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Dear Mr. Baldurs, 

 

The Pensions & Benefits Accounting Subcommittee (PBAS) of the International Actuarial 

Association (IAA) is pleased to have an opportunity to respond to the questions raised in your 

communication of 12
th

 June. In the time available, our responses are not as complete and 

thorough as we would have liked and we would be pleased to discuss this topic further with 

you. Please note that this response has not been through the full IAA due process and, as such, 

represents the views of the subcommittee only. 

 

Our answers to your questions are as follows: 

 

1. Question: Are there any other major/common types of plans that should be considered by 

the Interpretations Committee if it develops a new draft interpretation for ‘contribution-

based promise’ plans?  If yes, please describe the main features of these plans, and explain: 

a. how they differ from the plans identified in the Appendix, and  

b. why you think they should be addressed as part of this work. 

 

First, we commend the IC’s effort to first define the type of plan being discussed.  

 

In doing so, we suggest that the IC considers whether the term “contribution-based promises” 

is the best because this term was used in a very different context in the Discussion Paper of 

March 2008. Perhaps “promises with both a defined benefit and an investment-related return 

component” would be a better description, even if somewhat lengthy. Using “Hybrid” plans as 

a shorter description would imply that a mixture of defined contribution and defined benefit 

features applies, but would not describe the type of plan clearly as the term hybrid covers many 

different types of plans around the world. 
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By “investment-related return component” we want to make clear that we mean this to include 

not only real or notional returns from investment products available in the financial markets, 

but also want to include indices or other reference rates that are used as proxies for investment 

return. Any benefits that are revalued at a fixed rate, inflation, salary escalation or the like are 

dealt with clearly under the existing defined benefit accounting principles. We return to this 

point later in this section when we consider the consistent accounting treatment of plans 

across the boundary between ‘promises with an investment-related return component’ and 

defined benefit and defined contribution plans . 

 

Apart from the features that are described in the Appendix, there are others that have evolved 

in practice. We suggest that the type of plan can be better described as one having all of the 

following features 

 

i. The amount of benefit depends on contributions and market-related investment returns 

both of which are defined in a plan (or some other form resulting in a constructive 

obligation). 

ii. The contributions and returns may be real or notional. 

iii. The benefit is defined as a lump sum (typically referred to as the “account balance”)
1
. 

iv. The plan does not fulfill the definition of a defined contribution promise because of 

additional defined benefit features (e.g. the benefit is subject to a defined minimum or 

maximum, or the plan does not pass actual investment earnings on the underlying 

assets to the beneficiary). 

 

Using this framework leads to other forms of hybrid DB arrangements besides those set out in 

the Appendix to your note. One particular example is funds that provide the greater of an 

account (that may use actual investment returns or some other investment-related return) and 

a more traditional salary related defined benefit. 

 

When one considers a wider definition such as that above, examples exist in many parts of the 

world at present (including Australia, Belgium, Germany, Japan, Sweden, Switzerland, The 

Netherlands, the UK and the US). Employers, actuaries and auditors have had to deal with the 

measurement of such plans for many years now. The plans have evolved historically from the 

desire of the reporting entity to move away from a type of plan that allocated all or most of the 

risk of a promise to the entity itself, to one under which risks were considered to be shared 

more evenly between the entity and the beneficiary.  

 

Different accounting practices, most of which have their justification - and that have been 

signed off by auditors - have evolved around the world. 

 

We do not have a view that the IC must address all of these plans in the project that it is 

currently considering. However, we believe that it is important that the IC is clear what the 

boundaries of the project are and that there is a consistent accounting treatment for plans that 

                                                 
1
  The benefit may be payable as a lump sum or be used at retirement to purchase a life or temporary annuity at market rates 
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fall immediately on either side of any boundary. For example, the accounting for a plan with a 

notional contribution of 10% of salary increased to retirement with an investment related 

return should trend to the accounting of a defined benefit, revalued career average type plan 

with an annual accrual of 10% of salary as the revaluation rate trends to the investment related 

return:   

• the accounting for a plan with guaranteed returns provided by an insurance company 

rather than the employer (even if the employer economically meets the cost in the 

insurance premium it pays) should be consistent with the defined contribution 

accounting for a “Type 1 – plans with guaranteed returns” plan from the Appendix, as 

the guarantee trends to being waived (or, equivalently, as the guarantee moves from 

the employer to the insurer). 

 

2. Question: Of the plans we have listed in the Appendix, have we accurately described the 

main common features of these plans, and have we also identified appropriately important 

differences between specific plans? If, no please provide details. 

 

We consider that there are features of plans that are not included in the Appendix, but are 

included in the above four-point description. 

 

3. Of the plans that we have described in the Appendix, please identify / confirm in which 

countries these are common. 

 

Of the countries mentioned, we understand that “type two - cash balance plans” are common 

in Germany, Japan, Sweden and the US. They also exist in The Netherlands and in the UK, but 

are not that common currently in those countries. In Australia other forms of hybrid plans, like 

those that provide the greater of a formula defined benefit and an account, are common. 

  

4. For the plans with which you have experience, please describe the main way(s) in which 

these plans are accounted for at present. 

 

It would be beyond the scope of our available work capacity to describe all possible variations, 

but from our knowledge, practice can be said to fall into the following broad and distinct three 

categories (i to iii below). The first point to note is that, probably universally, such plans are 

considered to defined benefit plans in nature, since they are not defined contribution plans
2
.  

 

i. The measurement is performed according to the wording of IAS 19: The DBO is 

measured by computing the ultimate or accrued benefit at the valuation date by a) 

projecting to the point of payment (death, disability, exit or retirement, as the case may 

be) the account balance using the expected investment return and then b) discounting 

that projected account balance back to the valuation date using the discount rate as 

defined in IAS 19.  

                                                 
2
  This is because the requirement that the employer has “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” is not 
satisfied. 
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ii. For fully funded arrangements: The DBO is defined as the higher of a) the DBO of the 

defined benefit component (e.g. for a plan with a 2% p.a. minimum investment 

guarantee this benefit is projected at 2% p.a. to the point of payment) and then 

discounted with the discount rate as defined in IAS 19, and b) the account balance. Only 

if the former exceeds the latter is the difference taken into P&L as pension expense in 

addition to the contribution payable. Otherwise, the pension expense is equal to the 

contribution payable. If this situation “normalizes” again at a later date, the additional 

charge is reversed out of P&L again. For arrangements that are in total or in part 

notional, the notional investment return is typically taken as interest cost and added to 

the contribution payable. 

iii. The plan is split into two plans: The first plan is a defined contribution plan and is 

accounted for as such (here, a notional contribution or investment return are not 

permissible). The second plan consists of the defined benefit plan elements and is 

typically valued using option pricing or other stochastic methodology. This approach is 

the most uncommon of the three mentioned, not only because of its complexity but 

also because of its sensitivity to small changes in its assumption set. The methodology is 

already in common usage under other IFRSs – notably IFRS 2 – but its application to 

many cohorts of employees (rather than each type of annual grant as under IFRS 2) 

would make the calculations significantly more time-consuming that at present. 

 

There are different variants of these accounting approaches but, by and large, the three 

methods cover existing practice. 

 

Should you have further questions, we would be happy to respond. 

 

Best regards, 

 

 
 

Alf Gohdes, Chairperson 

IAA Pensions and Benefits Accounting Subcommittee 

 

 


