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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.

This paper has been prepared by the technical staff of the IASB for the purposes of discussion at a public meeting of
the IASB working group identified in the header of this paper.

The views expressed in this paper are those of the staff preparing the paper and do not purport to represent the views
of any individual members of the Board or the IASB.

The meeting at which this paper is discussed is a public meeting but it is not a decision-making meeting of the Board.

Official pronouncements of the IASB are published only after the Board has completed its full due process, including
appropriate public consultation and formal voting procedures.
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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 1AS 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, 1AS 19
requires four tables:

(@) areconciliation 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
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Source: L’Oreal (2006).

Sensitivity analysis

7.

IAS 19 (para. 120A (0)) 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
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(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.

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

Statistical and actunrial methods o used 1o anticipate futene events in cleulating the exponses and
iataibities related o the plams, Thise caleulitpons include assumpions abant te discodnt rate, expecied
retirn on plan assets and rate of future compensathon increases. '

The imterest matee ised 1o discount post-employment benefit obligations 10 present vatlue is derived from
the vields of senior, hli-quality corporate bonds n Uhe resgaective cointey 8l the balanoe sheot dile,
These genemlly include as-rted secuntls. The discount mite is based on the yiitkd of a porifolio of bancds
whose welghted residunl maturities approxmately correspond 1o the duration necessany to cover e
entire beneli obdigation. 1T as-rted eorporate bonds of equal durstion are ot available, o discoant rte
equivibent 1o the effeetive interest mie for government biends ot the balance sheet date s used instesd,
incroased by abail 0.5 16/9.0 percentage palil skice corporabe bonds genesally give higher viclds by
wirtue of their fsk straciure. Determination of the discount Faibie i also based on the avemge vl for a
bond portfolie cormesponding to the expected cash oatflows from the penshon plans.

Tht: esstamptin for the expected retume-on-assets reflects o long-term mutbook for ghobal cagitl market
e il match the dimtion of e pomsion obdigation, and & diversified vestment simiegy, The
Ivestment policy of Bayer Penslonaknsse is geared to regulatony compliance and 1o the risk stracinne
associated with thie Genefit obligations. On this basis, Baver Penslonskasse has developod o strategic
tamet pornfolin commensumie with the sk profile. This invesiment strtegy facuses principally on
srrimgent management afdownskde risks mther than on maximizing absolite rems, In ot countrics,
tod, the kiey erileria fog the funds” investment strategies ane e strocture of the benelil obligations and
the risk profile. Other determinants are risk diversification, portfolio efficiency and & country-specific
sl globial rskfretm profile capable of ensering the paymentof all futine benefits. The expeated refum
i applied to the frir marke ! valoo of plan pssets a1 each year e,

Statlstheal informaibon such as withdrowal and monality mies 15 also used In estinsating ihe cxpenses
and [inbilities under the plans. Beeaose of changing market and economic conditions, the expenses
aitwil Tinhilitles actisally arising under the plans in the ftuee may difor materally from thi estimates
mnile on the basis of these actuarial assumptions. The plan assets ane partially comprised of equity
anid fxed-income: nstruments, Thersfore, declining returs on equity markets and markets for fxed-
inconwe instruments could necessitate additional contrbations 1o e plans 0 order 1o cover Rt
penskon obligations. Also, kigher or lower withdrawal mtes or loager or shorter life of porticipants may
have v impact on the amount of peosion incomse or expense reesndisd bn the leure. On Decemiler 51,
=00, the present valae of provisions for persions and otber fost-emplayment benefits payable ander
defined benelil plans wis €15, 561 million, Furiher detalls of penskon provisions and tedr intensst mie
sensliivity ane given in Note [2i,
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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

i} Assumplions

MNarth Americn

UK

Cantinental Eurcps

Asia Pacifio, Latin Americs, Africa & Middis East

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

o} Assats and llabdtion

2005
Em
Group
Expat B2 .2
1811 43z
T2 16.1
7.5 a.8
[ 1.6
453.2 100.0
BB B)

231.4)

Daficit in sohomas by regon
Meorth A {1176
[E4.41
=5,1)
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Source: WPP (2006).
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Best estimate of expected contributions to be paid to the plan

10.

11.

Para. 120 (qg) 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.

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.

SeottisdPower made an aggregale kamp sum payment of £28 ¥ millon during March 2006 infio the relevant schames. On completion of the reburn of cash to shareholders, an
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ScottishPower and Mamweh schemes’ mestment strategies. reflect Be e and jrowing progorton of ther abdtes which reale o persions n payment and theredore
inchsde o growing bond element. A significant eguity dement & shill netained, hoseyer, S0 provide pobenkial for long-Sems outpsrormance nelative o bonds and Serefom to
reduce e groun's contribution nsquinements. This strategy sill be neviesed on an ongoing barsis by the trustees and they will continue to seek te company's wews and
Corrsely O dricnel allocaton

LS anrangemnents ane managed and invested in accondance with all applicable requinements, including the Employes Retrement income Security Act MERISA™) and e intemal
Reverase Service [FS") revenue code. The ERISA is B LIS legistation which regulabes parrson insbiutons ina number of areas, The US arangements employs an investment
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Scottish Power UK plc operates a funded persion scheme of the company providng defived retirement and death benefits: based on final personatie salary. This scheme w
open prior b 1 Janeary 1 999 fo employees of SootSshPower. Members are requined bo confiibutie o the Scheme at 3 rate of 5% of persionable salary. Scottish Power (UK plc
meets e balance ol costof prowding benelits, and company contributions pad are based on the results of the formal el vakeaSion of the Scheme and are agreed by
Seottish Powes U pic and the Scheme Tneshess

Source: Scottish Power (2006).

Allocation of plan assets
12.  1AS 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

Pension information disclosed by primary segments
13.

34, Retiremant Banelit Obligation — (continuad)

The foliving table sets out the Compamy's percion plan assat allacations in the funded UK, LS and Otfer
Plana for the last thees yeans, iogether with the tangel allocations for 2006

UK Flan
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Other

Total

U5 Plan
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Othor
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Oiher Plans
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Source: Smith & Nephew Group (2006).
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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

Pension P-rm'hlnm and plrnlurl uulshq.- area
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The newly acdquired pension obligations of Exel are repored under
LOMGISTICS exchading DPAG. In 2005, Deutsche Post Retall GmbH
was spun off from Devische Post AG. The obligations relating fo
Deutsche Post Retall GmbH ane included in the Other column

Actuarial assumpt o

Thee majority of the Groups defined benefit obligations relaie to com-
panies in Europe, the UK and the US, The actuarial measarement of
the main benefit plans was based on the following asamplions:
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For the German CGroap cormpanles, langeyity was calculabed using the
martality tables Richttafeln 2005 G for the 2005 results while the 2004
resailis used the mortality tables Richitafelin 1998, both poblished by
D Khas Henbseck. Country-specific mortality tables were ased for
Tht isther countries
The following average expecied rehirn of plan asets was uied to
ompute ihe ELpenses for 2004 aned 2005;
b Garmany Rl of #urs Bone 114 Swllterand LISA,
Awerage axpected (9L 0n plan w704 ) 110 W 435 3] 173 545 ]
Awwrage sxpehed 1ebum on plas wseb e 2O %0 in 425 475 o TO0 ETS o TS50 L] o

The eipectod reiurm on plan awscts was determined by laking into
sccount curment koag-lerm rates of refurn om bomds (government and

sorporate] and applying to these rates a suitable rik premium deter-
mined on the basis of historical market refurns and current market
cxpectalim for a given plans assel stractare.

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

Reconciliation of defined benehi nhiip_.LLl.nnw._ |1|.||1 assels and
nel pension provisions
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The most significant changes in pension obligatkons in the cour There were sigmificant reclassifications of pension obligations, plan
of 2005 werne in the LOGISTICS excluding DPAG ares and relate b wserly and pension provisions from LOGISTICS excluding DPAG 1o
the acquisition of Exel at the emid of the year (et pension provisicns EXPRESS exclading PAG in Switrerlanil
0227 milion defimed beneiit obligati ons: €4.030 billlon, e vabue of

plar assets: CLR0% billlonk The acguined obligations exist primariky

in the Unitesd Kingdom

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

i Karagisii Pisrtturilanch
Ofher Assumphons oo ot 003 men Fi 2003
Dot rate 4.7% 53% 54% 4.0% 4.5% 5.1%
Inflation L% 1 B% T.7% 1.8% 1.8% LB%
Rale of somase n i 4.3% 4 3% 4 2.3% 23% 2 5%
Rate of increase Tor pEnsions in payment L% 259% 1 E% 18% 1.8% 1LE%
Rate of omade Tor pensions in deferment (whene provided) 7% 2.5% 18% 1.8% 1.8% 1.8%
Eupacted bong-lerm rates ol refum:
Equties T.6% B0 83% 7.0% T.6% 8.3%
Bonck 4.5% 50% 53% 1.7% 4.1% 4.7%
Property 61% 6.5% 6.E% 5.5% 6.1% 6.A%
Oriheds B7T% 73% 4.3% 17T% 35% 3.1%
Liratic] § Loy iy
o] 004 ol B0 04 hod
Discount rate 55% 2% B1% 4.0% 45% 5.2%
Inflation 2.4% 25% 5% 1.8% 1.8% 1.8%
Rate of increasa In salanes 4.0% 45% 4.5% L.5% 2.5% 45%
Rate of increase for panmond in paymient o0% 0.0% 0.0% 1.8% 1.8% 1 8%
Rate of increase for perdsions in delerment (where provided) 0.0% 0.0% 0.0% 0.0 0.0% D0%
Expected long-tenm rates of miurn:
Equities 0% B.A% B6% T.0% 71.6% A3%
Borsis 4.8% 4T% 4. 7% LM% 41% 4 7%
Propemy 5% 69% 2] 5.5% 61% 68%
Qthars 4.2% 2.1% nfa 1™ 1T% 1.7%
Weighted merge asset return 7.0% % 74% 53% 57% 61%

Mortality assumplions for these countries are Dased on the foliowsng post-rebrement mortalty tabies: () United Kingoom: PG 52 and PRA 82
‘with shor cohort adjustiment and scalng Tactor of 125% appled, projected fo 2005 for curent pendoners and io 2025 o Tulune pensioners;
i} 1rr Mrtheriands. GBAY (1995-2000); (i) United Sttes: AF2000 wiih a projection penod of 10-15 years; and (w) Gefmany: Heubedk 1358
(Penodentalel] with 8 scaling facior of 85%.

Aasumplions lof the remaning delined benefit plins vary comiidersbly, depeniting on the stohamic condition o the Souniry whee 1Ry
ame situatod

Source: Unilever (2006).
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