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Objective 

1. The objective of this paper is to provide extracts of ‘best practice’ post-

employment benefit disclosures from the Association of Chartered Certified 

Accountants (ACCA) Research Report 100 Adoption of IAS 19R by Europe’s 

Premier Listed Companies to stimulate discussion on the questions set out in the 

rest of the agenda papers for this meeting. 

Background 

2. The ACCA Research Report 100 Adoption of IAS 19R by Europe’s Premier 

Listed Companies is available at 

http://www.accaglobal.com/publicinterest/activities/research/reports/global_inte

gration/rr_100 or from the IASB staff.  The Research Report provides an in-

depth analysis and evaluation of the defined-benefit pension plan disclosures 

provided in 2005 by companies constituting the premier segments of 20 

European stock exchanges. 

Best Practice Disclosures 

3. The Research Report highlighted a few ‘best practice’ examples of IAS 19 

defined-benefit pension plan disclosures that were considered transparent.  

These examples include, among other things, disclosures of the actuarial 

assumptions used for valuation purposes, sensitivity analyses of the impact of 

changes in key actuarial assumptions, disclosures regarding anticipated future 

payments to the plan, and the financial statement impact of changing accounting 

policy on the treatment of defined benefit plans. 

http://www.accaglobal.com/publicinterest/activities/research/reports/global_integration/rr_100
http://www.accaglobal.com/publicinterest/activities/research/reports/global_integration/rr_100
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4. The following are extracts of the ‘best practice’ disclosures and its 

accompanying discussion from the ACCA Research Report. 

Matrix format to combine four IAS 19 tables 

5. Under the corridor approach, certain changes in the DBO and plan assets are 

reported as components of pension costs (eg amortisation of actuarial gains and 

losses) while others are excluded from recognition (eg unrecognised gains and 

losses). Under the IAS 19 option, actuarial gains and losses are recognised 

outside P&L and alternatively go directly to equity via the SORIE. To reveal 

specifically where amounts are recognised in the financial statements, IAS 19 

requires four tables: 

(a) a reconciliation of the funded status (including a breakdown into the 
DBO and plan assets) unrecognised amounts to the recognised amounts 

(b) the components of pension costs 

(c) the defined-benefit obligation and 

(d) the plan assets. 

6. While most companies satisfy each of these requirements with a separate 

reconciliation/chart, L’Oreal (see Table 13 (below)) uses a matrix that ties all 

four disclosures together, thereby enabling the financial statement user to 

ascertain quickly the articulation of the components of pension expense to the 

DBO, plan assets and the recognised pension obligation. 
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Table 13: L’oreal best practice - matrix format used to disclose impact of each 
component of annual pension expense on projected pension obligations, plan 

assets, unrealised actuarial gains and losses, and the net pension provision 

 

Source: L’Oreal (2006).  

Sensitivity analysis 

7. IAS 19 (para. 120A (o)) requires disclosure of a sensitivity analysis indicating 

the effect of an increase/decrease of one percentage point in the assumed 

medical cost trend rates on the aggregate of the current service cost and interest 

cost components of net periodic post-employment medical costs and the 

accumulated post-employment benefit obligation for medical costs. While 

sensitivity analysis is not additionally required for defined-benefit pension plans, 

given the significance and materiality of the defined-benefit pension obligation 

for many sample companies and the potential impact of even a small change in 

key actuarial assumptions, this information may be very useful to financial 

statement users. Yet, few sample companies volunteered this information. An 

exception is Bayer. Table 14 (below) presents Bayer’s sensitivity analysis for 

both other post employment benefits (OPEBs) and pensions. In the sensitivity 

analysis, Bayer discloses the impact of a 0.5% increase in the discount (interest) 

rate, future remuneration (salary progression) increases, projected future benefit 

increases, and expected return on plan assets on both the benefit obligation and 
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benefit expense. As the IASB and FASB jointly revisit pensions, requiring a 

sensitivity analysis for both OPEBs and pension obligations should be 

considered. Table 15 (below) includes Bayer’s thorough explanation of the key 

actuarial assumptions used. As shown in the next paragraph, few companies 

provided this level of detail. 

Table 14: Bayer best practice - sensitivity analysis 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
(Source Bayer 2006) 
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Disclosure of actuarial assumptions 

8. As shown in Table 16, Panel A (below) in line with 120A (n), WPP discloses 

the company’s weighted average actuarial assumptions (discount/interest rate, 

expected salary increase, inflation rate and expected rate of return on assets). 

Using a matrix format this information is provided for each primary investment 

grouping (equities, bonds and cash) by geographic area (North America; UK; 

Continental Europe; Asia Pacific; Latin America; Africa and Mid-East) for 2005 

and the two preceding years. 

9. As shown in Panel B, WPP furthermore discloses the value of the plan assets by 

investment category as well as the assessed value of the plan liabilities covered 

by each investment category. The company clarifies that some of the plan 

schemes are largely unfunded owing to ‘common custom and practice’ in certain 

jurisdictions. Thus, benefit payments are made to the pensioners when they fall 

due. For the new information required by 120A (q), WPP clearly differentiates 

2006 expected payments for employer contributions to schemes and benefit 

payments. 
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Table 15: Bayer best practice - comprehensive explanation of actuarial 
assumptions used for valuation of defined-benefit obligations  
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Table 16: WPP best practice  
Panel A - disclosure of actuarial assumptions and return on assets by country for 

current and two preceding years  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Panel B - disclosure of fair value of plan assets and present value of plan liabilities  

                                
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: WPP (2006).  
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Best estimate of expected contributions to be paid to the plan 

10. Para. 120 (q) of IAS 19 requires that employers disclose the best estimate, as 

soon as it can reasonably be determined, of contributions expected to be paid to 

the plan during the annual period beginning after the balance sheet date. This 

new disclosure requirement was added during the most recent revision of IAS 

19. In several instances, the disclosure provided by the sample companies is not 

clear as to whether the cash outflows are to be paid to plan trustees, or 

retirees/pensioners, or both. This is problematic, given the diversity of corporate 

pension funding globally. In countries such as the US, where funding is 

required, the assumption is that the cash payments normally go to the plan, but 

for unfunded plans, which are the norm in some European countries, payments 

go to the pensioners. Thus, clearly specifying the payee enhances transparency. 

11. For example, as shown in at the bottom of Table 16, Panel B (above) WPP states 

that ‘some of the Group’s defined-benefit schemes are unfunded (or largely 

unfunded) by common custom and practice in certain jurisdictions. In the case of 

these unfunded schemes, the benefit payments are made as and when they fall 

due. Pre-funding of these schemes would not be typical business practice’. In 

Table 17 (below), alternatively, Scottish Power specifies that the Company’s 

payments are made to the pension scheme. The table also clearly illustrates how 

Scottish Power’s plan assets are allocated in line with para. 120 (j). 
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Table 17: Scottish Power best practice - disclosure of anticipated payments to 
pension schemes and allocation of plan assets.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Scottish Power (2006).  

Allocation of plan assets 

12. IAS 19 para. 120A (j) indicates that for each major category of plan assets, the 

company must disclose the percentage or amount the category constitutes of the 

fair value of the total plan assets.   As illustrated in Table 18 (below), for the 

company’s US, UK and other funded plans, Smith & Nephew discloses the 

information required in para. 120A (j) for 2005 and the preceding two years, and 

in addition voluntarily indicates the target allocation for 2006. 
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Table 18: Smith & Nephew best practice - plan asset allocations by country and 
target allocation  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Smith & Nephew Group (2006).  

Pension information disclosed by primary segments 

13. Table 19 (below) illustrates the degree of useful detail a company can use to 

disaggregate pension assumptions and to disaggregate other information about 

pension plans. For example, Deutsche Post provides information for its pension 

plans consistent with the company’s primary segments (as defined by IAS 14). 

Some companies separate only by funded or unfunded pension schemes, or, 

more often, as stressed in our section on benchmarking, across countries. 
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Table 19: Deutsche Post best practice - disclosure of defined-benefit pension plans 

information in line with company’s primary segments  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

Source: Deutsche Post World Net (2006).  
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Table 19 continued  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Deutsche Post World Net (2006).  

Mortality assumptions 

14. Table 20 (below) includes Unilever’s disclosure of the actuarial assumptions 

used for valuation. Unilever’s disclosure includes a discussion of the mortality 

tables used by country and notes how mortality rates vary substantially by 

country. As noted in the literature review, IAS 19 (para. 120A (n)) requires 

disclosure of ‘any other material actuarial assumptions used’ and the widely held 

view is that estimates on mortality will probably have a material impact on the 

defined-benefit obligation. Detailed disclosure such as that provided does not, 

however, appear to be the norm, as the ICAEW (2007) review of 20 companies’ 

pension disclosures reveals that the majority did not provide information on 

expected mortality rates. Additionally, the UK Review Panel expressed concerns 

about omission of information on mortality rates and noted that such 

information has historically been required by UK GAAP. 
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Table 20: Unilever best practice: disclosure of actuarial assumptions and 
information on mortality tables used, by country where primary plans are based  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Unilever (2006). 
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