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Introduction

Milliman’s India office conducts an annual study of the pension and gratuity obligations of the 26 
public sector banks in India to report the major trends with regard to these obligations. The main aim 
of the study is to educate and create awareness about the state of employer-sponsored retirement 
programs and foster a healthy dialogue among policy builders, employers, employees, and the 
general public about the future of retirement plans in India. This is our second such publication.

The following report is divided into two sections: the Pension Study, which contains details about 
the state of funded defined benefit pension plans sponsored by the 26 public sector banks, and the 
Gratuity Study, which contains details about the funded defined benefit gratuity plans of the same 26 
public sector banks. We have extracted data from their 2011-2012 annual reports.
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2012 Milliman Study of Pension Funding  
among Indian Public Sector Banks
Historically high PBO and expense levels recorded in 2011-2012
The 26 Indian public sector banks under consideration registered a historically high aggregated 
projected benefit obligation (PBO). During the year, combined PBOs increased by about 9% from 
approximately Rs 117,600 crores to approximately Rs 128,500 crores. 

The combined increase can be attributed to several factors, including accrual of extra years of 
service, aging of plan population, demographic experience, and changes in economic assumptions.

Figure 1: PBO
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There was a reduction in pension expense in 2011-2012. Total charges to earnings were 
approximately Rs 13,000 crores, compared with Rs 21,100 crores in 2010-2011.

Figure 2: EMPLOYER EXPENSES 
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As a result of record levels of employer contributions,  
the overall pension funded status has improved 
The banks contributed a record amount of approximately Rs 23,100 crores to their pension plans in 
2011-2012. This is an increase of 39% over the figure for 2010-2011. 

Figure 3: TOTAL ER CONTRIBUTION
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The funded ratio of the banks’ combined pension plans increased substantially during 2011-2012, 
reaching 83%. The aggregate pension deficit of approximately Rs 37,300 crores in FY 2010-2011 
fell by approximately Rs 14,900 crores during FY 2011-2012 to approximately Rs 22,400 crores.

FIgure 4: PLAN ASSETS AND LIABILITIES
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In 2010-2011, the PBO funded ratios among the banks ranged from a low of 49% to a high of 100%, 
with an average of 68%. In 2011-2012, the funded ratios increased to an average of 83%, ranging 
from a low of 71% to a high of 100%. 

Reasons for the rise in funded ratio include the increased levels of employer contributions, the higher 
discount rates, and better-than-expected investment returns.

Figure 5: CHANGE IN FUNDING
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Discount rates used to measure plan liabilities increase in 2011-2012
The median discount rate in 2011-2012 did not change from 8.5%.1 

Figure 6: DISCOUNT RATE DISTRIBUTION
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1	 The 8.4% average discount rate for 2010-2011 reported in last year’s study was determined as a mean average. The 
figure quoted above is a median.
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Asset performance
The median investment return on pension assets for the banks in 2011-2012 was 8.6%. This 
compares to the average expected rate of return (as stated in the employee benefits disclosures 
in their annual reports) of 8.5%. The median investment return on pension assets in 2010-2011 
was 7.9%, compared with a median expected rate of return of 8.0%.2 

Only three banks in the group continued to assume an expected rate of return for 2011-2012 of 
9.0% or higher. 

Figure 7: CHANGE IN PERFORMANCE 2010-2012

7.0%

7.5%

8.0%

8.5%

9.0%

2010-2011 2011-2012 

Expected Actual 

8.0% 8.5% 7.9% 8.6% 

Asset allocation
There were some changes in asset allocation in the last two years, particularly changes in assets 
allocated to non-bond type investments. These include cash, insurance company managed 
funds, and other asset classes. On average, the banks invested 46% of their pension fund 
assets in government securities (down from 47% in 2010-2011) and 30% in corporate bonds 
(down from 36% in 2010-2011). The remaining 24% of pension fund assets were invested in 
other asset classes (up from 17% in 2010-2011).

Figure 8: ASSET ALLOCATION 
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2	 The 8.3% average expected rate of return for 2010-2011 reported in last year’s study was a mean average. The figure 
quoted above is a median average.
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2012 Milliman study of gratuity funding  
among Indian public sector banks
Historically high pBO and expense levels recorded in 2011-2012
The 26 Indian public sector banks under consideration registered a historically high aggregated 
PBO. During the year, combined PBOs increased by about 7%, from approximately Rs 23,800 
crores to approximately Rs 25,400 crores. 

The combined PBO increase of about 7% among the banks can be attributed to several factors, 
including accrual of extra years of service, aging of plan population, demographic experience and 
changes in economic assumptions.

Figure 9: PBO
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There was a reduction in gratuity expense in 2011-2012. Total charges to earnings were 
approximately Rs 2,900 crores, compared with Rs 5,700 crores in 2010-2011.

Figure 10: EMPLOYER EXPENSES 
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As a result of record levels of employer contributions,  
the overall gratuity funded status has improved
The banks contributed a record amount of approximately Rs 4,200 crores to their gratuity plans in 
2011-2012. This is an increase of 43% over the figure for 2010-2011. 

Figure 11: TOTAL ER CONTRIBUTION
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The funded ratio of the banks’ combined gratuity plans increased substantially during 2011-2012, 
reaching 87%. The aggregate gratuity deficit of approximately Rs 5,400 crores in FY 2010-2011 had 
fallen by approximately Rs 2,100 crores during FY 2011-2012 to approximately Rs 3,300 crores.

FIgure 12: PLAN ASSETS AND LIABILITIES
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In 2010-2011, the PBO funded ratios among the banks ranged from a low of 55% to a high of 102%, 
with an average of 77%. In 2011-2012, the funded ratios had increased to an average of 87%, ranging 
from a low of 69% to a high of 107%. 

Reasons for the rise in funded ratios include the increased levels of employer contributions, the higher 
discount rates and better-than-expected investment returns.

Figure 13: CHANGE IN FUNDING
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Impact on PBO per employee 
The average PBO per employee increased by about 1.4%, from around Rs 331,000 in 2010-2011 
to around Rs 336,000 in 2011-2012.  

Figure 14: AVeraGe PBO PER Employee 
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Discount rates used to measure plan liabilities increase in 2011-2012
The median discount rate increased from 8.4% in 2010-2011 to 8.5%3 in 2011-2012. 

Figure 15: DISCOUNT RATE DISTRIBUTION
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Asset performance
The median investment return on gratuity assets for the banks in 2011-2012 was 8.7%. This 
compares with the average expected rate of return of 8.4% (as stated in the employee benefits 
disclosures in their annual reports). The median investment return on gratuity assets in 2010-2011 
was 8.3%, compared with a median expected rate of return of 8.0%.4 

Only four banks in the group continued to assume an expected rate of return for 2011-2012 of 9.0% 
or higher. 

Figure 16: CHANGE IN PERFORMANCE 2010-2012
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3, 4	 The figures quoted for 2010-2011 reported in last year’s study were mean averages. The figures quoted above are 
median averages.

	



Milliman  
India Study

10India defined benefit funding study
Simon Herborn, Ravi Shekhar, Danny Quant, Mohammad Ali Makani

May 2013

Asset allocation
There were some changes in asset allocation in the last two years, particularly in assets allocated to 
non-bond-type investments. These include cash, insurance company managed funds and other asset 
classes. On average, the banks invested 38% of their gratuity fund assets in government securities 
(down from 39% in 2010-2011) and 23% in corporate bonds (down from 29% in 2010-2011). 
The remaining 39% of gratuity fund assets were invested in other asset classes (up from 32% in 
2010-2011).

Figure 17: ASSET ALLOCATION 
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About this Study

Milliman 2012 India Pension Funding study and Gratuity Funding Study
The results of the Milliman 2012 India Pension Funding Study and Gratuity Funding Study are based 
on the pension plan accounting information disclosed in the footnotes to the banks’ annual reports 
for the 2010-2011 and 2011-2012 fiscal years. These figures represent the generally accepted 
accounting principles (GAAP) accounting information that public companies are required to report 
under Accounting Standard 15 (Revised 2005). In addition to providing the financial information on 
the funded status of their pension plans, the footnotes may also include figures for the companies’ 
gratuities and unfunded plans. 

This study covers the 26 public sector banks, all of which have funded defined benefit pension and 
gratuity plans. Private companies and mutual insurance companies were excluded from the study. 

Milliman also publishes an annual pension funding study and a monthly pension funding index for the 
100 largest U.S. defined benefit plans.  

Simon Herborn, FIA, FIAI, is a consulting actuary in the Mumbai office of Milliman.  
Contact him at simon.herborn@milliman.com. 
 
Ravi Shekhar, CFA (ICFAI), APA, is a consultant in the New Delhi office of Milliman.  
Contact him at ravi.shekhar@milliman.com. 
 
Danny Quant, FIA, is a consulting actuary in the Singapore office of Milliman.  
Contact him at danny.quant@milliman.com. 
 
Mohammad Ali Makani, FSA, FCIA-CA, is a consulting actuary in the Dubai office of Milliman.  
Contact him at mohammad.makani@milliman.com.   
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