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8 March 2013 
 
 
Mr. Leonardo Piombino,Visiting Fellow 
Mr. Michael Stewart 
International Accounting Standards Board (IASB) 
30 Cannon Street  
London EC4M 6XH, UK 
 
 
 
Dear Leonardo and Michael, 
  
Thank you for giving us the opportunity to provide feedback on the issue of investment taxes 
and IAS 19. We have responded to your specific questions below. 
 
Question 1: How common is this situation (i.e. investment income and contributions 
received are taxable, but benefits paid are not deductible)?  
 
We are aware of a number of countries that have some form of tax on investment income in 
pension funds. There have a small number of surveys of the taxation treatment of pensions 
across countries although that information is now somewhat dated (see Whitehouse, E. (1999). 
The tax treatment of funded pensions. And Yoo, K. Y., & De Serres, A. (2005). Tax Treatment of 
Private Pension Savings in OCDE Countries). 
 
Based on those surveys and our own investigations we believe that taxes on investment income 
are relevant in the following countries: 
 

• Australia 
• Denmark 
• Indonesia 
• Italy 
• New Zealand 
• Philippines 
• Sweden 

Taxes on contributions apply, amongst others, in: 
 

• Australia 
• France 
• Iceland 
• New Zealand 
• Peru 
• Philippines 
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Question 2: In your view, does IAS 19 (2011) require a pre-tax discount rate to calculate 
defined benefit liabilities?  What is the predominant approach used in practice? 
 
IAS 19 (2011) does not make any reference to whether the discount rate is pre- or post-tax. 
Therefore it appears that IAS 19 (2011) does not require a pre-tax discount rate. The logic then 
follows that IAS 19 (2011) may not preclude the use of a post-tax discount rate. 
 
The use of a post-tax discount rate is a short cut to value the liability associated with a tax that 
is proportional to investment income. It can be shown that a benefit liability valued with a post-
tax discount rate is mathematically identical to the same liability valued with a pre-tax discount 
rate plus a separate tax liability (also discounted with the same pre-tax discount rate). 
 
Taking the example in your email it is possible to discount CU 70 in perpetuity at a post-tax 
discount rate of 7% to achieve the appropriate CU 1,000 liability. Alternatively, we could say that 
income of CU70 after tax is required in perpetuity to meet the liability. To achieve that post-tax 
income pre-tax income of CU 100 would be required and the annual tax liability would be CU 
30. If both the benefit payments of CU 70 and the tax payments of CU 30 are discounted at 10% 
in perpetuity it gives liabilities of CU 700 and CU 300 or the same CU 1,000 in total. 
 
IAS 19 (2011) includes the provision that the assumptions used in the determination of the 
defined benefit obligation (DBO) should include: 

“taxes payable by the plan on contributions relating to service before the reporting date 
or on benefits resulting from that service.” 
 

The exclusion of taxes payable on investment income could be interpreted to mean that no 
provision for such taxes is to be included in the DBO whether via a separate provision or the 
use of a post-tax discount rate. 
 
Regardless of the requirements of IAS 19 (2011) we believe that the economic substance of at 
least some of the investment taxes that apply to pension funds is that they are a component of 
the cost of providing benefits for past periods of service. 
 
On the predominant approach used in practice we note that IAS 19 (2011) has only now come 
into effect and many organisations are still yet to report under the new standard. Hence the 
predominant approach is largely reflective of the practice under IAS 19 (2004) together with 
some information on how practice is expected to change. We have consulted with 
representatives of the actuarial profession in the following countries: 
 

• Australia – Practice under IAS 19 (2004) was mixed with some reporting entities making 
a provision for investment taxes in the DBO or using a post-tax discount rate and other 
reporting entities using a pre-tax discount rate. It is expected that more reporting entities 
will use a pre-tax discount rate under IAS 19 (2011). 

• Denmark 
• Indonesia 
• Italy 
• New Zealand – Under IAS 19 (2004) the majority of reporting entities used a post-tax 

discount rate, however a number adopted a pre-tax discount. It is expected that more 
reporting entities will adopt a pre-tax discount rate under IAS 19 (2011). 

• Philippines 
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• Sweden 

 
 
  
We are at your disposal to elaborate on specific points as required. 
  
Yours sincerely, 
 
 
 
 
Alf Gohdes, Chairperson 
IAA Pensions and Benefits Accounting Subcommittee 
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