CONSEJO MEXICANO PARA LA INVESTIGACIGN. ¥ DESARROLLO
DE NORMAS DE INFORMACION FINANCIERA, A.C.

CINIF

21th September 2010

International Accounting Standards Board
30 Cannon Street,

London EC4M 6XH,

United Kingdom

Dear Board members,

Consejo Mexicano para la Investigacion y Desarralé Normas de Informacion Financiera
(CINIF) the accounting standards setting body irxide, welcomes the opportunity to submit its
comments on thExposure Draft: Defined Benefits Plans (proposed amendments to | AS 19 (the
ED)). Set forth below you will find our comments on tleits included in the ED, as well as on
responses to the questions includes therein.

Recognition

Question 1

The exposure draft proposes that entities shoutdgeise all changes in the present value of|the
defined benefit obligation and in the fair valueptdn assets when they occur. (Paragraphs 54|, 61
and BC9-BC12) Do you agree? Why or why not?

Response

Yes, we agree with recognizing all changes in ttesgnt value of the defined benefit obligation
and in the fair value of plan assets (overfundediraterfunded) when they occur as an asset or
liability in the statement of financial positiors eequired by US GAAP.

Question 2

Should entities recognise unvested past servicewlbsn the related plan amendment occuyrs?
(Paragraphs 54, 61 and BC13) Why or why not?
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Response

Yes, we agree that entities should recognize uadgsast service cost as incurred in the statement
of financial position with the effect in other corepensive income (OCI); however, our position is
to reclassify all cumulative gains and losses inl @Cprofit or loss (P&L) over an amortization
period equivalent to the average remaining terneraployment. This term corresponds to the
expected recognition of the provision and, theesfao the gradual elimination of uncertainties
related to the amount, timing and beneficiaries.D&keve it is necessary that the IASB reconsider
the characteristics a component of OCI should faveegregation from P&L and on what basis
earnings per share (EPS) should be determinedg sirgingle criteria should be applied. In our
opinion, a component of OCI is segregated becawese tare uncertainties at least with respect to
the amount and timing of its realization, and ER8utd identify the amount of earnings available
for distribution. Consequently, upon elimination tife uncertainties, the gains and losses
accumulated in OCI should be reclassified to P&béocconsidered in EPS.

Disaggr egation

Question 3

Should entities disaggregate defined benefit aust three components: service cost, finance cost
and remeasurements? (Paragraphs 119A and BC14-B@h§)or why not?

Response

Yes, we agree that entities should disaggregaiaatebenefit cost into three components, but we
strongly believe that the remeasurements shouldebgcled to P&L, based on the average
remaining term of employment, as opposed to bemyaediately recorded in retained earnings.

Defining the service cost component

Question 4

Should the service cost component exclude changes idefined benefit obligation resulting from
changes in demographic assumptions? (Paragraphsd/B19-BC23) Why or why not?

Response

Yes. Changes in demographic assumptions should pantnof the actuarial gains and losses, and,
as a result, should be excluded from the servise@amponent.
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Defining the finance cost component

Question 5

The exposure draft proposes that the finance amsiponent should comprise net interest on|the
net defined benefit liability (asset) determinedapyplying the discount rate specified in paragrgph
78 to the net defined benefit liability (asset). A€onsequence, it eliminates from IAS 19 |the
requirement to present an expected return on pksets in profit or loss.

Should net interest on the net defined benefitiliigb(asset) be determined by applying the
discount rate specified in paragraph 78 to the defined benefit liability (asset)? Why or why
not? If not, how would you define the finance aasnhponent and why? (Paragraphs 7, 119B,
119C and BC23-BC32)

Response

There is a contradiction between the discountapt#ied to the net defined benefit liability (agset

in terms of paragraphs 119B y 78, and the discaatet indicated in paragraph 102 to determine
the fair value of plan assets. It is necessaryiginguish the rates to use for the determinatibn o
the defined benefit liability and those for therpkssets and not use a single discount rate for the
net effect. It should be mentioned that the distoate based on high quality corporate bonds
indicated in paragraph 78 incorporates credit thigit does not relate to the entity, for which reaso
we prefer to use the rate of government bonds.

Presentation

Question 6

Should entities present:
(a) service cost in profit or loss?
(b) net interest on the net defined benefit lizpi{asset) as part of finance costs in profit 4@

(c) remeasurements in other comprehensive income?

(Paragraphs 119A and BC35-BC45) Why or why not?

Response




Yes. We agree with segregation into the three corapis as suggested above, but we insist on the
recycling of remeasurements to P&L, based on thexrame remaining term of employment, as
opposed to being immediately recorded in retairsadirgs.

Settlements and curtailments

Question 7

(a) Do you agree that gains and losses on routing @on-routine settlement are actuarial gains
and losses and should therefore be included inréin@easurement component? (Paragraphs
119D and BC47) Why or why not?

(b) Do you agree that curtailments should be trdatethe same way as plan amendments, with
gains and losses presented in profit or loss? (Beaphs 98A, 119A(a) and BC48)

(c) Should entities disclose (i) a narrative degtian of any plan amendments, curtailments and
non-routine settlements, and (ii) their effect dwe tstatement of comprehensive income?
(Paragraphs 125C(c), 125E, BC49 and BC78) Why or mdt?

Response
(a) Yes, we agree, but insist on recycling of gr@easurements to P&L.

(b) No. Plan amendments are comprised of vesteduandsted past service cost; the vested
portion should be recognized in P&L, but the unedgportion should be treated the same as
actuarial gains and losses, as we indicated in (a).

(c) Yes, we agree.

Disclosures

Defined benefit plans

Question 8

The exposure draft states that the objectives sfl@sing information about an entity’s defined
benefit plans are:
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(a) to explain the characteristics of the entitgtefined benefit plans;

(b) to identify and explain the amounts in the tgigtifinancial statements arising from its defin
benefit plans; and

(c) to describe how defined benefit plans affeetamount, timing and variability of the entity
future cash flows. (Paragraphs 125A and BC52-B@%®8)these objectives appropriate? W
or why not? If not, how would you amend the obyestiand why?

Response

ed

hy

Yes, we consider concise and practical disclostithi® type of information to be appropriate and
useful to financial statement users, except withpeet to the segregation of demographic
assumptions from the financial assumptions ind&tateitems (ii) and (iii) of paragraph 125E(c).
Additionally, we recommend using the term “divas®’ instead of “disposal” in paragraph

125E(h), since such term also includes “spinoffs”.

Question 9

To achieve the disclosure objectives, the expodteit proposes new disclosure requiremet
including:

(a) information about risk, including sensitivityhalyses (paragraphs 125C(b), 1251, BC60
BC62(a) and BC63—-BC66);

(b) information about the process used to determdemographic actuarial assumptio
(paragraphs 125G(b) and BC60(d) and (e));

(c) the present value of the defined benefit oliliga modified to exclude the effect of projec
salary growth (paragraphs 125H and BC60(f));

(d) information about asset-liability matching stegies (paragraphs 125J and BC62(b)); and

(e) information about factors that could cause cmitions to differ from service co
(paragraphs 125K and BC62(c)).

Are the proposed new disclosure requirements ap@a®? Why or why not? If not, whi
disclosures do you propose to achieve the disctosbjectives?
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Response

No. Although the aforementioned disclosures hekdjot future behavior of the provision and
assigned resources, except for the items indidatg@aragraphs 125C(b), 125J and 125K, we do
not consider them to be essential for decision nggkior which reason we believe they should be
recommended and not required.

Multi-employer plans

Question 10

The exposure draft proposes additional discloswaesut participation in multi-employer plan
Should the Board add to, amend or delete thesenagants? (Paragraphs 33A and BC67-BC
Why or why not?

1
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Response

Yes. The proposed disclosures are necessary aststeont with what is established in paragraphs
125A through 125K, although some disclosures apetittve, such as what is indicated in
paragraphs 33A(f.iii)) and 125K.

State plans and defined benefit plans that share risks between various entities under
common control

Question 11

The exposure draft updates, without further recdesition, the disclosure requirements for

entities that participate in state plans or defineenefit plans that share risks between varipus
entities under common control to make them congistéh the disclosures in paragraphs 125A—
125K. Should the Board add to, amend or deleteetheguirements? (Paragraphs 34B, 36, 38 and
BC70) Why or why not?

Response

Yes. It is clear that the paragraph 34B disclosangsly to entities under common control that
must issue separate or individual financial statgsjehowever, it is not expressly indicated that
State Plans must be disclosed on an individuakbasiapplicable (paragraphs 36 and 38).
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Other comments

Question 12

Do you have any other comments about the proposszlosure requirements? (Paragraphs

125A-125K and BC50-BC70)

Response
No.

Other issues

Question 13

The exposure draft also proposes to amend IAS $8rasnarised below:

(@) The requirements in IFRIC 14 IAS 19—The Linmt & Defined Benefit Asset, Minimu
Funding Requirements and their Interaction, as aseehin November 2009, are incorporat
without substantive change. (Paragraphs 115A-11&KBC73)

(b) ‘Minimum funding requirement’ is defined as asyforceable requirement for the entity

make contributions to fund a post-employment orewtlong-term defined benefit plan.

(Paragraphs 7 and BC80)

(c) Tax payable by the plan shall be included mr#turn on plan assets or in the measuremel
the defined benefit obligation, depending on theireaof the tax. (Paragraphs 7, 73(b), BC
and BC83)

(d) The return on plan assets shall be reduceddmiaistration costs only if those costs relate
managing plan assets. (Paragraphs 7, 73(b), BC82BG84-BC86)

(e) Expected future salary increases shall be dmrsid in determining whether a benefit form
expressed in terms of current salary allocates denmly higher level of benefits in late
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(H The mortality assumptions used to determine dke&ned benefit obligation are current
estimates of the expected mortality rates of pl@mbers, both during and after employment.
(Paragraphs 73(a)(i) and BC91)

(9) Risk-sharing and conditional indexation featushall be considered in determining the hest
estimate of the defined benefit obligation. (Paegurs 64A, 85(c) and BC92-BC96)

Do you agree with the proposed amendments? Whyhpmwat? If not, what alternative(s) do you
propose and why?

Response

Yes. However, the segregation of demographic assongp from the financial assumptions
indicated in paragraph 73 is complex and does rmtigle any decision-making benefits for the
typical financial statement user, for which reasanh disclosure should be recommended and not
required (item (f)). We agree with the remainingathsures.

Multi-employer plans

Question 14

IAS 19 requires entities to account for a defineshdfit multi-employer plan as a defingd
contribution plan if it exposes the participatingtiées to actuarial risks associated with the
current and former employees of other entitieshwite result that there is no consistent and
reliable basis for allocating the obligation, plassets and cost to individual entities participgt|n

in the plan. In the Board’'s view, this would appty many plans that meet the definition of a
defined benefit multiemployer plan. (Paragraphsa32nd BC75(b))

Please describe any situations in which a definekfit multi-employer plan has a consistent and
reliable basis for allocating the obligation, plaassets and cost to the individual entitjes
participating in the plan. Should participants inch multi-employer plans apply defined bengfit
accounting? Why or why not?

Response

Yes. We believe the stated conditions for consideda multi-employer plan as a defined benefit
multi-employer plan are adequate and, as a raselggree with them.

Transition




Question 15

Should entities apply the proposed amendments sgdaively? (Paragraphs 162 and BC97-
BC101) Why or why not?

Response

Yes. Considering the proposed changes to I1AS-19¢cevesider retrospective application to be
appropriate, particularly with respect to recogmitof remeasurements in OCI for the purpose of
enhancing comparability.

Benefits and costs

Question 16

In the Board’s assessment:
(a) the main benefits of the proposals are:

(i) reporting changes in the carrying amount ofided benefit obligations and changes in the
fair value of plan assets in a more understandaiag.

(il) eliminating some presentation options curtgnallowed by IAS 19, thus improving
comparability.

(i) clarifying requirements that have resulteddiverse practices.

D
o

(iv)improving information about the risks arisirfgpm an entity’s involvement in defin
benefit plans.

(b) the costs of the proposal should be minimatabee entities are already required to obtain
much of the information required to apply the prepd amendments when they apply |the
existing version of IAS 19.

Do you agree with the Board’s assessment? (Pardgg&C103—-BC107) Why or why not?




Response

Yes. In general terms we agree with the Board'ssssaent of the benefits of the proposals and, in
particular, with the elimination of alternativescept as previously indicated.

Other comments

Question 17

Do you have any other comments on the proposals?

Response

Yes. If the IASB decides to recycle cumulative raswements in OCI to P&L a question arises as
to how to handle routine and non-routine settlesieamid curtailments. In our opinion, any
curtailments and settlements of the defined benoéfigation should be proportionally recycled.

Should you require additional information on ouneoents listed above, please contact me at 00-
52-55-5596 5633/26/34 or by e-mail at fperezcems@icinif.org.mx

Sincerely,

C.P.C. Felipe Perez Cervantes

President of the Mexican Accounting Standards Board
Consejo Mexicano para la Investigacion y Desarrollo
de Normas de Informacién Financiera (CINIF)
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