
  

 
 
 
 
 
 

STATEMENT OF INVESTMENT PRINCIPLES 14-12-2017 
  

 
The Organisation's assets are invested solely in the interest of its Ordinary Members 
and Beneficiaries.   
 
The Organisation's assets are mainly invested in regulated markets. Assets are 
invested in such a way as to safeguard security, profitability, liquidity, diversification, 
monetary coherence and time frames. 
 
The Organisation's assets are at all times invested in compliance with current 
regulations. However, a proportion of the Organisation's assets are held in securities 
which are not eligible under current regulations; said assets were acquired prior to the 
publication of these regulations and will be sold as soon as possible without damaging 
the interests of the Organisation's members. 
 
Diversification of the Organisation's assets is aimed to achieve a return which is, at 
least, greater than inflation. 
 
The Organisation will review its Statement of Investment Principles every three years.  
However, if deemed necessary due to the market situation or to the coming into force 
of new regulations, modifications may be made before this time. Any such 
modifications must be approved by the Organisation's Governing Board which will in 
turn communicate the matter at the first General Assembly held after that Board 
Meeting.   
 
When making investments, GEROA takes account of social, environmental, ethical or 
corporate governance considerations as explained in its Socially Responsible 
Investment Policy. 
 
PORTFOLIO RISK PROFILE 
 
The Organisation's objective is to maximise profitability for its members whilst 
minimising the risks assumed at any time. Bearing this in mind, it maintains a 
diversified portfolio with various types of assets, always aiming to preserve capital and 
achieve medium- and long-term stability, provided that the market situation so allows. 
 
Generally speaking, the Organisation's portfolio will mainly be used to make Fixed 
Income investments in euros. In addition, as described below, the Organisation may 
invest in Equity or Other Assets, as well as making direct investments or investments in 
Venture Capital Funds or Companies. Investments are made in both Euros and other 
major currencies such as US Dollars, Yen, Pounds sterling and Swiss Francs, being 
able to take positions in others of a marginal nature. 
 
Taking into account that Fixed Income is subject to some volatility due to changes in 
interest rates and credit spreads, as well as the market perception, duration and curve 
and, evaluating the various risks assumed by the investment in each of the other asset 
classes, we consider that the risk of the GEROA PENTSIOAK portfolio is AVERAGE. 
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DIVERSIFICATION OF INVESTMENT PORTFOLIO 
 
 
GENERAL RULES: 
 
GEROA’s equity is divided into three funds: 
 
Fund 1: This is the fund containing the Technical Reserves for which the Member 
assumes the risk of Investment and the Mathematics of the members and beneficiaries 
with income from annuities. 
 
Fund 2. This is the Fund containing the equity of the members who receive their 
considerations in the shape of temporary annuity.  
 
Management company: Is the Fund containing the Organisation’s Net Worth.  
 
Fund 2 and the Management Company will invest a minimum of 90% in Liquidity and 
Fixed Income securities, endeavouring to preserve their net worth as far as possible. 
 
For Fund 1 the rules are as follows: 
 
The percentages calculated in this SIP are calculated on the total Portfolio of Fund 1 
valued at Market price, except for the percentage defined as portfolio at maturity. 

 
 The classification has the following Groups of Assets: 

1. Liquidity. 
2. Fixed income. 
3. Equity. 
4. Other assets. 
5. Venture Capital or direct investment 

 
Investments in Venture Capital Firms or Funds and Direct Investments in the shares of 
unlisted companies, due to being high-risk illiquid assets, have a maximum investment 
limit of 10%. 
 
Investments by the organisation can take the shape of actions, bonds, promissory 
notes, etc., i.e. directly or through vehicles containing the different underlying 
typologies in which the organisation invests, provided that they are considered suitable 
and comply with existing legislation at all times. 
 
Investment in a single vehicle cannot be more than 3%. 
 
Different limits are established by asset type in the attached tables. 
 
The management companies are obliged to rectify any failure to comply with the limits 
established in this SIP within a maximum of 1 month. However, a report of the situation 
will be delivered to the Risk Manager and to the Internal Auditor. The management will 
convey to the Board the actions taken to adapt them.  
 
I.- LIQUIDITY: 

          
The organisation can keep between 3% and 20% of the portfolio in liquidity or deposits 
with a maturity of less than 12 months made with credit institutions, provided that they 
have their headquarters in a European member state and that they are mainly 
expressed in Euros, US Dollars or Pounds sterling. Investment in Deposits must not 
exceed 10% per Organisation. 
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II.-  INVESTMENT IN FIXED INCOME:      
 
Investment in Fixed Income will be diversified in the following Asset types: 
 

 Promissory notes. 
 Bills of exchange, Bonds, Debentures and Covered Bonds. 
 Fixed Income Funds in the broadest sense and no matter what their 

denomination. 
 Fixed Income ETFs. 
 Fixed Income derivatives. 
 Private Debt Venture Capital Companies. 
 Structured Fixed Income Products without venture capital.  
 Dual:  Bonds structured with the inclusion of a derivative, and with capital risk, 

no matter what the type of underlying asset provided that its principal 
characteristics of fixed income are maintained. 

 Convertible securities. 
 And any others complying with existing regulations at any time. 

 
Fixed income investments will be actively managed, reducing or increasing the portfolio 
duration, reducing or increasing the different types listed above. 
 
The Organisation does not have a pre-established objective for portfolio duration. 
 
For the Fixed Income investment it is essential to analyse the macroeconomic situation 
at world level, the perspective of interest rates, mainly in Europe, the USA and Japan 
and the systemic risk.  
 

 
TIME FRAMES: 

 
The investment in fixed income can be short, medium and long term. The 
following are crucial for establishing the duration of the fixed income portfolio: 

 
 The absolute value of the yields obtained in the different time frames. 
 The slope of the curve, i.e. the differential between the short, medium 

and long term. 
 
ISSUERS: 

 
Depending on the type of assets, the Organisation may invest in various public 
or private issuers.  The following will be key: 
 

 The medium and long-term positions of corporate bonds making up the 
investment portfolio may not exceed 2% per issue, or 5% when 
considering the total per issuer. In the event of positions exceptionally 
exceeding this 5%, their total must not exceed 30%. 
 

 Investment in public debt securities, autonomous communities, regional 
or provincial councils, local corporations or other official, local, national 
or supranational bodies may exceed the limits of private issuers in 
percentage and by reference, while practising cautious diversification in 
accordance with the market situation, the investment percentages and 
their time frames. 
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 The rating assigned by the rating agencies, if available. 
 The rating assigned by the organisations themselves according to the 

credit ratings of each issuer in the absence of an issue rating. 
 Credit spreads. 
 Sectoral and comparative analysis of the issues. 
 The fundamental analysis. 

 
VALUATION OF FIXED INCOME 

 
In accordance with the criterion for the valuation of fixed income assets, the 
following two categories are established: 

 
-Fixed Income at Maturity Portfolio: Which may include those securities that 
are rated with an Investment Grade rating (BBB- or higher) at the time of 
acquisition by some of the agencies offering a rating for that issue. 
 
-Portfolio at market prices: This will include the remainder of the fixed income 
assets. 
 

III.- INVESTMENT IN EQUITY:     
 
 
Equity Investment will be diversified in the following types of assets: 
 

 Assets listed in organised markets. 
 Subscription rights. 
 Investment funds or companies which have underlying listed shares in 

organised markets, independently of the sector to which they belong, respecting 
the stipulations of legal provisions. 

 ETFs which have underlying listed shares in organised markets, 
independently of the sector to which they belong. 

 Equity Derivatives. 
 
The Organisation may invest in global market shares. 
 
Variable-income securities must not exceed 1.5%. 
 
Share investments will be cautiously diversified, both by share types, and by sector and 
geographic area. 
 
IV.- OTHER ASSETS:  
 
This section includes the following assets: 
 

 INFRASTRUCTURES. 
 REAL ESTATE. 

 
Infrastructures and real estate will include physical assets or shares, as well as 
vehicles whose underlying contains said assets and provided that they are not listed in 
organised markets. 
 

 RAW MATERIALS, underlying or synthetic shares. 
 ALTERNATIVE FUNDS. 
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The aim is to invest in shares of low correlation with the market and which provide 
expected stable returns. 
 
V.- DIRECT INVESTMENT:       
 
The Organisation will invest up to 5% in the capital of companies not listed in organised 
markets.   
 
Direct investment may be made via ORZA AIE, formed jointly with Elkarkidetza on a 
50% basis, either through Venture Capital Funds or Companies, with underlying 
shares in unlisted companies, or directly by the organisation itself. 
 
We include in this section loans, convertible or not, granted to companies in which 
shares will be acquired, and micro-loans to enterprising members. 
 
In general terms, the percentage acquired in unlisted companies will not account for 
more than 50% of the capital of the company in which it is invested in the first round of 
investment. Said 50% can be exceeded in subsequent rounds.  
 
DERIVATIVES: 
 
The organisation may invest in derivative instruments, options, futures, swaps or credit 
derivatives. 
 
Investment in these types of assets is undertaken either to hedge portfolio positions or 
to adjust the percentages of Equity-Fixed Income investments faster and with lower 
transaction costs than if done directly with the underlying assets. 
 
The amount committed to the operation with direct derivatives will be calculated 
together with the amount for underlying assets in order to calculate the investment 
limits. Thus, the investment in Equity derivatives will count towards the 40% limit if they 
are purchased, and if the term is short the percentage will be subtracted, the same as 
for Fixed Income derivatives in their corresponding section.  
 
To calculate the options, they will appear at the premium market value. If the strike of 
the option lies with the money, account will be taken of both their premium and their 
underlying value. 
 
CURRENCY: 
 
The investment portfolio investment will be mainly in euros. The currency derivatives 
will increase or reduce the net position in each currency. 

 
 Investment in euros: 75%-100% 
 Investment in currencies other than Euros, Dollars, Yen, Swiss Francs 

and Pounds sterling. 
0%-5% 
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SUMMARY OF INTERNAL INVESTMENT LIMITS 
 
 

 
MIN MAX 

Investment by Issuer (In case of excess inform JG and ∑ never >30%) - 5% 
Investment in a single Fund/Vehicle - 3% 
Investment in a Fund on the total of its assets. - 10% 
Investment in illiquid securities - 10% 
Investment in Euros 75% - 
Investment in currencies other than Euros, Dollars, Yen and Pounds sterling. 0 5% 
Investment in liquidity and deposits for less than 12 months 3% 20% 
Deposits in a single Organisation - 10% 
Fixed Income Investment 35% 95% 
Rating to include FI at Maturity BBB- - 
Investment in Public Bonds 0 100% 
Investment in a single Corporate Bond - 2% 
Investment in Convertible securities - 5% 
Investment in Structures - 10% 
Investment in Duals - 5% 
Investment in Unrated Bonds - 5% 
Investment in High Yield Bonds - 10% 
Investment in Equity  - 40% 
Investment in a single action - 1.5% 
Investment in Other Assets    10% 
Investment in Infrastructures - 5% 
Investment in Real Estate - 5% 
Investment in Raw Materials - 5% 
Investment in Alternative Funds - 5% 
Direct Investment - 5% 
Maximum limit of capital invested in a company in the first round   50% 
Limit by Investment of the total issued by venture capital companies or funds   20% 
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RISK CONTROL PROCEDURES: 
 
With a view to controlling risk, a specific department is created which will act in 
connection with the Organisation's Investment and Accounts departments, controlling 
percentages and the valuation of assets making up the Organisation’s net worth and 
any other control considered necessary. 
 
Risk, from a financial point of view, is understood to be uncertainty regarding the 
evolution of a certain asset, indicating the probability of an investment generating yields 
other than those initially expected. In this respect there are different factors owing to 
which the yield of an investment may be lower than expected: 
 
1. LEGAL RISK 
 
Risk that the portfolio investments do not obey the diversification criteria established 
both legally and in the Organisation’s Statement of Investment Principles. 
 
To control this risk the following limits will be verified: 
 
LEGAL LIMITS 
 

% ON ASSET 
DESCRIPTION 

 
  

Min. 70%  

Fixed and Equity Instruments and Rights accepted for negotiation in 
OECD-regulated markets. 
Shares and interests in CIIs (Collective Investment Institutions must have 
the Collective Investment in Transferable Securities stamp) 
Deposits <12 months. 
Property and real estate rights. 
Mortgage loans. 
Derivative financial instruments. 

Max. 5%  Assets issued by a same listed company. 
Max. 10%  Assets issued by companies of the same group. 

Max. 2% Securities not accepted for listing in regulated markets issued by a same 
company 

Max. 4% Securities not accepted for listing in regulated markets issued by 
companies of a same group. 

Max. 2% Securities not accepted for listing in regulated markets issued by 
promotors of the Voluntary Social Welfare Organisation. 

Max. 20% Property and real estate rights. 
Max. 10% In a single property or real estate right. 
Max. 20% In securities or interests issued by venture capital funds or companies. 

Max. 5% 

Probable maximum loss in derivatives = 1.3 · δ · σ · P 
δ: Delta of the derivative 
σ: Annualised volatility of the underlying asset 
P: Market value of the underlying asset 

According to needs Liquidity coefficient (Cash + deposits <12 months) 
Max. 30% Total liquidity. 
Max. 10% Total liquidity in a single Organisation. 

 
SECURITIES NOT ACCEPTED:  
 
Deposits of more than 12 months 
Non-Collective Investment in Transferable Securities CIIs.  
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2. MARKET RISK 
 
Is the potential loss in value of financial assets owing to adverse movements in factors 
which determine its price. 
 
This risk occurs in the event of the eventuality of incurring losses in the value of the 
positions maintained in financial assets, owing to the variation of risk factors (equity 
values, interest rates, exchange rates, volatilities, correlations etc.).  
 
The discretional market risk is calculated using the VaR (Value at Risk) method, giving 
an estimate of the potential expected maximum loss presented by a position owing to 
an adverse, but normal movement in any of the parameters identified which have an 
influence on the market risk. 
 
Said estimate is expressed in monetary terms and refers to a certain date, a certain 
level of confidence and a specified time frame.  
 
The VaR (Value at Risk) calculation is carried out monthly using the models 
implemented at Bloomberg using the following parameters: 
 
 A multi-active model: Bloomberg Risk Model (Regional). 
 Monte Carlo Model. 
 The maximum loss is expressed in a market value percentage. 
 Level of confidence or probability of loss associated to the VaR: the confidence 

levels are set at between 95% and 99%. 
 Time frame referred to: 1 month 

 
3. COUNTERPARTY RISK 
 
This is the risk that a bond issuer fails to observe their payment obligations on the date 
of maturity.  
 
To calculate this risk, there are independent companies which qualify fixed-income 
issues according to the issuer’s credit rating; these are the so-called Rating Agencies, 
among which we can highlight Moody’s, Standard & Poor’s and Fitch.  
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These agencies classify long-term investments according to the following scale: 
 

  MOODYS S&P FITCH 
IN

VE
ST

M
EN

T 
G

R
A

D
E 

The highest rating for a company, reliable and 
stable. 

Aaa AAA AAA 

High quality companies, very stable and low 
risk. 

Aa1, Aa2, Aa3 AA AA 

Companies whose financing may be affected 
by the financial situation. 

A1, A2, A3 A A 

Companies of medium level in a good position 
at the moment of being qualified. 

Baa1, Baa2, 
Baa3 

BBB BBB 

IN
VE

ST
M

EN
T 

G
R

A
D

E 

Highly prone to economic changes. Ba1, Ba2, Ba3 BB BB 
The financial situation suffers notable 
variations. 

B1, B2, B3 B B 

Currently vulnerable and strongly dependent 
on the economic situation. 

Caa1, Caa2, 
Caa3 

CCC CCC 

Highly vulnerable, high level of speculation. Ca CC CC 
Extremely vulnerable with risk of payment 
defaults. 

C C C 

 
 
Following the subprime crisis, the qualification of Rating Agencies is often questioned 
since, for example, prior to its collapse the Lehman Brothers had an A-grade 
qualification.  
 
This is why we must never solely and exclusively trust these qualifications in order to 
calculate credit risk; in fact we can find on the market the bonds of companies which 
list with completely different differentials (higher or lower) than would be expected from 
their Ratings. 
 
There are Fixed Income issues which have no rating owing to the cost and 
methodological variations employed by said ratings agencies, creating significant 
fluctuations in numerous issues which do not correspond to reality.  
 
 
4. INTEREST RISK  
 
This is the risk of potential variations in the price of a fixed income security as the result 
of evolving interest rates.  
 
When interest rates rise, the price of fixed income in the portfolio drops (since new 
issues offer more attractive rates than the older ones negotiated on the market, 
meaning that their price must lower to obtain an equivalent yield) and vice versa. This 
risk increases the greater the asset maturity time frame. 
 
To measure interest risk we use the duration concept of the Fixed Income portfolio, 
which indicates the average time remaining on each bond. We refer to an average 
because bonds have different payment flows, each with a different maturity time frame. 
In this case the duration would show us the years (or days) on average remaining until 
maturity of the bond at hand.  
 
We must point out that this is not a simple average, but a weighted average, using as a 
weighting factor the Actual Value of each flow. 
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Logically, if we have a bond with a single flow to mature, the average would be the 
same period, meaning that no calculation is necessary, i.e. its duration would be the 
same as the maturity date.  
 
The duration, also known as the Macaulay Duration is therefore useful as an additional 
criterion when it comes to choosing between different bonds, since it will give us an 
idea of how close we are to recovering the sum invested in them. It is normally 
preferable to choose a bond of shorter duration. 
 
The Macaulay Duration formula is:  

 
 
where: 
 
d = Macaulay Duration measured in years 
VAt = Total Actual Value of the Bond. 
VAi = Actual Value of the flow i 
pvi = term to maturity in days of flow i 
 
Another indicator is Modified Duration. This is the measure of the sensitivity of the 
bonds and other fixed income financial assets to a change in interest rates. 
 

 
 
where: 
 
dm = modified duration 
R = Effective Annual Yield 
 
(In the case of bonds with a very long duration, changes in price occurring due to a 
variation in interest rates is absorbed by the bond convexity.) 
 
5. CURRENCY OR EXCHANGE RATE RISK:  
 
This is the possibility that the value of the investments is affected by changes in the 
exchange rate. For example, if an investor acquires securities expressed in dollars, the 
appreciation/depreciation (increase/decrease in value) of the dollar against the euro 
would have a positive/negative effect on the price.  
 
To avoid exposure to currency risk, the Organisation’s Statement of Investment 
Principles establishes that the majority of investments must be expressed in euros, 
meaning that the exchange rate risk will be controlled using the percentage of 
investments in currencies other than euros in the portfolio. 
 
6. LIQUIDITY RISK 
 
A penalisation may occur in the price of an instrument in the event of having to cash in 
an investment in order to rapidly recover the capital invested. Generally speaking, it 
can be said that listed instruments are more liquid than those which are not listed, 
given that there are more possibilities of finding counterparties at a reasonable price 
(sometimes unlisted instruments have some kind of a liquidity clause or guarantee by 
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the issuer or a third party, although there is not as much transparency in regard to the 
price). The less liquid a value, the greater the decrease in the price the investor must 
accept in order to sell their instruments. In cases of extreme illiquidity, it may become 
impossible to recover the investment when desired. 
As already explained, it has been considered advisable to set a limit on Assets 
considered to be illiquid and which is the sum of different kinds of assets. 
 
Additionally, there is a risk of liquidity when the sums payable are higher than the 
Organisation’s liquid availabilities. To measure this kind of risk we must observe the 
ratio of contributions/payments over an annual period. 
 

Total Contributions+Assets at maturity < 1 year:      
Total Payments:  
 
 

7. INVESTMENT RISK: 
 
This is the one assumed by the holder of a fixed income instrument, owing to the 
potential effect of exchange rate evolution on re-investing the flows deriving from their 
investment. It occurs when the investment time frame does not coincide with its 
maturity date. Interest rate variations will produce higher or lower yield on the re-
investment of cash flows, with respect to the initial amount anticipated; on the other 
hand, on maturity of the asset, if the capital must be re-invested, the interest rate level 
will establish a higher or lower yield by the investment in the last period. This risk is 
directly related to the interest risk. 
 
 
8. OPERATIONAL RISK: 
 
Risk of errors in the transmission and execution of instructions to buy or sell 
instruments, by the intermediary organisations.They may be owing to computer 
breakdowns, faults in the control systems or human error. Their control demands strict 
verification of the instruction content and the subsequent verification that the actions 
executed correspond to the instructions received and the market situation. 
 
9. COUNTRY RISK 
 
This is the credit risk of an investment, which does not depend on solvency of the 
issuer, but on that of its country of origin. For example, there is a country risk if the 
possibility exists that a State may decide to transfer capitals abroad, blocking 
payments, or perhaps to withdraw an organisation’s public guarantee; some countries 
have even suspended, at some time or another, the payment of public debt interests 
and/or capital. 
 
10. SYSTEMATIC or MARKET RISK 
 
Depends on generic factors which effect the evolution of prices on the securities 
market (general financial situation, news of a political nature, etc.) and not on the 
characteristics of an instrument. An attempt is made to keep this risk to a minimum by 
means of widespread and adequate diversification with weightings by solvency and 
liquidity of the invested assets. 
 
11. SYSTEMIC RISK 
 
This risk implies generalised, global mistrust in the economic model; it is caused by the 
contagion brought about by a financial crisis as a result of its concentration in one 
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sector of the economy, generally financial and banking, and can affect the other 
sectors of the economy. 
 
This risk can only be minimised with high positions of liquidity in Public Debt or credit 
institutions of maximum solvency, and in gold and the US dollar as safe haven assets. 


