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AEBZREBELEE—EITHLICEHELT(EE)

William J. Sohn, FSA  Chairperson, Committee on Pension Accounting American Academy of Actuaries
M Mr. Robert H. Herz  Chairman, Financial Accounting Standards Board
~MD2006/2/10FH EF DR (THRIZESE)

Re: Phase | of the project to reconsider pension and other postemployment benefit accounting
““Last possible moment™ determinations of discount rates do not improve the value of the estimate. Determination of an ABO, and even

more so a PBO, is a statistical exercise in which the reliability of the estimate is no better than the reliability of the least reliable factor
entering into the calculation of the estimate. ® Of the inputs to the actuarial calculation of the PBO, the employee data may be a year out

of date and the discount rate may, in large part, be a theoretical construct.” Thus, insisting on the use of a discount rate based on market
conditions as of the last possible moment should not be expected to improve the reliability of the estimate.

® In many cases, the ABO can be hedged with financial instruments of suitable quality, or an insurance company can sell an annuity for
the obligation. The PBO, when it exceeds the ABO, is always a statistical estimate for which there is no market.

" Discount curves or indices for calculating SFAS 87/106 liabilities have been constructed by Citigroup, Merrill Lynch, the actuarial
consulting firms, and other financial houses. They differ significantly for a number of legitimate reasons, including the sparseness of
reliable data at the longer maturities. Choosing a discount rate may come down to choosing among a number of theories of future
interest rates, none of which can be confirmed in today’s market.

HFr  http://www.actuaries.org/CTTEES PENSEB/Documents/Paris minutes item4a.pdf
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International Accounting Standards Board

RIS RETICE T SEMREETEZAE 19 5 (IAS19) THEX &84

2004 &£ 12 AE
2004 £4 A 29 HICEERRK
1IR3l BETERZZfTIT

I E EOEEQENREEICRET S kLY
HEEE L RIRGABREN D) A4 UG LONIE FEIRFR(ZE M

® WEHID IAS19 TIIHEHE LOEZEEZHRERICEIRZERT OLENEL,
HXEDEHHFRICHT= > TERRHATRE
1IEH|10)7|<IE-‘% FAS8T & [EI#%

o LERAEFRS 3 175 NEE#EA ] TIIBIEFE LOEE 7 HIFEH
WRERBMEERAFEZICEVTHERFEZE NI T, ) BIRZEH

=HT7EY MEFRT —13—



TIEFIBR|REICEAT DEEMEREREN IASB & L TER L TULEWLRKIZE L
—C‘j: *@/}ILO)*EEH-I-giEJEéf&L\R&}En-I-%J:O)%;O)EHH#nLH%L/75\ n'l'%
HLELTRDOGTWVWK S LGEH(FEHE

ZEFHLELEZERRKRE L TEML TRAFREE LT

IASB IZEEHELOEZEEZERZHT 2 C EIITFEATUHHBR R Z BRICIER
Heg., BREREBOANLYIELVRHAVELEZZ TS

WMIBFREDZERZZEMT 5 & XD FFIRRICET S LLE AT EEEDER =
MOIFEFLLBWELEEZTLBETF

B5. SRIOBETIIZEERBETIEE ., BEMNICREROMIETF L ORIREH

ZHRBHHEEDHTRHI A CLLERKELTEDLDTHY ., FHEMIC
BERELMIDON, BIFEZEEOAH LMEO NG EIREERTEDH S

=H7 v MEERS — 14—



BHEEIFEDSINIE (2004 £ 12 ARERD 1AS19)
DB DEHMEXETHIEIZSMLTLWAEETIZDOLT,

® DB DZEHUIEZEIT O DICH A GHEI|MAF o NG VMEE (X, HERTE Rk, A
HETORFANEZEDH D

o LHML., RIAFTEDHHED=HDMENES oNTWNLHZEIE, TOMBIR
EZziERAREICEAELTEHLEL, ARICEERBERICEEE LTE LY
5 &

E DIEHE
IASB ADER A &S fFIREErZ A = (IFRIC) #ZIRIEsr=E D6) EHSEXEE]
2004 &£ 5 A 6 B 225
ITRIBFETERZZMIT

® D6 TIEFZFFEICHL.MALTWWAEREXERIEICDB DL NEZEA
FTAHEHIZ, FERENRTARLGIANTOZHZTOIEZTEKR

=HT7EY MEFRT —15—



® HADHFEIZHTIEIOHSHE, MAERIDEEFEEFIZTONTHLEM - &
BRI EFAFRICEZFTHS PBO 25 AICHHE L. FEEEZEIVIRY.
BERHERAZARE L TERAESZISFHET S EELD

@ MERILINDEAFEEEDHEZNDLDIL DB THLAELDOD., HWEFD
IAS19 TIL, DC HIERHR. HFEEDENHBEZ RERMAERE LTEET
T ENBHLNTUL:

D6 [CxtL. COLITUNEBEIXRRANMNTYRHEATHSLEDERNEELY

HE o=, IASBIX IFRICOD6 ZZDFFHEAELT . ETRERLI-E
#7% |AS19 DRE D+ THIE

=HT7EY MEFRT —16—



® HADMEBRIDEAFEEAEITERALLESE

> SEXAMOTOFNHENARMZIMOERHMBRTSISHTHO LN
R
RITOERNRFAEEIYBELNED

> HH. RBRARKREORERGEHERICKEY., KT TREETERFEEZEZ
HEENEHEEE LTRELLGW EABEICHE =60, XEED
IAS19 DOIFRTEFEZEAL-ELTH., BERIERICHETHRITE,DE
FIIHERE L THEERERETFMND

ENE., Bl - EERIUDOEBEAFEEEETDHRIETEFIIHLTKRO NS
RITHAIZOVWTHEED PBO 5T EZ1TL. RIEEXEREEZ LESE
REZRB LA TEAHVWENWSIAEELTHEIIRELTWNEE R
b5

=HT7EY MEFRT —17—



AfEMRE TS ) kb
® 2006 & 7 A RBRIG(TRITDH oW HER A DIBARIEL ZiEE & L THEIR
® DRt =R E
@ F—KETIEX. UTOA4DOMBIZDONWTHAFEZMNTTHREFTE
> DB HIELE DC HEDEZ, Fr Yy aNnNTURAFHEZXZEO-FEM)RTD
HED=ET
> FREE L VEEZEDHEE
> EL KL UHT
> AR /DI
|AS19 ERFE D = DIEEZBE (working group) DERE
® 2006 £10 A6 BAXE
@ 7UOFaT7)— BEEAFZEHE
actuaries, auditors and other experts, and preparers and users of financial
statements, and regulators.
® HHAHARR 11 A 17 H
@ F1M&EAIX2001FE1 RO FUREERTE

® 2007 FEIZEt:&E H (discussion paper ) KR FE
http://www. iasb. org/NR/rdonlyres/3661870E-3AC3-4940-8B8E-4EB383D7F35D/0/PRonEmp | oyeeBenef i tsWkgGroup. pdf

=HT7EY MEFRT —18—


http://www.iasb.org/NR/rdonlyres/3661870E-3AC3-4940-8B8E-4EB383D7F35D/0/PRonEmployeeBenefitsWkgGroup.pdf

® IFRIC DIMTEMHEEF - I RAENBLEICHWEF B ZMFI L THRIMZEZRET 514
EJ-Fetpg
20047 A8 ALNE
9821 BETERZ2FIT
BIERAEN 7o oy FARIR

® |FRIC DI9TIAS19-BEED LIR : EFNERDFIAFREE & RIERFBILEH]

2006 4£ 8 A 24 By %k
10 A 31 BETERZZAIT

=HT7EY MEFRT —19—



4. EBERARFTEEFZS (IPSASB)

International Public Sector Accounting Standards Board
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ELTRAER

By having three alternative treatments for gains and losses (spreading, immediate
recognition through the P&L, and immediate recognition outside the P&L), IAS 19 al lows
another fundamental level of choice, thus moving away from the goal of allowing

comparabil ity between companies’ accounting for pensions (for example to US—-GAAP).

By not requiring the unrecognized actuarial gains or losses to be recycled (i.e. never
hit the P&L), this could be considered indefinite deferral of the P&L impact.
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* |[AS 19 M E % :determine the discount rate by reference to market yields at the balance sheet date

on high quality corporate bonds (or,

in countries where there is no deep market in such bonds,

government bonds) of a currency and term consistent with the currency and term of the post—employment

benefit obligations
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As for the issue No. 4, we believe it should be emphasized that the annual cost for risk benefits
should reflect the fact that who bears the risk. (e.g. employer or insurer, or others)
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Defined Benefit Pension Plans

11. -B&— For purposes of this Statement, a defined benefit pension plan is
one that defines an amount of pension benefit to be provided, usually as a
function of one or more factors such as age, years of service, or compensation.

Defined Contribution Plans

63. For purposes of this Statement, a defined contribution pension plan is
a plan that provides pension benefits in return for services rendered,
provides an individual account for each participant, and has terms that
specify how contributions to the individual s account are to be determined
rather than the amount of pension benefits the individual is to receive. Under
a defined contribution plan, the pension benefits a participant will receive
depend only on the amount contributed to the participant’ s account, the
returns earned on investments of those contributions, and forfeitures of other
participants’ benefits that may be allocated to the participant’ s account.
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Defined benefit scheme
A pension or other retirement benefit scheme other than a defined
contribution scheme.

Usual ly, the scheme rules define the benefits independently of the
contribution payable, and the benefits are not directly related to the
investments of the scheme. The scheme may be funded or unfunded.
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Defined contribution scheme
A pension or other retirement benefit scheme into which an employer pays
regular contribution fixed as an amount or as a percentage of pay and will
have no legal or constructive obligation to pay further contributions if
the scheme does not have sufficient assets to pay all employee benefits
relating to employee service in the current and prior periods.

An individual member’ s benefits are determined by reference to
contribution paid into the scheme in respect of that member, usually
increased by an amount based on the investment return on those
contributions.

Defined contribution schemes may also provide death-in-service benefits.

For the purposes of this definition, death-in-service benefits are not
deemed to relate to employee service in the current and prior periods.
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FIH T

Defined contribution plans are post—-employment benefit plans under which an
enterprise pays fixed contributions into a separate entity (a fund) and will
have no legal or constructive obligation to pay further contributions if the
fund does not hold sufficient assets to pay all employee benefits relating
to employee service in the current and prior periods.

Defined benefit plans are post—employment benefit plans other than defined
contribution plans.
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Defined benefit plans are post—-employment benefit plans other than defined
contribution plans.

Defined contribution plans are post—employment benefit plans under which an
entity pays fixed contributions into a separate entity (a fund) and will have
no legal or constructive obligation to pay further contributions if the fund
does not hold sufficient assets to pay all employee benefits relating to
employee service in the current and prior periods.
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Update on International Accounting Standards
November 2006

This note provides an update on activities at the main international accounting bodies
(IASB, FASB, and ASB) as they relate to pensions and employee benefits.

IASB (International Accounting Standards Board)

The IASB has announced that it has added a project, to be conducted in two phases,
which will be a comprehensive review of the accounting required by IAS 19 Employee
Benefits.

The first phase will consider revisions that would achieve significant improvements in the
short term, with a view to an interim standard being issued in three or four years’ time.
As the first step in its due process the IASB intends to publish a discussion paper in 2007.

The issues to be included in the first phase of the project are:

» accounting for intermediate risk plans (including cash balance plans), including
definition of defined benefit and defined contribution arrangements

« smoothing and deferral mechanisms

* presentation and disclosure

- treatment of settlements and curtailments.

On October 6, 2006, the IASB sent out a note inviting nominations for an international
working group to help with the first phase. Nominations are due by November 17, 2006,
with the first meeting of the working group scheduled for January, 2007 in London. It is
intended that the working group will provide a variety of expert perspectives, and will
include actuaries, auditors, preparers and users of financial statements, and regulators.

Their second phase is likely to be in conjunction with the FASB.
FASB (Financial Accounting Standards Board)

The most significant event since our last meeting was the issuing of Statement of
Financial Accounting Standards No. 158 (FAS 158) entitled “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans — an amendment of FASB
Statements No. 87, 88, 106, and 132(R)”. This was the result of Phase I of the two-phase
project that commenced in October 2005. The main issues in FAS 158 are:

1. Putting the difference between market value of assets and PBO on the balance
sheet, with unrecognized gains and losses and unrecognized prior service costs,
and unrecognized transition amounts reflected in OCI (Other Comprehensive
Income).



2. Not permitting the use of early measurement dates.

For publicly traded companies, item 1 is required for fiscal years ending after December
15, 2006, while item 2 is required for fiscal years ending after December 15, 2008, with
earlier adoption encouraged. Private companies have slightly different timing.

Following significant reaction to the exposure draft, the FASB determined that there
would be no retroactive requirements (such as providing comparative figures for earlier
periods).

It should be noted that the standard does not change the calculation of ongoing pension
expense other than in the year when the measurement date is changed.

Phase II is expected to begin next year, but is dependent on three broader projects that the
FASB is undertaking:

1. Conceptual framework — if you can totally eliminate an obligation, should it be on
your balance sheet?

2. Fair value measurement — use of market values throughout the financial statement.

3. Performance reporting — separating operating income from non-operating income.

Phase II is expected to cover:

1. Definition and scope (linked to the conceptual framework project) — likely to look
at segmenting into guaranteed benefits, constructive obligations, and substantive
obligations; this piece will also look at accounting for cash balance-type plans

2. Liability measurement — ABO, PBO or another measure; whether discount rate
should reflect the sponsor’s credit status; and how lump sum options are reflected.

3. Cost classification — expense components, balance sheet items, and cashflow
statement amounts.

4. P&L recognition — deferred or immediate recognition of gains and losses and
prior service costs; treatment of multiemployer plans.

There is no timetable for completing Phase II, but it will clearly take a number of years,
especially if it is to be performed in conjunction with the second phase of the IASB
review of IAS 19.

ASB (Accounting Standards Board)

On November 10, 2006, the ASB announced that it is to amend the FRS 17 retirement
benefits accounting standard to align it with IAS 19. The amendment will be published
in December, 2006 and will be effective for accounting periods on or after April 6, 2007,
although early adoption is encouraged. In doing so, the fair value of quoted securities
will now be bid price rather than mid-market value.



The ASB has also been undertaking a research project into the financial reporting of
pensions. Among the questions to be addressed were:

0 How is the relationship between an employer and a pension scheme best reflected
in the employer’s financial statements?
0 How should the employer’s liability in respect of pensions be qualified? In
particular:
o What is the most appropriate actuarial method?
o Should the employer’s liability reflect future salary increases?
o What discount rate should be used?
[0 What is the expected return on assets and how (if at all) should it be reflected in
the employer’s financial statements?
0 What is the impact on financial reporting of pension fund regulation arrangements,
such as the introduction of the PPF levy?
[0 Are the disclosures required by the current standards appropriate?

Some of the primary issues to surface to date have included:

0 What constitutes an obligation — legal, constructive, stand-ready

0O The extent to which discretionary benefits should be incorporated, and whether it
matters which party has the discretion

0 Determining the discount rate

O Allowance for longevity improvements

[0 Consolidation and control for complex organizations

The project is reaching its end and the findings are expected to be published shortly.

IAA Pensions and Employee Benefits Committee — Accounting Standards
Subcommittee

Following the May 2006 committee meeting, the contents of a document that could be
sent to the main accounting bodies (IASB, FASB, ASB) - covering areas in which we
believe the actuarial profession can offer guidance to the accounting profession - was
shared with the full committee for comments, and then circulated to all member
associations for the required 60-day comment period.

Based on initial feedback, and given the establishment of the IASB working group, I
believe it is unlikely that this document will now be sent.

Tony Broomhead
Chair, Accounting Standards Subcommittec
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