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Personal Views

* Please note that the views expressed
are those of the speaker and are not
necessarily those of SAICA

ACTUARIAL
%(?(HLT\ QUANTIFYING RISK, ENABLING OPPORTUNITY



DB Plans — IAS 19 Accounting
ISSues

Accounting vs Statutory valuations
IAS 19 definition of DB plans

Thorny issue ... IAS 19 discount rate!
Other aspects

—What's in profit or loss vs OCI?

— Member contributions

— Costs

— Surpluses
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Question: Valuations

The IAS 19 net liability/asset should be
the same/similar as per the statutory
valuation report submitted to the FSB?

e True?

e False?
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IAS 19 Definitions

« Defined benefit plan = plan that is not defined
contribution

« Defined contribution plan = entity pays fixed
contributions into a separate entity (fund) and will
have no legal or constructive obligation to pay further
contributions if the fund does not hold sufficient
assets to pay benefits relating to employee service Iin
current and prior periods
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So what about?

 Payment of medical aid contributions during
retirement

* Option at retirement to use DC benefit to buy into
employer’s DB plan

 Guaranteed minimum pension with upside
— Maybe beneficiaries get all upside

— Maybe beneficiaries get inflation targeted increases,
subject to affordability, but not all upside
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The thorny issue ...

IAS 19 Discount

rate!

*High quality corporate
| bond rates in same
currency — but if no
deep market

Government bond rates

ACTUARIAL
@ SOCIETY

OF SOUTH AFRI QUANTIFYING RISK, ENABLING OPPORTUNITY



Basic requirements of IAS 19

Mutually
compatible
assumptions
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Discounted at rate specified by IAS 19
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What does this mean for?

« Option at retirement to use DC
benefit to buy into employer’s
DB plan

« Guaranteed minimum pension
with upside
— Maybe beneficiaries get all

g | upside
. — Maybe beneficiaries get
| Inflation targeted increases,
subject to affordability, but
not all upside
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Example 1

* 90 Is invested In asset pool on day 1

« Beneficiary will get value of asset pool, but
guaranteed to get a minimum of 90

 What is the discounted gross liability on day
1 under IAS 197

— 907
— #907?
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* If expected return on assets
IS say 15% and the
government bond rate Is
10%, then the discounted
gross liability will be > 90 N

 This results in a deficit under ;
AS 15 @/

 |s there an economic
shortfall?
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Example 2

« Expected return on assets is say 15%

« Based on this, the targeted inflation increase of 80%
of CPI is considered affordable

« Government bond rates are say 10%

* |F the assets were invested in government bonds, the
targeted inflation increase would not be considered
affordable. Assume only 60% of CPI would be.

« What inflation assumption should be used to
determine the undiscounted future cash flows?

— 80% of CPI?
— 60% of CPI?
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Other aspects of IAS 19

* Profit or loss vs OCI
 Member contributions
e Costs

« Surpluses

ACTUARIAL
%(?(HLT\ QUANTIFYING RISK, ENABLING OPPORTUNITY



* Profit or loss
— Service cost
« Current, past and gains/losses on settlement
— Net interest on net DB liability/asset
 Discount rate specified by IAS 19

* Other Comprehensive Income - OCI
— Remeasurements
 Actuarial gains/losses on the liability

« Return on plan assets excluding amount included
In net interest

« Changes in asset ceiling

— No recycling
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Member contributions

 |f linked to service and

— amount is independent of number of years
of service (eg fixed % of salary) = reduce
current service cost in year of related service;
otherwise attribute as a negative benefit

 If required to make good losses - affect
remeasurements of the net liability
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Costs

« Costs of managing plan assets - deducted
from actual return on plan assets .. in OCI

« Admin costs

— Handling medical claims - affect measurement of
DB liability
— Other = expensed in profit or loss when incurred
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Question: Surpluses

* |AS 19 gross liability = 100

* Fair value of plan assets =120

« Trustees decide on surplus apportionment
 Employer surplus account =5

« How much is the net asset on the balance sheet?
— Definitely nil?
— Definitely 57
— Definitely 207
— Probably somewhere between 5 and 207
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Not the same as
statutory
contribution
holidays. Based
on IAS 19
service cost

Surpluse

« Recognise If:
— Control - abillity
— Future econemic benefits are available to entity

access the surplus

 Reduction in future contributions:; and/or

« Refund (direct or indirect)

« SAICA Financial Reporting Guide 3
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