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Dear M~enson 

Tasmania 

AASB EXPOSURE DRAFT 195 DEFINED BENEFIT PLANS: PROPOSED AMENDMENTS 
TO AASB 119 

The Heads of Treasuries Accounting and Reporting Advisory Committee welcomes the 
opportunity to provide comments to the Australian Accounting Standards Board on Exposure 
Draft 197 Defined Benefit Plans: Proposed Amendmenls 10 AASB 119. 

HoTARAC supports the AASB's review of the accounting for superannuation defined benefit 
plans under AASB 119. However, as previously raised in its letter dated 4 August 2009, the 
majority of HoTARAC remains concerned about the application of current measurement 
approaches for the reporting of long-term financial liabilities, including superannuation 
liabilities. This concern arises from the use of a single bond rate to discount liabilities, 
increasing volatility and diminishing the ability of key users to make informed assessments 
about a government's or other entity's financial performance and financial sustainability. 
While HoTARAC understands that this is beyond the scope of the current IASB Project, 
HoTARAC strongly encourages the AASB to consider this issue as a matter of priority. 

In terms of the current proposal, HoTARAC agrees with the proposed removal of the corridor 
approach and the requirement to Immediately recognise all actuarial gains and losses. 
However, HoTARAC does not support calculating net interest expense with the same rate 
used to discount the defined benefit obligation. Instead, HoTARAC supports a net interest 
calculation, which nets the expected return on plan assets against the gross interest cost on 
the defined benefit obligation. The main reasons for HoTARAC's support for a net interest 
calculation are: 

• Calculating Interest income and expense based on the discount rale used to calculate the 
defined benefit obligation, ignores the nature of the underlying assets and liabilities. 
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• The arbitrary and misleading nature of the interest calculation is magnified in courllries 
such as Australia where not~for·profil public sector entities are required to discount using 
the government bond rate. while other entities are required to use the government bond 
rate in the absence of a deep market in high quality corporate bonds. 

• There is a loss of valuable information in the notes regarding the expected return on plan 
assets which is useful for forecasting future investment returns and potential employer 
funding 

The MSB should note that the change to the net interest calculation is likely to have a very 
significant impact on the "headline" Net Operating Balance reported in whole,of·government 
and General Government Sector financial statements. If the government bond rate is used to 
calCUlate gross interest income, the full funding of defined benefit plans may become less 
attractive. leading to a preference for low risk, more expensive investment strategies, 
irrespective of the nature of the underlying assets. 

HoTARAC is also opposed to increasing the already extensive disclosure requirements for 
defined benefit plans. In particular. HoTARAC questions whether the onerous sensitivity 
disclosures and the extension of tile defined benefit superannuation plan disclosures to 
"other long term employee benefits" are justified on cost benefit grounds. 

HoTARAC's comments on the Exposure Draft are provided in Attachment 1.. A copy of 
HoTARAC's comments to the IASB is provided in Attachment 2. 

If you have any queries regarding HoTARAC's comments. please contact Robert Williams 
from New South Wales Treasury on (02) 9228 5340. 
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Attachment 1 

HOTARAC RESPONSE TO EXPOSURE DRAFT 195 DEFINED BENEFIT PLANS: 
PROPOSED AMENDMENTS TO AASB 119 

AASB Specific Matters for Comment 

Question 1: The Preface to AASB 1049 Whole of Government and General Government 
Sector Financial Reporting notes that, as a result of potential amendments to the 
requirements in other Australian Accounting Standards, differences between 
Generally Accepted Accounting Principles (GAAP) and Government Finance Statistics 
(GFS) not contemplated in AASB 1049 may eventuate. Consistent with the AASB's 
comments in the Preface to AASB 1049 addressing this matter, the AASB will have 
regard to the implications for whole of government and GGS financial reporting in 
deciding whether to amend the proposals in this ED or the requirements in AASB 1049 
to either avoid or confirm the existence of a difference. In that regard, do you think the 
proposed changes to the treatment of: 

(a) past service cost; 

(b) gains and losses arising from curtailments; 

(c) net interest on the net defined benefit liability (asset); or 

(d) remeasurements of the net defined benefit liability (asset); 

would have implications for GAAP-GFS harmonisation and, if so, how do you think 
those implications should be dealt with in the context of the principles in AASB 1049? 

1.1 No. HoTARAC expects that, due to the discount rate being lower than the expected 
return on plan assets, the revision to AASB 119 will have a negative impact on the Net 
Operating Balance. However, HoTARAC does not believe that the revisions will impact on 
GAAP-GFS harmonisation per se. HoTARAC expects that, under GFS, Paragraph (d) 
"remeasurements", would be classified as "other economic flows" and the 
"net interest on the net defined benefit liability" at Paragraph (c), would be classified as 
"transactions", though this would be subject to confirmation with the 
Australian Bureau of Statistics. In accordance with Paragraph 30 of AASB 1049, the GFS 
classification would also be applied in the harmonised GAAP-GFS financial statements. 

In principle, the introduction of a concept of "remeasurements", better aligns with GFS and 
the concept of "other economic flows". However, as the IASB more commonly introduces the 
concept of "remeasurements", GAAP-GFS harmonisation is likely to be made more 
complicated. Complications with harmonisation will arise if the ABS does not agree that all 
"remeasurements" under AASB 119 should be classified as "other economic flows". 

A minority of HoTARAC members believe that, as GFS does not advocate netting, the 
proposal to present a net interest expense may have implications for AASB 1049 reporting, 
especially for jurisdictions where the defined benefit plan is part of the public sector. 



Question 2: Do you agree that the proposed amendments to the definition of "return 
on plan assets" and Paragraph 73(b)(iv) of IASB's ED/2010/3 Defined Benefit Plans 
clarify the treatment of superannuation contributions tax in accounting for defined 
benefit obligations? If not, please explain why. 

2.1 Yes, subject to the comments made to the IASB in response to Question 13. 

3. The AASB would particularly value comments on whether: 

(a) in addition to the issues raised in relation to Question 1 above, there are 
any regulatory issues or other issues arising in the Australian environment that 
may affect the implementation of the proposals, particularly any issues relating 
to: 

(i) not-for-profit entities; and 

(ii)public sector entities; 

(b) overall, the proposals would result in financial statements that would be 
useful to users; and 

(c) the proposals are in the best interests of the Australian and New Zealand 
economies. 

3.(a)(b) While HoTARAC supports the proposal to require immediate recognition of all 
movements in the net defined benefit liability or asset, HoTARAC does not support the 
proposed calculation of the net interest expense. Omitting the expected return on plan assets 
from the calculation will result in the loss of valuable information in the notes and will mean 
that the treatment does not reflect the underlying reality and nature of the plan asset portfolio. 
This issue is magnified in Australia where not-for-profit public sector entities are required to 
discount using the government bond rate, while other entities are required to use the 
government bond rate in the absence of a deep market in high quality corporate bonds. In 
addition, a major concern of HoTARAC is the inappropriateness of the use of the government 
bond rate as the discount rate at reporting date. 

HoTARAC is also opposed to increasing the already extensive disclosure requirements ·for 
defined benefit plans. In particular, HoTARAC questions whether the onerous sensitivity 
disclosures and the extension of the defined benefit superannuation plan disclosures to 
"other long term employee benefits" are justified on cost benefit grounds. HoTARAC also 
notes that most defined benefit superannuation plans in Australia are now closed to new 
members, such that defined benefit superannuation obligations will decline over the medium 
term. 

3.(c) 

No comment. 
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Attachment 2 

HOTARAC RESPONSE TO EXPOSURE DRAFT ED/2010/3 DEFINED BENEFIT 
PLANS: PROPOSED AMENDMENTS TO IASB 19 

Question 1: The Exposure Draft proposes that entities should recognise all 
changes in the present value of the defined benefit obligation and in the fair 
value of plan assets when they occur. (Paragraphs 54, 61 and BC9-BC12) Do 
you agree? Why or why not? 

Yes. HoTARAC agrees that immediate recognition results in the most relevant 
information for users. 

Question 2: Should entities recognise unvested past service cost when the 
related plan amendment occurs? (Paragraphs 54, 61 and BC13) Why or why 
not? 

Yes. HoTARAC agrees that the attribution of unvested benefits to past service results 
in a liability as defined in lAS 19. 

Question 3: Should entities disaggregate defined benefit cost into three 
components: service cost, finance cost and remeasurements? 
(Paragraphs 119A and BC14-BC18) Why orwhy not? 

HoTARAC agrees that there should be some disaggregation of the defined benefit 
cost in the Statement of Comprehensive Income, as various components have 
different predictive values, and their breakdown will enhance comparability and allow 
users to better understand the reasons for the change in the net defined benefit 
liability or asset. Please refer to HoTARAC's response to Question 6. 

Question 4: Should the service cost component exclude changes in the defined 
benefit obligation resulting from changes in demographic assumptions? 
(Paragraphs 7 and BC19-BC23) Why or why not? 

Yes. HoTARAC believes that this is appropriate, given that these changes meet the 
definition of actuarial gains and losses and therefore are more appropriately 
classified as remeasurements. 

Question 5: The Exposure Draft proposes that the finance cost component 
should comprise net interest on the net defined benefit liability (asset) 
determined by applying the discount rate specified in Paragraph 78 to the net 
defined benefit liability (asset). As a consequence, it eliminates from lAS 19 the 
requirement to present an expected return on plan assets in profit or loss. 
Should net interest on the net defined benefit liability (asset) be determined by 
applying the discount rate specified in Paragraph 78 to the net defined benefit 
liability (asset)? Why or why not? If not, how would you define the finance cost 
component and why? (Paragraphs 7, 119B, 119C and BC23-BC32) 

HoTARAC does not support the calculation of a net interest expense based on the 
same rate used to discount the defined benefit obligation and believes that the 
arguments for change are weak. Instead, HoTARAC supports a net interest 
calculation which nets the expected retum on plan assets against the gross interest 
cost on defined benefit obligations for the following main reasons: 



• The proposal does not take into account the fact that the gross defined benefit 
obligation and the plan assets are measured within the plan on different bases 
and at different discount rates. 

• As the portfolio of plan assets is diverse and not limited to either government or 
high quality corporate bonds, calculating interest income based on bond rates is 
arbitrary and does not reflect the nature of the underlying assets. 

• The arbitrary and misleading nature of this interest calculation is magnified in 
countries such as Australia where in practice the government bond rate is used, 
which is often lower than a corporate bond rate and the expected return on plan 
assets. 

• For financial assets measured at fair value, there is no accepted basis for 
disaggregating changes in fair value into an interest component. 

• There is a loss of valuable information in the notes regarding the expected return 
on plan assets, as the disaggregated gross interest income will be based on the 
liability discount rate rather than the expected return on plan assets. The 
presentation of this information is usefu I for forecasting future investment returns 
and potential employer funding. 

• There are many aspects of the defined benefit calculations that require 
judgement. Determining the expected retum on plan assets requires no more 
judgement than many other assumptions. Concerns about judgement are usually 
overcome by requiring disclosure of the basis for the judgement. 

• The Exposure Draft compounds existing issues with the discount rate. That is, 
there have been ongoing issues as to whether the Paragraph 78 discount rate is 
appropriate for the defined benefit obligation. This is further discussed in 
response to Question 17. 
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Question 6: Should entities present: 

(a) service cost in profit or loss?; 

(b) net interest on the net defined benefit liability (asset) as part of 
finance costs in profit or loss? 

(c) remeasurements in other comprehensive income? 

(Paragraphs 119A and BC35-BC45) Why or why not? 

HoTARAC agrees that the service cost and net interest should be presented in profit 
or loss, although HoTARAC does not agree with the basis for the net interest 
calculation as mentioned in response to Question 5. 

In regard to remeasurements, HoTARAC supports the elimination of options, and 
supports the arguments for recognition in other comprehensive income. However, 
HoTARAC believes that the IASB needs to address, as a separate Project, the 
principles that guide which items should be reported in other comprehensive income, 
as this is unclear. For example, there are numerous examples in current Standards of 
"remeasurements" which are required to be recognised in profit or loss, such as 
provision remeasurements, financial assets through profit or loss, gain or loss on 
disposal of property, plant and equipment. 

The majority of HoTARAC believes that, in regard to the Exposure Draft, the IASB 
needs to provide additional explanation regarding the background to the decision 
about what is proposed to be included in "remeasurements" and how this interrelates 
with the IASB's Financial Statement Presentation Project. Although there is an 
assertion that the proposed definition of remeasurements is consistent with the 
Financial Statement Presentation Project (Paragraph BC34), this is not demonstrated 
or explained. For example, it is unclear why the return on plan assets excluding 
interest, is a "remeasurement", yet the difference between the expected and actual 
return on plan assets is not. 

Question 7: 00 you agree that gains and losses on routine and non-routine 
settlement are actuarial gains and losses and should therefore be included in 
the remeasurement component? (Paragraphs 1190 and BC47) Why or why 
not? 

Yes. HoTARAC agrees that routine and non-routine settlement gains and losses 
satisfy the definition of actuarial gains and losses. However, HoTARAC suggests that 
explicit references are made to "actuarial gains and losses" and the terms "routine" 
and "non-routine" settlements in Paragraph 1190 as clarification. 
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(a) Do you agree that curtailments should be treated in the same way as plan 
amendments, with gains and losses presented in profit or loss? 
(Paragraphs 98A 119A (a) and BC48) 

Yes. 

(b) Should entities disclose (i) a narrative description of any plan amendments, 
curtailments and non-routine settlements, and (ii) their effect on the 
statement of comprehensive income? (Paragraphs 125C(c), 125E, 
BC49 and BC78) Why or why not? 

Yes. HoTARAC regards these disclosures as useful to users. 

The Exposure Draft states that the objectives of disclosing information about 
an entity's defined benefit plans are: 

(a) to explain the characteristics of the entity's defined benefit plans; 

(b) to identify and explain the amounts in the entity's financial statements 
arising from its defined benefit plans; and 

(c) to describe how defined benefit plans affect the amount, timing and 
variability of the entity's future cash flows. 

(Paragraphs 125A and BC52-BC59) 

Are these objectives appropriate? Why or why not? If not, how would you 
amend the objectives and why? 

Yes. HoTARAC supports the proposed objectives and supports a more 
principles-based approach to disclosure, ensuring that only relevant information is 
required to be disclosed. HoTARAC agrees that the current disclosure requirements 
are excessive and obscure an understanding of the information by users. However, 
HoTARAC is not convinced that the proposed disclosure requirements result in a 
significant improvement, as mentioned in the response to Question 9. 

4 




















