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EVOLUTION OF THE BUSINESS AND SITUATION OF THE ENTITY 
 
GEROA PENTSIOAK Entidad de Previsión Social Voluntaria, hereinafter the Entity, 
was incorporated on 9 January 1996 by its founding members Asociación de 
Empresarios de Gipuzkoa (ADEGI) and the ELA, LAB, CCOO and UGT trade unions. 
The objective of the Entity is to provide complementary social welfare benefits on a 
sectorial basis, in accordance with collective labour agreements. 
 
No new sectors have been incorporated during 2005. However, six new non-sector 
companies, GURESERBI, S.L., ASPACE, IZPIA MEDIA, S.L., OMEY KAYAK, S.L., 
ASEDIR GESTION, S.L. and SILAM, S.A. have been admitted. Two sectors, 
Construction and Service Stations, have increased their contributions by 0.40% and 
0.50%, respectively. Likewise, four companies which are not adhered to any collective 
labour agreement in Gipuzkoa,  ZAHOR, ITV Gipuzkoa, MANUFACTURAS ORIA and 
LENDING SERVICE, S.L., have increased their contributions by between 0.50% and 
1.00%. 
 
The contribution percentages are different for each sector, but are linked to the 
contribution base for common workers’ contingencies. The following percentages were 
applied during the year: 
 

SECTORS % TOTAL CONTRIBUTION IN 2005 
Iron and steel  3.50%  
Ceramic 3.50% 
Timber 2.00% 
Freight 3.00%  
Bakeries 1.20%  
Glass 3.50%  
Construction 2.90%  
Paper and Cardboard 1.20% 
Furniture and Auxiliary 1.00% 
Fabric 1.60% 
Fur/leather 1.60%  
Metal 2.00%  
Gipuzkoa Cleaning sector 2.50% 
Service Stations 3.00% 
Fruit Wholesalers 1.50% 
Road Haulage 1.50% 
Catering, Entertainment and Sports 0.50% 

 
Total gross contributions at 31 December 2005 amounted to Euros 67.27 million, which 
represents growth of 8.11% compared to the prior year. Of the total contributions 
received, Euros 6.72 million was used to cover risk benefits deriving from disability and 
death, which may be broken down into an external reinsurance policy of Euros 4.28 
million, a direct risk provision of Euros 0.47 million and a surplus for the year of Euros 
1.97 million. Moreover, Euros 1.36 million of total contributions was taken to income in 
respect of a provision surplus. 



In order to avoid provision surpluses, the Entity’s governing board decided in prior 
years to quantify the risks associated with life annuities and limited the corresponding 
provision to 25% of commitments acquired. The related charge therefore amounted to 
Euros 1.09 million, thus bringing the total provision to Euros 3.60 million.  
 
At the closing date, 135,991 ordinary members had made contributions, details of 
which, by sector, are as follows: 
 

SECTORS 2004 2005 
Iron and steel  69,719 71,102 
Ceramic 260 380 
Timber 3,084 3,078 
Freight 710 803 
Bakeries 2,142 2,234 
Glass 394 408 
Construction 16,711 17,021 
Paper and Cardboard 1,931 1,988 
Furniture and Auxiliary 2,041 1,824 
Fabric 3,191 3,521 
Fur/leather 712 696 
Metal 7,940 8,363 
Gipuzkoa Cleaning sector 10,374 11,131 
Service Stations 828 894 
Fruit Wholesalers 151 160 
Road Haulage 6,034 6,490 
Catering, Entertainment and Sports 1,493 1,868 
Sundry 2,967 4,030 
 
The number of contributing members totals 9,527 companies, details of which, by 
sector, are as follows: 
 

SECTORS 2004 2005 
Iron and steel  3,533 3,566 
Ceramic 9 13 
Timber 497 495 
Freight 76 71 
Bakeries 178 193 
Glass 46 44 
Construction 1,543 1,570 
Paper and Cardboard 26 28 
Furniture and Auxiliary 96 88 
Fabric 660 695 
Fur/leather 154 154 
Metal 1,144 1,171 
Gipuzkoa Cleaning sector 234 255 
Service Stations 69 70 
Fruit Wholesalers 27 30 
Road Haulage 871 924 
Catering, Entertainment and Sports 108 125 
Sundry 30 35 



At 31 December 2005 equity amounted to Euros 486.46 million (excluding the 
members’ fund and voluntary provisions covering variations in life annuity 
commitments), which is 23.39% up on the prior year, and the Entity generated a net 
surplus of Euros 33.61 million. Equity is comprised of 40,315,410.271922 units of 
Euros 12.066405 each. 
 
Despite soaring oil prices, the financial markets started the year on a positive note, 
continuing with the recovery initiated in 2004 and aided by the drop in bond yields and 
healthy company profits in both Europe and the United States. After the downturns in 
March and April due to fears of an economic slowdown, particularly in the United 
States, and higher inflation derived from the sharp rise in the cost of raw materials, the 
stock markets recovered and, with the exception of the United States, ended the year 
on a high note.  
 
The star of the year in the fixed income markets was Alan Greenspan, president of the 
Amercian Federal Reserve, which, since June 2004, has raised the price of money no 
less than 13 times to its current rate of 4.25%. Nevertheless, this does not appear to 
have arrested growth in the Unites States, where GDP rose by 3.5% in 2005. Although 
Europe is still experiencing restrained GDP growth, incipient rises in inflation finally 
motivated the European Central Bank to raise interest rates in December by 25 basis 
points to 2.25%. 
 
In addition to the situation of the short-term fixed income markets, two events are worth 
highlighting: the narrowing of the gap between corporate bonds and public debt due to 
the perception of healthier company balance sheets, and a levelling off of yield curves, 
particularly in the United States, resulting in an overall reduction in the duration of fixed 
income portfolios.  
  
These and other factors, such as the appreciation of the Dollar against the Euro or the 
continuing strength of the Chinese economy, have played an essential part in shaping 
the panorama for the year. 
 
Details of trends in certain international variable income indices are as follows: 
 

Eurostoxx: 21.27% 
CAC: 23.40% 
Nasdaq 100: 1.48% 
S&P: 3.00% 
Ibex 35: 18.20% 

 
Geroa’s team of investment fund managers has therefore been adapting its portfolio on 
the basis of new contributions, fixed income yields and stock market trends. While 
investments in variable income have risen and have become more geographically 
diversified, fixed income investments, particularly long-term securities, have fallen due 
to the poor performance of bonds. 
 
At the end of 2005, 72.26% of the Entity’s equity consisted of fixed income securities, 
while variable income investments rose to 25.25%. The annual return on investments 
totalled 8.15%, which translates into a compound revaluation rate of 7.32% since the 
Entity’s incorporation.  
 
Approximately 1.95% of investments in shares are tied up in the Spanish stock market. 
International shares are managed by Morgan Stanley, Credit Agricole, Nordkapp, and 
the Entity’s own investment fund managers, which at year end comprise 11.68% of the 
investment portfolio. Variable income investment fund units account for 11.62%. The 



Entity has also slightly increased its level of direct investments, which currently stands 
at 0.71%, despite the sale of its interest in Sammic, which generated substantial gains. 
 
The investment portfolio at year end amounts to Euros 504.03 million, which includes 
liquidity and unrecorded underlying variable income gains. The criteria used to value 
the Entity’s investment portfolio is as follows: with the exception of underwriting risk, 
fixed income securities are stated at cost not market value, while provision is made for 
variable income and currency investments when cost exceeds the quoted price or 
exchange rate. Investments in unlisted companies are stated at cost unless 
circumstances dictate that the underlying net book value should be used.  
 
Operating and depreciation and amortisation costs amounted to Euros 1.29 million, 
which includes expenses of Euros 0.19 million related to advertising and commitments 
with personnel which have a balancing entry in income as they were previously 
provided for. Costs assumed by workers totalled 0.29% of average equity, while 
remaining overheads were offset by interest generated on the members’ fund. 
 
Throughout 2005, 1,717 benefits were paid comprising 977 for retirement, 297 for total 
incapacity, 155 for absolute disability, 4 for high-degree disability, 185 for death, 79 for 
delays and 20 in respect of occupational accidents resulting in the absolute disability, 
high-degree disability or death of the worker. Total benefits amounted to Euros 11.14 
million. 
 
Of the total benefits paid for disability and death, 468 were made with additional 
coverage amounting to Euros 6.56 million, 247 were paid in the form of capital, while 
the remaining 221 were disbursed as life annuities or financial income. The actuarial 
tables used to calculate these life annuity payments were GRM/F-95, with a technical 
interest rate of 4%, and the corresponding commitments were appraised by Biharko, 
Consultoría de Fondos de Pensiones y Entidades de Previsión Social Voluntaria, S.A. 
and amount to Euros 14.4 million. 

 
SIGNIFICANT SUBSEQUENT EVENTS
 
The reinsurance contract with Federación de Entidades de Previsión de Euskadi 
(Basque Federation of Voluntary Social Welfare Entities) was renewed with effect as of 
January 2006 to insure the collection of risk benefits. The policy for the new year 
covers 6.90% of the Entity’s total contributions, of which Geroa assumes 20% of the 
cost. 
 
With effect as of January 2006, life annuity benefits will be revalued by 2.70% as a 
result of the Entity’s surplus and the agreements reached by its governing board and 
general assembly. 
 
OUTLOOK FOR 2006
 
In 2006, the Entity intends to incorporate new companies from the Gipuzkoa economy, 
while certain sectors will increase their contributions. Contributions from the remaining 
sectors will rise due to the revisions in the contribution base negotiated in their 
respective collective labour or company agreements. 
 
The Entity’s investment profile will vary throughout the year. Fixed income, with interest 
rates of between 2.25% y 3.5% in Europe, is increasingly losing its appeal, while 
forecast rises by both the American Federal Reserve and the European Central Bank 
could create tensions over bond prices and widen the gap between corporate bonds. 



On the other hand, we expect the stock markets to perform well if factors such as 
geographical area, sectors and companies are selectively taken into account. 
Corporate mergers and takeovers will rise and overall profits will continue to exceed 
market expectations. The Entity’s variable income investments will rise gradually to 
30% of equity, while attention will be focused on the United States and Asia. If 
conditions so permit, the Entity will continue to increase its direct investments through 
the acquisition of shares in unlisted companies or through any other means which 
enable it support and propel the industrial fabric of Gipuzkoa.  
 
Fixed income securities will continue to comprise the principal source of investment, 
and therefore, the highest percentage of equity, albeit somewhat less than in prior 
years. 
 


