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Dear IASB members, 
 
Invitation to comment – Exposure draft ED/2013/4 – Defined Benefit Plans: Employee 
Contributions 
 
Ernst & Young Global Limited, the central coordinating entity of the global EY organisation, is 
pleased to submit its comments on the above Exposure Draft (ED). 
 
The IASB’s proposals 

Overall, we agree with the proposals to allow contributions that are linked solely to the 
employee’s service rendered in a period to be recognised in that period (without further 
attribution). These proposals would simplify the accounting in certain circumstances.  
 
The ED is silent on the required accounting when the ‘practical expedient’ does not apply. 
There were some worked examples in an earlier IFRS Foundation staff paper that raised a 
number of issues we believe should be considered by the IASB or Interpretations Committee 
(e.g., should the expected returns rate or defined benefit obligation discount rate be used to 
gross up the employee contributions to retirement date). Although the proposed practical 
expedient is helpful, it is difficult to operationalise the accounting when the employee 
contribution is not related solely to the current service. We believe the proposals are unlikely 
to resolve many of the issues in accounting for defined benefit plans that have greater 
elements of risk-sharing, which are common in several countries (e.g., Switzerland, the 
Netherlands).  
 
We believe the wording in the ED can be read to imply that the proposed changes are a 
change in accounting, rather than a clarification. This would mean that applying the 
accounting set out in this practical expedient under IAS 19 (before revision) would have been 
incorrect. We recommend the IASB to clarify whether this is the case. 
 
Should you wish to discuss the contents of this letter with us, please contact Leo van der Tas 
at the above address or on +44 (0)20 7951 3152. 
 
Yours faithfully 
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APPENDIX A: Responses to the specific questions in the invitation to comment 

 

Question 1 – Reduction in service cost 
The IASB proposes to amend IAS 19 to specify that contributions from employees or third 
parties set out in the formal terms of a defined benefit plan may be recognised as a reduction 
in the service cost in the same period in which they are payable if, and only if, they are linked 
solely to the employee’s service rendered in that period. An example would be contributions 
that are a fixed percentage of an employee’s salary, so the percentage of the employee’s 
salary does not depend on the employee’s number of years of service to the employer. Do 
you agree? Why or why not?  
 
As noted above, we support the proposals to include a practical expedient.  
 

Question 2 – Attribution of negative benefit 
The IASB also proposes to address an inconsistency in the requirements that relate to how 
contributions from employees or third parties should be attributed when they are not 
recognised as a reduction in the service cost in the same period in which they are payable. 
The IASB proposes to specify that the negative benefit from such contributions is attributed 
to periods of service in the same way that the gross benefit is attributed in accordance with 
paragraph 70. Do you agree? Why or why not?  
 
In general, we concur with the proposed attribution method. However, in some situations this 
might be difficult to apply. For example, a plan promises the employee an annuity at age 60 of 
2% of each year salary that vests immediately. In addition, the plan requires the employee to 
contribute 5% of salary for the first 10 years of service. In this example, one acceptable view 
may be that the benefits promised are not considered to be back-end loaded (as they only 
increase based on the employee’s future salary). As a result, the defined benefit obligation 
would be allocated based on the benefit formula. However, what is the ‘benefit formula’ for 
the employee contributions? Would this mean that the contribution should be taken in the 
period that it is paid or does this mean that it needs to be allocated on a pro-rata basis in 
proportion to the portion of the defined benefit obligation expected to be allocated to each 
period? We would recommend the IASB to clarify this further. 
 
Question 3 – Other comments 
Do you have any other comments on the proposals?  
 
As mentioned above, we believe the wording in the ED can be read to imply that the proposed 
changes are a change in accounting, rather than a clarification. This would mean that 
applying the accounting set out in this practical expedient under IAS 19 (before revision) 
would have been incorrect. We recommend the IASB to clarify whether this is the case. 


