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Introduction

On January 26, 2016, the FASB issued two proposed ASUs' that would amend the requirements in
ASC 7152 related to (1) the income statement presentation of the components of net periodic benefit
cost for the defined benefit pension and other postretirement plans an entity sponsors and

(2) disclosures about those defined benefit plans.

The income statement presentation project is part of the Board’s simplification initiative.> Under

the proposed guidance, entities would present current service cost with other current employee
compensation costs and present the remaining components of net benefit cost elsewhere in the income
statement.

The proposed changes related to disclosures are part of the FASB's disclosure framework project, which
the Board launched in 2014 to improve the effectiveness of disclosures in notes to financial statements.
Under the proposed guidance, an entity would consider materiality in determining the extent of

its defined benefit plan footnote disclosures. The proposal also contains a number of disclosure
requirements that would be added to or deleted from U.S. GAAP.

Comments on both proposed ASUs are due by April 25, 2016.

This Heads Up summarizes the key provisions of the proposed ASUs. The appendix to the Heads Up
contains the proposals’ questions for respondents, which have been reproduced for ease of reference.

' FASB Proposed Accounting Standards Updates, /Improving the Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit
Cost and Changes to the Disclosure Requirements for Defined Benefit Plans.

2 For titles of FASB Accounting Standards Codification (ASC) references, see Deloitte’s "Titles of Topics and Subtopics in the FASB Accounting
Standards Codification.”

> The Board's simplification initiative focuses on projects that are narrow in scope and involve limited changes to guidance that can be made
quickly. Launched in June 2014, the simplification initiative is intended to reduce the cost and complexity of current U.S. GAAP while maintaining
or enhancing the usefulness of the related financial statement information.


http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176167815566
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176167815566
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176167815602
http://www.iasplus.com/en-us/publications/us/other/codtopics
http://www.iasplus.com/en-us/publications/us/other/codtopics

Key Provisions of the Proposed ASUs

Improving the Presentation of Net Periodic Benefit Cost

Under U.S. GAAP, net benefit cost (i.e., defined benefit pension cost and postretirement benefit cost)
comprises several components that reflect different aspects of an employer’s financial arrangements

as well as the cost of benefits earned by employees. These components are aggregated for reporting
purposes in the financial statements. Currently, there is no specific guidance on where in the income
statement an entity should present net benefit cost. In addition, many stakeholders are critical of net
presentation because it combines elements that are different in nature and that users would evaluate
differently in analyzing an entity’s current and future financial performance. Accordingly, the FASB seeks
to improve the usefulness of the presentation of net benefit cost in the income statement.

The proposed ASU would require an entity to (1) disaggregate the current service cost component from
the other components of net benefit cost and present it with other current compensation costs for the
related employees in the income statement and (2) present the remaining components of net benefit
cost elsewhere in the income statement and outside of income from operations, if such a subtotal is
presented.

In addition, the proposal would limit the portion of net benefit cost eligible for capitalization (e.g., as
part of inventory or property, plant, and equipment) to the service cost component.

Editor’s Note: The Board decided not to require further disaggregation of the other
components of net benefit cost as part of the proposed amendments. However, an entity can
decide to further disaggregate the presentation of such components if the entity believes that
such information would be useful to financial statement users as long as the entity adequately
describes in the financial statements the nature of those disaggregated components.

The proposed ASU would require retrospective application for the change in the presentation of
the service cost component and the other components of net benefit cost in the income statement.
However, the proposal’s requirement to capitalize only the current service cost component in assets
would be applied prospectively. An entity would disclose the nature of and reason for the change in
accounting principle in the first interim and annual reporting periods in which it adopts the ASU.

Defined Benefit Plan Disclosure Requirements

The proposed ASU on an employer’s defined benefit plan disclosures contains an overall objective for
the disclosures and guidance on how an entity would consider materiality in determining the extent of
its defined benefit plan disclosures.

Editor’'s Note: In September 2015, the FASB issued a proposed ASU* that would amend

ASC 235 to clarify that in the notes to the financial statements, preparers may consider
materiality in evaluating the need to include particular disclosures. The proposal would also
remove language in existing requirements that potentially makes it difficult for preparers to
exclude immaterial disclosures. The Board considered the proposed amendments to ASC 235

in deciding to propose changes to the disclosure requirements for an entity’s defined benefit
pension and other postretirement plans. The comment period for the proposed amendments to
ASC 235 ended in December 2015, and the Board plans to review feedback on the proposal and
commence redeliberations in the coming months.

4 FASB Proposed Accounting Standards Update, Notes to Financial Statements (Topic 235): Assessing Whether Disclosures Are Material.


http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176166402325

The proposed ASU would add to or remove from ASC 715 a number of disclosure requirements related
to an entity’s defined benefit pension and other postretirement plans.

Editor’'s Note: In March 2014, the FASB issued a proposed concepts statement® as part of its
disclosure framework project. Before finalizing that guidance, the Board is testing the proposed
concepts by applying them to a number of projects on improving the effectiveness of required
disclosures, including defined benefit pension and other postretirement benefits. The Board
applied the proposed concepts statement’s guidelines in making tentative decisions on the
guidance in the proposed ASU.

Specifically, the proposal would add requirements for an entity to disclose:
+ The nature of the benefits provided, the covered employee groups, and a description of the
type of plan formula.

« The weighted-average interest crediting rate used in an entity’s cash balance pension plans
and other similar plans.

+ The gquantitative and qualitative disclosures required under ASC 820-10-50-6A for plan assets
that an entity measures by using the net asset value (NAV) practical expedient. For each class
of investment measured at NAV, those disclosures would include:

o The fair value measurement of the investments and a description of the investee’s
investment strategies.

o For investments that cannot be directly redeemed with the investee, an estimate of the
period over which the investee’s underlying assets are expected to be liquidated and result
in distributions to investors.

o The amount of unfunded commitments.

o A general description of the terms and conditions upon which investors may redeem their
investments.

o The circumstances in which an otherwise redeemable investment may be unredeemable,
and certain disclosures about any investments that are currently not redeemable.

o Significant restrictions on the ability to sell the investments.
o Certain disclosures related to intended sales of investments.

+ A narrative description of the reasons for significant gains and losses resulting from
remeasurement of the benefit obligation and plan assets.

The proposed guidance would also eliminate an entity’s requirement to disclose:

« The amount of the accumulated benefit obligation.

- For pension plans with accumulated benefit obligations in excess of plan assets, the aggregate
pension accumulated benefit obligation and aggregate fair value of plan assets. (However, for
pension plans with projected benefit obligations in excess of plan assets, entities would still
need to disclose the aggregate projected benefit obligation and aggregate fair value of plan
assets.)

+ Information about plan assets to be returned to the entity, including expected timing.

+ Disclosures about transactions resulting from the June 2001 amendments to the Japanese
Welfare Pension Insurance Law.

« Disclosures about (1) benefits covered by related-party insurance and annuity contracts and
(2) significant transactions between the plan and related parties. (Entities would only need to
provide the related-party disclosures required under ASC 850.)

> FASB Proposed Concepts Statement, Conceptual Framework for Financial Reporting, Chapter 8: Notes to Financial Statements.


http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176163868268

« The amounts in accumulated other comprehensive income expected to be recognized as part
of net periodic benefit cost over the next year.

« For nonpublic entities with Level 3 plan assets in the fair value hierarchy measured on a
recurring basis, a reconciliation of the opening balances to the closing balances. (However,
those entities would still need to disclose transfers of plan assets into and out of Level 3 and
any purchases of Level 3 assets by the plan.)

Under the proposed guidance, entities would be required to disaggregate disclosures between foreign
and domestic defined benefit pension and other postretirement plans. Currently, this disaggregation is
required only when the foreign plans are “significant relative to the total benefit obligation” and use
“significantly different assumptions.”

In addition, nonpublic entities would need to disclose the effects of a one-percentage-point change

on the assumed health care costs and the effect of this change in rates on service cost, interest cost,
and the benefit obligation for postretirement health care benefits. Public entities are already required to
disclose this information.

Editor's Note: The Board believes that additional costs incurred by entities as a result of
implementing the proposed new disclosure requirements would be offset by cost reductions
associated with the elimination of other disclosure requirements as well as the omission of
immaterial disclosures.

The amendments would be applied retrospectively to all periods presented, except for those related
to disclosures about plan assets that entities measure by using the net asset value practical expedient.
Such changes would be applied beginning with the initial period of adoption.

Effective Date and Transition

After the Board considers feedback received on the proposed ASUs, it will determine effective dates for
the final guidance as well as whether to permit early adoption.



Appendix — Questions for Respondents

The proposed ASUs" questions for respondents are reproduced below for ease of reference.

Improving the Presentation of Net Periodic Pension Cost and Net Periodic Postretirement
Benefit Cost

Question 1: Should the service cost component be reported in the income statement apart from the other components of net
benefit cost as defined in paragraphs 715-30-35-4 and 715-60-35-9 and be the only component eligible to be capitalized in
assets? Why or why not?

Question 2: Would it be useful to require presentation of the prior service cost or credit component separately from the other
components? Should all of the components of net benefit cost other than the service cost component (for example, the prior
service cost or credit component) be presented outside a subtotal of income from operations, if one is presented? Why or

why not?

Question 3: Would it be useful to require presentation of the net amount of the interest cost component and expected return
on plan assets separately from the other components of net benefit cost to improve convergence with International Financial
Reporting Standards (IFRS) or for other purposes? Why or why not?

Question 4: Would the proposed amendments improve the usefulness of financial information provided to users? Why or
why not?

Question 5: Should the proposed amendments be different for rate-requlated entities? Why or why not?

Question 6: Would the proposed amendments be operable without incurring significant incremental costs by entities (such as
not-for-profit entities, entities that enter into cost-plus contracts or government contracts including but not limited to contracts
under Cost Accounting Standards Board regulations, and entities that allocate cost from cost pools)? Why or why not?

Question 7: How much time would be necessary to adopt the proposed amendments? Should early adoption be permitted?
Would the amount of time needed to apply the proposed amendments by entities other than public business entities be different
from the amount of time needed by public business entities? Why or why not?

Question 8: Should the proposed amendments be applied retrospectively for the presentation of the service cost component
and other components of net benefit cost in the income statement and prospectively, on and after the effective date, for the
capitalization of the service cost component of net benefit cost in assets when applicable?

Question 9: Should the disclosures of the nature of and reason for the change in accounting principle be required in the first
interim and annual reporting periods of adoption? Why or why not?

Changes to the Disclosure Requirements for Defined Benefit Plans

Question 1: Would the proposed amendments result in more effective, decision-useful information about defined benefit pension
and other postretirement plans? If not, please explain why. Would the proposed amendments result in the elimination of decision-
useful information about defined benefit pension and other postretirement plans? If yes, please explain why.

Question 2: Are the proposed disclosure requirements operable and auditable? If not, which aspects pose operability or
auditability issues and why?

Question 3: Would any of the proposed disclosures impose significant incremental costs? If so, please describe the nature and
extent of the additional costs.

Question 4: Are there any other disclosures that should be required by Subtopic 715-20 on the basis of the proposed Concepts
Statement or for other reasons? Please explain why.


http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176167815602&acceptedDisclaimer=true
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Question 5: Are there any other disclosure requirements retained following the review of Subtopic 715-20 that should be
removed on the basis of the proposed Concepts Statement or for other reasons? Please explain why.

To see how the Board applied the decision questions from the proposed Concepts Statement to Subtopic 715-20, see Decision
Questions Considered in Establishing Disclosure Requirements on this project’s summary page on the FASB's website.

Question 6: How much time would be needed to implement the proposed amendments? Should the amount of time needed
to implement the proposed amendments by nonpublic entities be different from the amount of time needed by public entities?
Should early adoption be permitted? If yes to either question, please explain why.


http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176167815602&acceptedDisclaimer=true
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Subscriptions

If you wish to subscribe to Heads Up and other Deloitte accounting publications, please register at www.deloitte.com/us/
subscriptions.

Dbriefs for Financial Executives

We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top of
important issues. Gain access to valuable ideas and critical information from webcasts in the “Financial Executives” series on the
following topics:

+ Business strategy and tax. « Financial reporting for taxes. + Transactions and business events.
« Driving enterprise value. + Governance, risk, and compliance.
+ Financial reporting. + Technology.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Subscribe to Dbriefs to receive
notifications about future webcasts at www.deloitte.com/us/dbriefs.

Technical Library and US GAAP Plus

Deloitte makes available, on a subscription basis, access to its online library of accounting and financial disclosure literature. Called
Technical Library: The Deloitte Accounting Research Tool, the library includes material from the FASB, EITF, AICPA, PCAOB, IASB,
and SEC, in addition to Deloitte’s own accounting and SEC manuals and other interpretive accounting and SEC guidance.

Updated every business day, Technical Library has an intuitive design and navigation system that, together with its powerful
search features, enable users to quickly locate information anytime, from any computer. Technical Library subscribers also receive
Technically Speaking, the weekly publication that highlights recent additions to the library. For more information, including
subscription details and an online demonstration, visit www.deloitte.com/us/techlibrary.

In addition, be sure to visit US GAAP Plus, our free Web site that features accounting news, information, and publications with a
U.S. GAAP focus. It contains articles on FASB activities and updates to the FASB Accounting Standards Codification™ as well as
developments of other U.S. and international standard setters and regulators, such as the PCAOB, AICPA, SEC, IASB, and

IFRS Interpretations Committee. Check it out today!

Heads Up is prepared by members of Deloitte’s National Office as developments warrant. This publication
contains general information only and Deloitte is not, by means of this publication, rendering accounting,
business, financial, investment, legal, tax, or other professional advice or services. This publication is not a
substitute for such professional advice or services, nor should it be used as a basis for any decision or action
that may affect your business. Before making any decision or taking any action that may affect your business,
you should consult a qualified professional advisor.

Deloitte shall not be responsible for any loss sustained by any person who relies on this publication.
As used in this document, "Deloitte” means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please see
www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its subsidiaries.

Certain services may not be available to attest clients under the rules and regulations of public accounting.
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