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Proposed Int. sub 1

12 March 2009 

The Acting Chairman 
Australian Accounting Standards Board 
PO Box 204 
Collins Street West 
Victoria 8007 

Dear Sir, 

Finance & Administration 
Corporate Planning, Accounting & Admin 

Corporate Accollntillg 
35/242 Exhibitiofl Street 

Melbourne 300(J, Victoria 
Australia 

Proposed Interpretation - Australian Superannuation Contributions Tax for Defined Benefit 
Plans 

We are pleased to respond to the AASB Proposed Interpretation on Australian Superannuation 
Contributions Tax for Defined Benefit Plans. 

We agree with the proposallhallhe impact of contributions tax payable by a defined benefit plan 
should be taken into account by the employer sponsor. This proposal is consistent with the requirement 
of AASB 119 paragraph AliS 55.1 that was deleted by the Board in AASB 2005-3 Ilmemimenis 10 

III/stralian ACCol/l1finR S'{((ndard~ [AASB / /9/ and the manner in which actuaries reflect the impact of 
contributions tax into the calculation of the defined benefit obligation. 

We understand that in the development of the proposed interpretation Board members agreed with 
including contributions tax payable when a defined benefit plan is in a liability position. However, the 
Board had mixed views on whether the potential saving in contributions tax should be recognised when 
a defined benefit asset arises. We believe that the potential saving in contributions tax should be taken 
into consideration in the measurement of the defined benefit plan as it represents an asset to the entity. 
To avoid any confusion on the appropriate accounting trcatment and ensure consistency across the 
financial reports of entities with defined benefit assets, we recommend the proposed interpretation 
should specifically address the issue. This could be achieved by providing commentary paragraphs 
uncleI' the consensus in puragraph II or in the Basis l'or Conclusions. 

Please contact me on (03) 9634 6470 ifyoll need any further explanation orthe letter. 

Yours sincerely 

~j/lL 
David Anderson 
Director Corporate Accounting 

Tclslra Corporation I,imilcc\ 
/\I3N 33 OS I 775556 
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31 March 2009 

Mr Bruce Porter 
Acting Chairman 
Australian Accounting Standards Board 
PO BOX 204 
COLLINS ST WEST VIC 8007 

Email: standard@aasb.gov.au 

Dear Bruce 

AASB Proposed Interpretation 10XX Australian Superannuation Contributions Tax for 
Defined Benefit Plans 

CPA Australia and the Institute of Chartered Accountants in Australia (the Institute) are pleased to 
respond to the Proposed Interpretation Australian Superannuation Contributions Tax for Defined 
Benefit Plans. 

We do not support the Australian Accounting Standards Board's (AASB) proposal to issue an 
Interpretation that will result in different outcomes from those that could have been achieved under 
IFRS. We are concerned that the AASB's [proposed] Interpretation does not deliver the full benefits 
of Australia's adoption of the International Financial Reporting Standards (IFRS). We contend that 
lAS 19 Employee Benefits allows different valid approaches for determining the amount to be 
recognised as a defined benefit liability/asset. We understand that there can be significantly 
different outcomes depending on the approaches taken - therefore, the level of comparability in 
financial reporting in Australia may be marginally diminished. However, we believe that having the 
same requirements as IFRSs for for-profit entities is in Australia's interest and will protect the brand 
of Australia's compliance with IFRS. 

We understand that the AASB approached the International Financial Reporting Interpretations 
Committee (IFRIC) about this topic and have been unsuccessful getting it onto the international 
agenda. We believe that topics such as this should be dealt with by IFRIC and that greater research 
into the issue and the extent to which similar issues exist in other IFRS adopting countries around 
the world should be undertaken before making a formal proposal to IFRIC. 

Should the AASB proceed with the [proposed] Interpretation, we agree that the inclusion of the 
Australian superannuation contributions tax in the determination of the present value of the defined 
benefit obligation is allowable. However, as noted above, we do not agree the [proposed] 
Interpretation is the only valid interpretation of AASB 119 - the return on plan assets discussed at 
paragraphs BC10 BC 15 of the [proposed] Interpretation is equally valid. 

~ s ~ '" '" ~ ~" 

fllegresenlatives of tHe ~ustralian ~ccounlln9 Rrofession 

cpa",ustn;\ia.com.au cnarte,edaccountanW.com.au 
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We are not convinced that the AASB is able to restrict the scope of the [proposed] Interpretation to 
having opined on whether the impact of Australian superannuation contributions tax expected to be 
paid by an employer sponsor to fund a defined benefit plan should be included in the measurement 
of the defined benefit obligation or in the measurement of return on plan assets. lAS 8 Accounting 
Policies, Changes in Accounting Estimates and Errors paragraph 12 states that management may 
also consider the most recent pronouncements of other standard-setting bodies that use a similar 
conceptual framework to determine the accounting policy of the relevant entities. Although the tax 
treatment in Australia is uniquely characterised as a TTT regime (tax is imposed on contributions, 
investment income and capital gains derived from contributions and the payment of benefits), 1 some 
commentators have noted that the employers contributions to pension plans in Luxembourg and 
New Zealand are also taxed. 2 Thus, to the extent that the [proposed] Interpretation provides an 
accounting characterisation for Australian superannuation contributions tax its application could be 
extrapolated to equivalent superannuation contributions tax outside of Australia (for example, 
Luxembourg and New Zealand) where there is no current accounting policy. 

In the process of finalising this submission, we became aware of a separate issue re AASB 119 -
the different approaches to the treatment of taxes on investment income in defined superannuation 
plans. We strongly suggest that the AASB undertake preliminary research of this issue with the 
objective of raising the issue (if considered necessary) with the International Financial Reporting 
Interpretations Committee. 

If you require further information on any of our views, please contact Mark Shying, CPA Australia via 
email mark.shying@cpaaustralia.com.au or Kerry Hicks, the Institute via email 
kerry.hicks@charteredacccountants.com.au. 

Yours sincerely 

Chief Executive Officer 
CPA Australia Ltd 

Chief Executive Officer 
Institute of Chartered Accountants 

1 Arrangements implemented in July 2007 have caused some commentators to characterise Australia as a ttE regime 
(contributions and earnings are taxed, but at preferential rates to other forms of saving. Withdrawals from taxed funds by 
individuals aged over 60 years are tax-exempt). 
2 Yoo, K.Y. and A. de Serres, 2005, Tax treatment of private pension plans in OECD countries, OECD Economic Studies, 
39,2, pp 73-110. 
Marriot, L, 2008. The taxation of retirement savings: a Trans-Tasman perspective. The Melbourne Review, 4, 2, pp 67-
70. 
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31 March 2009 

The Acting Chairman 
AASB 
PO Box 204 
Collins Street West 
VIC 8007 
By email: standard@aasb.gov.au 

Dear Sir, 

David Knox 
Senior Actuary 

Mercer (Australia) Pty Ltd 
ABN 32 005 315 917 
33 Exhibition Street Melbourne Vic 3000 
GPO Box 9946 Melbourne Vic 3001 
61 396235555 Fax 61 386400800 
david. knox@mercer.com 
www.mercer.com.au 

Proposed Interpretation 10XX: Australian Superannuation Contributions Tax for 
Defined Benefit Plans 

Mercer is pleased to be able to respond to the Australian Accounting Standards Board's call 
for comments on the Proposed Interpretation in relation to AASB 119 and contributions tax 
for defined benefit plans. 

Superannuation Contributions Tax 

We agree with the Board's conclusion that the impact of superannuation contributions tax 
should be allowed for in the calculations required in accordance with AASB 119. We also 
agree that the impact of contributions tax should be included in the measurement of the 
plan's defined benefit obligation, rather than in the measurement of the return on plan 
assets. This is the current approach that Mercer employs for the calculations it performs for 
entities as required by AASB 119. 

Tax on the contributions paid to a plan is ultimately a liability of the entity, as the entity needs 
to pay a higher amount to cover the tax than would otherwise be needed. It therefore 
increases the overall cost to the entity of providing benefits in the superannuation plan. It is 
therefore reasonable to include an appropriate allowance for contributions tax relating to 
benefits already accrued in the plan in the measurement of the defined benefit obligation. 

Taxable Contributions 

We note that paragraph 1 of the Proposed Interpretation states that "taxable contributions 
include ... an employee's member contributions as might be specified by the requirements of 
a defined benefit plan". We believe this statement is misleading, in that member 

Consulting. Outsourcing. Investments. 
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31 March 2009 
The Acting Chairman 
AASB 

contributions to a defined benefit plan would only be taxable if made from pre-tax salary (ie 
salary sacrificed contributions). We recommend that the wording in paragraph 1 be 
amended to reflect this. 

Superannuation Investment Tax 

Whilst we acknowledge that the Proposed Interpretation refers only to contributions tax, we 
would like to take this opportunity to encourage the Board to issue a similar interpretation 
covering the issue of superannuation investment tax. There has been significant debate 
between actuaries and auditors about the appropriate allowance for investment tax in the 
calculations required by AASB 119, in particular in relation to the setting of the discount rate. 
There is still uncertainty in both groups. Appropriate guidance from the Board would help to 
resolve this uncertainty. 

About Mercer 

Mercer is one of the leading providers of actuarial, consulting and administrative services to 
superannuation funds in Australia. We also operate one of Australia's largest 
superannuation master trusts. We have a large client base of employers contributing to 
defined benefit public sector and corporate superannuation funds to whom we provide 
financial reporting information in accordance with AASB 119. Indeed we have the largest 
number of superannuation actuaries in Australia who prepare AASB119 reports for their 
clients. 

Yours sincerely, 

Dr David Knox 
Senior Actuary 
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30 March 2009 

The Acting Chairman 
Australian Accounting Standards Board 
PO Box 204 
Collins Street West 
VICTORIA 8007 
 
E-mail: standard@aasb.gov.au 
 
Dear Sir/Madam 

Proposed Interpretation on Australian Superannuation Contributions Tax for 
Defined Benefit Plans under AASB 119 

 
The Institute of Actuaries of Australia (the Institute) welcomes the work the AASB has 
undertaken on this important issue.  We believe that there is the potential for differing 
interpretations amongst preparers of financial statements.  Some guidance is, therefore, 
warranted. 
 
We have, however, previously indicated to the AASB that Australia is not unique in levying 
taxes on private retirement arrangements. Hence, the issue of an Australian interpretation 
continues to raise issues of international consistency.   It is unfortunate that the IASB has so far 
declined to consider this issue.  We encourage the AASB to continue to discuss the issue with 
the IASB. 
 
Turning to the proposed interpretation, we agree that it is consistent with the economic 
substance of the tax (i.e. in the majority of cases the tax represents an additional cost to 
employers in the provision of defined benefit superannuation).  Further, contributions taxes 
increase the liability to be funded by employer contributions in respect of a deficit in a 
defined benefit superannuation fund. 
 
The draft interpretation, however, raises the following issues: 

 The draft interpretation does not specifically address whether the allowance is 
appropriate both when a fund is in surplus and when it is in deficit.  We believe that the 
economic substance is equivalent (i.e. there is a saving in contributions tax when a fund 
is in surplus).  However, we understand that this may be a contentious issue.  Hence, more 
specific discussion may be appropriate. 

 We note that the actual treatment of contributions tax may be allowed for as an 
“actuarial assumption”.  We believe that there may be reasons for making different 
allowance in different circumstances (for example, for funds with pre-existing tax credits) 
and so it may not be appropriate to be prescriptive in how contributions tax is to be 
allowed for.  However, to simply say that it may be allowed for as an actuarial 
assumption without giving any guidance on the Board’s intentions would not appear to 
lead to consistent treatment. 
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The Acting Chairman    - 2 -    30 March 2009 
Australian Accounting Standards Board 

 
 The draft interpretation does not discuss how the cost of contributions tax should be 

included in the annual superannuation expense.   

Given that an allowance is to be included in the defined benefit obligation, one 
interpretation would be that some of the annual expense in respect of contributions tax 
will arise through the service cost (which represents the annual accrual in defined benefit 
obligation), if an expected amount of contributions tax accruing over the year is 
determined.  Some of the expense may also arise through the recognition of gains and 
losses on the defined benefit obligation, to the extent that there is an unexpected 
change in the provision due to experience.   

However, these suggestions represent our view on a possible outcome of the proposed 
interpretation.  We do not believe that these conclusions can necessarily be drawn from 
the proposed interpretation or that all preparers of the financial statements will reach the 
same view. 

 As indicated above, tax on private retirement arrangements is not limited to Australia.  
Some Australian companies will sponsor retirement funds in other countries that have also 
taxes, in particular New Zealand.  It is not clear if or how this interpretation would apply in 
those cases. 

 Paragraph 1 of the interpretation notes that  

“Taxable contributions include those made by an employer sponsor, an employee’s salary 
sacrificed contributions, and an employee’s member contributions as might be specified 
by the requirements of a defined benefit plan.” 

We note the employee contributions are typically divided into salary sacrifice 
contributions and post-tax (or non-concessional) contributions.  Post-tax contributions are 
not subject to contributions tax in the superannuation fund.  Hence the reference to 
“employee’s member contributions” immediately after the reference to salary sacrificed 
contributions is potentially confusing or misleading.  We would suggest the removal of that 
reference from that paragraph. 
 

Finally, we note that this interpretation only addresses contributions taxes.  Taxes on 
investment income in defined benefit superannuation plans are an issue that is open to even 
wider interpretation.  As there is a degree of interaction between contributions and 
investment taxes (there is no separation of this concept in tax law), we would suggest that 
investment taxes also be addressed as a matter of urgency if they cannot be addressed as 
part of this interpretation. 
 
We would be pleased to discuss any aspect of this letter with you. Please do not hesitate to 
contact the Chief Executive, John Maroney ((02) 92333466; john.maroney@actuaries.asn.au) 
if you wish to discuss any of our comments. 
 

Yours sincerely 

 
Trevor Thompson 
President 
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Mr Bruce Porter 
The Acting Chairman 
Australian Accounting Standards Board 
PO Box 204 
COLLINS STREET WEST VIC 8007 

31 March 2009 

Our Ref: drlkl 

Dear Bruce 

Oeloilte Touche Tohmatsu 
ABN 74 490121 060 

180 Lonsdale Street 
Melbourne VIC 3000 
GPO Box 78 
Melbourne VIC 3001 Australia 

OX 111 
Tel: +61 (0) 3 9208 7000 
Fax: +61 (0) 3 9208 7001 
www.deloitte.com.au 

Invitation to Comment Proposed Interpretation lOXX Australian Superannuation 
Contributions Tax for Defined Benefit Plans 

Thank you for the opportunity to comment on the Australian Accounting Standards Board 
(AASB) Proposed Interpretation 10XX Australian Superannuation Contributions Tax/or 
Defined Benefit Plans (Interpretation 10XX). 

We do not believe that the AASB should proceed with the finalisation and issue of 
Interpretation 10XX, and would strongly recommend that instead the AASB work with the 
International Accounting Standards Board (IASB) on resolving this matter. 

The reason for our objection is Interpretation 10XX represents the elimination of accounting 
policy options under Australian Accounting Standards that are available to entities that report 
under 'pure' International Financial RepOliing Standards (IFRS), which may be seen as 
inconsistent with the AASB's objectives in relation to full convergence with IFRS and result 
in a lack of global comparability. 

We note that at the March 2009 IASB meeting the Board specifically considered the issue of 
tax relating to pension costs. It is our understanding, based on our observer's notes, that the 
Board agreed with the staff recommendation i.e. to amend the definition of return on plan 
assets so that it includes any tax that has not been included in the actuarial assumptions used 
to measure the defined benefit obligation. This would be consistent with the approach taken 
for administration costs and would ensure that the tax is not double counted or not reflected at 
all. It would also be consistent with the principle underlying lAS 19 that employers should 
measure employee benefits at their ultimate cost. 

Furthermore, we recommend that the AASB work with the IASB to consider a fhrther related 
issue which is also subject to divergent interpretation to ensure this issue is not overlooked in 
any amendments to lAS 19. While most commentators would accept that when an employer 
sponsor recognises a defined benefit deficit it should recognise the contributions tax which 
would be incurred on funding the deficit in order to recognise the ultimate cost of reducing 
the deficit in the plan; the position is less clear when the defined benefit plan is in surplus. 
While Agenda Paper 8I for the IASB March 2009 meeting addressed the situation when the 

Liability limited by a scheme approved under Professional Standards Legislation. 
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defined benefit plan is in deficit (see point 7) it failed to address the situation when the plan is 
in surplus. For many years this issue has been the subject of divergent interpretation between 
both actuaries and accountants and it is not specifically addressed in Interpretation 10XX. We 
believe the wording in paragraph 11 of Interpretation 10XX is extremely subtle in referring to 
the contributions tax payable by the plan and hence will be open to interpretation in the 
absence of further clarification. We understand that some commentators would continue to 
interpret tIllS wording as permitting an employer sponsor to gross up a surplus for the 
contributions tax that would have been incurred on contributions to settle the liability this 
surplus negates. 

If you have any questions concerning our comments, please contact Darryn Rundell on 
(03) 9208 7916. 

Yours sincerely 

a~F7~~~~ 
Darryn Rundell 
Partner 
Deloitte Touche Tohmatsu 
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Bruce Porter 

Acting Chairman 

Australian Accounting Standards Board 

PO Box 204 

Collins Street West VIC 8007 

31 March 2009 

Dear Bruce 

PricewaterhouseCoopers 
ABN 52 780 433 757 

Freshwater Place 
2 Southbank Boulevard 
GPO BOX 1331L 
Melbourne Vic 3001 
Australia 
www_pwc.com/au 
Telephone +61 386031000 
Facsimile +61386132308 
Direct Phone 03 8603 2022 

Proposed interpretation 1 OXX Australian Superannuation Contributions Tax for Defined 
Benefit Plans 

We write in response to the request for comments contained in the Australian Accounting 

Standards Board (AASB) Proposed Interpretation Australian Superannuation Contributions Tax for 

Defined Benefit Plans. 

We concur with the Board's conclusion that Superannuation Contributions Taxes can be included 

in the measurement of the defined benefit obligation under AASB 119. However we wonder how 

the Board intends to reconcile its position that this is the only possible treatment, with the recent 

discussions held at the IASB where it was acknowledged that both this approach and the 

alternative view written up in the Basis for Conclusions to the Proposed Interpretation are possible 

interpretations of lAS 19. 

In our view the development of interpretations by the AASB on Australian equivalents to 

International Financial Reporting Standards (AI FRS) should only occur in the rare circumstances 

where there are scenarios unique to Australia that require interpretation. NotWithstanding the 

comments in the draft interpretation that make it clear that it only applies to Australian 

Superannuation Contributions Tax, we are concerned that the interpretation may be viewed as 

concluding on similar taxes in other jurisdictions. 

Furthermore, as noted above, we are aware that the treatment of taxes relating to pension costs 

was discussed by the International Accounting Standards Board (IASB) at its meeting this month in 

the context of the post-employment benefit project (agenda paper 81). Based on these discussions 

it seems to us to be likely that the proposed changes to lAS 19 and related communications by the 

IASB will be sufficient to resolve the issue. 

Accordingly, we recommend that the Board does not proceed with this interpretation. 

Liability limited by a scheme approved under Professional Standards Legislation 
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Bruce Porter 

31 March 2009 

Some editorial comments are set out in the Attachment to this letter. 

We would welcome the opportunity to discuss our views at your convenience. Please contact me 

on (03) 8603 3868 if you would like to discuss this further. 

Yours sincerely 

Jan McCahey 

Partner 

Assurance 

I·\assurance\restncted\acs\fjona~an mccahey\aasb\pwc comments aasb draft super cl interpretation doc 

(2) 
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31 March 2009 

While we agree that including contributions tax in the measurement of the defined benefit obligation 

is consistent with the principles in AASB 119, we found the arguments provided by the AASB in 

paragraph Be 13 to be not very convincing. 

We do not believe that the defined benefit plan is genuinely acting as an agent by paying the 

contributions tax 'on behalf of the employer sponsor'. Under the Income Tax Assessment Act 1936 

it is the plan itself that is liable for the tax and not the employer. The tax is not levied on the 

contributions alone, but is payable on the net taxable income of the fund which also includes 

income from investment earnings and is net of allowable deductions. 

We also do not understand how the fact that unpaid contributions must be excluded from plan 

assets supports the argument that future contributions tax must be included in the measurement of 

the defined benefit obligation. Interestingly, we note that the IASB in agenda paper 81 for its March 

2009 meeting mentions this particular paragraph as one that could be seen to prevent contribution 

taxes being included in the measurement of the defined benefit obligation. 

In our view, there is sufficient support for including the tax in the measurement of the defined 

benefit obligation in paragraphs 7 and 63. These state that the defined benefit obligation is 

measured by taking into account the expected future payments required to settle the obligation 

resulting from employee service in the current and prior period and that the measurement should 

take into account the ultimate cost of the defined benefit plan. It should therefore not be necessary 

to rely on a constructed agency relationship or paragraph 103. 

However, if the AASB decides to issue the interpretation, it should discuss the nature of the tax and 

why it is different to investment tax and hence warrants a different accounting treatment. For 

example, the interpretation could explain that contributions tax is an unavoidable cost of running 

the fund and hence directly related to providing the benefits to the employees. In this sense it 

differs from the tax on investment income which is linked to the return on plan assets and only 

payable if the fund earns taxable income from its investments. 

I \a~5urance\restricted\acs\fiona\jan mccahey\aasb\pwc conlmenl~ aastJ draft super ci interprelation doc 
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On that basis, a different treatment of the two taxes is justifiable, being: 

@ Contributions tax: include in the measurement of the defined benefit obligation as proposed 

in the interpretation 

@ Investment tax: include in return on plan assets; do not accrue in advance as part of the 

defined benefit obligation. 

1'\assurance\restncled\acsl[lona\jarl mccahey\aasb\pwc comments aasb draft super cl interpretation.doc 

(4) 
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The Treasury Building 
21 Murray Street, HOBART, Tas 7000 
GPO Box 147, HOBART, Tas 7001 Australia 
Telephone: (03) 6233 3100 Facsimile: (03) 6223 2755 
Email: secretary@treasury.tas.gov.au Web: www.treasury.tas.gov.au 

Mr Bruce Porter 
Acting Chairman 
Australian Accounting Standards Board 
PO Box 204 
Collins St West 
MELBOURNE 8007 

: AUSTRALIAN SUPERANNUATION CONTRIBUTIONS 
FOR DEFINED PLANS 

The Heads of Treasuries Accounting and Reporting Advisory Committee welcomes the 
opportunity to comment on the Proposed Interpretation Australian Superannuation Contributions 
Tax for Defined Benefit Plans. 

HoTARAC does not believe that the Interpretation's consensus will significantly impact the 
Australian public sector as it is common practice amongst HoTARAC members to allow for 
contributions tax when measuring a defined benefit obligation. HoTARAC considers the 
determination of the contribution tax amount to be a more contentious issue than if it should be 
allowed for. 

HoTARAC believes that the clarity of the consensus would be improved if it stated that the 
impact should be determined after considering other relevant circumstances, such as any 
offsetting dividend imputations and tax deductions. 

HoTARAC is not aware of any regulatory impediments to implementation of the changes. 
HoTARAC offers no comment about whether the changes are in the best interests of the 
Australian economy. 
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Please contact Peter Gibson from the Australian Department of Finance and Deregulation on 
02 6215 3551 if you wish to discuss these matters further. 

D W Challen 
CHAIR 
HEADS TREASURIES ACCOUNTING AND REPORTING ADVISORY COMMITTEE 

March 2009 

Contact: 
Phone: 
Our Ref: 

David Tadd 
(03) 6233 2515 
0/14423 BH/OT 
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3 April 2009 
 
 
 
Mr Bruce Porter 
Acting Chairman 
Australian Accounting Standards Board 
Level 7 
600 Bourke Street 
Melbourne VIC 3000 
 
Dear Mr Porter 

Re: Australian Superannuation Contributions Tax for Defined Benefit Plans 

The National Institute of Accountants (NIA) is pleased to respond to the Australian 
Accounting Standards Board’s (AASB) request for comment on the proposed 
interpretation on accounting for the superannuation contributions tax for defined 
benefit plans. 

We make this submission on behalf of the members of our organisation that work in 
accounting practices, companies and other entities that require greater assistance in 
understanding the interaction between domestic laws and accounting standards, 
particularly in the areas of superannuation and tax. 

Support for the AASB’s process 

Whilst we may prefer the International Accounting Standards Board (IASB) or its 
interpretations subcommittee, the International Financial Reporting Interpretations 
Committee (IFRIC) deal with interpretative matters we support the AASB’s initiative 
to clarify reporting requirements in areas where the standard setter believes there is 
widespread divergence in practice. 

The NIA supports the AASB’s process of requesting resolutions to issues giving rise 
to divergent practice from IFRIC. We are conscious that IFRIC will not deem it 
necessary to tackle issues when it believes a domestic standard setter is better 
placed to deal with an issue that is confined to a single jurisdiction. 

We would encourage the AASB to continue to consult first with IFRIC and seek an 
international interpretation. A domestic interpretation should only be considered 
where there is divergence in practice and the IFRIC is unwilling to place it on the 
agenda because it sees it as a domestic issue. 

It is also critical that the treatment approved by the AASB not be in conflict with 
existing international accounting standards. Nothing has come to our attention that 
would indicate the treatment proposed in the interpretation released for public 
comment is contrary to IFRS as it currently exists. 

Superannuation Contributions Tax – consensus view 

The AASB’s consensus as reflected in Paragraph 11 of the proposed interpretation 
will have the effect of standardising practice of the measurement of a defined benefit 
obligation. This will aid comparability in an area where there is great public interest 
and we hope lead to better understood data in this area of financial reporting. An 
interpretation such as this can help eliminate divergent reporting practices within 
Australia while keeping financial reporting practices in line with current international 
standards. 

FOR CONSIDERATION BY THE AASB AT ITS 22 APRIL 2009 MEETING, AGENDA PAPER 9.4.1
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Interpretations issued in these circumstances also provide useful guidance to 
practitioners and accountants operating in the middle market. Not all users of 
accounting standards have access to the body of growing precedent in the 
application of IFRS. An interpretation issued by the AASB on issues where existing 
accounting guidance is unclear. 

Please feel free to contact our policy adviser Tom Ravlic via tom.ravlic@nia.org.au 
should you require further information. 

 
Kindest Regards 
 
 

 
 
 
Andrew Conway PNA 
Deputy Chief Executive Officer 
National Institute of Accountants 
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The Chairman 
Australian Accounting Standards Board 
PO Box 204 
Collins Street West Vic 8007 

Dear Chairman 

Melbourne VIC 3000 Australia 
GPO Box 67 Melbourne VIC 3001 

Tel: +61 92888000 
Fax: +61 3 8650 
www.ey.com/au 

8 April 2009 

Proposed Interpretation 10XX Australian Superannuation Contributions Tax for Defined Benefit Plans 

We are pleased to submit our comments on Proposed Interpretation 10XX Australian Superannuation 
Contributions Tax for Defined Benefit Plans. 

Overall, subject to our comment regarding recent discussions at the IASB, we support the issue of an 
Australian Interpretation to address the current diversity in practice as to whether the impact of 
superannuation contributions tax is included when accounting for defined benefit plans by employer 
sponsors. The impact of contributions tax is an Australian issue and one which the IFRIC has in the past 
not addressed. As contributions tax impacts on the ultimate cost of providing benefits by the employer 
sponsor to its employees, it should be included in the measurements required in relation to defined 
benefit funds as proposed by the draft Interpretation. 

We also support the approach proposed in the draft Interpretation to include the impact of the 
contributions tax as part of the measurement of the defined benefit obligation (DBO) rather than as part 
of the return of plan assets. We are of the view that it is incorrect to deduct superannuation contributions 
tax payable by the plan from the return on plan assets because there is no relationship between the other 
components of the expected rate of return (eg interest and dividend income, realised and un realised 
gains on plan assets) and the superannuation contributions tax. 

On the other hand, inclusion of the contributions tax as part of the DBO is consistent with paragraph 7 of 
AASB 119 which defines the present value of a DBO as follows: 

..... the present value, without deducting any plan assets, of expected future payments 
required to settle the obligation resulting from employee service in the current and prior 
periods", 

Paragraph 49 of AASB 119 also states that ..... the payment of funded benefits when they fall due 
depends not only on the financial position and the investment performance of the fund but also on an 
entity's ability (and willingness) to make good any shortfall in the fund's assets ..... 

Hence, it is our view that the present value of a DBO should include all future payments required to settle 
the obligation; which includes those necessary to meet the future benefit payments as well as any 
resulting contributions tax. By taking this into account as part of the actuarial assumptions used to 
calculate the ultimate costs of an entity's DBO, this would ensure that appropriate consideration is given 
to contributions tax, whether the fund is in surplus or in deficit and regardless of the level of funding (ie 
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funded or unfunded). On the other hand, including contributions tax as part of the expected return on 
plan assets would not be suitable in the situation where the plan is unfunded. 

Contributions tax forms part of the overall cost of providing benefits to employees under a defined 

2 

benefit plan. Contributions tax is however an obligation to the Australian Taxation Office as opposed to an 
obligation to the employee. It could therefore be argued that such cost should not be included in the DBO. 
However, to the extent that contributions tax is an overall cost of providing benefits to employees, it 
could be argued that the employer has an other long term employee liability which should be recognised 
separately. Such a long term employee liability would otherwise be accounted for using the Projected Unit 
Credit Method under AASB 119. Hence, whether the obligation to pay contributions tax is included as part 
of the DBO or recognised as a separate employee liability, the resulting net liability recognised would be 
the same (albeit that any changes in estimates may be accounted for differently). 

We note that IASB staff presented an Issues Paper to the IASB at its March 2009 meeting (Staff Paper 81) 
which appears to support the approach proposed by the draft Interpretation. It is our understanding that 
the IASB agreed to amend the definition of return on plan assets so that it includes any tax payable that 
has not been included in the actuarial assumptions used to measure the defined benefit obligation (DBO). 
As the issue has now been brought to the IASB's attention, we recommend that the AASB wait for the 
outcome of any changes which may be proposed by the IASB before issuing the Interpretation, to ensure 
that any Interpretation issued is not inconsistent with the IASB changes, if any. 

Other comments on the draft Interpretation include: 

" The Scope paragraph is currently unclear. It states that the Interpretation does not address any 
other taxes payable by superannuation plans. However, it has not referred to the specific type of 
tax that it deals with in the first instance, ie, contributions tax. 

We would be pleased to discuss our comments further with you. Please contact Charles Feeney on 
(02) 9248 4665 or Georgina Dellaportas on (03) 9288 8621 if you wish to discuss any of the matters 
raised in this response. 

Yours sincerely 

Ernst & Young 
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