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14 September 2010

Dear Kevin

Exposure Drafts ED 195 and ED 199

I am enclosing a copy of the PricewaterhouseCoopers response to the folfowing International
Accounting Standards Board’s {(IASB) Exposure Drafls,
«  ED/2010/3 Defined Benefit Plans (proposed amendments to IAS 18) [AASB ED 1985]
o EDR2010/7 Measurement Uncertainty Analysis Disclosure for Fair Value Measurements
(Limited re-exposure of proposed disclosure) [AASB ED 199]

The letters reflect the views of the PricewaterhouseCoopers network of firms and as such include
our own comments on the matters raised in the Exposure Drafts.

AASB specific matters for comment

ED 195 Defined Benefit Plans

The proposed amendments to the definition of ‘return on plan assets’ should be sufficient to clarify
the treatment of superannuation contributions tax. However, we found BC 85 confusing in this
context and have raised this with the IASB in our response to question 13 in the attached
submission.

ED 199 Measurement Uncertainty Analysis Disclosure for Fair Value Measurements

As explained in the enclosed submission, we are not supportive of the proposed changes to the
disclosure requirements. However, should the IASB decide fo go ahead and approve the new
disclosures, entities that have elected to report under tier 2 of the new differential reporting
framework should be exempt from providing such detailed information. This would be consistent
with the approach taken in AASB 2010-2 Amendments to Australian Accounting Standards arising
from Reduced Disclosure Requirements in relation to the financial risk management disclosures in
AASB 7 Financial Instruments: Disclosures. In particular, we note that tier 2 entities do not have to
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Kevin Stevenson
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provide any of the information about the fair value hierarchy that is required under paragraphs 27A
and 27B of that standard.

Both exposure drafts
We are not aware of any regulatory or other issues that could affect the impfementation of either of
the proposals for not-for-profit and public sector entities.

Subject to our concerns about specific matters as expressed in our submissions to the IASB, the
proposals would result in financial statements that would be useful to users. Should the proposed
amendments be approved by the IASB, we are not aware of anything that would indicate that the
proposals are not in the best interests of the Australian economy.

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

elwindowsilempinolesc4adcBipwe comments aash ed 195 and 189.doc
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Dear Sir

Defined benefit plans {proposed amendments to 1AS 19)

We are pleased to respond to your Exposure Draft — Defined benefit plans (proposed amendments
to IAS 19) (exposure draft’).

Following consultation with members of the PricewaterhouseCoopers network of firms, this
response summarises the views of the member firms that commented on the exposure draft.
‘PricewaterhouseCoopers’ refers to a network of member firms of PricewaterhouseCoopers
international Limited, each of which is a separate and independent legal entity.

We support the Board's efforts to improve the comparability and transparency of the accounting for
post-employment benefits. We believe that the proposals in the exposure draft improve the existing
model. It is difficult, however, to develop a cohesive model for the presentation of remeasurements
and other changes in the defined benefit obligation when there is no definition of performance or
principle for the use of other comprehensive income (‘OCI"). We encourage the Board to address,
as part of its post-June 2011 agenda, the nature of performance, the purpose and use of CCl and
the extent fo which recycling should be required,

We aiso note that the proposed amendmenis do not address the measurement of the defined
benefit obligation. We encourage the Board to address, at an appropriate time in the future, issues
related o measurement, together with other issues raised in the discussion paper prepared by the
UK ASB for 'Pro-active Accounting Activities in Europe’ on the financial reporting of pensions.

Recognition of changes in the defined benefit liability

We agree with the Board that all changes in the measurement of the defined benefit liability should
be recognised in comprehensive income in the period in which they arise. This will enhance the
comparability of the financial statements by removing an accounting choice. It will aiso improve
transparency by recognising immediately in the statement of financial position ali changes in the
defined benefit liability. We also agree with the Board that the effect of changes in benefiis earned
in previous periods should be recognised immediately in profit or loss.

Presentation

The exposure draft proposes a number of amendments to the presantation of changes in the
defined benefit obligation. We have noted above that it is difficult to assess these propesals without
a clear principie for distinction between profit or loss and OCI and for recycling. We therefore
accept that most of the proposals are pragmatic, short-term solutions that improve the existing
model, but we believe that all presentation-related issues should he reconsidered in the future after
the Board has developed a comprehensive modei for reporting performance ang for the use of

OCL
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We agree that post-employment benefit changes should be disaggregated into service, finance and
remeasurement components. Distinguishing these components and specifying where each shouid
be presented will increase comparability and transparency by removing an accounting choice. The
items included in remeasurements can be volatile and might distort profit or loss. The exposure
draft therefore proposes that remeasurements are presented in OCI and are not recycled to profit
of toss, which is consistent with the current model. We accept that a presentation consistent with
the existing model is a pragmatic approach until the Board reconsiders employee benefit
accounting in the context of any new guidance for reporting performance and the use of QCl

We understand the proposal that the finance component is calculated using the net defined benefit
asset or liability and the discount rate. This simplifies current accounting by eliminating the
expected return on plan assets. The proposed accounting also continues to reflect the difference in
economic substance between funded and unfunded benefit arrangements. We accept the proposa
as a pragmatic simpiification and therefore an improvement to the current maodel, aithough we
would also accept retaining the current madet untit the Board reconsiders employee benefit
accounting as a whole. We encourage the Board to reconsider the measurement of the finance
component as part of a wider project to consider accounting for employee benefits.

Settlements and curtailments

The exposure draft over-complicates the treatment of setflements. We believe that the definition of
settfements should exclude routine settlements, which are norrmal bensfit payments, and that the
accounting for settlements should be consistent with the accounting for past-service costs and
curtaitments — that is, immediate recognition through profit or loss, rather than as a
remeasurement.

Disclosures

We believe the disclosure proposals are excessive and should be reduced. We have attached in
Appendix B some suggestions for reducing the volume of disclosures and focusing on information
that is most helpful to users. We also suggest that the Board consider transitiona!l relief from some
of the new disclosure requirements.

Clarifying amendments

We support most of the proposed changes, but our experience is that it is critical that the detailed
drafting of these changes is unambiguous. We have made some suggestions in the attached
responses to the detailed questions, and we encourage the Board to seek views on the drafting
from the Employee Benefits Working Group and other constituents.

We have expanded on the above and responded to the specific guestions raised in the exposure
draft in the attached Appendix A and added some additional comments in Appendices B and C.

if you have any questions in relation to the letter, please do not hesitate to contact John Hitchins,
PwC Global Chief Accountant (+44 207 8042497) or Tony de Bell (+44 207 213 5336).

Youts faithfully

Frice 4
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Appendix A

Recognition

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

BCS-BC12) Do you agree? Why or why not?

We agree with the proposal, which will enhance the transparency and comparability of reporting for
post-employment benefits by reducing options and bringing on to the statement of financial position
amounts, which might currently be ‘off balance sheet’.

Question 2
Should entities recognise unvested past service cost whern the related plan amendment occurs?

{Paragraphs 54, 61 and BC13) Why or why not?

We agree with the proposal, which is consistent with the proposed treatment of other changes in the
defined benefit obligation. We note that this treatment is inconsistent with the treatment of
madifications of share-based payments prescribed by IFRS 2, but it is consistent with the treatment of
vesting requirements in the current employee benefits standard.

Disaggregation

Question 3
Should entities disaggregate defined benefit cost into three components: service cost, finance

cost and remeasurements? (Paragraphs 119A and BC14-BC18) Why or why not?
We agree with the proposal, which will increase comparability and transparency. The proposal

eliminates an accounting policy choice and therefore provides clarity about presentation in the
statement of comprehensive income.

Defining the service cost component

Question 4
Should the service cost component exciude changes in the defined benefit obligation resulting from

changes in demographic assumptions? (Paragraphs 7 and BC19-8C23) Why or why nof?

We agree with the Board that changes in the demographic assumgptions have a different predictive
value than service cost. They should therefore be included with other remeasuraments at this time.
Drawing a distinction between different types of remeasurement adjustment is arbifrary and does
not provide more usefut information. The treatment of changes in demographic assumptions should
be reviewed in the context of the results of the Board's consideration of perfermance reporting.

3
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Defining the finance cost component

Question 5

The exposure draft proposes that the finance cost component should comprise net interest on the
net defined benefit Hability (asset) determined by applying the discount rafe specified in paragraph
78 to the net defined benefit liability (asset). As a consequence, it eliminates from IAS 19 the
requirement to present an expected return on plan assels in profif or foss.

Should net inferest on the net defined benefit liability (asset) be detarmined 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, 1198, 119C and BC23-BC32)

We accept the proposal that the finance charge be determined by applying the discount rate to the
net defined bhenefit asset or liability. This is a pragmatic approach that is consistent with the net
position recorded in the statement of firancial position under the current model. This proposed
model also simplifies current accounting by eliminating the expected return on plan assets, and
continues to reflect the difference in economic substance between funded and unfunded benefit
arrangements. We therefore accept the proposai as a simplification, but we encourage the Board to
reconsider the measurement of the finance component as part of a wider project to consider
accounting for employee benefits. We would also accept retaining the current mode! until the Board
reconsiders the measurement of the finance component.

We accept that the proposal relating to the finance charge simplifies the current model, but the
Board should exptain the calculation of the net finance charge more clearly. The exposure draft
suggests that net interest cost should be calculated by multiplying the average net defined benefit
asset or liability over the reporting period by the peried start discount rate. This mixes the
measurements and may be impractical in many cases, as it implies multiple calculations of the net
defined benefit asset or liability at different dates during the year. The proposals require a current
discount rate to be used to calculate the net defined benefit asset or liability. This will vary over the
year. it is inconsistent to measure the finance cost by multiplying a net defined benefit asset or
liability, calculated using a current discount rate, by the discount rate at the start of the year.

Most entities applying IFRS calculate the finance cost and expected return on plan assets at the
start of the year, allowing for expected cash flows, and do not change them unless there is a
significant plan amendment, curtailment or settlement. The general year-fo-date principle of interim
financial reporting is incansistent with using an up-to-date statement of financial position to
determine the interest cost. It is also inconsistent with IAS 19 paragraphs 82 and 108, which refer
specifically fo the start of the year. We believe that additional guidance for the interaction of IAS 10
and IAS 34 is required in the final standard. We suggest that this guidance be based on the net
defined benefit asset or liability at the beginning of the year, which is the model most commonly
used in practice.

Presentation

Question 6

Should entities present:

{a) service costin profit or loss?

(b} netinterest on the net defined benefit liability (asset} as part of finance costs it profit or loss?
(¢) remeasurements in other comprehensive income?

(Paragraphis 119A and BC35-BC45) Why orwhy not?

4
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We agree that post-employment benefit changes should be disaggregated into serviee, finance and
remeasurement components, We also accept that remeasurements should be presented in other
comprehensive income, Distinguishing these components and specifying where each should be
presented will increase comparability and transparency by removing an accounting choice. The
classification into components and the presentation of remeasurements should be reconsidered in
the context of the Board's future consideration of reporting performance and employee benefit

accounting.

The proposals improve the current standard by eliminating an accounting policy choice, which will
enhance transparency and comparability. We accept the proposals for this reason. However, we
believe that the Board should address as soon as possible fundamentat questions around the
nature of performance, the purpose of OCl and what is subsequently recycled out of OCI and
through profit or loss.

Settlements and curtailments

Question 7
{a) Do you agree that gains and losses on routing and non-routine setffement are actuarial gains

and losses and should therefore be included in the remeasurement component? (Paragraphs
1190 and BC47) Why or why not?

(b) Do you agree that curtailments should be trealed in the same way as plan amendments, with
gains and losses presented in profit or loss? (Faragraphs 88A, 119A(a) and BC48)

{c) Should entities disclose (j) a narrative description of any plan amendments, curtaiiments and non-
routine settfernents, and (i) their effect on the statement of comprehensive income? {Faragraphs
125C(c), 125E, BC49 and BC78) Why or why not?

{a) We understand that ‘routine settlements’ are the normal payment of benefits, We agree that
variations between actual and expected payments or changes in the estimate of future benefit
payments are actuarial gains or losses and should therefore be included in remeasurements.

We do not agree that non-routine settlements should be included in remeasurements. We believe
this accounting is inconsistent with the measurement basis required by the current standard and
the distinction drawn in paragraph 119D between actuarial gains or osses that arise in the period
up to the settlement and the step-change that results from a settlement. {t is sometimes difficult to
distingtlish between non-routine settlernents and curtailments or past-service costs. The proposals
wiil infroduce an unnecessary tension to this distinction because of the different accounting.

IAS 19 requires the defined benefit obligation to be recorded using a fulfitment modei based on the
discounted value of expected future benefit payments, rather than a setflement model. Typically
the cost of settling a defined benefit will be greater than the defined benefit obligation. A decision
to incur & higher settlement cost, or negotiate a lower cost, will normally be a decision of
management or plan trustees. We believe that such costs anse from an active decision to change
the nature of the pian or the benefits, rather than the factors outside the control of the entity that
are typical of remeasurements, and that they should be recognised through profit or loss rather
than through OCI.

We helisve it is impracticable to freaf routine and non-routine setflements in the same way. We
suggest that the Board define setlements fo exciude normai benefit payments (that is routine
settlements).

(b} We agree that the effects of curtailments and plan amendments should be reflected through profit
or joss.

5
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{c} The disclosures required by paragraphs 125C(¢c} and 125E should be restricted to those
changes that are significant {0 an understanding of the financial staterments. We have included
further comments regarding disclosure in Appendix B.

Disclosures

Defined henefit plans

Questicn 8

The exposure draft states that the objectives of disclosing information about an entity's defined

benefit plans are:

{a} toexplain the characteristics of the entity's defined benefit plans;

(b) fo identify and explain the amounts in the entity’s financial statements arising from its defined
benefit plans, and

(¢) fodescribe how defined benefit plans affect the amount, timing arnd variability of the entity’s future
cash flows.

{d) (Paragraphs 126A and BC52-BC59) Are these objectives appropriate? Why or why not? If not,
how would you amend the objectives and why?

The proposed objectives are appropriate. We note, however, that the future cash flows for funded
defined benefit plans can be complex, as they fall into two categories: benefit payments and
confributions from the employer. Benefit payments are typically made or funded by the benefit pian
and reflect the plan terms. Contribution payments are typically made by the reporting entity. These
payments may be constrained by minimum funding requirements, but most plans fypically allow
considerable flexibility in the timing of payments, particularly around the funding of any deficit. It is
difficult to draft generic disclosure requirements that capture the nafure of these payments. We have
attached some thoughts and suggestions for the disclosure proposals in Appendix B.

Question 9

To achieve the disclosure objectives, the exposure draff proposes new disclosure requirements,

including:

(a) information ahouf risk, including sensitivity analyses (paragraphs 125C(b}, 125, BC60(a),
BC62{a) and BCB3-BC686);

{by information about the process used to determine demographic actuarial assumptions
{paragraphs 125G(h) and BC60{d} and {g)};

{c) the present value of the defined benefit obligation, modified to exclude the effect of projected
salary growth (paragraphs 125H and BC64(f));

(d) information about assel-liability matching strategies (paragraphs 125J and BC62(b)); and

{e} information about factors that could cause contributions to differ from service cost (paragraphs
125K and BC62{c)).

Are the proposed new disclosure requirements appropriate? Why or why not? If not, what

disciosures do you propose fo achieve the disclosure objectives?

We betieve the proposed disclosure requirements are excessive and there is a danger that useful

information will be obscured by the detail. We have attached some thoughts and suggestions for
improvements fo the disclosure proposals in Appendix B.

Multi-employer plans

Question 10
The exposure draff proposes additional disclosures about participation in multi-employer ptans.
Should the Board add to, amend or delefe these requirements?

(6
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(Paragraphs 33A and BC67-BC6%) Why or why not?

The additional disclosures are potentially useful; however, the usefulness of the projection of future
contributions will vary significantly between plans, depending on the variability in their funding
arrangements. We also note that disclosure of the amount that an entity may be required to pay on
withdrawal from the plan may not be practical. The terms under which an entity withdraws from a
plan are often subject to negotiation between the entity and the plan. Even when the plan terms
specify the arrangements for withdrawal, the plan may be unwilling or unable to routinely provide
that information to ail participating employers on a timely basis due to cost or resource constraints.

State plans and defined benefit plans that share risks between various entities under
common control

Question 11
The exposure draft updates, without further reconsideration, the disclosure requirements for

entities that participate in state plans or defined benefit pians that share risks between various
entities under comman control o make them consistent with the disclosures in paragraphs 125A~
125K. Should the Board add fo, amend or delete these requitemenis? (Paragraphs 348, 36, 38
and BC70) Why or why not?

The proposals for plans that share risks between entities under common control (often referred to
as group plans) primarily affect separate financial statements and are affected by the issues
common to transactions between entities under common control and other related parties. There is
currently diverse interpretation of paragraph 34A about what constitutes a contractual agreement or
a stated policy, and on the identification of ‘the group entity that is legally the sponsoring employer
for the plan’. We suggest that the Board considers clarifying the guidance and provides a clear
definition of ‘'sponsoring entity’. The Board shouid also include a principle for determining what
constitutes a 'contractual agreement for charging the net defined benefit cost’.

Other comments

Question 12
Do you have any other comments about the proposed disclosure requirements? (Paragraphs
125A-125K and BC50-BC70)

We have provided further camments and suggestions for the disclosure proposals in Appendix B.

Other issues

Question 13

The exposure draft also proposes to amend IAS 19 as summarised below:

(ay The requirements in IFRIC 14 IAS 19—The Limit on a Defined Benefit Assst, Minimum Funding
Requirements and their Interaction, as amended in November 2008, are incomorated without
substantive change. (Paragrephs 115A-115K and BC73)

(by ‘Minimum funding requirement’ is defined as any enforceable requirement for the entity to make
confribuitions fo fund a post-empicyment or other long-term defined benefit plan. (Faragraphs 7
and BCE80)

(c} Tax payable by the plan shall be included in the refurn on plan assels or in the measurement
of the defined benefit obligation, depending on the nature of the tax. (Faragraphs 7, 73(bj},
BC82 and BCB3)

7
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{d) The return on plan assets shall be reduced by administration cosls only if those costs refate to
managing plan assets. (Paragraphs 7, 73(bj, BC82 and BC84-BC86)

(&) Expected future salary increases shall be considered in determining whether a benefit formula
expressed in terms of current salary allocates a materially higher level of benefits in later
years. (Paragraphs 71A and BC87-BC80)

(Y The mortality assumptions used lo defermine the defined henefit obiigation are current estimates
of the expected mortality rates of plan members, both during and after empioyment.
(Paragraphs 73(a)(i} and BC91)

(9) Risk-sharing and conditional indexation features shall be considered in determining the best
estimate of the defined benefit obligation. (Paragraphs 64A, 85{(c) and BC92-BC96)

Do you agree with the proposed amendments? Why or why not? If not, what alternative(s} do you

propose and why?

We support the proposed amendments, but we believe that the text should be absolutely clear to
reduce the possibility of different interpretations. In addition to the specific comments made
elsewhere in this letter, we believe the drafting of (e} leaves scope for different interpretations. it is
possible to interpret the exposure draff to require that current mortality rates should be assumed
rather than an estimate of the rates that will apply marny years in the future.

We also believe that BC 85 is confusing and could he read as requiring that the costs of managing
the plan assets be included in the calculation of the defined benefit obligation and not in the return
on assets. We suggest that the basis for conclusions explains that investment management costs
should be included in the return on assets and, where the benefits are dependent on investment
returns, in the assumptions about future benefit payments in accordance with BC 84.

Multi-employer plans

Question 14

fAS 19 requires entitles fo account for a defined benefit multi-employer plan as a defined contribution
plan if it exposes the participating entitles fo actuarial risks associated with the current and former
employees of other entities, with the result that there is no consistent and reliable basis for allocating
the obligation, pfan assets and cost to individual entities pariicipating in the plan. In the Board's view,
this would apply fo many plans that meef the definition of a defined benefit mufti-employer plan.
(Paragraphs 32(a} and BC75 (b))

Please describe any situations in which a defined benefit multi-employer plan has a consistent and
reliable basis for allocating the obligation, plan asseis and cost to the individuaf entities
participating in the.plan. Should participants in such multi-employer plans apply defined benefit
accounting? Why or why nof?

Our experience is that defined contribution accounting is applied to most of these plans on the
basig that insufficient information is available to identify a proportionate share of the defined benefit
obligation and plan assets. There is diversity in practice about how rmuch information is ‘sufficient’
to apply defined benefit accounting. This diversity will continue unless the Board clarifies the
guidance on the circumstances in which an entity should apply defined benefit or defined
contribution accounting. For example, the additional disclosures proposed include "33A (d) defails
of any agreed deficit or surplus allocation on wind-up of the plan, or the armount that is required to
be paid on withdrawal of the entity from the plan”.

&



PRICEAATERHOUSH(QOPERS

Some argue that attribution of the surplus or deficit and the ongoing service cost is sufficient to
allow defined benefit accounting, so that defined benefit accounting should be applied if the
information suggested as a disclosure itern is available. Others argue that apportionment of the
surplus or deficit does not allow a reliable apportionment of either assets or liabilities and is
therefore insufficient to allow defined benefit accounting.

We also note that the exposure draft proposes to replace interest cost and expected return on
assets with a single net finance cost (or income). Some might argue that this strengthens the
argument that it is not necessary to apportion assets and liabilities to apply defined benefit
accounting.

We therefore consider that the accounting for multi-employer plans should be considered as part of
the next project in the Board's consideration of IAS 19.

Transition

Question 15
Should entities apply the proposed amendments retrospectively? (Paragraphs 162 and BC37-

BC101) Why or why not?
We agree that the amendments should be applied reifrospectively. We also suggest that the Board

consider transitional relief from some of the new disclosure requirements, in particular the
proposed sensitivity analyses.

Benefits and costs

Question 16
In the Board’s assessmenit:
(a) the main benefiis of the proposals are:

(i reporting changes in the carrying amount of defined benefit obligations and changes
in the fair value of plan assets in a more understandable way.

(if) efiminating some presentation options currently alfowed by IAS 19, thus improving
comparability.

iy clarifying requirements that have resulted in diverse practices.

{iv) improving information about the risks arising from an enfity’s involvement in defined
benefit plans.

{b) the costs of the proposal should be minimal. because entities are already required to obtain
much of the information required fo apply the proposed amendments when they apply the
existing version of IAS 19.

Do you agree with the Board's assessment? (Paragraphs BC103-BC107) Why or why not?

We agree with the benefits of the proposals for post-employment benefit accounting and that the
costs of implementing these proposals should not be significant. We believe, however, that the
Board may have underestimated the effort required to implement the additional disclosures and the
changes fo the treatment of other fong-term henefits.

©)
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Other comments

Question 17
Do you have any other comments on the proposals?

(@)

(b)

{c}

The exposure draft proposes that the distinction between post-employment benefits and other
long-term employee benefits be removed. We believe this creates unnecessary complexity for
most of the benefits paid while an emplayee is in employment. The current standard requires
the obligation to pay these benefits to be recognised in full in the statement of financial
position, with all changes in the obligation recorded in profit or loss. The proposais, together
with the additional disclosure requirements for post-employment benefits, reguire changes in
the obligation to be split between operating and finance costs in profit or loss, and
remeasurements in OC|. This would require considerable additional work for relatively little
benefit, given the materiality and lack of volatility in most of these benefits. We suggest that the
current distinction remains and that the changes in other long-term benefits continue to ba
recognised in full in profit or loss.

We also believe that the extensive disclosures required for post-employment benefits would be
disproporticnate for other long-term benefits. This suggests that the disclosures for other long-
term benefits should be more restricted, or emphasises the need for a cut-off, other than simple
materiality, in determining which plans need to be disclosed (see Appendix B)

The following wording has been inserted in paragraph 104A:-
“An entity shall disaggregate changes in its right to reimbursement in the same way as for
changes in plan assels (see paragraph 119C). The amounts presented in the statement of
comprehensive income in accordance with paragraph 119A may be presented net of
amotnts refating to changes in the carrying amcunt of the right to reimbursement.”

it is not clear whether or not a notional return at the discount rate should be assumed on any
reimbursement right. The definitions of the calculation of net interest and remeasurements refer
only to plan assets and do not reflect reimbursement rights. We believe that the Board's
intention was fo reflect an implied return in the net interest cost and a remeasurement gain or
loss consistent with the treatment of plan assets; but this is not clear and is inconsistent with
the definitions of interest cost and remeasurements.

Paragraph 61 states that:-

“An entity shall recognise changes in the net defined benefit liability fasset] in the statement of
compreftensive income ..."

Contributions paid to a defined benefit plan or benefits paid directly by the entity will lead to
changes in the net defined benefit liability (asset) but should not affect the statement of
comprehensive income. We therefore suggest that the wording is changed to the following:
“changes in the net defined benefit liability (asset) in the statement of comprehensive income
that do not result from contributions to a funded defined benefit plan or payment of benefits... "

The exposure draft includes proposals {o clarify the definitions of short-term and fong-term
benefits. We believe thers ig inconsistency in application of the current definitions; soeme
believe that the short/long distinction in IAS 19 should be the same as the current/non-current
distinction in IAS 1. This confusion atises because both standards use the term “due to be
settled”, which is not defined.
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We believe that "due to he settled” in both IAS 1 and IAS 19 refers to the expected date that
settiement will take place, without any modification to the existing terms of the obligation and
not to the earliest contractual date at which settlement could take place. [AS 1.69(d) requires a
liability to be current unless the entity has an unconditional right to defer seitlement beyond 12
months. There is no similar requitement in [AS 19.

We believe that a liability, such as long-service leave, for which the counterparty could require
payment within the next 12 months, is a current liability (IAS 1). It is also a long-term benefit
{IAS 19) because it is earned over several years and is not expectad to be settled within 12
menths of the end of the period(s} in which it was earned. The proposed changes do not
sufficiently clarify this principle.

We also believe that the inclusion of paragraphs 11-16 under the heading of short-term
henefits is not helpful, as some argue that this implies all compensated absence is a short-term
benefit, although compensated absence could be gither short term or long term depending on
the facts and circumstances. We have included in Appendix C some suggested wording.

The proposals require past-service costs to affect profit or loss, but actuarial gains or losses o
affect OCl. The classification of a change in the defined benefit obligation between past-service
cost and actuarial gain or loss may have a significant impact on profit or loss. The IFRIC noted
in November 2007 that it can sometimes be difficult to distinguish between a change in
assumptions and a change in benefits. This can be particularly difficult where changes result
from legislative changes. We believe it would be helpful if the Board incorporated in the revised
standard some application guidance to clarify the difference between these items.

(11



PRICEAATERHOUSE(COPERS

Appendix B
Disclosures

We are concerned that many of the disclosure proposals could lead to 'boiler plate’ disclosure
rather thar useful information ~ for example, paragraphs 125C, 125G (b), 125J and 125K. We are
also concerned that the proposed sensitivity analyses could prove onerous for entities with plans in
many different territories without providing useful information. We do not believe that the present
value of the defined benefit abligation, modified to exclude the effect of projected salary growth
(paragraph 125H) is useful additional information when there is a requirement io provide sensilivity
anatyses.

It is not uncommon for an entity to have a large number of individually immaterial plans that are in
aggregate material. it could be misleading to exclude such plans from the disclosures required by
the paragraphs 1250 and 125E. We aiso note that the aggregation of economically diverse
territories for the purposes of the investment analysis in 125F and the assumptions in 125G could
result in the disclosure of averages that are not useful to a reader of the financial statements. We
also note that one purpose of the sensitivity analyses required by 1251 is to allow a user of the
financial statements to consider the possible impact of apy pessimism or optimism in the
assumptions disclosed under 125G. Where the range of assumptions underlying aggregated
disclosures — and hence the range of ‘reasonably possible’ variations in those assumptions - is
broad, the sensitivity analysis may be misleading.

We belleve that the disclosures should allow users to:

» form a judgement on whether the assumptions are pessimistic or optimistic and the accuracy
of previous assumptions;

s make approximate adjustments to the resuits disclosed by a preparer to put results from
different entities onto a comparable basis;

« consider the future cash flow effects of the benefit obligations; and,

= identify the significant risks to which the preparer is exposed that could impact those future
cash flows.

The accounting for employee benefits provides a common measure of the #abilities but allows a
wide range of judgement, which emphasises the need for disclosures about assumptions and
sensitivity. A possible alternative to the sensitivity analyses in paragraph 1251 would be disclosures
that analyse the defined benefit obligation into current active employees, retirees and terminated
vested but not yet retired employees, together with disclosure of the sensitivity of the these
components and the service cost to a 1% change in the discount rate. This would allow users to
make a reasonable judgement on the assumptions without having to consider all significant
actuarial assumptions. We also believe that the information about experience adjustments currently
required by IAS 19 paragraph 120A(p) is valuable and should be retained.

The funding requirements applicable to an entity are no less important to an understanding of the
financial impact of pension plans than the accounting requirements in many territories. These
requirements vary significantly between territories. We suggest that disclosures set outin
paragraphs 125C(b}, 125J and 125K are restricted to those plans that are significant to an
understanding of the financial statements and where there is a significant risk that changes in
assumptions would resuft in material adjustments to the carrying amounts. Paragraph 125K mixes
accounting (service cost) and funding (confributions}, so limiting the disclosure to consideration of
the funding would provide clearer information.
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Appendix C
Suggestions regarding detailed wording

Definitions of short-term benefits and other long-term benefits

8  Short-term employee benefits may include items such as;

{(a) wages, salaries and social security contributions;

(» short-term compensated absences {such-as-paid-apnual-leave-and paid-sickleave} where
the compensation for the absences is expected to begome-dua-te be settled within twelve
months after the end of the reporiing period in which the employees render the related
employee service (which may include paid annual leave or paid sick leave),

(¢} profit-sharing and bonuses payable if they are expecled to become dueto pe seitled within
twelve months after the end of the reporting period in which the employees render the
refated service; and

(d) non-monetary benefits (such as medical care, housing, cars and free or subsidised goods
or services) for current employees.

22 if profit-sharing-and, bonus payments, socfal securily contribuifons or compensated
ahsences are not expected to beceme due o be settled wholly within twelve months after
the end of the repeorting period in which the employees render the related service, those
payments are other long-term employee benefits (see paragraphs-326-131 24-125K).
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