcy or if the pension plan is closed concerning new participants (Kakes and Broeders, 2006).

Because they can enforce or mitigate one another, these risks must not be viewed separate from each other. As an example, because of inadequate funding, the discontinuity risk is a result of other risks and an interruption could exist in the pension build up (Kakes and Broeders, 2006).
4.2
Risks under DB pension plans
The risks distribution under a DB pension plan will be described concerning companies and concerning the employees.

4.2.1
Risks concerning companies
Under a DB pension plan the company promises a pension to the employee and consequently faces the next risks:

· Inflation risk
Employees final salary will increase at a greater rate than was predicted which in turn causes the defined benefit obligation of the company to increase. (Kiosse and Peasnell, 2009)
· Longevity risk

The employee average life is longer than predicted and consequently the defined benefit obligation of the company increases. (Kiosse and Peasnell, 2009)
· Investment return risk

The risk of under performance by the pension fund leads to a lower fair value of the plan assets consequently to an increase in the defined benefit obligation (see paragraph 3.2.1) (Kiosse and Peasnell, 2009).
· Interest rate risk

The risk of the decline in the interest rate (market yields at the balance sheet date on high quality corporate bonds) that is used to discount DB plans, which causes the defined benefit obligation to increase (Kiosse and Peasnell, 2009).
It can be concluded that all these risks lead to an increase in the defined benefit obligation that the company has towards to the employees. Mainly this increase is caused by a difference in the actuarial assumptions and what really occurred (see paragraph 3.2), consequently the defined benefit obligation is very volatile to change. Because this volatility will be visible in the company’s balance sheet and profit& loss account. The company may try to switch from a DB pension plan towards a DC pension plan. 

The increase in the defined benefit obligation can also lead to insufficient pension funds. The company is under a DB pension plan obliged to pay extra contributions to the fund. Consequently, the agreed benefits to the employees still can be met (see paragraph 2.3.1). The opposite applies if the pension fund is over funded (investments have a higher value than the promised pensions) in that case the company need to pay lower contributions to the pension fund.
An increase in the defined benefit obligation consequently will cause a higher debt-to-equity ratio. The debt-to-equity ratio is used as an indicator concerning the interest rate on loan agreements. When this ratio increases this causes a higher interest rate and consequently higher interest costs concerning the company (Laning 2006).
4.2.2
Risks concerning employees
Under a DB pension plan, the employees only face the risk of discontinuity. Because the company has promised a pension and is obliged to provide the agreed benefit’s to the employees all other risks are mitigated. 
4.3
Risks under DC pension plans
Next the risks distribution under a DC pension plan concerning employees and concerning companies will be explained.
4.3.1
Risks concerning Employees
The pension benefit to be received by the employees under a DC pension plan depends solely on the contributions paid by the company and the investment returns arising from these contributions. Consequently, the employees face the following risks:

· Inflation risk

Pension benefits are not price indexed or wage indexed and consequently in the near future the purchasing power of pensioners will drop.
· Longevity risk

Pension benefits are not adjusted concerning increases in average life expectancy and consequently a possibility exists that an employee will outlive its assets.

· Investment return risk

In the pension fund each employee has its own individual account. The employee personally may decide in which bonds the fund needs to invest in or may leave this decision to the pension fund. The risk of under performance by the pension fund belongs to the employee (investment returns are less than expected and consequently resulting in a lower pension benefit for the employee).

· Discontinuity risk
The pension build up is interrupted or cancelled, because the company is in the state of bankruptcy or the pension plan is closed concerning new participants.
4.3.2
Risks concerning Companies
Companies under a DC pension plan have no other legal or constructive obligation than paying a fixed contribution to the pension fund and consequently concerning companies no other risks exist.
4.3
Summary
This chapter contains the answer on the next question:
· What are the differences in risks concerning a company and concerning the employees when is chosen between a defined benefit plan and a defined contribution plan?
Risks under a DB pension plan
When is chosen for a DB pension plan companies are confronted with the next risks: 

· Inflation risk

· Longevity risk

· Investment return risk

· Interest rate risk

These risks lead to an increase in the defined benefit obligation that the company towards the employees has. This increase is caused by the difference in the actuarial assumptions and what really occurred (see paragraph 3.2). Consequently, a defined benefit obligation is very volatile to change. This volatility will be visible in the company’s balance sheet and in the profit& loss account. This could be the reason that the company try to switch from a DB pension plan towards a DC pension plan. 
Based on a DB pension plan the employees are only confronted with the discontinuity risk of the fund.
Risks under a DC pension plan

The employees are confronted with the next risks:

· Inflation risk

· Longevity risk

· Investment return risk

· Discontinuity risk

These risks arise concerning the fact that the pension benefit is solely based on the contributions by the company and the investment returns arising from these contributions. 

Based on a DC pension plan companies are not confronted with any risks.
Based on this findings can be concluded that if a company switch from a DB pension plan towards a DC pension plan many risks will be mitigated.

The next chapter contains prior research on the reaction of companies on the implementation of IAS 19 and the possible reasons concerning changing the pension plans.

5 
Prior research concerning IAS 19
Introduction

This chapter presents an overview of prior research with as subject ‘changes that companies conducted in their pension policy as a reaction on the implementation of IAS 19’. In addition, the possible reasons behind the changes in the pension policy will be commented.

5.1
The reasons concerning changes in the pension policy
Concerning companies, different reasons exist to change their pension policy. A few of these reasons in this paragraph will be commented.

5.1.1 The reasons of Ostaszewski 
In the US in the last two decades a strong trend exists to change from a DB pension plan towards a DC pension plan, now 97 % of the companies in the U.S. use a DC pension plan (Ross et all, 2002). In addition, in the UK a strong trend exist to shift towards a DC pension plan, actually one third of the companies use a DC pension plan and it is expected that this part in the upcoming years will increase (Ross et all, 2002). Different reasons exist concerning the shift from a DB pension plan to a DC pension plan. Ostaszewski (2001) communicates three reasons:
1. The Risk Adverse Employer Theory

Due to the increase in the volatility of the financial markets it became less predictable concerning the management of companies to predict the cost of funding DB pension plans. Concerning the employers who try to provide adequate funding to their DB pension plans this lack of predictability is a serious problem. In many countries, employers decide which retirement plan to the employees will be offered. When these employers become aware of the risk associated with the DB pension plan and the employees are not fully aware of the risk distribution between the DB and DC pension plan, it is expected that a shift will occur towards the use of a DC pension plan. This is especially true concerning Australia and concerning the UK. In the UK, the content of the accounting standard FRS 17 ‘Retirement benefits’ concerning companies has such consequences that it is too expensive and too risky to continue their DB pension plans (Ross et al, 2002).

2. The Excessive Regulation Theory

To protect the contributions that have been paid and in the future need to be paid concerning the pension plans and to realise that they will be preserved until the retirement of the employee the Dutch government installed a law (the Pension law). This law include funding, solvency of the pension funds and the kind of assets in pension plans may be included. In addition, other countries have similar laws. Concerning the deductibility of the contributions and the regulations about who can contribute and concerning whom these contributions are, these laws have become complicated by tax laws (Ross et al, 2002).
3. The New Economy Theory

These day employees are more mobile and consequently it is less likely that they will retire with the same company where they began their careers. Concerning these employees it is an advantage to have a DC pension plan instead of a DB pension plan, because a DB pension plan provides an assured income replacement ratio in retirement if the employee stays his whole career at the same employer (Ross et al, 2002). If the employee decides to leave the company in the middle of his career, he can lose up to 16% of his full service pension compared to someone who stays his whole career at the same employer. In addition, employers do not qualify their employees as lifetime employees. Consequently, employees need to have the direct ownership of their retirement fund and the fully portability (Ross et al, 2002). DC pension plans are more portable than DB pension plans, provide distinct and ongoing measures of wealth and offer the employees more flexibility in choosing their asset allocation (Ross et al, 2002).
5.1.2 Economic consequences of the implementation of IAS 19
With economic consequences, it is indicated that figures in the annual report directly influence the reality, consequently influencing the purchase and the sale operations of investors. Consequently, changes in the financial reporting of a company can have an effect on the share price. The positive accounting theory contains an explanation concerning this effect, a company has different contracts with the users of the annual report for example bonus contracts with the management (the bonus depends on the profit of the company) or loan agreements (interest rate depends on several financial ratios or restrictions on these financial ratios). The positive accounting theory, concerning each contract provides a hypothesis in which choices of the management in the area of financial reporting can be explained (Laning 2006). Based on the content of IAS 19, it is assumed that the profit of a company will become more volatile. If this is true, because the risk of crossing the loan restrictions (ratio’s) increases, the positive accounting theory expects that the implementation of IAS 19 will have the next economic consequences, the interest cost on loans will become higher and the bonus of management will become less sure. If the pension risk cannot be lowered to an acceptable level, it will lead to a volatile profit, because of this, the investors will have less faith in the company and it will become more difficult concerning the company to realise loans (finance). A few possibilities to diminish this risk are using changes in the pension policy (focussing on the DB pension plans concerning the final salary towards career average scheme) or to shift from a DB pension plan to a DC pension plan. Another possibility is that the pension fund conducts a more prudent investing policy. A prudent investing policy can be, investing less in shares and more in bonds. Based on this policy the investment risk is diminished but in the long term, a lower return will be realised and consequently the pension costs will increase. Based on these possibilities by choosing for a DC pension plan, the pension risk will be transferred to the employees. Based on different studies of the implementation of FAS 87 (the content is more or less the same as in IAS 19 but FAS 87 is applied in U.S.), Laning (2006) concludes that in the United States and in the UK the shift focussing on DB pension plan from final salary towards career average scheme and finally the shift from DB pension plan to DC pension plan have been realised. Besides FAS87, the shift from a DB pension plan to a DC pension plan can also be explained by the higher administrative cost that are related to a DB pension plan (more complicated) compared to a DC pension plan. Gopalakrishnan and Sugrue (1992) performed a research with a sample of 26 companies about their loan agreements and detected that 65% of these companies based on FAS87 crossed the loan restrictions (ratio’s) or at least the distance till these restrictions has diminished but they did not detect a significant negative relationship with the company’s share price. A survey of KPMG and Goldman Sachs (2002) with a sample of 80 stock exchange quoted companies revealed that because of the use of IAS 19 the majority of these investigated companies were likely to shift to a pension plan where the pension risk is transferred from the employer towards the employee.
5.2
Research by Swinkels (as a consequence of IFRS pension plans altered)
Concerning any possible reasons implement changes in their pension policy, Swinkels researched the companies listed on the AEX. Next his findings will be commented.
5.2.1
Reasons concerning companies to switch towards a CDC agreement
In the late ninety’s of the last century pension funds in the Netherlands had large surpluses, because of this the company could profit on contribution reductions or refunds. Based on the favourable solvency positions of the pension funds, the obligation of the company to pay extra contribution to the pension fund was little. Under the good financial conditions it was more likely that the flow of money would go from the pension fund towards the company than the other way around. Because the whole surplus belongs to the employees, under these circumstances concerning the companies it was relative easy to switch from a DB pension plan towards a DC pension plan (Swinkels 2006). After the negative developments on the share markets during the period 2000-2003 the solvency position of pension funds decreased substantially. Consequently the obligation of the company to pay extra contribution to the pension funds was high and based on this development concerning the companies it was more difficult to switch from a DB pension plan towards a DC pension plan.
Swinkels (2006) has researched a couple of companies that have been (trying to) switch to a CDC agreement. It seems that the management of the next companies Akzo Nobel, ARCADIS, DSM and SNS Reaal wants to avoid the effect of IAS 19 on the balance sheet and on the profit& loss account and are even prepared to pay a higher average contribution to accomplish this (Swinkels 2006).

Akzo Nobel is a stock exchange quoted company on the AEX and is listed on the American NASDAQ. Consequently, Akzo Nobel is obliged to mandatory use the requirements in IAS 19 and in FAS 87. The CFO of Akzo Nobel in a press bulletin communicated ‘Fluctuations in the pension fund due to market circumstances have had too much influence on the Company’s balance sheet and results. By moving to a defined contribution scheme, which starts on July 1, 2005 we will pay a fixed annual premium’ (Swinkels, 2006). The switch from a DB pension plan towards a CDC is not free. Akzo Nobel needs to pay a fixed contribution of 20% of the pension giving salary. Additional the company has paid a contribution of € 150 million to the pension fund and supplies a loan of € 100 million. These additional contributions compensated the expired guarantee concerning a DB pension plan.
DSM is an AEX stock exchange quoted company. In a press bulletin DSM indicates ‘In the CAO it is stated that from 2006 DSM no longer is obliged to pay extra if the pension fund becomes insufficient. The exchange of investment risks has to do with the new accounting system, IFRS’ (Swinkels, 2006).
Consequently, DSM uses explicit the IFRS as a motivation to change their pension scheme. The fixed contribution increased from 12 to 21 percent of the pension giving salary. However, because a favourable scenario occurs DSM has a claim on the surplus of the pension fund. Consequently in April 2006 it became clear that DSM still has to apply a DB. Under IFRS this does not qualify as a DC (paragraph 4.2.1).
On the moment of the switch from DB towards DC SNS Reaal a bank- and insurance company was not stock exchange quoted. However the company already rapports under IFRS, possible reason may be the intention concerning the introduction on the Euronext. Based on the semi-annual reports, it became clear that the company switched from a DB pension plan towards a DC pension plan. The company paid an additional contribution of € 105 million to the pension fund and the fixed contribution is 21,5 percent of the pension giving salary.

ARCADIS is an engineers and consultant agency, stock exchange quoted on the Euronext and on the NASDAQ. ARCADIS indicates that under the DB pension plan, the company’s balance sheet and the result are volatile to the fluctuations in the pension fund and in 2004 they changed their pension into a DC pension plan. Again, IFRS is used as the main reason to switch to a DC pension plan.

5.2.2 Research by Swinkels concerning 24 listed AEX companies
5.2.2.1
IFRS
Swinkels (2006) researched 24 stock exchange quoted companies on the AEX concerning company characteristics that caused the shift from a DB pension plan towards a DC pension plan. Most of the stock exchange quoted companies in the dataset are also listed in the U.S. or in England so besides IAS19 they have also to oblige to SFAS87 ‘Accounting for pension costs’ and FRS17 ‘Retirement benefits’ (Swinkels 2006). Because the content of these regulations are similar to the content of  IAS 19, it was no surprise concerning these companies that the fluctuations in the pension fund have a large influence on the company’s balance sheet and results. Consequently, IFRS cannot be qualified as the main reason behind the shift towards a DC pension plan. A possible reason however may be that the performance of the management is measured against profits calculated by local accounting principle. In order to diminish the pension risk a shift is needed towards a DC pension plan. Swinkels (2006) concluded that in the dataset, most of the companies still use a DB pension plan, but to diminish the pension risk a shift in the DB pension plan exists from the final salary towards a career average scheme.

5.2.2.2
Pension fund characteristics 
Swinkels (2006) investigated the coverage degree, which is the ratio between the investments and the pension liabilities of the pension fund. He concluded that a company is likely to shift from a DB pension plan towards a DC pension plan if the coverage degree of the pension fund is:

1. very high, than the negotiation cost concerning the shift from DB towards DC will be low. (See paragraph 5.2.1 for further explanation)

2. near the minimum coverage degree (105%) required by the supervisor (DNB). In case the pension fund becomes insufficient, this can cause a large company risk. The company need to pay an extra contribution to the pension fund.
Second, he investigated the mature degree of the pension funds. This is the ratio between the number of inactive participants divided by all the participants (active participants, sleepers and pensioners) 

1. Because more active participants exist than inactive participants, a low mature degree means that an increase in the pension contribution (paid by the active participants) can have a large effect on the coverage degree. 

2. A high mature degree means that an increase in pension contribution will not have a large effect on the coverage degree and consequently the pension fund has to relay more on the investment returns as income.

Swinkels (2006) concludes that the companies that shifted from a DB pension plan towards a CDC agreement did not have a very high mature degree (about 70%) but still it indicates that the pension contributions need to be very high to compensate the possible shortages in the pension funds.

In addition, an important indicator concerning the shift from a DB pension plan towards a DC pension plan is the pension size. The pension size is the ratio between the pension funds investments divided by the market value of the equity of the company (Swinkels 2006). 

1. A high pension size means that the pension fund is bigger than the own company, consequently a fluctuation in the pension fund will have a large effect on the balance sheet and on the results of the company.

2. A low pension size means that a fluctuation in the pension fund will not have a large effect on the balance sheet and on the results of the company.

Swinkels (2006) concludes that the companies that shifted from a DB pension plan towards a CDC agreement had a high pension size; consequently, their annual figures are volatile concerning the fluctuations in the pension funds.

5.2.2.3
Company’s characteristics

Francis and Reiter (1987) indicate that companies with low profit figures will try to reduce the pension risk by shifting from a DB pension plan towards a DC pension plan. Based on his selected dataset Swinkels (2006) researched with the Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA) and with debt/equity-ratio if this proposition also applies. He concluded that he could not detect a clear relationship between the companies that shifted from a DB pension plan towards a DC pension plan and the relation with the EBITDA and with the debt/equity-ratio. Consequently, these company characteristics cannot be qualified as a reason concerning the shift towards a DC pension plan.
5.3
Hypothesis
Based on the theoretical part of this research the next hypotheses are formulated:

Hypothesis 1
The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused to switch from a DB pension plan towards a DC pension plan.

Null hypothesis

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no switch from a DB pension plan towards a DC pension plan.

Hypothesis 2
The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan, but alter their pension policy from a final salary towards a career average scheme.
Null Hypothesis

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan and not alter their pension policy from a final salary towards a career average scheme.
Hypothesis 3

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan, but alter their pension policy from an unconditional indexation towards a conditional indexation.
Null Hypothesis

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan and not alter their pension policy from an unconditional indexation towards a conditional indexation.
These hypotheses are formulated based on the research of Swinkels (2006). The difference with that research is that a larger population is researched; this is accomplished in two ways:
1. Besides stock exchange quoted companies on the AEX also companies listed on the AMX and on ASCX will be taken into account.

2. The range of years selected concerning this research is larger.
According to Ross et all (2002) 97% of the companies in the U.S. shifted from a DB pension plan towards a DC pension plan. The reasons behind this shift can be the risk adverse employer theory, the excessive regulation and the new economy theory. In addition, the economic consequences of the implementation of IAS 19 on the share price and on the contracts the company have with third parties can be qualified as a reason concerning a company to shift from a DB pension plan towards a DC pension plan. In chapter 4 the risks distributions between a DB pension plan and a DC pension plan have been commented. Based on these comments can be concluded that if a company stays with a DB pension plan it will face the investment return risk, the interest rate risk, the longevity risk and the inflation risk. However, if the company decides to shift towards a DC pension plan the only risk that the company will face is paying the fixed contribution to the pension fund. Other possibilities to mitigate the risks besides shifting from a DB pension plan towards a DC pension plan concerning a company are to change their DB pension policy from a final salary towards a career average scheme or from an unconditional indexation towards a conditional indexation. In chapter 2, the specification of these DB pension plans have been presented.
· Final Salary

The pension benefit that the employee will receive depends on the final salary just before the retirement date. This implies that with a salary increase, these increases need to be retroactive charged on the pension benefit that already was realised, these cost are called past service costs. In other words, by a salary increase the employer, is obliged to fill up the gap concerning shortages in the pension concerning the past that have risen because of the salary increase (Homefinance, 2008).

· Career average scheme

The pension benefit depends on the average salary over the entire career of an employee. This plan has consequences concerning an employee that realises large salary increases late in his career. These increases will not be retroactive charged on the pension benefit but will only effect the future build up concerning the pension benefit. If for example the employee earns more money in the last 6 years of his career than 34 years ago, the 34 years will have a greater effect on his pension benefit than the last 6 years. Consequently this risk belongs to the employee rather than to the employer (Homefinance, 2008).
· Conditional indexation

In this situation, an indexation policy is used to decide if an indexation will be performed. When for example a pension fund becomes insufficient or has a low coverage degree, the board of directors of the pension fund can decide not to apply indexation (Shell, 2006). This risk belongs to the employee his/her pension benefit may or may not be indexed.

· Unconditional indexation

In this situation, the obligation exists to apply every year indexation even when the pension fund has insufficient funds (Shell, 2006). Consequently, the company faces the risks of applying indexation even if not sufficient funds exist.
It is expected that based on this theory Dutch stock exchange quoted companies will try to mitigate the risks associated with a DB pension plan. Consequently, alter their pension plan from a DB pension plan towards a DC pension plan. Or change the DB pension policy concerning a final salary towards a career average scheme or concerning an unconditional indexation towards a conditional indexation.

Hypothesis 4

A low coverage degree concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is a reason to change their pension policy.
Null Hypothesis

A low coverage degree concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is no reason to change their pension policy.
Hypothesis 5

A high pension size concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is a reason to change their pension policy.

Null Hypothesis

A high pension size concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is no reason to change their pension policy.
Based on the findings of Swinkels in paragraph 5.2.2.2 the hypotheses 4 and 5 have been formulated. In his research he detected that pension funds can have a great influence on the company’s balance sheet and results and this can be qualified as a reason concerning companies to shift from a DB pension plan towards a DC pension plan. Especially when a company has a low coverage degree or high pension size this proposition applies. Because the chance that the pension fund becomes insufficient is higher, under a low coverage degree the company faces bigger risk of the need to pay extra contributions to the pension fund. To mitigate this risk the company will switch towards a DC pension plan where it is only obliged to pay a fixed contribution. When a company has a high pension size, the pension fund is bigger than the own company. Consequently a fluctuation in the pension fund will have a large effect on the balance sheet and on the results of the company. To mitigate this risk the company will switch towards a DC pension plan where only the fixed contribution paid to the pension fund is presented as an expense in the profit/ loss account.
5.4
Summary

Different reasons concerning the management of companies exist to change their pension plan. Ostaszewski (2001) communicated three reasons.

1. The Risk Adverse Employer Theory: 

Due to the increase in the volatility of the financial markets, the costs of funding of DB pension plans have become less predictable and create a serious problem concerning employers.

2. The Excessive Regulation Theory: 

To protect the contributions paid concerning the pension plans, governments have set up laws intents to preserve the pension plans until the retirement.

3. The New Economy Theory: 

These day employees are more mobile and consequently are less likely to retire with the same company where they start their careers. Consequently, employees need to have direct ownership of their retirement fund and fully portability (Ross et al, 2002).
Another reason of the changes in the pension plan is the economic consequences caused by the implementation of IAS 19. Concerning the company under IAS 19 the profits will become more volatile; consequently, the bonus of the management will also become more volatile and the risks of crossing the loan restrictions increases. To diminish the pension’s risks the DB pension plan will be altered from a final pay salary towards a career average scheme or from a DB pension plan towards a DC pension plan.

Swinkels (2006) investigated 24 AEX stock exchange quoted companies and concluded that companies that shift from a DB pension plan towards a CDC agreement explicit use the mandatory use of IFRS as a motivation concerning this shift. Other possible reasons can be detected by investigating the specific pension fund characteristic like coverage degree, mature degree and pension size. Swinkels (2006) also investigated if the company characteristics (EBITDA, debt/equity-ratio) are a reason concerning the shift towards a DC pension plan, but did not find any hard evidence that proof this proposition.

The next chapter contains the research design concerning the empirical part of this research.
6
Research design 
Introduction

This chapter contains the research framework focussing on answering the central question. Paragraph 6.1 describes the characteristics of the research. Paragraph 6.2 shows which data will be collected, paragraph 6.3 describes in which way the data will be analysed and presented and finally paragraph 6.4 will comment in which way the research population is selected.
6.1 Characteristics of the research

Based on prior research in paragraph 5.3 hypotheses have been formulated. Based on the results in the empirical part of this research these hypotheses will be rejected or accepted. Consequently, a testing research has been chosen. To accept or to reject the hypotheses direct observation in the annual reports of the selected companies will be used. Specific data will be collected concerning the pension plan and concerning the pension fund characteristics that are needed to reject or to accept these hypotheses. Consequently, the selected annual reports will each be separately analysed.
The research performed concerning the first three hypotheses is qualified as a qualitative research. Concerning a qualitative research qualitative date need to be collected (labels, names), because qualitative date cannot be used to calculate the total sum or the average of a population this data will be presented in bar diagrams (Anderson et al 2000).
The research can also be qualified as a quantitative quasi experiment but only concerning the fourth and the fifth hypothesis. Based on a quantitative quasi experiment in advance a model will be build to collect specific already existing quantitative data. Based on this data will be determined if relationships exist between an independent variable and a dependent variable. To determine if a relationship exists between the variable (coverage degree/ pension size) of two independent groups the statistical program SPSS is used and so the in paragraph 5.3 formulated hypotheses can be rejected or accepted., 
In addition, in this empirical part of this research a longitudinal study will be used also qualified as a panel research. Based on a panel research the same data as already collected concerning the same research population will be used concerning different point in times (Baarda and the Goede 2001). This is needed to conclude if a company use changes in its pension policy foreseeing IAS 19 or when IAS 19 was implemented. The data will be collected based on the annual reports of the selected companies and based on their company pension fund. Consequently the research can also be qualified as an annual report research. 
6.2 Data collection

Data about the selected companies will be collected based on the annual reports of these companies and based on the annual report of the companies pension funds. These annual reports will be retrieved from the database Company info; if the needed information in the database is not available, the information will be gathered from the company’s website where the annual reports of the company and of the company pension fund have been published.

To answer the first three hypotheses, qualitative data needs to be collected. Qualitative data are not only numbers but are also labels or names that are used to specify a quality of an element (Anderson et al 2000). To answer the first three hypotheses, the next qualitative data needs to be collected:

· What kind of pension plan does the Dutch stock exchange company apply? (DB, DC, CDC)

· If the company applies a DB pension plan what are the characteristics of this pension plan? (final salary, career average scheme, unconditional indexation, conditional indexation).
The labels DB, DC, CDC, final salary, career average scheme, unconditional indexation and conditional indexation are each accumulated  and presented in bar diagrams which can be used to judge the first three hypotheses.

To answer the fourth hypothesis and the fifth hypothesis quantitative data needs to be collected. Quantitative data are numbers that indicate a quantity or a size (Anderson et al 2000).

To answer the fourth and the fifth hypotheses, the next quantitative data in the annual reports of the selected companies and their company pension funds will be collected:

· The pension size. This is the ratio between the pension funds investments divided by the market value of the equity of the company (Swinkels 2006). The data on the pension fund investment will be gathered from the annual report of the pension fund and the equity at market value of the selected company will be gathered from the company annual report.

· The coverage degree. This the ratio between the investments and the pension liabilities of the pension fund, these are available in the annual reports of the company pension fund.
By collecting data concerning the same sample during the period 2003-2006, any changes in the pension plan can be detected.

6.3 Analyzing the results

The gathered qualitative data will be presented in bar diagrams, based on these the frequency concerning the Dutch stock exchange quoted companies on the AEX, AMX and ASCX are visible concerning the years 2003 until 2006 (Anderson et al 2000). Bar diagrams will be presented concerning the pension plan (DB, DC, CDC) for the selected companies with a DB pension plan concerning the salary plan (final salary, career average scheme) and concerning the companies with a DB pension plan a bar diagram will be presented concerning the indexation (unconditional indexation, conditional indexation). Bases on these bar diagrams it relative easy to concluded how many of the selected companies switched from a DB pension plan towards a DC pension plan or how many companies with a DB pension plan changed their pension policy from a final salary towards a career average scheme or from an unconditional indexation towards a conditional indexation. Based on this information the first three hypotheses can be rejected or accepted.

Based on these result can be concluded which company changed their pension policy and which company did not. Consequently the selected Dutch stock exchange companies can divided in two groups, one group that uses changes and one group that did not. Concerning the acceptance or the rejection of hypotheses 4 and 5 will be investigated if the variable coverage degree and the pension size have a relation with the change in the pension policy.

To detect this relation the quantitative data gathered concerning hypotheses 4 and 5 will be entered in SPSS, consequently a statistical test will be performed. According to Huizingh (2008), if someone wants to test the difference in the ratio variables between two independent groups he/she needs to use the Independent Samples T test. To conclude if they are equal, with the Independent Samples T-test the average of the two independent groups (companies that use a change in their pension policy and companies that did not) per variable (pension size, coverage degree) are compared. Based on this test results can be concluded if the selected companies that change their pension policy have a lower coverage degree and a higher pension size than the companies that did not change their pension policy.

The model that in this research will be used is graphical as follows:


[image: image3] The variable change in the pension policy is the dependent variable and the pension size and the coverage degree are the independent variables.
The variable change in pension policy is a nominal variable. When an aspect is not measurable but only identifiable, a nominal scale is used (Huizingh 2008).
The dependent variable pension size and coverage degree are both ratio variables. When the difference between two points has a meaning, a ratio scale will be used. For example the period between the year 800 and the year 1000 is just as long as the period between the year 1800 and 2000. Another aspect concerning the ratio scale is that it has a natural zero point (Huizingh 2008).
6.4 Research population

The research will focus on the Dutch stock exchange quoted companies on the AEX (Amsterdam Exchange Index, shows the price development of the 25 biggest shares on the Amsterdam stock exchange). And on the AMX (Amsterdam Midcap Index, the medium sized companies). And on the ASCX (Amsterdam Small Cap Index, which shows the price development of the smallest shares on the Amsterdam stock exchange). Choosing the companies of these three indexes provides a large sample size. Because the Dutch listed companies are obliged to use the IFRS rules (among others IAS 19) starting in 2005, only the companies that are listed on these three indexes in the year 2005 have been selected. This resulted in an initial sample size of 75 companies (25 companies on the AEX, 25 companies on the AMX and 25 companies on the ASCX).
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Initial sample size 

The list with the AEX, the AMX and the ASCX stock exchange quoted companies are retrieved from the website www.behr.nl (see appendix A). Based on this selection, companies that do not transfer their pension obligation to their company pension fund have been excluded. This exclusion is based on the purpose that the research is focused on the question if the reaction of the company is influenced by the coverage degree (health) and by the size of the company pension fund. To conduct this research, in addition, the annual reports of the selected companies and their pension funds concerning the years 2003, 2004, 2005 and 2006 need to be available. A company can anticipate IFRS and decide to alter their pension plan before 2005, consequently the year 2003 and 2004 have been selected. This finally resulted in a research population of the next 35 companies (18 AEX, 10 AMX, and 7 ASCX):
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Final sample, concerning the selection see Appendix A

6.5 Summary

To answer the central question, in this chapter the research framework focussing on the empirical part of this research have been presented. The way the data needs to be gathered and the database that will be used have been described. In addition, have been explained in which way the selected data needs to be analysed. Based on these analyses the hypothesis formulated in paragraph 5.3 can be accept or rejected.

The next chapter contains the results of the empirical part of this research.
7
Research results
Introduction

In this chapter the research results will be presented. Based on these results, the hypothesis formulated in paragraph 5.3 can be confirmed or rejected. Paragraph 7.1 will reject or confirm the hypothesis belonging to the first part of the central question ‘In which way do Dutch stock exchange quoted companies react on the mandatory use of IAS 19?’ In paragraph 7.2 the hypothesis formulated concerning answering the second part of the central question ‘have pension fund characteristics influenced this reaction?’ will be rejected or confirmed.
7.1
Results on the reaction of Dutch stock exchange quoted companies on the use of IAS 19
Hypothesis 1

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused a switch from a DB pension plan towards a DC pension plan.
Null hypothesis

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no switch from a DB pension plan towards a DC pension plan.
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Based on the bar diagrams the null hypothesis 1 is accepted. Only 5 companies use a change in their pension plan from DB towards DC or towards CDC. Consequently the majority of the selected companies stay with the DB pension plan.

Hypothesis 2

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan, but alter their pension policy from a final salary towards a career average scheme.
Null Hypothesis

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan, and did not alter their pension policy from a final salary towards a career average scheme.
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Based on the bar diagrams the null hypothesis 2 is rejected. Most of the selected companies that continue their DB plan change their pension policy from a final salary towards a career average scheme.

Hypothesis 3

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan, but alter their pension policy from an unconditional indexation towards a conditional indexation.
Null Hypothesis

The implementation of IAS 19 by Dutch listed companies on the AEX, AMX and ASCX caused no difference to stay with a DB pension plan and neither alters their pension policy from an unconditional indexation towards a conditional indexation.
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Based on the bar diagrams can be concluded that all the researched companies in year 2003 already use a conditional indexation and consequently no change is detected from an unconditional indexation towards a conditional indexation. Consequently, hypothesis 3 can not be answered.

7.2
Analyse on the influence of pension fund characteristics on the company’s reaction
Hypothesis 4

A low coverage degree concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is a reason to change their pension policy

Null Hypothesis

A low coverage degree concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is no reason to change their pension policy.
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The reliability level used in this research is 95%, consequently still a 5% chance exists that the answer is wrong. The mistake could be that the Null Hypothesis 
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 is rejected while this hypothesis is true. Based on the table concerning the independent samples test can be concluded that two different t-test have been executed, one with equal variances and another with unequal variances. SPSS test this proposition with the Levene’s test. In this case can be concluded that the variances are equal 0,944 (94,4%). Consequently only the t-test with the equal variances needs to be investigated. The test executed by SPSS is a two-tailed test, because the formulated hypothesis is a one-tailed test, the Significant (2-tailed) need to be divided by two (Huizingh, 2008). Consequently the result of this test is 0,512/2= 0,256 (25,6%). Based on that result the null hypothesis is accepted. 

Based on the table group statistics can conclude that the coverage degree mean of the companies change pension policy (1,2332) is lower than the mean of the companies that do not change their pension policy (1,26). However, to conclude that it can be qualified as a reason concerning companies changing their pension policy this difference is not significant.

Hypothesis 5

A high pension size concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is a reason to change their pension policy.

Null Hypothesis

A high pension size concerning Dutch AEX, AMX and ASCX stock exchange quoted companies is no reason to change their pension policy.
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The reliability level used in this research is 95%, consequently still a 5% chance exists that the answer is wrong. The mistake is that the Null Hypothesis 
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 is rejected while this hypothesis is true. Based on the table independent samples test can be concluded that two different t-test are executed, one with equal variances and another with unequal variances. SPSS test this proposition with the Levene’s test in this case can be concluded that the variances are equal 0,108 (10,8%) and consequently only the t-test with the equal variances need to be further investigated. The test executed by SPSS is a two-tailed test, because the formulated hypothesis is a one-tailed test, the Significant (2-tailed) need to be divided by two (Huizingh, 2008). Consequently, the result of this test is 0,067/2= 0,0335 (3,35%). Based on this result the null hypothesis is rejected. 

Based on the table group statistics can conclude that the pension size mean of the selected companies that change their pension policy (0,9005) is higher than the mean of the companies that do not change their pension policy(0,4275). In addition, based on the table of independent samples test is can be concluded that this can be qualified as a reason concerning companies to change their pension policy, the difference between these two means is significant enough.

7.3
Summary

This chapter presents the results of the empirical part of this research. Based on these results the formulated hypothesis in paragraph 5.3 have been accepted or rejected. The next chapter comments the limitations and presents the final conclusion of the research performed. In addition, suggestions concerning future research will be presented.

8
Conclusion 

Introduction

In this final chapter in paragraph 8.1 the central question will be answered. Paragraph 8.2 indicates the limitations of the performed research. In addition, in paragraph 8.3 recommendations concerning future research will be presented.

8.1
Answer on the central question
The central question of this research:

In which way do Dutch stock exchange quoted companies react on the mandatory use of IAS 19 and influenced pension fund characteristics this reaction?

Based on the results in chapter 7 can be concluded that the selected Dutch stock exchange companies on the AEX, on the AMX and on the ASCX as a reaction to the pension standard IAS 19 did not use a massive shift towards a DC pension plan or to a CDC plan. However these selected companies mitigate the risks associated with a DB pension plan by using a career average scheme and by using a conditional indexation. The conclusion that most of the selected companies in the Netherlands stay with a DB pension plan can be explained by the high degree of solidarity in the Netherlands. The high degree of solidarity in the Netherlands is also available in the first pillar (AOW) of the Dutch pension system. The AOW is funded by the so called pay-as-you-go system.  In this system the today pension payments to pensioners are financed by the today’s contributors (world-psi, 2008). 

The research also revealed a link between the pension fund characteristic high pension size and the change in the pension policy. Companies with a high pension size try to mitigate the effect that the pension fund will have on the balance sheet and on the results of the company, than companies with a low pension size. A link between the pension fund characteristic low coverage degree and the change in their pension policy was not found. The selected companies that use a change in their pension policy did have a lower coverage degree than companies that did not change their pension policy. However this difference was not significant enough to prove that it effected the choice of the company to change their pension policy.
8.2
Limitations of the research

In this research, only companies that in 2005 are listed on the AEX, AMX and ASCX with a company pension fund have been selected. Consequently, the research population is 35 companies. To formulate a general conclusion on these results; this is a relative small population. Consequently, it would be interesting to increase the research population by including also companies of other European countries that are obliged to use the requirements in IFRS. Another way to increase the research population is by adding companies that are listed after 2005; these companies will also be affected by the requirements in IFRS but at a later moment.

8.3 Future research

The current credit crunch had a large negative impact on the pension funds in the Netherlands. Because of the negative influence the company pension fund will have by using a DB pension plan on the company’s balance sheet and results, it interesting to research if companies, based on the before signalled situation alter their pension plan, from a DB pension plan towards a DC pension plan.
Another interesting research is in which way the management of pension funds deal with the credit crunch. Are these company pension funds by the company obliged to follow a more prudent investing policy? A prudent investing policy can be, investing less in shares and more in bonds. Consequently, the investments will be less affected by negative economic circumstances.
In addition, because of the credit crunch many pension funds in 2008 have lower coverage degree than the minimum of 105% required by the supervisor (DNB). The DNB allowed these pension funds until 1, April 2009 to present a recovery plan. It would be interesting to research in which way the companies beneath the 105% coverage degree are intent to meet the condition of 105% and if so if they met their goal.
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Akzo 31 31 31 31 32 32 32 32 32 32 32 32 38 38 41 41 41 41

Arcelor Mittal            

X

ASM Litho 53 53 53 52 54 54 54 54 54 54 54 54 68 68 67 67 67 67

BAM Groep            

Boskalis            

Corio            

X

DSM 22 22 22 22 22 22 11 11 11 11 11 11 13 13 14 14 14 14

Fugro            

X

Heineken 27 27 27 26 26 26 26 26 26 26 26 2633.75  27 27 27 27 27

X

ING 225225 225 221 239 239 239 238 238 238 238 238 181181 212 212 212212

X

KPN 244244 244 241 262 260 260 259 259 259 259 259 339332 271 271 271271

X

Philips 146146 146 141 156 156 156 153 153 153 153 153 148146 172 172 172172

Randstad            

X

RD Shell-A 271271 271 266 237 237 237 236 118 118 118 118 90 89 72 72 72 72

X

Reed Elsevier 79 79 79 79 82 82 82 82 82 82 82 82 95 95 102 102 102102

X

SBM Offshore 15 15 3.753.75 3.753.753.75 3.75 3.75 3.75 3.753.75  4.5 4.5  4.5 4.5 4.5 4.5 

X

TNT 48 48 48 48 54 53 53 53 53 53 53 53 49 49 49 49 49 49

TomTom 6 6 6 6         

Unibail-

Rodamco            

X

Unilever 188.5 186 186 61 64 63 63 63 63 63 63 63 61 60 52 52 52 52

Wereldhave            

X

Wolters Kluwer 34 34 34 33 33 33 33 33 33 33 33 33 39 39 39 39 39 39

X

Fortis 143143 143 139 146 146 146 145 145 145 145 145 175173 181 181 181181

USG People            

X

Corp Expr 20 20 20 20 16 16 1615.7515.7515.7515.75  15 18 18 18 18 18 18

Tele Atlas            

X

Vedior 18 18 18 18 19 19 19 19 19 19 19 19      

XHagemeyer 56 56 56 55 57 56 56 56 56 56 56 56 67 66 20 15 15 15

X

Numico 20 20 20 20 18 18 18 18 18 18 18 18 23 23 23 23 23 23

X

ABN AMRO 207207 207 203 190 190 190 189 189 189 189 189 198197 185 185 185185

Rodamco Eur 7 7 7 7         

X

Getronics 13 13 13 138.758.758.75  8.7 8.7  61 55 55 69 68 59 59 59 59

X

VNU 27 28 28 28 28 28 28 28 28 34 34 34 34 34 34

X

Versatel    44 44 43 43 43 43 43 60 60   

XP&O Nedlloyd    3.5 3.5 3.5 3.5 3.5       

Vd Moolen       5 5 5.5 5.5 5.5 5.5 

Gucci       3.5  8.3 8.3 8.3  7

LogicaCMG          103 103 103103

Selected 

Companies

Uit de AEX Index verdwenen: 



EOE/AEX-index

De AEX-index is ingevoerd in 1983. In dat jaar ging ze van start, en wel onder de naam EOE-index.

 Het enige doel was aanvankelijk een basis te zijn voor index-opties! Blijkbaar vond men de toen gebruikelijke CBS-aandelen-

index niet handig; daar zaten teveel fondsen in.

Het eerste jaar was de index geen mandje maar een formule: huidige waarde = vorige waarde + gemiddelde procentuele 

verandering van de fondsen.


Selection AEX Source: www.behr.nl 

[image: image23.emf]sinds   sinds sinds sinds sinds sinds  sinds sinds sinds sinds   sinds sinds sinds sinds sinds sinds sinds

13-okt 1-sep 17-mei 2-mrt 26-jan 14-okt 20-jun 8-mrt 2-mrt 10-nov 23-jun 5-mei 30-mrt 2-mrt23-mei30-mrt4-mrt

2006 2006 2006 2006 2006 2005 2005 2005 2005 2004 2004 2004 2004 2004 2003 20032003

X

Aalberts 38 38 38 38 37 36 36 36 35      

AMG            

Arcadis            

X

ASM Int. 83 83 83 83 74 73 73 73 73 77 77 73 73 73 69 66 62

BinckBank            

X

Crucell 91 91 91 91 55 54 54 54 53      

X

CSM 123 123 123 123 87 86 86 86 86 122 122 116 116 116 149 142134

Draka          40 37 35

Eurocomm 

Prop            

X

Heijmans 38 38 38 38 33 32 32 32 32 35 35 33 33 33 42 40 38

Imtech       30 30 29 29 29 38 36 34

KTC            

X

Logica 1796 1796 1796179613061258110311031100 926 926 876 876 876   

X

Nutreco 66.3566.35  55 55 50 49 49 49 48 53 53 50 50 50 62 59 56

X

OCÉ 138 138 138 138 127 125 125 125 123 135 135 128 128 128 169 161152

OPG            

Ordina 58 58 58 58         

ProLogis Eur.Pr

op            

Smit            

SNS Reaal            

USG People 74 37 37 37       32 31 29

X

Vastned rt 26 26 26 26 24 24 24 24 24 25 25 24 24 24 30 29 27

X

Vopak 48 48 48 48 45 44 44 44 44 46 46 44 44 44 55 53 50

Wavin            

X

Wessanen 114 114 114 114 105 103 103 103 103 112 112 106 106 106 141 136128

Boskalis 33 33 33 33    32 32 30 30 30 34 33 32

Pharming 93 93 93 93         

X

BAM Groep 190 190 190 38 21 21 21 21 21 18 18 17 17 17   

X

Fugro 106 106 106 106 89 88 88 22 22 23 23 22 22 22 28 27 25

X

Wereldhave 33 33 33 33 30 29 29 29 29 30 30 28 28 28 37 36 34

X

Corio 78 78 78 78 70 70 70 70 70 78 78 74 74 74 93 89 84

X

vd Moolen 68 68 68 68 56 55 55 55 54      

Tele Atlas            

X

Stork 55.7555.7555.75  51 50 49 49 49 48 51 51 48 48 48   

Getronics            

Univar 23 23 23 23         

X

Corus 1385 1385 1385692564666351635163516326 51605160 4882 48824882   

X

Hunter Dougl. 33 33 33 33 31 30 30 30 30 33 33 31 31 31 58 55 52

X

Randstad 91 91 91 91 84 83 83 83 83 90 90 85 85 85 111 107 97

X

Air France-KLM    292 287 287 287 286 86 8680.25       

X

Laurus    80 80 80 80 8056.24  439 417 417 417   

X

Rodamco Eur    101 99 99 99 98 70 70 66 66 66 63 60 57

X

AM    97 97 97 97      

X

PinkRoccade    17      

P&O Nedlloyd       37 3735.0535.05  31   

Vedior       265 265 251 251 251 319 290273

Vendex KBB       134 134 134 171 163154

KLM       69 69 88 84 79

Rodamco As          42 40 38

Vastned of          35 34 32

Volker Wes.          64 60

Vodafone Libtl          133

Uit de Midkap Index verdwenen:

Selected 

companies

  

Midkap-index

De Midkap-index is ingevoerd in 1995.

Selection AMX Source: www.behr.nl
[image: image24.emf]sinds  sinds sindssindssinds

26-okt30-jun18-apr2-mrt2-mrt

2006 2006 200620062005

Accell Group      

X

Antonov   133

Ballast Nedam 44 44 43 43   

Beter Bed      

X

Brunel 68 68 65 65 57

Eriks      

X

Exact Holding 145 145 140140123

X

Grontmij 24 24 23 23 16

Homburg Inv      

Hunter Dougl.      

X

InnoConcepts 51 51 50 50 43

Kardan      

Kas-Bank      

Liberty Acq      

Macintosh      

vd Moolen      

X

Pharming   303

X

Nieuwe Steen Inv 213 213 205205171

Qurius      

X

Sligro 62 62 60 60 52

Super de Boer 346 346 328328   

X

Telegraaf 236 236 227227198

TKH Group      

X

Unit 4 156 156 148148126

X

Vastned Off 115 115 111111 99

Fornix BioSc 40 40 39 39   

Gamma      

X

v.Lanschot 41 41 39 39 34

Spyker Cars      

X

KTC 91 91 88 22 20

X

OPG 64 64 62 62 53

Smit 68 34 33 33   

Arcadis 91 91 89 89   

X

Draka 161 161 153153138

X

Eurocomm Prop 158 158 152152120

X

Imtech 123 123 117117103

Vastned Retail      

Wavin      

Wegener 133 133 128128   

Endemol      

X

BE Semicond. 202 202 195195180

Binck 184 184 177177   

Kendrion 464 464 448448   

X

Athlon 75 75 65

X

Boskalis   110

X

Jetix Europe   107

X

Ordina   183

X

Sopheon   580

X

USG People    83

X

Univar    77

Uit de AScX Index verdwenen: 



In het kader van de plannen de zichtbaarheid te vergroten en de liquiditeit te bevorderen van de 

small en mid caps op haar markten,

 heeft Euronext een nieuwe index voor de meest verhandelde small caps op Euronext Amsterdam 

geïntroduceerd. Deze nieuwe index, de Amsterdam Small cap Index (AScX), komt tegemoet aan de 

vraag van marktpartijen. De index werd geïntroduceerd op woensdag 2 maart 2005.

De Amsterdam Small cap Index bestaat uit de 25 meest verhandelde small caps. 

Daarmee is de AScX een natuurlijke aanvulling op de succesvolle AEX-index van 25 meest 

verhandelde Blue Chips in Amsterdam en de Amsterdam Midkap index, die eveneen 25 bedrijven 

telt.

De Amsterdam Small Cap Index is qua reglementen consistent met de AEX-index en de Amsterdam 

Midkap index. 

Dit betekent dat fondsen worden geselecteerd op basis van effectieve omzet en dat de weging van 

deze fondsen wordt gebaseerd op de vrij verhandelbare marktkapitalisatie. Eéns per jaar zal de 

index worden herzien. Alle indexregels zijn objectief en transparant.

AScX-index



Selected 

companies


Selection ASCX Source: www.behr.nl
[image: image25.emf]totale selectie

Beschikbaar onderneming 

jaarrekening en jaarrekening 

pensioenfonds

AEGON

X

√

Wel beschikbaar

Aalberts X X Niet beschikbaar

ABN AMRO

√

Ahold

√

Air France-KLM

√

Akzo

√

AM

X

Antonov

X

ASM Int.

X

ASM Litho

X

Athlon

X

BAM Groep

X

BE Semicond.

X

Boskalis

√

Brunel

X

Corio

X

Corp Expr

√

Corus

X

Crucell

X

CSM

√

Draka

√

DSM

√

Eurocommercial 

 Properties

X

Exact Holding

X

Fortis

√

Fugro

X

Getronics

√

Grontmij

√

Hagemeyer

X

Heijmans

√

Heineken

√

Hunter Dougl.

√

Imtech

√

ING

√

InnoConcepts

X

Jetix Europe

X

KPN

√

KTC

X

Laurus

X

Logica

X

Nieuwe Steen Inv

X

Numico

X

Nutreco

√

OCÉ

√

OPG

√

Ordina

X

P&O Nedlloyd

√

Pharming

X

Philips

√

PinkRoccade

X

Randstad

√

RD Shell-A

√

Reed Elsevier

√

Rodamco Eur

X

SBM Offshore

X

Sligro

√

Sopheon

X

Stork

√

Telegraaf

X

TNT

√

Unilever

√

Unit 4 agresso

X

Univar

X

USG People

X

v.Lanschot

√

Vastned Off

X

Vastned rt

X

vd Moolen

X

Vedior

X

Versatel

X

VNU

√

Vopak

√

Wereldhave

√

Wessanen

X

Wolters Kluwer

√


Final selection consists of 35 companies with a company fund and available annual reports. 

Appendix B
Data collected from annual company reports and from annual pension fund reports.

[image: image26.wmf]Legend:

DB= Defined 
Benefit 

Pension size = ratio between the pension funds investments divided by the market value of the equity of the 

company

Coverage degree = ratio between investments and pension liabilities of the company's pension fund

DC= Defined Contribution 

CDC= Collective Defined Contribution

FS= Final Salary

CAS= Career Average Scheme

UI= Unconditional Indexation

CI= Conditional Indexation

companies that don't make changes in pension policy
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46%
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126%

136%

142%

147%

Fortis

AEX

DB

DB

DB

DB

fs/ci

fs/ci

fs/ci

fs/ci

35%
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AEX
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53%
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150%
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110%

114%
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Heineken

AEX

DB

DB
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DB
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36%

40%

42%

36%

100%

112%
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ING

AEX

DB

DB

DB

DB

fs/ci

fs/ci

fs/ci

fs/ci

35%

32%

25%

25%

116%
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136%

KPN

AEX

DB
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cas/ci

cas/ci

cas/ci
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6%

6%

10%

13%

126%
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49%
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cas/ci

53%

58%

43%

34%

130%

137%

152%

155%

VNU

AEX

DB

DB

DB

DB

FS/CI

FS/CI

FS/CI

FS/CI

10%

11%

9%

14%

112%

118%

122%

122%

Wolters Kluwer

AEX
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56%
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72%
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137%
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143%

157%
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fs/ci

fs/ci

11%
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39%

40%
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107%
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OCÉ
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CAS/ci
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DB 

DB 

DB 

CAS/ci

CAS/ci

CAS/ci

CAS/ci

21%

17%

25%

21%
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115%
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125%
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DB 

DB 

DB 
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124%

130%

134%

141%
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41%
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47%
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Dutch stock 

exchange 
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Change in pension policy





Pension size





Coverage degree





3.Starting letter


4. Pension regulations





1. Pension agreement





Employee





Employer





Pension executor





2. Execution agreement
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