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Michelle Sansom,

UITF Director

Urgent Issues Task Force

5th Floor, Aldwych House,

71-91 Aldwych

London,

WC2B 4HN

Dear Madam
UITF DRAFT ABSTRACT: Accounting Implications of the replacement of the RPI

with the CPI for retirement benefits

I have reviewed the draft UITF outlining the proposed accounting treatment for the change in defined benefit obligations as a result of the Minister for Pensions announcing the government’s intention to move to using the Consumer Prices Index (CPI), rather than the Retail Prices Index (RPI), as the inflation measure to use in determining the minimum pension increases to be applied to the statutory index-linked features of retirement benefits.
The draft Abstract proposes that, where there is a change in the obligation to the member, there is a benefit change which is accounted for as a past service cost and thus recognised within the income statement. It further outlines that, for there to be a change in the obligation to members, the rules of the scheme must be linked to at least the RPI. The draft Abstract therefore also concludes that where the obligation to the member is not changed, any change in the Scheme Liabilities arises from a change in assumptions applied to measure those liabilities and is recognised in other comprehensive income.  It further outlines that there is no change in the obligation to members if the rules are linked to a general inflationary measure and the change is merely a change in assumption.

In my view both scenarios; when the trust deed is linked directly to RPI or to some general inflation measure; constitute a change in the obligation to members and thus a benefit change.  

In the instance where the trust rules are linked to a general inflationary measure, the announcement by the government is sufficient to create a constructive obligation to members. The announcement was highly publicised and all employees would understand that their benefit entitlement has changed as a result of the announcement.
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IAS 19.52 states that:

“Informal practices give rise to a constructive obligation where the entity has no realistic alternative but to pay employee benefits”
On the basis of the above the announcement alone should be sufficient to create a constructive obligation with employees. Whilst no agreement is required of the scheme trustees and/or members to change the inflation measure, the government has created an expectation that the general inflationary measure used now will be CPI rather than RPI.

My view is that a consistent approach to the change would be far more satisfactory especially since, in my experience, the measure used in private sector schemes may not be clear cut and, in some instances, may refer to both RPI and to a general inflationary measure.

Thank you for providing us with the opportunity to comment.

Yours faithfully,

D.E.MATTAR

GROUP FINANCE DIRECTOR

KIER GROUP PLC

