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Comments on the AASB's Fatal Flaw Draft of AASB 105x- Superannuation Entities 

1. Paragraph 11 provides a reconciliation of the change in member benefit liabilities from 
one year to the next, broken down inlo the following items: 

(a) employer contributions; 
(b) member contributions; 
(c) taxes on contributions; 
(d) benefits transferred into the entity from other superannuation entities; 
(e) benefits to members; 
(f) insurance premiums charged to defined contribution member accounts; 
(g) net benefits allocated to defined contribution member accounts; 
{h) net changes to defined benefit member accrued benefits; and 
(i) amounts allocated to members from reserves. 

It wasn't immediately clear to us what the "net benefits a llocated to defined contribution 
member accounts" is intended 1o include. We note that paragraph AG 18 refers to 
inveslment earnings and expenses, which implies tha1 this item represents all other 
changes in defined contribution member benefits not otherwise covered by items in 
paragraph 11. Is this correct? Would some further guidance in the application guidance 
b e appropriate? 

2. We have a similar comment about the item "net changes to defined benefit member 
accrued b enefits" a nd the need for some further application guidance. 

We also note that we have assumed that item "(a) employer contributions" in the 
reconciliation includes defined benefit employer contributions. This differs from the 
approach under AASB 119 where a "current service cost" is used in the equivalent 
reconciliation (see para 141 of AASB 119 (20 11)). The reason that a service cost is used 
rather than actual employer contribulions is that ·lhe level of employer contribution may 
change from year to year with any surplus of deficit. For example if I here was a large top 
up contribution paid in a particular year such that total contributions far exceeded 
benefit payments, the net amount in "net changes to defined benefit member accrued 
benefits" may be negative. 

3. We note that paragraphs 18 and 19 provide treatment of DB "Employer-sponsor 
receivables", but there are no similar rules for DC contributions receivable. We also note 
that defined contribution member liabilities are defined in paragraph 16 as c urrent 
account balances. Those account balances would typically only include contributions 
actually received by the fund and would not include contributions receivable. Hence 
there could be a mismatch if contributions receivable are included in the assets. The 
AASB may wish to consider whether it specifies lhat any a llowance for contributions 
receivable is consislent with the measurement of the member liabil ity. 

4. We note that one interpretation of paragraph 17 could be that the liabildy is measured 
based on lhe discount rate associaled with a matching portfolio {i.e. a fixed interest 
portfolio with coupon and principal payments lhat closely match the cash flows 
associated with the liability). Paragraph AG 23(e) refers to the current portfolio thus 
suggesting that a match ing portfolio is not the AASB's intention, however that could be 
clarified in paragraph AG23. 
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5. The definition of accrued benefits may benefit from the addition of the words "the value 
o f", similar to the definition of ves·led benefits. AG23 mentions a discount rate, but does 
not explicitly mention that a present value wou ld normally be appropriate. 

6. ·1 he proposed definition of a defined benefit member is a: 

A member whose benefits are specified, or are determined, at least in part, by 
reference to a formula based on their years of membership and/or salary level. 

1 his contrasts with the SIS definition which is 

defined benefit member means a member who is entitled, on retirement or 
termination of employment, to be paid a benefit defined wholly or in part by 
reference to: 

(a) the member's salary on retirement, termination of employment or an 
earlier date; or 

(b) the member's salary averaged over a period before retirement; or 

(c) both (a) and (b); or 

(d) a specified amount. 

The key difference in the definition is the reference to retirement or termination of 
employment. A defined contribution member with salary based insurance arguably has 
a benefit, determined as least in part, by reference to salary. Hence, it could be 
interpreted that they are covered by the definition of a defined benefit member in AASB 
105X. 

7. Superannuation entity is defined in section 10 of the Superannuation Industry 
(Supervision) Act 1993 as: 

superannuation entity means: 

(a) a regulated superannuation fund; or 

(b) an approved deposil fund; or 

(c ) a pooled superannuation trust. 

We understand that the AASB definition excludes pooled superannuation trusts, so it may 
be appropriate to choose a different term to avoid the confusion of a dual meaning for 
"superannuation entity". 

8. We note that paragrap h AG 2-1 suggests that a roll forward estimate of accrued benefits 
(where data effective prior to the balance date is used for calculations and then the 
results are updated to provide an estimate effective at the balance date) is acceptable. 
Is that interpretation correct? Has the AASB considered whether there is a maximum 
period of roll forward that is acceptable, for example does the data need to be 
effective wilhin 6 months or 12 monlhs or 3 years of an actuarial invesligation cycle? Is 
!here any other guidance that the t\t\SB wishes lo give on the level of accuracy required 
in any roll forward? 
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9. The Statement of Changes in Member Benefits in llluslralive Example II includes amounts 
being transferred from Defined Benefi1 member benefit liabili'lies to a foregone benefits 
reserve. Such an arrangement would be highly unusual. To the extent that Defined 
Benefit members forego a ny benefits on termination of employment those foregone 
benefits would typically remain in the pool of assets backing the defined benefit 
liabilities. Hence we found the reference to transfers to and from a foregone benefits 
reserve for Defined Benefit members confusing . 

10. We note tha t paragraph BC 134 refers to "higher of benefits". We understand that the 
conclusion reached is that the AASB does not expect op tion like valuations. On a related 
issue we note that actuaries often p lace a minimum of vested benefits on their 
calculations of the present value of accrued benefits (ei1her individually or in 
aggregate) . We are not sure whether the AASB has considered whether 1he standard will 
require such a minimum, expressly prevent such a minimum, or provide flexibility. 

11. We also noled some minor typographical errors in the d ra ft. In Paragraph 20, "AG5" is 
repeated. In note B on page 44, the last sentence of the 2nd paragraph has a missing 
word "impact" or "effect" (i.e. "for which changes are reasonably possible that would 
have a material ... on the amount of the liabilities"). 
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