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Abstract

This study extends the research of economic consequences literature of pension accounting standards. It focuses on the impact of IAS 19 on firms listed on the Dutch stock market and the firms’ decisions of switching pension plans. Before the introduction of IAS 19, indemnification of company pension plans as DB or DC plans were not required under the old Dutch GAAP. No matter which type of pension plan was provided by firms to their employees, firms just had to recognize the premium contributed to the pension funds in the income statement as pension costs. If necessary, firms had to recognize provisions in the balance sheet for the pension liabilities. The requirements in IAS 19 are totally different than the requirements of the old Dutch GAAP. According to IAS 19, firms need to identify the company pension plans as defined benefit plan or defined contribution plans. Besides that, the requirements of defined benefit plans measurement and recognition are totally different to those of the old Dutch GAAP requirements.  Some authors argue that the introduction of new pension accounting standards motivated firms to switch pension plans. This study finds that the introduction of IAS 19 didn’t have impact on debt contracts and management compensation contracts. The magnitude effects of IAS 19 on these two types of contracts were not the determinant of firms’ decision to change pension plans. Instead, it is the aging demographic and the recognition method of actuarial results that cause firms to switch pension plans. 
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1  Introduction 
In 2002, the European Union passed the regulation to adopt the IFRS for firms listed on the European stock market starting from the 1st of January 2005. All European stock market listed firms were required to prepare their consolidated financial statements in accordance with the IFRS. Nearly 7,000 firms listed on the stock market in 25 countries in Europe switched to IFRSs in 2005. Until 2007, there are over 100 countries worldwide that permit or require the application of IFRSs. The IFRS improves the transparency and comparability of financial performance of companies in different countries. IAS 19 is one of the standards issued by the IASC and adopted by the IASB. IASB is still working on further improvement of IAS 19 to come to a more accurate, transparent and comprehensive method that can be provided to the measurement and recognition of employee benefits. This should be beneficial for investors and other stakeholders.    

1.1 Background 
A lot of authors have stated that mandated changes in accounting standards can have significant economic consequences. Deegan and Unerman (2006, p.69) argued that accounting regulations have real social and economic consequences for many organizations and people. Different accounting standards affect a firms’ financial statement differently. Meanwhile managers and owners are not indifferent to alternative financial statements because of potential economic consequences (Francis, 1987). Holthausen and Leftwich (1983) stated that voluntary and mandatory changes of accounting methods affect the value of the firm, and the wealth of managers, auditors, regulators, and investors. The consequences of any new accounting standards are beyond the impact on the financial statement (De Jong, Rosellon, Verwijmeren, 2006). Accounting standards of post retirement employee benefits (pension) in IAS 19 require companies with defined benefit pension plan to recognize the pension assets/liabilities on the companies’ balance sheet according to the fair value. Besides that, the income statement must incorporate the pension accruals, the investment results, the depreciation of current assets and the liabilities. These requirements are different than the requirements stated in the old Dutch Generally Accepted Accounting Principles number 271 issued by the Dutch Council for Annual Reporting (in Dutch: Richtlijnen van de raad voor de jaarverslageving issued in 2002, in the following on this thesis RJ 271 2002 edition). 

1.2 Research objectives
The objective of this study is to extend the economic consequences literature by examining whether post employment benefit (pension) standards in IAS 19 has an impact on firms from the Dutch stock market index and whether this impact will have significant influence on management’s decision to change pension plans. Different measurement and recognition requirements of pensions in the IAS regulation, in comparison to the requirements in the old Dutch pension accounting regulation (RJ 271, 2002 edition), have impact on Dutch firms’ balance sheet, financial ratios and reported net earnings. Besides that, contracts that firms have with different stakeholders results in different contracting costs. De Jong et al. (2006) stated that the height of the contracting costs that a firm faces as a result of accounting changes depends on the magnitude of the effect of the accounting change. 

1.3 Research questions

To analyze the economic consequence of IAS 19 introduction, the following main research question is developed:

Is the impact of the introduction of IAS 19 on a firms’ financial statement a motivation for Dutch stock market listed firms to switch their pension plan?
The samples are selected from the firms that are listed on the Dutch stock market indexes AEX, AMS, and AXCS. To answer this question, a survey research and an interview is conducted to gather the opinions from firm managers, certified public accountants and financial analysts. These target groups are selected because they practically experienced the introduction of IAS 19. 
1.4 Relevance and contribution 

In the literature a majority of earlier studies have focused on the economic consequences of pension accounting and the reason of changing pension plans in the U.S. However, the impact of mandated accounting changes in the Netherlands has not yet been extensively researched. Swinkels (2006) studied the change of pension plans and stated that companies prefer to have a stable income statement and tend to be in favor of a fixed pension contribution. This indicates that many defined benefit (DB) plans have been replaced by defined contribution (DC) plans in the U.S. and the U.K. He examined the press release and financial statements of firms in the Netherlands and found evidence on the introduction of IFRS being the motivation of firms to switch pension plan from DB plan to DC plan. However a majority of companies in the Netherlands still provide DB plans to their employees. Only a slightly increasing trend of companies providing defined contribution plans is observed in the Netherlands (source DNB). This makes it interesting to further analyze what the impact of post employment benefit standards in IAS 19 are, and to assess the attitude of different parties in the Netherlands on the impact of the introduction of this standard in the Netherlands. Question is whether the introduction of post employment benefit standard in IAS 19 is one of the motivations to switch pension plan. This study contributes to the debate about the economic consequences of accounting standards by analyzing the impact of IAS 19 introduction.

1.5 Main research findings

In consistency with some earlier research (De Jong et al., 2006, Gopalakrishnan and Sugrue, 1992, Collins et al., 1981, Ali and Kumar, 1994), the results of this study didn’t provide evidence that the impact of IAS 19 introduction influenced the debt contracts and management compensation contracts. Firms’ decisions on changing pension plans are not determined by the magnitude effect of the impact of IAS 19 on the debt contracts and management compensation contracts. What can be concluded is that the aging demographic problems and the possible impact of corridor approach abolishment influence (may influence) a firms’ decision to change pension plans. This is consistent with Klumpers and Whittington (2003), who suggest that it is the long-term funding, investment and operating conditions influencing the sponsored pension fund influence the decision  
1.6  Structure 

The remainder of this thesis is organized as follows. Chapter 2 provides an overview of the Dutch pension system. After that pension accounting standards stated in the old Dutch GAAP (RJ 271 2002 edittion) and pension accounting standards stated in IAS 19 are summarized in chapter 3. Next, the accounting impact of the IAS 19 introduction on balance sheet and income statement are discussed in chapter 4. Chapter 5 provides an extensive review of literature on economic consequences in general and economic consequences of pension accounting in the following four areas: archival research, survey research, experimental research, and the research on the impact on capital markets. Follow up, the theory background and hypothesis developments are explained in chapter 6 and the explanation of research design of this study in chapter 7. Chapter 8 will present the results of the survey research and interview research. In chapter 9, these research results will be further analyzed together with the discussion about the conclusions towards the hypothesis. Finally, chapter 10 concludes the thesis with summary, limitations and recommendations for future research.   
2 The Dutch pension system
Each country has its unique pension system. Together with its pension system, each country has its unique rules and regulations for any issues around pension. In this chapter, the focus will be on the pension system in the Netherlands. First of all, the background of the Dutch pension system is introduced. In 2.1 the background of the Dutch pension system the relation between the firm, employee, pension fund, and pension plans is explained.  After that, the development and trends of pension plans provision in the Netherlands is discussed and in 2.2 the developments of Dutch pension system.
2.1 The background of the Dutch pension system 
Similar to some other European countries, the Dutch pension system has a three-pillar institutional structure. The first pillar comprises the public pension scheme. Under this pillar all retirees are offered a basic flat-rate pension. This pension is provided by the government with an amount which is related to the minimum wage level. These payments are financed on a pay-as-you-go basis (Pond and Van Riel 2009). The second pillar provides retirees a supplementary income on top of the first pillar and it is funded by the employer. The employer (and employee) contributes a premium that equals a percentage of the wage, during the time that the employee is working for the company. The third pillar is the part of pension that employees self arranged over the year of service they provided (Pond and Van Riel 2009), the personal pensions. Examples of these pensions are life annuity insurance, private saving, shares and other forms of capital such as a house or a computer
. The main focus of this thesis will be the second pillar pensions of the pension system.

2.1.1 Pension providers

The Pension Act (became effective since 1 January 2007) requires that all pension promises provided to retirees are funded and the assets of pension plans are required to be administered in a separate trust: a pension fund. Generally, a pension fund collects the premiums, administers the pension rights and does investments with the resources in equity, bonds and properties. Afterwards the pension fund provides pensions to the retired member. A pension fund has its own government and structure. The governing board of the pension fund consists of representatives of employers and unions. They make decisions on, among others, the contribution rates, investment policy and the benefit formula. (Anderson, 2008; Bovenberg and Nijman, 2009).  

2.1.2 Pension fund regulations

The Pension Act intends to make the Dutch pensions system shock- and future-proof. Therefore, risk-based supervision, transparency, and consistency are important issues of the Pension Act. To enhance the consistency between the pension promise, the funding and the realization of pension provisions, the supervision framework of pension funds are revised. The aim is to provide a strict separation of supervision without overlaps or blind spots
. On one hand, the Dutch central bank (De Nederlandse Bank/ DNB) is responsible for prudential and material supervision. On the other hand, the Netherlands Authority for the Financial Markets (Autoriteit Fianciële Markten / AFM) is responsible for conduct of business supervision
. The DNB and AFM together supervise the compliance with the provision of the Pension Act. 

In order to gain a better insight into the financial solidity of pension funds and to ensure that the risks are adequately controlled and managed, the Financial Assessment Framework (Financieel Toetsingskader/ FTK) became effective as part of the Pension Act. Under FTK both liabilities and assets of a pension fund are valued according to the market value. To prevent a pension fund from being faced with deficit problems, pension funds are obliged to charge a cost-effective contribution. Four elements are included in the cost-effective contribution requirement (pension premium): (1) the contribution required actuarially for the purchases of new pension obligations, (2) an extra sum for the administration costs, (3) an extra sum for maintaining the regulatory own funds, and (4) an extra sum for a conditional supplement, if applicable. The first two elements are in accordance with the requirement of the maintenance of a sufficient technical provision to ensure that unconditional pension liabilities to the members can be fulfilled. This mandatory provision is calculated based on the current market value. The third element is in accordance with the requirement of the regulatory own funds and minimum regulatory own funds. This is because a pension fund must have sufficient assets to meet the obligations and a buffer of own fund.  The general idea of these requirements is to make sure that a pension fund has sufficient own funds to ensure that the value of the fund’s investments will not be less than the level of the technical provisions
. If the funding ratio
 falls below 105 % (the required level of minimum regulatory own fund), it should be restored within 3 years by providing a short-term recovery plan. And if the funding ratio falls under 130 % (the required level of regulatory own fund)  but still above 105% a long-term recovery plan have to be provided to resolve the financial position of the pension fund within a maximum of 15 years (Bikker and Vlaar, 2007, and source: DNB
).

2.1.3 Pension plans funding

According to Ponds and Van Riel (2007) pension plans
 are managed by industry pension funds, company pension funds or occupational pension funds. Industry pension funds manage pension plans for employees in a specific sector, for example, government and construction. In a lot of industry sectors, participation in the industry pension plan is obligatory, as stated by the Dutch Minister of Social Affairs and Employment. Different from the US, the Dutch labor unions have a stronger negotiating position on behalf of employees in collective negotiations with employer organization. Because both employer and labor union are participating in the governance of the pension fund, therefore employers cannot dominate decision-making of the pension fund. Besides that, the negotiated collective labor agreements are extended to all employers and employees in the sector. (Bovenberg and Nijman, 2009; Ponds, and Van Riel, 2007). Companies can provide their employee pension plan through a separately established company pension fund if the company pension plan is better than the industry pension plan. Shell, Rabobank, and DSM are example of providing their employees a company pension plan. If employees do not participating the industry pension plan, participation in the company pension plan is compulsory. At last, occupational pension funds manage pension plans for specific groups of professionals, such as public notaries, and physicians. Until 2009, there have been 579 pension funds in the Netherlands under the supervision of DNB. Under these pension funds 68 are compulsory industry pension funds and 474 are company pension funds. The rest are occupational pension funds and other pension funds
.  Swinkels (2006) has provided a clear overview of the relationships between the company, the pension funds and the supervising regulators: 

[image: image1.emf]
Figure 1 Overview of the Dutch pension fund landscape

2.1.4 Types of pension plans

The Pension Act in the Netherlands requires that employers and employees are primary responsible for the establishment of pension provisions. Employer and employee can both be sponsors of a pension plan. They can both contribute pension premiums to the pension plan, but the part that employer contributes is bigger than the part of the employees’.  Furthermore employers are not obliged to provide pension provisions to employees. However, if an employer and an employee have entered into a pension agreement, the pension provision and agreement should comply with the terms and conditions that the Pension Act contains. Under the Pension Act 3 types of pension agreements are allowed:

· Capital sum 

· Defined contribution (DC)

· Defined benefit (DB) 

Pension agreements not falling into one of the three categories stated above are not permitted. These pension plans are explained in detail in the following.
· Capital sum

The capital sum agreement is a pension agreement on a fixed capital sum that is converted to a retirement benefit by no later than the retirement date. 

· Defined contribution plan 

Defined contribution agreement is a pension agreement on a fixed contribution which is converted to a retirement benefit by no later than the retirement date. The employer has no legal obligation of further contribution, and the future pension benefit depends on the investment return of the pension funds. Within the company pension plans in the Netherlands, 10% are defined contribution plans in 2009
.
The value of pension assets and liabilities can be different at each moment because of the fair value pension accounting valuation approach of pension assets. Therefore, deficit or surplus between pension assets and liabilities can be created due to the fair value fluctuation (Laning, 2006). Deficit occurs when the value of pension assets lower pension liability on balance sheet date. In case of deficit the pension plan won’t have enough reserve to pay the retiree and the retiree will just simply receive less pension benefit than expected. The employee can contribute an extra premium to guarantee the same amount of pension benefit in the future if the pension assets are less than pension liabilities (deficit). On the other hand a surplus can occur when pension assets excess pension liabilities. If this surplus is higher than a certain level, the extra pension payment of the employees can be decreased. In this situation the sponsoring firm of DC plans do not have a right to claim the surpluses.

With a defined contribution plan it is not the employer but the employee who is totally bearing the actual risk (the risk that benefits will be less than expected) and investment risk (the risk that the assets are not sufficient to cover future liabilities). This is due to the fact that the entity’s legal or constructed obligation is limited to the amount that it agrees to contribute to the pension fund. The benefits that a retiree receives are determined by the employer’s contribution to the DC plan and the investment return arising from that contribution (IAS 19, paragraph 25).    

· Defined benefit plan 

The Pension Act defines a defined benefit agreement as a pension agreement on a fixed retirement benefit. Under a defined benefit plan in the company pension fund, sponsors of this plan contribute premiums for the period that an employee has provided services to a company. One essential difference from the DC plan is that with a DB plan, a fixed amount of pension benefit is promised during the retirement of the employee but the contribution can differ in each period. If deficit exist (when the value of pension assets are lower than the value of pension liability), companies that are sponsoring a defined benefit plan are obliged to increase contributions in order to restore the imbalance between the assets and liabilities. In case of a surplus, the sponsor could decrease the contribution. Kiosse and Peasnell (2009) summarized the risks that DB plan pose for employers: Longevity risk, interest rate risk, inflation risk, and investment return risk
. Risks that DB pension posed for employees are according to Kiosse and Peasnell (2009): Employment risk, inflation risk, default risk
. In this thesis, special attention will be paid to the company pension plans which are managed by company pension funds. 

2.2 The developments of Dutch pension plans 
Until the end of 1998 the total percentage of DB pension schemes managed by pension funds was 97.6%. The benefits entitlement is determined by the final pay or average wage over the years of service of an employee. At the end of 1998 56.5% of the DB schemes were final pay schemes and 19.1% were average wage schemes, the other 21 % are combination of these two (source: DNB). In a final pay scheme the pension benefits are based on a percentage of the last-earned salary. On the other hand, in the average wage scheme the pension benefits are based on the average wage over the total years of service provided by the employee, which means pension benefits are linked to the salary at the moment contributions are paid (Bikker and Vlaar, 2007). Dixon and Monk (2009) stated that the average salary exposes employers to less risk, because the benefit related to past service is already established. After the bad investment years, from 2000 to 2002, a shift from final pay scheme to average pay scheme took place. Up until 2008 the percentage of final pay schemes managed by company pension funds has decreased to 21.1% and the percentage of average pay scheme has increased to 48.8%. The rest of the 5.4% are the combination scheme and others (source: DNB). 

In particular, most DB pension schemes guarantee a nominal pension entitlement, and aimed for a conditional pension right which are linked to the price or wage index. The indexation is conditional on the performance of the investment of the pension fund; therefore this indexation is not guaranteed (Bikker, and Vlaar, 2007). The FTK only requires pension funds to provide provision for the guaranteed pension liabilities (the nominal pension benefit entitlement) based on the current market value of the liabilities. It is not required to provision for the conditional pension rights (price or wage indexed). 

Swinkels (2006) labeled the inflation-indexed average-pay scheme as a collective defined contribution scheme. As it is mentioned in the previous section about the pension fund regulation, the pension premium contains 4 elements. Except from the cost of the pension scheme, those extra sums can be seen as a compensation for the employee due to the fact that they now have an investment risk under this kind of pension scheme. In fact, a DB scheme is still offered but pension premium is fixed over a period, because the accrued pension payments are based on the average wage during the years that the employee has provided services to the company. Over that period the company does not have to make extra contribution, but members of the plan should contribute more or accept less pension rights according to the performance of the pension fund at different points in time (Dixon and Monk, 2009). When the funding ratio falls under 105% (a shortage), firms don’t have to contribute extra premium to the pension fund and the board of the pension fund can decide whether to leave out compensation or cutting pension rights to restore the shortage (Swinkels, 2006). Ponds and van Riel (2008) stated that these plans are hybrid DB/DC plans that retired employees, current members, and future participants share the risk together. On the other hand, along with the development of DB plans, the percentage of contributions to DC plans within Dutch pension funds appears to show an increasing trend. Since 2005, two Dutch listed firms (AKZO Nobel and DSM) switched their pension plans form DB plan to DC
.   

3  Accounting standards
Before the introduction of IFRS, every country had its own accounting standards. The internationalization of business and globalization of capital markets has increased dramatically, and along with this trend, the need for international harmonization and of accounting rules has also increased. In order to achieve this goal, the International Accounting Standards Board (IASB) was formed in April 2001. In 2002, the European Union passed regulations to adopt IFRSs for firms listed on the stock market starting from 1 January 2005. All European listed firms were required to prepare their consolidated financial statements in accordance with the IFRS. In this chapter, the old Dutch GAAP for pension measurement and recognition before the introduction of IFRS is described in paragraph 3.1. Next, the pension measurement and recognition requirements in IAS 19 are discussed in 3.2.
3.1 Dutch standards for pension accounting: RJ 271 edition 2002
Accounting standards are rules and guidelines for companies which should be followed by those who prepare financial statements of companies (Jorgensen 2004). Most countries have their own national accounting standards, e.g. Dutch committee Raad voor de Jaarverslaggeving (RJ), U.S. General Accepted Accounting Principles (GAAP) and Japanese Accounting Standards Board (ASBJ). After 2002 the introduction of IFRS has gradually taken place. The RJ 271 2003 edition adopted the IAS 19 model which has a significant difference about the pension recognition comparing to the RJ 271 2002 edition. In the following paragraphs the former measurement and recognition requirements of pension plans (RJ 271 2002 edition) will be further discussed. 

3.1.1 DB and DC plan Measurement and recognition 
The RJ 271 2002 edition requirements are quite simple, there’s no distinction in the measurement and recognition requirements for DB or DC plans. For all pension plans, premium of pension contribution should be recognized in the income statement, if it is applicable provisions have to be made and they have to be recognized in the balance sheet.

· Income statement


Costs for a company as the result of pension schemes are caused by the fact that employees have provided services to that company. The company and the employee have a pension agreement. During the period of service, the company contributes an amount, based on the pension agreement, to the pension fund. This contribution should be recognized in the company income statement as a pension expense. This expense forms part of the operating result (RJ 271 edition 2002, paragraph 309 and 305).        

· Balance sheet



If applicable, the following provisions related to the pension expense should be recognized in the balance sheet (RJ271 edition 2002, paragraph 309 – 321): 

a) In case of a salary increase of an employee, back-service premium should be paid to adjust the past years’ accrue pension. Therefore, a back-service provision should be made and recognized on the company balance sheet for the not yet recognized back-service premium.

b) A provision due to different measurement and recognition methods in the income statement about the cost of the pension agreement. The pension expense which is recognized in the income statement and the amount of premium payment that the company should contribute to the pension fund can differ at the end of the balance date. In this situation, the company should provision for this difference. 

c) The company should also provision for the deficit in the pension fund to make sure that obligations of the accrue pension are met. Furthermore, the FTK rules can be applied to test the sufficiency of the provision

d) The company can recognize an asset which can be caused by any advance payments or surpluses coming from the pension fund.  

However Laning (2006) states that this measurement and recognition method does not provide any transparency about the assets and liabilities of the pension fund. And this is the main difference in measurement and recognition methods between the Dutch RJ 271- 2002 edition and IAS 19 about post retirement benefits.

3.2 Pension accounting standards in IAS 19 employee benefits
All European listed companies should apply the IFRS for annual accounts from 2005 on due to the introduction of IFRS. Therefore, all listed companies in the Netherlands should recognize the pension plan on the financial statement of the employer in accordance with IAS 19 “Employee benefits”. The introduction of IFRS in 2005 has changed the pension accounting rules significantly in the Netherlands.   

Originated with the FASB, the fair value accounting concept is also being adapted to the IFRSs by the IASB. The IASB defines fair value as follows:

“The amount for which an asset could be exchanged or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.”

The definition of an arm’s length transaction is a transaction between entities of a multinational corporation that should interact as if they were independent and transfer prices should therefore reflect market conditions (Korn and Lengsfeld 2005). As a result, the fair-value pension accounting model has been adopted by the standard setting bodies. It incorporates the current value of pension assets and liabilities. IAS 19 defines employee benefits as all forms of consideration given by an entity in exchange for service rendered by employees. This standard requires an entity to recognize
:

a) A liability when an employee has provided services in exchange for employee benefits to be paid in the future; and

b) An expense when the entity consumes the economic benefit arising from service provided by an employee in exchange for employee benefits.

This standard is applied in accounting for all employee benefits by an employer, except for those to which IFRS 2 Share-based Payment applies. The employee benefits mentioned above contain short-term employee benefits, post-employment benefits (defined contribution plans and defined benefit plans), other long-term employee benefits, and termination benefits. This thesis focuses on analyzing the economic consequences of the pension accounting standard. In the following paragraph, the accounting requirements concerning post-employment benefits will be discussed more in detail. 

The post-employment benefit plans are arranged by the entity and provided to the employees of that entity. And it contains:

a) Retirement benefits, such as pensions; and

b) Other post-employment benefits, such as post-employment life insurance.

Furthermore IAS 19 classifies the post-employment benefit plans as either defined contribution plans or defined benefit plans. This is dependent on the economic substance of the plan as derived from its principle terms and conditions. The measurement and recognition method of these two types of pension plans are different from each other.  

3.2.1 DC plan measurement and recognition
Concerning the recognition and measurement of a defined contribution plan, IAS 19 states that when an employee has rendered service to an entity during a period, the entity shall recognize the contribution payable to the defined contribution plan in exchange for that service (paragraph 44):

a) As a liability (accrued expense), after deducting any contribution already paid. If the contribution already paid exceeds the contribution due for service before the end of the reporting period, an entity shall recognize that excess as an asset (prepaid expense) to the extent that the prepayment will lead to a reduction in future payments or a cash refund; and 

b)  As an expense, unless another standard requires or permits the inclusion of the contribution in the cost of an asset. 

3.2.2 DB plan measurement and recognition
IAS 19 paragraph 27 states that obligation of the entity which is supporting a DB plan is to provide the agreed benefits to current and former employees. Any actuarial risk (that benefits will cost more than expected) and investment risk fall on the entity. Besides, the entity is obliged to maintain the expected level of obligation.   

The following steps of the accounting by an entity for this plan are stated in IAS 19:

a) Estimate the benefits that attribute to the current and prior periods using actuarial techniques (IAS 19, paragraph 72-91). 

b) Discount that benefit to determine the present value of the defined benefit obligation and the current service cost (IAS 19, paragraph 64-66).

c) Determine the fair value of any plan assets (IAS 19, paragraph 102-104).

d) Determine the amount of actuarial gains and losses and the amount of those actuarial gains and losses to be recognized (IAS 19, paragraph 92-95).

e) Determine the past service cost (IAS 19, paragraph 96-101) and/or curtailed or settled gain or loss (IAS 19, paragraph 109-115), if these situations occurred 

· Balance sheet

A defined benefit liability is recognized in the balance sheet according to the following calculation (IAS 19, paragraph 54):

	present value of the defined benefit obligation at the end of the reporting period 


	(+) any actuarial gains (less any actuarial losses) not recognized because of the ‘corridor’ approach 


	(-) any past service cost not yet recognized 


	(-) fair value at the end of the reporting period of plan assets (if any) out of which the obligations are to be settled directly 

= pension liability (pension asset, if the amount is negative)



	


The negative amount calculated in this way should be recognized on the balance sheet. If the market price is not available, an estimate of the fair value of the plan asset can be made by discounting the expected future cash flows.
· Income statement

In the profit and loss statement, a net total amount of the following amounts are recognized: Current service cost, interest cost, the expected return on any plan assets and on any reimbursement rights, actuarial gains and losses as required in accordance with the entity’s accounting policy (paragraph 92-93D) , past service cost, and the effect of any curtailments or settlements. 

The actuarial valuation method

Within a DB plan, the pension costs are unknown values and they are estimated based on the actuarial valuation method
. This is because the benefit entitlement is predetermined for a DB plan. Meanwhile, the ultimate cost of a defined benefit plan can be influenced by many variables, for example the final salaries, employee turnover and mortality, medical cost trends and the investment earnings on the plan assets (for a funded plan). The cost of the plan contains uncertainties which are likely to continue over a long period of time. To measure the present value of the defined benefit obligations and the related current service cost and, if applicable, past service cost (IAS 19, paragraph 64) an actuarial valuation method should be applied. When determining these present values, the benefit should be attributed to periods of service (IAS 19, paragraph 67). In addition to these, unbiased and mutually compatible actuarial assumptions should also be used to determine the ultimate cost of providing post-employment benefits. The actuarial assumptions contain demographic variables (such as mortality, employee turnover, disability or early retirement, claim rates under medical plans, and the proportion of plan members with dependants who will be eligible for benefits) and financial variables (such as future salary and benefit levels, future medical costs, discount rate, and the expected rate of return on plan assets) (IAS 19, paragraph 72 and 73). IAS 19 also states that financial assumptions shall be based on market expectations for the period over which the obligations are to be settled (IAS 19, paragraph 7).
Actuarial gains and losses 

Any changes in either the present value of a defined benefit obligation or the fair value of related plan assets can result in actuarial gains and losses (IAS 19 paragraph 94). Due to the fact that actuarial assumptions are applied to determine the cost of post-employment benefits, changes in the items under demographic assumptions and financial assumptions are examples which shall result in actuarial gains and losses. IAS 19 permits, but not requires, recognizing the actuarial gains and losses according to the ‘corridor’ approach. The standard also permits, but not requires, immediate recognition of all actuarial gains and losses. The general rules of these two recognition choices are the following:

The ‘corridor’ approach

If the net cumulative unrecognized actuarial gains and losses at the end of the previous reporting period exceeded the greater of the following amount, an entity shall recognize the excess portion as income or expense in the income statement: 

a) 10% of the present value of the defined benefit obligation at the date (before deducting plan assets); and

b) 10% of the fair value of any plan assets at that date.

The other portion of actuarial gains and losses, which is not recognized in the income statement, shall be recognized in the balance sheet.
Immediate recognition

This is another way of recognizing actuarial gains and losses that IAS 19 permits. Actuarial gains and losses are recognized in the period in which they occur in other comprehensive income statement. 

4 The accounting impact of IAS 19
Financial accounting is strictly regulated with accounting standards and other regulations to deal with transaction recognition, measurement and disclosure. Changes in accounting standards and the issuance of new accounting standards will have impact on the different accounts in the financial statements. Examples of the accounting numbers are revenues, expenses, assets and liabilities (Deegan and Unerman, 2006). A lot of prior studies have analyzed the impact of accounting standard changes on the firms’ financial statement and the economic consequences of those changes. In the following paragraphs the potential accounting impact on a firm’s financial statement is stated. In this chapter, the accounting impact of the introduction of IAS 19 is discussed. Paragraph 4.1 presents the impact on the balance sheet and paragraph 4.2 presents the impact on the income statement.        

4.1 Impact on the Balance sheet
As it is stated in the previous section, IAS 19 requires the identification of DB and DC plans, and has different requirements on the measurement and recognition of the DB and DC plans. These different requirements lead to different impact on the balance sheets of a company compare to old Dutch GAAP.

Under DC plan, a “contribution payable” will be recognized as a liability on the balance sheet (after deducting any contribution already paid) if there is a time difference in the payment of pension contribution and the recognition of the pension contribution. This liability is expected and can easily be calculated by the firm or analysts. Any market fluctuation wouldn’t have an impact on the balance sheet of companies sponsoring DC plans.     

Companies which are sponsoring DB plans will suffer more from the introduction of IAS 19 in comparison with companies sponsoring DC plans. This is because the status of a DB plan is influenced by a lot of factors like interest rates fluctuations and equity market volatilities. The amount of the pension assets/liabilities are calculated through the equation stated in the previous section. According to the calculation stated earlier in this thesis, fluctuation on interest rate, the discount rate, the workforce, and/or actuarial assumption will have direct impact on the amount of pension assets/liabilities. If the actuarial gains/losses are recognized through equity, it may cause volatility in the balance sheet.

Stock prices and other financial derivatives change over time due to the volatility on the equity market. This will affect the value of the assets. Besides that, the defined benefit obligation is determined by discounting the estimation of the benefits which are attributable to the current and prior periods. Changes in the market interest rate will change the discount rate of the liabilities according to the fair value approach. This will influence the value of the liabilities. An increase of the interest rate will increase the discount rate. A higher discount rate will decrease the liabilities and vice versa. The estimation of benefits mentioned above is done using actuarial techniques. The change of the discount rate will also influence the level of actuarial gains and losses. This will further have an impact on the pension liabilities. Due to the fluctuation of the assets and liabilities, the company’s financial ratios will also change, e.g. debt to equity ratio, debt to total assets ratio and the solvability ratio. 

In 2008 the equity market collapsed and the interest rate fell historically low. Many company pension funds of listed companies in the Netherlands lost millions of Euros on the equity market and the fall of the interest rate had increased the liabilities with millions of Euros. These effects had negative consequences for the balance sheet of these companies and had lead to many pension plans that were under funded. The two largest companies (Shell and ING) measured by market value in the Netherlands lost more than 10 billion euro in the pension funds. The result was that the listed companies had to contribute more in the company pension funds due to the underfunding of the pension plan, e.g. Shell, Elsevier, KPN, TNT and ING. All the companies combined had to contribute billions of Euros more in the pension plans. These additional contributions had a negative influence on the liquidity of the company.

4.2 Impact on the Income statement
The periodic contribution to the DC pension plan is a determined fixed amount. Market fluctuations wouldn’t impact the firm’s income statement. The possible impact of DC plan on the income statement is if the amount of periodic pension contribution is changed. But this is only a one time impact. After that the income statement wouldn’t suffer from any fluctuations.  

Before the introduction of IAS 19, the income statement of a company depends mainly on the performance of the business operations. Within the income statement the premium contributed to the pension fund is recognized. The impact of pension on the income statement was only the periodic contribution. After the introduction of the IAS 19 companies sponsoring DB plans should recognize the following components of pension expenses in the income statement: interest cost of the liabilities, amortization of unrecognized gains and losses, service cost, expected return on plan assets and amortization of past service cost and transition assets and liabilities. And changes or fluctuations in these components will have impact on the income statement. 
5 Literature review: economic consequences
Holthausen and Leftwich (1983) stated that voluntary and mandatory changes of accounting methods affect the value of the firm, and the wealth of managers, auditors, regulators, and investors. The consequences of any new accounting standard are beyond the impact on the financial statement (De jong, Rosellon, Verwijmeren, 2006). Economic consequences is stated by Zeff (1978) as the impact of accounting reporting on the decision making are behavior of business, government, unions, investors and creditors. Zeff (1978) argues further that the resulting individual behavior shall affect other parties in the society and the impact can be negative. As a result of the accounting harmonization process many countries have applied the international financial accounting standard. Tang (1994) stated that companies will adjust their behavior or change their economic decisions to fit the newly introduced international accounting standard. Besides that, any formal or informal contracts of a company shall be affected by any accounting standard changes. Therefore several involved constituencies shall use the economic consequences as argument to lobby for their desire outcome to avoid impact on any of the related contracts. To identify and measure the economic consequences there are four different empirical approaches: measurement of the impact on economic decisions; measurement of the impact on the capital market; survey research (or interviews), and experimental studies. The literature review of these for approaches is presented in the following paragraphs. 
5.1 Impact on economic decisions
Generally speaking management seldom explicitly state that their economic decisions are based on changes in accounting standard. Besides that, other factors can also play a role in the economic decisions made by management. Beattie et al. (2006) stated that either an ex ante study or an ex post study can be conducted. With an ex ante study, pro-forma accounting statements based on proposed accounting standard changes can be constructed and this can be compared with the statements under the exciting accounting standard. An ex post study compares the accounting numbers before and after a change in the accounting standard.

5.1.1 Economic consequences in general 

To analyze the economic consequences of SFAS No. 13 on lessees, Imhoff and Thomas (1988) examined capital structure changes. They found a systematic capitalization substantially altered key accounting ratios and their results documented a systematic substitution from capital leases to operating lease and nonlease sources of financing. De Jong et al. (2006) analyzed the impact of IAS 32 on preference shares. They evaluated data about the firm’s net earnings, debt ratios, firm size, and compensations schemes to test the contracting hypothesis mentioned in the previous paragraph. They found evidence that the magnitude of the impact of IAS 32 on firms’ debt ratio is a significant determinant of firms’ reactions. The impact on the debt ratio plays a role in the decision of firms to buyback preference share. Beneish and Press (1993) analyzed the costs facing firms that violate accounting covenants in debt agreements. And he argued that technical violation of accounting-based covenants is costly. Furthermore, if managers’ bonus plans are based on accounting numbers, the amount of bonus that managers receive will consequently be influenced by any changes of accounting number. This may create incentives for the managers to manipulate the accounting numbers to improve their bonus (Deegan and Unerman, European edition). Healy (1985) stated that earnings-based bonus schemes create incentives for managers to manage earnings in order to maximize the value of their bonus awards. A lot of other authors also found earnings-based bonus schemes as an incentive for earnings management to maximize the value of the bonus (Holthausen, Larcker, and Sloan, 1995; Guidry, Leone, and Rock, 1999). 

5.1.2 Economic consequences of pension accounting 
De Jong et al. (2006) stated that one of the standards that had the potential to change the amount of reported equity (and debt ratio) is standards on pension plans. A lot of prior researches in the U.S. and U.K. have examined the impact on economic decisions based on the contracting hypothesis of positive accounting theory. During the introduction of SFAS 87, Ali and Kumar (1994) examined the accounting choice decisions in the context of the timing of adoption of SFAS 87. They considered the interaction between firm characteristics and the magnitude of the financial statement effects in the decision. They stated that the consequences of an accounting decision depend both on whether political costs, debts and compensation-related costs exist, and how the financial reporting effects of the decision affect such cost. Furthermore, they argued that measures of firm characteristics, such as size, leverage, and the existence of bonus plans, designed to consider the influence of political sensitivity, and debt and compensation contracts, can proxy for omitted variables. They found evidence that accounting decisions are jointly determined by the magnitudes of their financial statement effects and firm characteristics. Gopalakrishnan and Sugrue (1992) empirically examined the lending agreements and security prices of firms which are potentially affected by a controversial accounting standard, SFAS No.87 ‘Employers’ Accounting for Pensions’. They found that liability recognition under SFAS No.87 had a material impact not only on the financial statements but also on the accounting based debt covenants present in the lending agreements. They stated further that recognition of net pension liability on the balance sheet may cause violation of debt covenants. Ghicas (1990) evaluated some possible determinants of the switch from a cost-allocation actuarial cost method to a benefit-allocation actuarial cost method. He found that financial statement considerations and reduction in pension funding is the primary reasons associated with the switch.

Kiosse and Peasnell (2009) stated that pension accounting rules impact pension provisioning and he stated further that DC plans are cheaper for employers than DB plans at aggregate level. In the U.S. and the U.K. many companies have switched from DB plans to DC plans. Swinkels (2006) investigated Dutch listed companies and found evidence that IFRS motivated companies to switch their pension scheme from DB to DC. In addition to that, Swinkels (2006) also found evidence that companies with relatively large pension funds
 are the first ones to reduce pension risk by changing their pension scheme. Previous analysis concerning the changes in accounting standards in the U.S. and the U.K. shows that companies prefer a stable income statement. And many companies have switched their pension plans from DB to DC. Those analyses found evidence of early adoption of the new accounting standards concerning pension plans. The reasons for switching pension plans are, among others, the following (Swinkels, 2006): The impact of the new standards on the magnitude of the pension expense, the use of a high discount rate, weakening corporate earnings figures, costs reduction.
5.2 Impact on the capital market 
A lot of empirical economic-consequences literature on mandated accounting changes has focused on market price reactions. Beattie et al. (2006) stated that market based studies are ex-post studies of changes in rules and regulations.

5.2.1 Economic consequences in general
Collins et al. (1981) examined the economic consequences of the market reaction to proposed mandatory accounting changes. They have considered several explanations for the observed decline in stock prices and developed a model using variables based on the theories they mentioned
. Their testing results provided evidence that the FASB’s accounting change proposal had a negative effect on the equity values of affected firms. However, they could not distinguish which theory provided a better explanation for the changes in the equity securities. Besides that, they suggested that accounting policy-makers should recognize that accounting choice decisions and investment/financing decisions of the firm are interdependent. Changes in the former may affect the latter, and this may create wealth losses and/or wealth transfers among the firm’s capital suppliers. 

Carter and Lynch (2003) analyzed decisions to re-price employee stock options as a result of the FASB 1998 proposal on accounting for stock option re-pricing that would require firms to record compensation expense. They found evidence that re-pricing activities changed before and after the announcement of proposed accounting. However, no evidence of stock price reaction to the announcement was found. Stock volatility has a negative influence on the market value of the firm. In case of a drop in the value of the stock, this will increase the financial leverage of the company. Dechow et al. (1996) examined the economic consequences of proposed recognition of an expense for employee stock options. Evidence was found that top executives opposed the expensing of stock options because of public scrutiny issues. But they found no systematic evidence that expensing employee stock options would engender significant economic consequences through the size and debt hypotheses. 

5.2.2 Economic consequences of pension accounting
The IAS 19 standard requires the recognition of assets and liabilities in the financial statement. Companies that have a DB plan will face more volatile earnings on income statement and more volatile value of the assets and liabilities on the balance sheet due to the fair value pension accounting approach. Coronado and Sharpe (2003), and Coronado et al. (2008) assessed to what extent the investors may have been mislead by pension accounting rules and practices. FAS 87 allow smoothing of changes in the values of pension assets and liabilities. They found evidence that more attention is paid, by the market, to the flow of pension-induced accruals reported in the income statement than to the marked-to-market value of pension assets and liabilities reported in the footnote. This means that the market pays more attention to the components of pension expense than the funded status. One-tenth of the tested firms in Coronado and Sharpe (2003) that sponsored a DB plan were overvalued. Skaife et al. (2007) reviewed prior academic researches relevant to the FASB exposure draft “Employer’s accounting for defined benefit pension and other post retirement plans: and amendment of FASB statements No. 87, 88, 106, and 132 (R)”. The exposure draft proposed that any unrecognized prior service costs and unrecognized actuarial gains and losses would be included as part of equity in other comprehensive income. Their reviewed earlier researches provided evidence that market participants process information in comprehensive income in some contexts. They expected that the balance sheet presentations of the funded status of these obligations would be more useful than the pension-related reconciliations found in the footnotes for investors. Klumpes P.J. and McMeeking K. (2007) tested the market sensitivity to pension valuation assumptions by U.K. firms. They believed that the reaction to regulatory induced changes in pension discount rate assumptions would be interesting to different influenced parties because market participants failed to account for the effect of unexpected changes in pension discounting rate assumptions on U.K. firms’ reported balance sheets. Besides that, they also believed that regulations were potentially value relevant if the stock price returns differ across firms that used different discounting rates. They found evidence that U.K. stock price returns incorporated the effect of unexpected interest rate changes on resource of pension earnings for firms that voluntarily switched to market-based assumption but did not incorporate these effects for firms that did not switch. 

5.3 Experimental research 
Experimental research provides the possibility to study human behavior. Maines et al. (2006) stated that experiment researches could be conducted to examine why relations between variables exist and the situations under which such relations will and will not occur. 

5.3.1 Economic consequences in general
Several prior researches have examined how regulation changes could affect the financial reporting behavior. Libby et al. (2002) stated that a lot of experimental studies had investigated auditors’ incentives and under which circumstances they allowed managers to take aggressive accounting positions (Hirst, 1994; Kinney and Nelson, 1996; Koonce, 1997; Hackenbrack and Nelson, 1996). Experimental researches can also be conducted to investigate how reporting decisions of managers are affected by managers’ incentives. Furthermore, Libby et al. (2002) stated that experimental researches could be conducted to examine the impact of regulatory changes on aggressiveness of financial reporting. The analysis of Hopkins (1998), Maines and McDaniel (2000), and Libby and Kinney (2000) provided evidence that regulatory changes did not change managers’ aggressive reporting decisions. 

5.3.2 Economic consequences of pension accounting
Changes in pension accounting regulations have impact on the reporting and funding of the pension surpluses and deficits of DB pension plans. Klumpers and Whittington (2003) analyzed whether U.K. firms, who are sponsoring DB plans, applied discretion over the choice of switching to a market-based actuarial valuation methods as response of changes in the pension accounting regulation. Their empirical results were more consistent with the “traditional” perspective instead of the “corporate finance” perspective on the factors driving U.K. firms’ switching decisions. The “traditional” perspective suggests that it is the long-term funding, investment and operating conditions influencing the sponsored pension fund influence the switching decision. This is different than the corporate perspective with suggest that the financial, investment and operating conditions of the sponsoring firm influence the switching decision.

5.4 Survey research 
Conducting a survey is one of the research methods to evaluate the impact of regulatory changes. Via survey researches, the opinions and attitude that concern changes in behavior can be investigated both ex ante and ex post (Beattie et al., 2005).   

5.4.1 Economic consequences in general
Survey researches have been done to investigate the economic consequences of new accounting standards. Beattie et al. (2005) conducted a ex ante survey research of UK users and preparers to access their view on the proposed lease accounting reform and to access the potential economic consequences of the proposed lease accounting adoption. They explored the following three broad issues with users and preparers: 
a) views on the current and proposed accounting standard; 
b) views about a range of potential economic consequences; and 
c) factors that may explain the views held. 
Regarding the potential economic consequences, their respondents believe that fully recognizing operating leases would give rise to assets and liabilities on the balance sheet. This lead to the change of the gearing ratio, technical violation of accounting-based debt covenants, which would lead to renegotiation of borrowing covenants, the credit rating would fall for some companies. The users believed that the proposed accounting standard would improve their evaluation of long-term financial commitments and comparison of companies.  Their results showed that a transfer of risk form lessees to lessors would take place and lease finance would be less attractive. However, it wouldn’t affect any investment and leasing volumes. Graham et al. (2005) surveyed and interviewed executives to determine the factors that drive reported earnings and disclosure decisions. Their results showed that managers would rather take economic actions that could have negative long-term consequences than make within-GAAP accounting choices to manage earnings.        

5.4.2 Economic consequences of pension accounting
In 2008, CFO Research Services
 published a report named “Defined benefit plans amid market volatility”. They explored finance executives’ views on their company’s defined benefit plans in America and Canada in order to evaluate the recent changes in plan design, funding or investment policies, and responses to economic and regulatory developments. They found that 36% of the respondents of their survey stated that they closed existing DB plans to new employees while continuing benefit accruals for current employees since 2000. Reasons behind the decisions of company changes in DB plan design since 2000 included performance of the economic or financial markets, competitors’ pension policies and offerings, and changes in retirement program regulations as the three most selected external events contributed materially to their decisions. The three internal events contributed most materially to the decisions made in DB plan design were found to be: Company has new approach to rewards strategy, employees’ pension expectations/desires have changed, and company experienced demographic changes in its workforce. Besides that, senior management’s concern about the company DB plan in the next 2 years after 2008 included impact on cash flow, conforming to regulatory requirements, impact on the income statement, impact on current employees, and impact on balance sheet etcetera. A majority of their respondents stated that regulation, legislation, or accounting standards events would cause their company to change its DB plan design. Besides that, they see regulatory or accounting requirements, organizational structure, changes in the economy and lack of internal resources as most important barriers to make timely decisions or desired changes in their DB plan.  
6 Theory background and hypothesis development 
Firms have contracts with different stakeholders. A lot of the contracts are related to the accounts on the financial statement or financial ratios. Deegan and Unerman (2006, p.69) argued that accounting regulations have real social and economic consequences for many organizations and people. Alternative accounting standards may affect firms’ financial statement, which will further impact the firms contracting costs. 

Watts and Zimmerman (1990) described theories about the relationship between accounting changes and firm characteristics. These theories were also used to explain and predict decisions of managers and to explain the economic consequences of accounting standard changes (Holthausen and Leftwith, 1983). A lot of studies tested their theories with the debt covenant hypothesis, the bonus plan hypothesis, and the political cost hypothesis. Ali and Kumar (1994) also stated that the consequences of an accounting decision depend both on whether political costs, debt and compensation-related costs exist, and how the financial reporting effects of the decisions affect such cost.

These argumentations are stated in the following paragraphs. This thesis will use two of these theories as argumentation (debt covenant and bonus plan argumentation) to test the economic consequences of changes in pension accounting instead of testing all three of them. Reason of this choice will be stated in paragraph 6.3. 
6.1 Debt contracts  
Watts and Zimmerman (1986, p.291) explained the relation between accounting changes and debt contracts as follows: changes in accounting numbers impact firms proximity to its debt covenant limits and the costs of covenant violations. This argumentation used by some prior studies focused on the debt ratio. A lot of early studies have used the debt-equity ratio as proxies to test the proximity to the limit of debt covenant (Duke and Hunt, 1990). Sweeney (1994) tested a sample of companies that defaulted by violating debt covenants. Her results showed that defaulting companies made more accounting changes during the time leading up to default. 

Furthermore, Holthausen and Leftwith (1983) stated that corporate lending agreements set restrictions on borrowers’ activities through accounting numbers
. Changes on accounting numbers will change specific financial ratios. These financial ratios are used to evaluate the overall financial condition of a firm. Different ratios are measured for different purposes. Creditors may have interest in the liquidity ratios and the debt ratios because they measure the availability of cash to pay debt and the ability to repay long-term debt (Deegan and Unerman, European edition). These may have impact on the behavior of borrowers. 

Hypothesis 1: 
The effect of pension accounting standards in IAS 19 on a firm’s debt contracts causes management to change the company pension plan form defined benefit plans to defined contribution plans.

The pension accounting requirements of IAS 19 for defined benefit plans requires firms to incorporate the funded status of pension plans in the balance sheet. Pension plan assets and liabilities are required to be recognized in the balance sheet. This is not required according to the old Dutch GAAP (RJ 271 2002 edition) requirements. The first time adoption effect on firms sponsoring DB plans shall be a change of total assets and liability level and hereby changing the leverage. If the amount of pension assets or liabilities is huge in percentage of the total assets and liabilities, the impact on the leverage shall increase the proximity to the accounting based debt covenant limits. Debt agreements monitoring, renegotiation, and recapitalize outstanding debt is costly. If this impact is significant, the business operation shall be impacted. To avoid this impact firms may choose to switch to DC plan so that the firm wouldn’t suffer from a big impact and the firms would have less volatility in the balance sheet and bears less risk of providing DB plans. 

6.2 Management compensation contracts
Individuals’ action is driven by self-interest and that individuals will always act in an opportunistic manner to the extent that the actions will increase their wealth (Deegan and Unerman, 2006, p.207). To solve the principle-agent problem and motivate the managers to pursue the shareholders’ interest, managers receive extra compensation besides the salary. Therefore Managements’ total compensation from the firm consists of wages, incentive compensation (cash bonuses and stock or stock options), and non pecuniary income (Watts and Zimmerman, 1985). Nowadays, a lot of managers are rewarded according to the profits of the firm (net income), sales of the firm, or return on assets (Deegan and Unerman, European edition). Therefore changes in accounting standards are indirectly affecting the amount of management compensation. If the accounting based compensation plan is not adjusted to the change of the accounting policy, the amount of bonus paid to the managers will be affected (Holthausen and Leftwith, 1983). This may create incentives of the managers to behave differently or make decisions to increase their wealth but not that of the company. (Deegan and Unerman, European edition). Healy (1985) stated that earnings-based bonus schemes create incentives for managers to manage earnings in order to maximize the value of their bonus awards. A lot of other authors also found earnings-based bonus schemes as an incentive for earnings management to maximize the value of the bonus (Holthausen, Larcker, and Sloan, 1995; Guidry, Leone, and Rock, 1999). The bonus plan argumentation argues that managers receiving accounting based compensation plan are more likely to react to accounting developments to increase their compensation (De Jong et.al, 2006).

Hypothesis 2: The effect of pension accounting standards in IAS 19 on accounting based management compensation contracts causes management to change the company pension plan form defined benefit plans to define d contribution plans.

In the old Dutch GAAP (RJ 271 2002 edition) the contribution of pension to the pension fund is recognized in the income statement. But in IAS 19, expense related to pension contains more elements, for example, mutations of the pension obligation (current service costs), the expected return on any plan assets, actuarial results (if corridor approach is applied). Variables such as employee turnover, salaries, and the investment earnings on the plan assets will influence the ultimate costs of a defined benefit plan. If firms have significant pension assets and liabilities, changes of assumptions or changes of the variables may cause volatility in pension costs. This volatility may have impact on the income statement. If the management compensation plan is related to the elements in the income statement, the level of the management compensation may be altered. According to the theory of Watts and Zimmerman (1985) managers may behave opportunistically to make income increasing decisions. Firms may suffer less volatility if managers switch the company pension plan from defined benefit plan to defined contribution plan. In this way, the compensation of management can be more stable and less influenced by changes of variables that can influence the pension costs. 
6.3 Political cost
With the issued rules and regulations, government and regulatory bodies can affect wealth transfers between different groups. Governments or regulators can issue rules and regulations to affect the wealth transfers by, for example, changing the rules of tax or subsidy. Furthermore, rules and regulations can have an influence on accounting numbers. Via those rules and regulations the activities of firms can be restricted (Watts and Zimmerman, 1978). Different stakeholders evaluate or criticize a firm by analyzing the reported accounting numbers. Firm size is incorporated in some empirical studies to test the political costs argumentation. Large firms are more politically visible than small firms and large firms are more likely to use accounting changes to reduce reported profit so that they don’t attract too much attention (Zmijewski and Hgerman, 1981; Zimmerman, 1983). Evidence provided from the study of Zmijewski and Hagerman (1981) showed that the political cost argumentation holds only for the largest firms. The research methods used were conducting survey and having interview.

To come up with good statements that can provide the possibility to test the political costs effect, this will need an extensive review about the Dutch pension rules and regulations for firms and pension funds. Looking at the size of the research required for this argumentation it is decided to be out of the scope of this thesis. A separate research will need to be conducted on this subject to be able to come to a conclusion.
6.4 Magnitude of financial statement effects 
According to the arguments stated in the preceding paragraphs, both the impact of post employment benefit standards (in IAS 19) on the debt contracts and management compensation plans can be the motivation of firms to switch the company pension plans. To test the magnitude of the effect of post employment benefit standards in IAS 19 on debt ratio the following hypothesis will be tested. 

Hypothesis 3: The magnitude of the effect of pension accounting standards in IAS 19 on firms’ debt contracts is the main determinant of firms’ decision to switch pension plans.

To test the magnitude effect of post employment benefit standards in IAS 19 on management compensation the following hypothesis will be tested. 

Hypothesis 4: The magnitude of the effect of pension accounting standards in IAS 19 on firms’ management compensation contracts is the main determinant of firms’ decision to switch pension plans.

By testing on those hypotheses, answers about what are the magnitude of the effects of IAS 19 on firms’ debt ratios and management compensation plans can be given. Besides this, answers about what is the determinant of firms’ decision to change pension plan can also be given.
7 Research design
The purpose of this research is to analyze the economic consequences of post employment benefit accounting standards in IAS 19 in the Netherlands. Besides that, this research also tries to investigate whether the effect of this accounting standard motivates firms to switch the company pension plan. If evidence is provided that the effects motivated management to switch pension plans which magnitude effect is the main determinant of firms’ decision to switch the company pension plan. This research consists of two parts: 

1) Self-administered survey research, 

2) Guided and semi structured qualitative interview, 

A self-administered survey research and a guided and semi structured qualitative interview can gather the opinion of managers that influence the decision making. These two research methods provide a better way to ask qualitative questions so that the insight of managers’ attitude and the insight of the reason or motivation of managers’ decision making can be found. 
An advantage of conducting a survey research together with interviews is that interviews provide a good opportunity to get more in-depth information for this research.  Another advantage is that they can improve the knowledge of the researcher, providing a good opportunity to ask relevant questions on issues that were not indentified or only briefly touched by the survey. In this way more relevant and valuable information is gathered. However survey research or interviews could suffer from several potential limitations.  According to Graham et al., (2005) surveys measure belief and this may not always coincide with actions. Questions within surveys can possibly be misunderstood and it is also possible that respondents are not representative of the whole population. That’s why a guided semi structured interview is conducted. Interviews provide insight and depth to deepen the understanding of the survey respondents (Graham et al. 2005). Besides that, more “why” and “what” questions can be asked to clarify the thoughts of the interviewee on the subject being researched.   

7.1 Sample selection 
The sample is drawn from financial institutions, audit firms and all the firms from the Dutch stock market listed index: AEX, AMX, and ASCX, which have established a company pension fund and other financial institutions in the Netherlands. The questionnaire is sent to the following groups of respondents. 

1) Finance directors

2) Senior managers
. 

3) Lower level managers. 

4) Financial analysts

5) Certified public accountants
The firms’ annual reports and other information available on the internet were used to gather information about the management structure of the selected company and information about the managers. Two research organizations in the Netherlands for cooperation of conducting this survey research were contacted. Unfortunately they were not able to participate in this research. Contact information of each firms from the Dutch stock market index, financial institutions, and audit firms was collected. And these firms were contacted one by one by telephone to invite them to participate in my survey and interview research. 

Interviewing the financial analysts and certified public accountants has two reasons. Firstly, certified public accountants provide service and/or advice to firms. They have good understanding of the pension accounting standards and they experienced the development of pension accounting standards in the Netherlands in their daily work. Their work with different clients, require them to understand and discus the business environment, the risks that their clients encounter. While conducting their work, they gained a lot of experience and knowledge from different practical examples. In order to fulfill their tasks, they also need to have good understanding of the development of the accounting standards. Therefore, they also continually educate themselves and conduct researches within the field of pensions and pension accounting. The view of the certified public accountants has proven to be very valuable for this research. 

Secondly, financial analysts do not only have knowledge in the development of financial accounting standard, they also have knowledge in conducting financial analyzes. Similar to the work of a certified accountant, financial analysts have to first understand the business, the business strategy and possible risks that a firm is experiencing. In contrast, corporate executives pay attention to their reputation and their creditability. When corporate executives make decisions, they also take the impact of the decision on their reputation and the impact of their decision on analysts view into consideration. So the view of financial analysts can also help understand the consequences of IAS 19 introduction by analyzing whether there is a link between the analysts’ view and management’s decision. Due to their experience and background the information provided is very valuable and persuasive.

7.2 Survey design and delivery
Three sets of survey questionnaires were developed based on the theoretical and empirical literature of pension accounting and economic consequences. These include surveys in similar research area in other countries and surveys about economic consequences of other accounting standards. Each survey questionnaire is meant for different target respondents:

1) Survey on economic consequences of pension accounting standards in IAS 19 -- company's view (DB firms)

2) Survey on economic consequences of pension accounting standards in IAS 19 -- company's view (DC/CDC firms)

3) Survey on economic consequences of pension accounting standards in IAS 19 -- Auditor's/Analyst's view

Each questionnaire contains closed-form questions with 6 point Liker scale and open questions. This allows for further conduction on the statistical testing of the survey. The first draft of the questionnaire is sent out for pilot testing via email to the university professors, fellow students, certified public accountants, and company managers. The pilot questions asked the respondents’ comment on the subject matter, the layout of the survey, the length, the question ordering and the instructions for completion. 

Quite some feedback was received from the different groups. Based on this feedback, the questionnaires were revised. After revision, each survey consisted of 3 to 4 sections. The first section contains questions for the respondents’ background information. The second section asks respondents general view about the accounting standards. The third section focuses on the consequences of IAS 19 introduction on firms. The survey for DB firms and the survey for financial analysts contain an additional section, which asks questions about the impact of actuarial gains and losses recognition and the choices that firms have to recognize the actuarial gains and losses. The revised questionnaires are posted on internet and can be access through the following links:

http://www.kwiksurveys.com/online-survey.php?surveyID=KCNOFG_8598a0d6
http://www.kwiksurveys.com/online-survey.php?surveyID=KCDNNN_5ae21829
http://www.kwiksurveys.com/online-survey.php?surveyID=KCDNOK_3393dde7
A full overview of all survey questions can be found in the Appendix. The following response enhancing techniques were used: A question about the name of firms is asked in the questionnaires to allow follow-up.  In addition, the questionnaire is designed with clear layout. Finance director, senior manager, lower level manager and other possible respondents are checked individually and named individually in each e-mail being sent out if direct contact information was found. After calling the firms as invitation to participate in the survey the questionnaire is sent to the contact person that was identified during the call. At the same time the survey is also sent to the contact person of the public relation and/or investor relationship department by inviting them to participate in the research or forward the survey to a suitable person within the firms. 8 days after the initial request a thank you letter, which incorporate the first reminder was sent to the respondent. 16 days after the initial request, replacement questionnaire is sent to the respondent again by e-mail. The surveys have been sent to the selected sample in the Netherlands to gain an overview of their attitude towards the introduction of IAS 19.
7.3 Interview design and delivery

The interview questions are developed together with the survey and based on the review of theoretical and empirical literature of pension accounting and economic consequences. While the survey focuses on what the possible impact that the accounting standards have, the interview focuses on the reasons and motivations behind the possible impact that the accounting standards have. The interviews were conducted in person in the office of the respondents. Furthermore, the interviews were arranged with the understanding that the identity of the firms and the respondents will remain anonymous. 

At the beginning of the interview, the respondents were asked to describe their view on the introduction of the post employment benefit standards. In order to avoid influence on the answer and encourage the respondent to provide as much valuable information as possible, open questions were asked. Many of the questions asked were comparable to the questions stated in the survey. After the answers given by respondents, a follow up was made with clarifying questions to make sure that nothing is misunderstood and nothing was unmarked.  

The interviews provided more insight and depth understanding of each related section in the surveys. During the interview, more attention was pay to the motivation behind the answers of the respondents. The interviews lasted from 30 to 90 minutes. In the remainder of the thesis, the survey results and the interview results appear in separate sub paragraphs. At the end, the result of the survey and interview will be integrated to reinforce the research outcome. 

8 Results 
In this chapter, the results of the survey research and the results of the interview research are analyzed. The accounting impact and the economic impact of pension accounting standards introduction are discussed under each of the following sub paragraphs in detail.     

8.1 Background characteristics affecting respondents’ view and response rate
As stated by Beattie et al. (2005) more weight is attached to opinions expressed by knowledgeable individuals. Therefore, it is important to check whether the mean response reflects the opinion of those who understand the subject being questioned. In the questionnaire, the respondents are asked to state their familiarity of the pension accounting standards by choosing one of the following categories: totally not familiar, slightly familiar, moderately familiar, familiar, and familiar with every detail. Respondent who have chosen the first 2 category will be grouped to the “less familiar” sub-group, and respondents who have chosen the last 3 category will be grouped to the “familiar” sub-group. In total 82 firms were contacted and 16 responses were received, a response rate of 20%. Unfortunately, only 6 responses fully answered all the questions asked in the survey. This makes the response rate drop to 7%.  

Almost half of the survey respondents are not familiar with the research subject (see table 1). This explains why they didn´t fully complete the survey. Almost half of the respondents are firm managers within their working firm. The other half of the respondents is financial analysts or certified public accountants and all of them hold a staff or senior staff position. Although their practical experience is in average 3 to 4 years, IFRS has been introduced over 5 years ago. A majority of the certified public accountants and financial analysts stated that they are more familiar with the post employment benefit standards in IAS 19 than those in Dutch GAAP RJ 271 2002 edition.  

Table 1: Respondents stated familiarity with post employment benefit accounting standards

	Table 1
	Less familiar
	Familiar
	Less familiar

% of total
	Familiar

% of total

	Survey respondents
	RJ 271 2002 edition
	9
	7
	56.25%
	43.75%

	
	IAS 19
	6
	10
	40%
	60%

	Interview respondents
	RJ 271 2002 edition
	1
	4
	20%
	80%

	
	IAS 19
	1
	4
	20%
	80%


In addition to the surveys, a guided and semi structured qualitative interview questionnaire was developed and 25 possible potential respondents were approached. At the end 6 respondents were interviewed, 4 out of them holds a top management position and have more than 15 years of practical experience. These respondents include managers of selected sample firms, financial analysts, and certified public accountants. The selected interview respondents are all expert in the field of pension and pension accounting. Therefore these interview results are highly valuable. 

8.2  Views on the pension accounting standard in general 
Each respondent answered the questions in section 2 which asked their view about the pension accounting standards in general comparing post employment benefit standards in IAS 19 with those in RJ 271 2002 edition.  The respondents’ perception about the survey and interview questions may be influenced by their general view about both pension accounting standards. In the following sub paragraphs, these views are presented.
8.2.1 Survey result
Almost all of the respondents under the “familiar” sub-group of both old Dutch GAAP and IAS 19 neither agree nor disagree with the following 2 statements.

1) Firms need transparency of the sponsored pension plan assets and liabilities financed by the pension fund

2) The Dutch RJ 271-2002 edition recognition requirements did not provide enough transparency

But they agree with the statement that the requirements in IAS 19 enhance transparency. The responses from the respondents that declared familiarity with the old Dutch GAAP and IAS 19 are summarized in table 2 and table 3.
Table 2: view on the pension accounting standard in general
	Table 2
	Respondents familiarity with  RJ 271 2002 edition

	
	

	
	
	Familiar sub group (respondents: 7)
	Less familiar sub group (respondents: 9)

	
	
	Agree
	Disagree
	Neither agree nor disagree
	Agree
	Disagree
	Neither agree nor disagree

	1. Firms need transparency of the sponsored pension plan assets and liabilities financed by the pension fund
	No.
	4
	0
	3
	4
	0
	5

	
	%
	57%
	0%
	43%
	44%
	0%
	66%

	2. The Dutch RJ 271-2002 edition recognition requirements did not provide enough transparency
	No.
	2
	0
	5
	3
	2
	4

	
	%
	29%
	0%
	71%
	33%
	22%
	44%

	3. The current pension accounting standard (IAS 19) recognition requirements enhanced transparency
	No.
	4
	0
	3
	6
	0
	3

	
	%
	57%
	0%
	43%
	66%
	0%
	44%


Almost all of the respondents who are familiar with IAS 19 are also familiar with the old Dutch GAAP (RJ 271 2002 edition). As additional comments on their view, one of the certified public accountants stated that both standards have their pros and cons. The requirements in IAS 19 give transparency to some extent, but it also brings a lot of judgments and estimations to the accounts in the balance sheet. The balance sheet impact of changes in these judgments and estimations are not a direct result of the company’s operations. Furthermore, the old Dutch GAAP about pension accounting is easier to understand and easier to apply.

Table 3: view on the pension accounting standard in general

	Table 3
	Respondents familiarity with  IAS 19

	
	
	Familiar sub group (respondents: 10)
	Less familiar sub group (respondents:6 )

	
	
	Agree
	Disagree
	Neither agree nor disagree
	Agree
	Disagree
	Neither agree nor disagree

	1. Firms need transparency of the sponsored pension plan assets and liabilities financed by the pension fund
	No.
	5
	0
	5
	2
	0
	4

	
	%
	50%
	0%
	50%
	33%
	0%
	77%

	2. The Dutch RJ 271-2002 edition recognition requirements did not provide enough transparency
	No.
	3
	1
	6
	4
	0
	2

	
	%
	30%
	10%
	60%
	77%
	0%
	33%

	3. The current pension accounting standard (IAS 19) recognition requirements enhanced transparency
	No.
	7
	0
	3
	3
	0
	3

	
	%
	70%
	0%
	30%
	50%
	0%
	50%


8.2.2 Interview result
During the interviews the general views on the post employment benefit standards were asked. From the manager’s point of view the IAS 19 contains totally different requirements for defined benefit plan measurement and recognition comparing to the old Dutch GAAP standard. And they got feedback from the lower level employees that some of the requirements were too complicated to understand, for example the corridor approach, and the requirements about the asset ceiling. However, due to these extensive requirements the financial statement provides more insight about how the pension obligations are financed. Disclosing transparent information can help protecting the firm’s reputation. Besides that a clearer insight of the firm can be beneficial for financial analysis of banks and on the capital market. This creates better financing possibilities.    

8.3 Views on the consequences of IAS 19 introduction 
Almost every firm on the Dutch stock market index (AEX) sponsored defined benefit plans before 2005. In order to analyze what the impact of IAS 19 has been on firms and whether this standard is one of the motivations of firms’ decision to switch to defined contribution plans, several questions were asked in section 3 and onwards of each survey. Unfortunately not every respondent fully answered the survey from section 3 onwards. From a total of 16 survey respondents, only 6 respondents answered all the questions in the survey. Separately analyzing the responses of certified public accountants, financial analysts, and firm managers on the survey will not provide enough reliable results as the population is just too small. From here on the different respondents will not be regarded separately. To see what the impact IAS 19 has on firms the first question asked respondents to state to what extent they agree with the given statements. Similar questions are discussed during the in-depth interview. The respondents of the interview provided detailed information and their view on each statement that are also stated in the survey. 

8.3.1 Survey result
The questions about what the impact is of the introduction of IAS 19 on firms with DB plan is also included in the survey for DC firms have two reasons. First, two AEX listed firms (AKZO NOBEL and DSM) switched to DC in 2005, which is the year of IFRS introduction. Swinkels (2006) found in the press releases of these firms that the IFRS introduction is the motivation of switching pension plan. Second, after 2005 a trend of increase DC plan was found. So, it is for sure important to ask those firms whether the impact of IAS 19 on DB plan has been one of the motivations for their decision. 

In section 3 of each survey, the respondents’ opinion was asked about the stated impact on some specific issues related to the balance sheet and income statement accounts. The respondents’ answers were different. Some think that introduction of IAS 19 increased the pension cost volatility and profit volatility. Some of the respondents selected the statements about the impact on the management compensations and political attention.  But none of them agreed with the statement that debt covenant violation, renegotiation of debt covenants had increased. The statement that lower credit ratings due to debt covenant violation was not selected by the respondents. Finally, the respondents’ view on the increase on the regulatory requirements, political attentions and impact on the bargaining power with labor union differ. Some of them agree with them while the others don’t agree with them. 
Following this, other questions were asked to see whether the statements stated in section 3 of the survey have been the motivations (or will be the motivation) to switch pension plan. And, if no switch has been made (or will be made), what are the current reasons that these firms still continue with DB plan. A full copy of these questions is disclosed in appendix 3, 4, and 5 of this thesis. Almost all of the respondents selected the following as motivations of switching pension plans: increased pension costs volatility, impact of actuarial gains and losses on the income statement, proposed changes of actuarial gains and losses recognition requirements issued by IASB (Defined Benefit Plans: proposed amendments to IAS 19). Switching pension plans and the reason behind this will be further analyzed in the paragraph 9.5.

8.3.2 Interview result
After asking respondents of the interview about their view of the pension accounting standards in general, the questions in the second part of the interview focus on IAS19
. The response to some question is equal among the interviewed respondents. About the impact of changes in pension accounting standard on the firm, the respondents stated that firms compare the amount of pension assets to the amount of total assets to consider whether the impact will be big enough to alter the core business. One of the interviewed managers stated that pension is not part of the core business. Normally firms focus more on any changes in the core business than pension accounting. And he stated further that the impact of changing pension accounting standards on the aspects provided in the interview questions would not be very big. When introducing a new accounting standard, time is needed to get used to it and different stakeholders will take the impact of the new standard into consideration for different transactions. The interviewed respondents stated further that they haven’t experienced huge impact of the pension accounting standard introduction since 2005. In the following paragraphs, views of the respondents on the impact on debt contracts, the impact on management compensations, and impact on political attentions and regulatory requirements are further discussed in detail. 

· Impact on debt contracts


The impact of new pension accounting on the debt contracts are related to its impact on the balance sheet. IAS 19 requires DB plan sponsoring firms to recognize pension plan assets and liability on the balance sheet of the sponsoring firm. As a result, the solvency position can be influenced. A decreased solvency position is one of the indicators of lower liquidity. This can further indicate difficulties in fulfilling repayments on Debt contracts. This impact will be especially high in economic recession period. As example, one of the respondents stated the credit crisis that expanded through all over the world starting from 2007. Interest rates decreased dramatically. The value of pension plan assets, which is valued according to fair value, decreased as a result. The pension liability on the other hand, increased due to the decrease in discount rate. This created huge differences between the value of pension assets and liability. As a result, firms have to restore the imbalance between assets and liabilities. For firms which have a large amount of pension assets, the impact on solvency was huge. The solvency position of the DB plan sponsoring firm is affected by the introduction of IAS 19. 

Although a firms’ solvency position is impacted, the respondents haven’t experienced debt covenant violation due to the changes of solvency. Reasons provided by the interview respondents were as follows: first of all, debt covenant contracts contain conditions of borrowing. Within the debt covenant contract, a lot of terms are exactly defined. Take leverage as an example, it is possible that the debt covenant explicitly stated that pension liability is not included in the definition of debt. With the introduction of IAS 19, firms sponsoring DB plans may suffer from the impact of increased pension liability but this doesn’t influence the limitation set in the debt covenant. Which means, whether the debt covenant is influenced depends largely on what kind of restrictions are stated in the debt covenant and how the terms in the limitations are defined. Second, introduction of IAS 19 is part of the process of IFRS introduction.  Most of the firms are well prepared for this introduction. The firms provided enough transparency on their performance, the decisions that have been made or will be made around the IFRS introduction and what will be or was the first time adoption effect on the firms. Banks, on the other hand, are also well prepared for the IFRS introduction. They also can anticipate what kind of impact firms may suffer. Banks can judge whether the change of firm performance is due to the impact of new accounting standard or due to bad business operation. If debt covenant violation did occur, banks and firms can renegotiate the terms of conditions. Furthermore, to avoid the impact of pension accounting standard in IAS 19, interest bearing debt is used instead of total liability to calculate the leverage in some of the debt covenant so that the impact of pension assets and liability on debt covenant is excluded. If violation of one of the limitations set by the covenant due to the introduction of IFRS did occur, healthy firms with good operating performance and transparent business information can be accepted by the bank without causing any costly violation issues. Except from that, free cash flow is a very important element that borrowers like banks pay attention to. From the respondent’s experiences, they have not seen any debt covenant violation caused by the introduction of post retirement benefit standards in IAS 19. Debt covenant renegotiation is not increased as a result. 

Finally, increase in the borrowing cost of new debts due to the introduction of pension accounting standards in IAS 19 has not been experienced by the interviewed respondents. One of the certified public accountants stated that in practice IAS 19 provides more transparent financial statements comparing to the old Dutch GAAP (RJ 271 2002 edition) In addition, IFRS is an internationally accepted high valued and risk avoidance standard that creates more transparency in financial reporting. Information provided by financial statements prepared based on IFRS is seen as highly reliable. As a result, borrowing costs is actually lowered compared with the situation before the introduction of IFRS. 

With the same reason, no stock price volatility and decrease of debt rating has been seen from the respondents’ practical experience. To largely avoid any negative impact of the IFRS introduction most of the firms transparently show the first time adoption effect and try their best to manage the IFRS introduction. IFRS introduction was a long process, started from the proposal in 2002 until the introduction in 2005. A lot of companies are well prepared for that change in advance. Lots of them provided extensive explanation on the effects of IFRS introduction and the reason behind that effect. Analysts are thus well informed in advance. In other words, firms that notified banks or investors on the impact of the IFRS introduction in advance wouldn’t suffer from huge stock price volatility and lower credit rating by the analysts.        

Comparing the result from my survey and interview, the views of the survey and interview respondents are quite similar. All of them stated that solvency of firms is impacted, and it is lower in bad economic cycle. But debt covenant, renegotiation of debt covenant, borrowing costs of new debt, stock price, and credit rating are not impacted by the introduction of IAS 19.

· Impact on management compensation contracts


The impact of new pension accounting on the management compensation contracts are related to their impact on the income statements. Most of the management compensation contracts are based on the elements in the income statement. IAS 19 and RJ 271 2002 calculate pension cost based on a totally different calculation system. RJ 271 2002 edition calculated pension cost based on the idea of cash accounting. Periodic pension contribution is recognized in the income statement as pension costs. In bad economic cycles, for example the 2007 economic crisis, pension funds also experienced difficulties in their performance. Funding ratio during 2007 was heavily decreased. As a result, firms had to make additional contributions to restore the imbalance between pension assets and liabilities to the required level. If the RJ 271 2002 edition had applied, those extra contributions would have had bad influence on the firm performance through high pension costs. In contrary, pension costs calculation under IAS 19 follows a totally different method
. IAS 19 calculates periodic pension cost based on the idea of accrual accounting. During a year two bookings are made:
Table 4: Annual general ledger bookings related to pension costs and pension contribution 

	Booking 
	General ledger
	Debit/Credit
	Account type

	Net period pension cost
	Pension costs
	Debit
	Income statement account

	
	Pension liability
	Credit
	Balance sheet account

	

	Company contribution
	Pension liability
	Debit
	Balance sheet account

	
	Cash
	Credit
	Balance sheet account


These bookings show that pension contribution does not have any impact on the income statement. If additional contribution has to be made during a bad economic cycle, the income statement would show less volatility compared to the situation if RJ 271 2002 edition was in use. However, elements contained in the pension costs calculated under the IAS 19 method can also cause volatility due to the fact that calculating these elements are related to the assumptions and market situation. Examples of these elements are: expected return on any plan assets, and actuarial gains and losses. However, high pension costs volatility was not experienced by the respondents after the introduction of IAS1 19. They stated that, via the corridor approach firms can smooth the actuarial gains and losses to another period so that high volatility is eliminated
. The biggest concern of all the interviewed respondents is the choice between two recognition methods of actuarial gains and losses of DB firms. They all pointed out that the choice of methods to recognize actuarial results can cause volatility in the pension costs in the income statement or equity level in the balance sheet. This will be further analyzed in the next paragraph. 

As it is stated previously in this thesis, analysts pay more attention to the cash flow position of firms. No matter which accounting standard is in use (IAS 19 or RJ 271 2002 edition) and what are the impact of those standards on the income statement, they will analyze the change of cash flow to see what is the amount of free cash flow is. This is because assumption and expectation can be managed by the management to show a better outcome of the financial statement. And free cash flow cannot be managed. That is why analysts pay more attention to cash flow and to see how much cash flow is available in the firm to payback the debts and other obligations.    

The level of net income is influenced by the pension costs. High pension costs will cause low net income and vice versa. Some earlier researches analyze the impact on management compensation by looking at the change in net income. Most of the respondents stated that a lot of variable management compensation elements are related to the key performance indicators (KPI). And most of these KPIs were set based on the old financial reporting rules. According to the respondents, introducing a new accounting standard has impact on the KPIs and management compensation. The impact of new pension accounting standards on management compensation is part of the impact of IFRS introduction. All of them think that firms can anticipate the impact of IFRS introduction on the accounts of financial statements. And they expect that firms will adjust the compensation structure or set a different KPI target for a suitable compensation plan under IFRS. In this way, big changes in management compensation are avoided and employees are compensated on results that are caused by the changes of accounting rule instead of their performance. According to one of the respondents, some of the variable compensations are based on sales, revenue, or gross profit. These items are not affected by the IAS 19 introduction. Unfortunately none of the respondents can provide an answer what exactly the impact of IAS 19 on management compensations is, and how big the impact is.

· Impact on political attention and regulatory requirements


IAS 19 is required to apply to stock market listed firms. None stock market listed firms are not required to apply to IAS 19. They can choose to apply the new RJ 271 Dutch GAAP or IAS 19. One of the respondents stated that IAS 19 was not required for none stock market listed firms due to political pressure, because introducing IAS 19 is costly. Firms need to hire professionals with specialty in IAS 19, for example actuary. Internal and external accountants need more time to understand and analyze the financial statement. Higher implementation costs and any possible negative impact of IAS 19 together can hinder the company operation or salary increase. This impact will worsen the competition position of firms nationally or internationally. Politicians wouldn’t like any worsening of domestic company competition position and would give political pressure to reduce this impact.    

8.4 Views on the consequences of DB plan actuarial results recognition
Both in the survey and interview, a section was reserved for questions about actuarial gains and losses recognition. Under IAS 19 two options of recognizing actuarial results are allowed: the corridor approach and the fully recognition through other comprehensive income. Early in 2010, the IASB published a proposal of abolishing the corridor approach, as happened earlier in the U.S. This due to the fact that changing the recognition approach of actuarial results can be problematic. Therefore, it is worthwhile to have a look at them in more detail. In the last section of the survey for the DB sponsoring firms and the survey for analysts, questions concerning recognition methods of actuarial results are discussed. In addition, the respondents’ views and expectations in the future were also captured.     

8.4.1 Survey result
In total, only 4 respondents gave answers to the questions in the last section. In the response on the question about the expectation of respondent, the most selected impact of corridor approach abolishment is increasing equity volatility, changes in pension plan scheme from DB to DC and changes in pension plan scheme from DB to CDC. Other selected impact are: increases volatility in the reported measure of solvency, increases debt covenant violation, increases borrowing costs of new debt contracts, increases stock price volatility, increases political attention due to equity volatility, increases labor union pressure. The respondents’ preference of the actuarial results requirement approach is mixed. But directly recognition through other comprehensive income method is slightly more selected than the corridor approach. The reason that the corridor approach is selected is the elimination of income volatility through smoothing the actuarial results compared to the other reporting periods. A respondent stated that the corridor approach is too complicated and also the certified public accountant has the opinion that it is difficult to understand how this approach works. Direct recognition in other comprehensive income are chosen because this method can enhance comparability with other firms, and protects future earnings from the possible impact of unrecognized actuarial results if corridor approach was applied.   

8.4.2 Interview result
Changes of items in actuarial assumptions (for example, employee turnover, or increase salary etcetera) result in gains or losses for a DB plan sponsoring firm. Almost all of the respondents provide the following view about actuarial results recognition issues. In case of bad economic cycle (or even in normal periods), the actuarial result can be very volatile. In addition, the calculation of elements of pension costs is based on assumptions. The actuarial results are not easy to be anticipated.  If corridor approach is applied, the solvency position of firms suffered from the first time adoption effect when IAS 19 was introduced. But with the ability to smoothen the actuarial results after the adoption, the impact of market position or changes in assumption on firms is eliminated to some extent because the actuarial results are smoothened out. Although the press or other authors argue that IAS 19 introduction cause volatility, by using the corridor approach the volatility is reduced to some extent. On the other hand, firms that directly recognize actuarial results via other comprehensive income may suffer from every market volatility or assumption changes that cause actuarial results. 

The equity level shall become volatile if firms need to change from corridor to direct recognition in other comprehensive income. This means there is no volatility in income statement.  The volatility is shown in the comprehensive income and further influences the equity. If the corridor approach is abolished, firms will face more equity volatility. In addition, possibility of influencing debt contracts with solvency requirement covenants is higher. This impact is then not just a financial reporting impact anymore. Because any market volatility or changes in assumption can work through the impact on the financial statement and possibly increase debt covenants violation and renegotiation, lower the credit rating, change management compensation, and increase political attention. Higher volatility will automatically attract analysts’ attention or attention of other stakeholders.    

8.5 Views on changing pension plans
Due to the low response rate of the survey and the extensive explanation of the interview respondents about their view of switching pension plans, the results of the survey and interview are combined in the following paragraphs. 

As extra comment on the survey question about the motivation to switch pension plan, a certified public accountant specifically stated the following: DB plan affects contingent liabilities in the balance sheet. In difficult market situation a higher level of contingent liabilities is not recommendable. This is likely a motivation of firms to switch pension plan. He stated further that the impact of actuarial gains and losses is (or will be) an important motivation of switching pension plans. Another survey respondent, a firm manager at the finance department, also provided extra comment on the questions about switching pension plans. She stated that an increase in pension cost volatility will be the most important motivation to switch pension plan, and this is related to the recognition of actuarial gains and losses. Their firm (a DB plan provider) currently applies the corridor approach, but the corridor is set at zero. This means all fluctuation caused by the actuarial results flow through income statements. Volatility in assumption or market situation shall cause firm’s income volatility. And income volatility does not indicate good company performance, which is not generally appreciated by firms. 

The answer of survey respondents and interview respondents to the question what is the reason that firms continue sponsoring DB plans are quite similar to each other. They believe that employee/labor union will protest against the decision of switching pension plans. Within the social culture, DC plans are not widely accepted in the Netherlands. If a DC plan was to be chosen a lot of employees would want to have more control and influence over their pension savings. Other firms see employees as a very important “asset” of the firm, and they are loyal to their employees. That is why they don’t easily make the decision of switching pension plan.  

The interview respondents do not agree with the statement that IAS 19 introduction is the direct reason of switching pension plans. With other words, impact on debt contracts, management compensation contracts, and political attention are not the strongest motivations to change pension plan. As stated in paragraph 9.4 views on consequences of the IAS 19 introduction on DB plan sponsoring firms, the interview respondents haven’t experienced any huge impact on debt contracts, management compensation contracts and political attentions. In addition, with the corridor approach of recognizing actuarial results, the financial statement of firms is quite stable to some extent. 

One of the respondents gave a remark about this subject. He stated that looking at IAS 19 and the firm in long term perspective, for DB plans, IAS 19 is a better reporting standard than the old Dutch GAAP standard RJ 271 2002 edition. This because the pension cost is more stable under IAS 19 compared to the pension cost under the old Dutch GAAP. The additional contribution due to funding deficit will not have performance effects only a cash effect under IAS 19. 

More than one of the respondents stated that the main reason of firms to switch pension plan is the aging demographics. For example, if the pension benefit for someone who is 65 years old is 70% of the final salary, the firm must have enough capital to fulfill the pension benefit of the retiree. No matter which pension accounting standard is applied, the pension benefits that have to pay in already determined and remain unchanged. Due to the aging demographics problem, fewer young populations accede in the company pension plan to contribute to the finance of pension benefits. The average age of the working population has increased. This means, firms have to make more and more contribution to finance the pension benefits. And this is not favorable for firms in the long term perspective. 
At the same time, salaries for employees continue to rise during the working life. Under the old Dutch GAAP, firms have to recognize back-service premium in case of the salary increase together with the pension contribution in the income statement as the pension cost. If the old Dutch GAAP was in use, the impact of back-service premium would increase the pension costs a lot with the aging demographics problem in the long term. This can cause a constant increase of pension costs to firms. Under IAS 19, some future developments that can influence pension costs, like salary increase, are estimated each period. These estimations are incorporated in the pension costs periodically. So, pension costs under IAS 19 looking at the long term perspective are more stable compare to the pension costs under the old Dutch GAAP.  

Most of the respondents expect that more firms will consider switching their pension plans from DB to DC (or CDC) plans in the future but not because of the introduction of IAS 19. Abolishing the corridor approach may increase the pace of the development process of firms switching pension plans. Some of the respondents stated that if the corridor approach would still be allowed, firms will not easily take the decision of switching pension plan, because switching a pension plan is a complicated scenario. Current employees and labor unions will be against this decision. And a lot of changes and adjustments have to be made to the current pension plans. In addition, in order to convince the current employees to accept the change, firms may need to provide a very attractive DC plan with very high contribution or other additional benefits. This will be very costly for a firm.

9 Hypothesis discussions and main findings

In the previous chapter, the interview results and interview results were presented. Based on the results from the interviews and surveys the hypotheses will be discussed in this chapter one by one.  De Jong et al. (2006) stated that the height of the contracting costs that a firm faces which is a result of an accounting change depends on the magnitude of the effect of the accounting change. First, the effect on debt contracts together with hypothesis 1 is discussed in paragraph 9.1. Second, paragraph 9.2 presents the discussion of the effect on management compensation contracts and hypothesis 2 discussion. Third, discussion about the magnitude effect and hypothesis 3 and 4 are discussed in paragraph 9.3. Finally, the reasons of switching pension plans are discussed based on the research results.
9.1 Debt contracts discussion
There is a widespread idea that pension accounting standard changes cause the increase of volatility in reported earnings and the incorporation of pension surpluses and deficits on the balance sheet will lead firms to change pension investment strategy or to close (or restrict) DB schemes. IAS 19 adopted a fair-value pension accounting model. Under this model, the company balance sheet reflects the fair value of net pension assets and all changes in the fair value of net pension assets flow through income (Hann et al 2007). People in favor of the fair-value pension accounting model state that this model can improve the informativeness of the balance sheet. This is because the current market value of the pension assets and liabilities are recognized on the balance sheet. However, the changes in the fair value of net pension assets increase the volatility of balance and income level. 

As stated before in the paper, companies sponsoring a DB plan will suffer the most from the pension accounting standard IAS 19. Under a DB plan, companies guarantee a fixed amount of pension benefit no matter how good or bad the market situation is. In this way, companies absorb all the financial market and demographic risks (Bovenberg and Nijman, 2009).  
It is stated in chapter 7 that changes in accounting numbers impact firms proximity to its debt covenant limits and the costs of covenant violations. Several questions were asked in the survey and interview to gather the respondents’ views and their practical experiences related to the following hypothesis:
Hypothesis 1: 
The effect of pension accounting standards in IAS 19 on a firm’s debt contracts causes management to change the company pension plan form defined benefit plans to defined contribution plans.

According to the interview and survey results the introduction of IAS 19 influenced the solvency position, the pension costs to some extent. But the impact on debt contracts is limited. Although the solvency position and pension costs impact are practically experienced, debt covenants violation, renegotiation of debt covenants and credit ratings were not experienced by the respondents. The main reason is the good preparation of the firms to the introduction of IAS 19 beforehand. Impacted firms provided transparency on the impact of IAS 19 on their financial statements and any possible consequences. 
On the other hand, financial analysts don’t just look at the accounts in the firms’ financial statement. They adjust the provided financial statements for their analyzing purposes. When analyzing firms, financial analysts can find out whether the changes in for example firms’ solvency position or financial ratios are caused by the firm’s performance or caused by changes in accounting standard. If it is the latter case, financial analysts will take those impacts into consideration when analyzing a firm. Firms will also provide good communication to financial analysts in advance to avoid any unnecessary negative impact. 

The results of this thesis is different from the results of Gopalakrishnan and Sugrue (1992) that new pension accounting standards had a material impact not only on the financial statements but also on the accounting based debt covenants present in lending agreements. The results of the thesis indicate that the introduction of IAS 19 didn’t have huge impact on debt contracts. Furthermore, based on the researched respondents’ response on the interview and survey, impact of IAS 19 on debt contracts didn’t cause firms to switch pension plan. 
9.2 Management compensation contracts discussion
As introduced in chapter 7, changes in accounting standards are indirectly affecting the amount of management compensation. Early analyses found evidence of early adoption of new accounting standard for pension plans. One of the reasons of switching pension plans is the impact of the new standards on the magnitude of the pension expense. The second hypothesis pays attention to the impact of changing pension accounting standard on income statement. Besides, attention is also paid to see whether the impact on the management compensation is one of the motivations to switch pension plans. Questions were also asked in the surveys and interviews to gather the respondents’ opinions.
Hypothesis 2: The effect of pension accounting standards in IAS 19 on accounting based management compensation contracts causes management to change the company pension plan form defined benefit plans to define d contribution plans.

The respondents’ views didn’t support this hypothesis. As it is stated by Holthausen and Leftwith (1983), if the accounting based compensation plan is not adjusted to the change of the accounting policy, the amount of bonus paid to the managers will be affected. Similar to the discussion in the previous paragraph, firms are well prepared for the introduction of IAS 19. In addition, the corridor approach of recognizing actuarial results eliminated the volatility in pension costs to some extent because the actuarial results are smoothened to other reporting periods. In addition, management compensation contracts were adjusted to the change of the accounting standard. Therefore, no huge impact on the management compensation contracts was experienced. This didn’t provide indication that managers switched pension plans in order to protect their compensations. 

9.3 Magnitude effect discussion 
Collins et al. (1981) and Ali and Kumar (1994) stated the importance of the magnitude effect and tested the magnitude effect in their empirical research. They found evidence that accounting decisions are jointly determined by the magnitudes of their financial statement effects and firm characteristics. There for, hypothesis 3 and hypothesis 4 are developed to see which magnitude effect is the main determinant of management decision of switching pension plan. But this is based on the assumption that evidence can be found to support hypothesis 1 and hypothesis 2.  In the empirical research of De Jong et al (2006) they found evidence that the magnitude of the impact of IAS 32 on firms’ debt ratio is a significant determinant of firms’ decision to buyback preference share. The third and fourth hypotheses are as follows:

Hypothesis 3: The magnitude of the effect of pension accounting standards in IAS 19 on firms’ debt contracts is the main determinant of firms’ decision to switch pension plans.

Hypothesis 4: The magnitude of the effect of pension accounting standards in IAS 19 on firms’ management compensation contracts is the main determinant of firms’ decision to switch pension plans.

As hypothesis 3 and 4 are derivatives of hypothesis 1 and 2 they cannot be proven based on the following reasons:

· No evidence has been found from the survey results and interview results that support the hypothesis about the impact of IAS 19 on debt contracts and management compensation contracts (hypothesis 1 and hypothesis 2). 

· No evidence has been found that the impact on debt contracts and management compensation contracts are the motivation of firms to switch pension plans (hypothesis 1 and hypothesis 2).
9.4 Reasons of switching pension plans
According to the survey- and interview respondents, firms and financial analysts don’t look at the financial statement’s accounts and ratios when analyzing the firm and performance. They pay more attention to the reasons behind any changes and impact on the financial statements. For firms and financial analysts the performance of the core business is their primary concern. A newly introduced accounting standard may have a first time adoption effect on the accounts in the financial statement. With good preparation for the introduction and after they get used to the introduced standard (IAS 19) they don’t see any big impact on debt contracts and management compensation contracts. However, the provision of DC pension plans has an increasing trend in the last period while some firms are still providing DB.  

First of all the measurement and recognition requirements for DB plans under IAS 19 are totally different from the requirements in the old Dutch GAAP. Besides that the recognition of pension liabilities (or pension assets) in the balance sheet may cause volatility and have huge impact on firms financial statements. For example, the liabilities of the Dutch listed company Akzo Nobel N.V. were increased with 180 million euro after applying IFRS in 2005. Firms that applied the corridor approach for the DB plan actuarial results eliminated the volatility to some extent. By the way, volatility in pension liabilities (or pension assets) is more visible during bad economic cycles than normal economic conditions. During 2005, the economic condition in the Netherlands was in quite a good condition. The impact of the IAS 19 introduction was not so big, so no big changes were experienced due to the increased volatility.

As stated in chapter 9, possible motivation of switching pension plans or increasing DC plan provisioning for new employee is the aging population problem. Firms will have to pay more and more pension contribution in the future, no matter if there is a good or bad economic cycle. Future economic performance is not easily anticipated. Firms bear the risk of having volatility in pension liabilities (or pension assets), pension costs and extra pension contribution. Most of the firms prefer to have more stable financial figures than volatile ones. This is consistent with the empirical results of Klumpers and Whittington (2003), which suggests that it is the long-term funding, investment and operating conditions influencing the sponsored pension fund that influence the decision and not the financial, investment and operating conditions of the sponsoring firm. 

However switching the pension plans for the current employees is not easy. Employees and labor union would like to have more certainty in retirement benefit. Not everyone likes the idea of DC plans because they bear more risk related to future pension benefits. Switching pension plans for the current employees can cause a huge amount of costs to firms. 
9.5 Expectations of future pension plans development

The IASB proposed to abolish the corridor approach. As expectations provided by the respondents, switching pension plans and provision of DC plans to new hire employees may increase. If the proposal of IASB is definitively introduced, the process of more firms to switch pension plans may pick up momentum. Without corridor approach, all the differences or volatilities between assumption and reality are directly recognized in the other comprehensive income. Other comprehensive income directly influences the firm’s equity level. As stated in the previous chapter, by the time that the proposal of IASB is introduced, the impact caused by the economic reality is reflected immediately in the financial statement. The changes of accounts in the financial statement and the changes of financial ratios are not just the result of changing accounting standards. It can be a result of impact from the economic reality. It can also be a result of changes in firm’s performance, changes in employees, or changes in any other assumptions that are used. 

Financial analysts and other stakeholders can distinguish the impact caused by changing accounting standards and impact caused by other factors. By then, the pension accounting can cause real economic consequences. And that is why firms may switch pension plans to avoid negative results. 
10 Conclusion

In this chapter the final summary and conclusions of this thesis is presented. An answer will be given to the main research question. Thereafter, the research limitations and recommendations for future research are stated.  
10.1 Final summery and conclusion
This thesis analyzed the economic consequences of IAS 19 introduction on Dutch stock market listed firms in the Netherlands. The focus of this thesis is on the impact on the financial statement and the changes of pension plans. Survey and interview research has been conducted to gather the view of managers, certified public accountants and financial analysts. The impact on debt contracts, the impact on management compensation contracts and the magnitude effect of the accounting standards are used as bases to develop the survey and interview question.  The main research question of this thesis is:

Is the impact of the introduction of IAS 19 on a firms’ financial statement a motivation for Dutch stock market listed firms to switch their pension plan?

The survey and the interviews have shown that the IAS 19 introduction has an impact on the liabilities (or assets) and this influences the solvency position of firms. According to the theory, if the solvency position is influenced, debt contracts that are related to the solvency position of firms can also be impacted. However, the respondents didn’t agree that the debt covenants are impacted and this is not the motivation of firms to change pension plans. 

The research respondents also agreed that management compensation can be affected from the introduction of IAS 19. But according to them, most of the management compensation plans are adjusted before the introduction of IAS 19. So the impact of the IAS 19 introduction is also limited. This didn’t provide evidence that management change pension plan in order to avoid the impact on their compensation plans. 
Because no evidence has found that the IAS 19 introduction influenced the debt contracts and management compensation contracts, no evidence has also been found that the magnitude effect of IAS 19 introduction on firms’ debt contracts or on firms’ management compensation plans is a significant determination of changing pension plans. 

Giving the findings of the research, the answer to the main research question is NO. The impact on the debt contracts and management compensation contracts are not the motivation for firms to switch pension plan.

Possible motivation of changing pension plans is the aging demographic that causes firms more and more to sponsor defined benefit plans. The respondents stated that the recognition method of actuarial gains and losses can be a determinant factor of firms’ decision to switch pension plan. If the corridor approach is abolished firms’ equity may suffer from huge volatility. By that time, firms can suffer from the impact on the debt contracts. To avoid this volatility firms may be willing to pay additional costs to switch to defined contribution plans or collective defined contribution plans. So, another possible motivation to switch pension plan will be the abolishment of the corridor approach in the future.  

10.2 Limitations

This thesis suffers from a lot of limitations regarding to the survey research and the interview research:
1) A very big limitation on this research is the low response rate. The rate of none responses is very high. Under all the targeted survey respondents, only 20 responses were received. Responses were received that mentioned the respondents could not finish the survey due to their limitations in the knowledge about pension accounting standards.  

2) Not everyone is familiar with the pension accounting standards. Within the 20 responses only 6 respondents completely finished the survey. However, not every respondent who fully completed the survey is strongly familiar with the old Dutch GAAP (RJ 271 2002 edition) and IAS 19. Their response can be biased.

3) As a general limitation of survey research and interview research, the findings are not generalized to the population interest, as it is also stated by Beattie et al (2006)
10.3 Recommendations for future research

Further survey research can be conducted to gather the views of managers, certified public accountants, financial analysts or government regulators to extent the research on economic consequences. Managerial behavior is difficult to observe. Surveys, interviews or experiential researches are still a good way to gather the views of the management and the motivation of their decisions and behaviors.  
Due to the low response rate of this research, the results cannot be generalized to the population interest. The hypothesis is made that the IAS 19 may have an impact on debt contracts and/or management compensation plans. In other empirical researches information for factors like debt covenants, debt ratios, management compensation plans, net earnings, and firm size are gathered from annual reports or press release for further empirical analysis. Archival research can be conducted to compare the difference in those factors before or after the introduction of IAS 19.

The recognition method of actuarial results is discussed by a lot of respondents. They all believe that abolishing the corridor approach can cause huge impact to defined benefit plan sponsoring firms. Survey research, archival research, experimental research and research on the impact on the capital market can be conducted to analyze the impact of corridor approach abolishment.  This due to the fact that the pension accounting standards in the U.S. had a similar development process as the pension accounting standards in IAS 19. Cross country comparison can also be made to see the differences in the developments and the differences in the consequences.  
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Appendix 1: Dataset  
	16.07.2010

	AEX
	AMX
	ASCX

	Aegon
	Aalberts
	Accell

	Ahold
	AMG
	Antonoy

	Air France
	Arcadis
	Arseus

	Akzo Nobel
	ASMI
	Ballast Nedam

	Arcelor Mittal
	Binckbank
	Beter Bed

	ASML
	Crucell
	Brunel

	BAM
	CSM
	Exact

	Boskalis
	Delta Lloyd Groep
	Fornix BioSciences

	Corio
	Draka
	Gamma Holding

	DSM
	Eurocom Prop
	Grontmij

	Fugro
	Heijmans
	Homburg

	Heineken
	Imtech
	Innoconcept

	ING
	Logica
	Kardan

	KPN
	Medig
	Kas Bank

	Philips
	Nutreco
	Macintosh

	Randstad
	Oce
	Nieuwe Steen

	Reed Elsevier
	Ordina
	Pearl

	SBM
	Smit
	Pharming Group

	Shell
	SNS Reaal
	Prologis

	TNT
	Ten Cate
	Qurius

	Tom Tom
	USG People
	Sligro

	Unibail-Rodamco
	VastNed Retail
	Telegraaf Media Groep

	Unilever
	Vopak
	TKH Group

	Wereldhave
	Wavin
	Unit 4 Agresso

	Wolters Kluwer
	Wessanen
	VastNed Offices


Appendix 2: Guided and semi structured interview:

Section 1: Transparency of the assets and liabilities of the pension fund

1. Do companies need transparency?

2. What kind of impact does the transparency has on business?

Section 2: After the introduction of IAS 19

1. Has the introduction of IAS 19 impacted the following aspects of DB plans sponsoring firms and how are they being impacted? 
a) Debt Contracts

b) Management compensation

c) Political attention

d) Change in pension plans

e) Impact on stock price

f) Negotiation position with unions

2. How do you think about the following statements?

Recognition requirements of defined benefit pension plans in the balance sheet and income statement on the balance sheet date:

a) Increased the yearly pension cost volatility

b) Increased net profit volatility

c) Increased the volatility of reported measure of solvency

d) Increased debt covenant violation

e) Increased renegotiation of borrowing covenants to prevent technical default

f) Increased borrowing costs of new debt contracts due to the increased possibility of debt covenant violation

g) Increased the volatility on stock price

h) Lowered the credit rating by security analysis, credit and bond rating agencies

i) Caused uncertainty in accounting income based managerial compensation

j) Increased political attention

k) Increased regulatory requirements

l) Affected the collective bargaining power with labor unions about pension funding

m) Impacted the firm’s cash flows due to the impact on the change in pension plan funding

3. Would the impact on the aspects state in the previous questions (question 1 and 2) the motivations for the switch from DB to DC (CDC) plan?

4. Which effect(s) of the IAS 19 is (are) the most important motivation(s) of switching pension plans?

5. What are the reasons that companies continue to sponsor DB plans?

Section 3: Processing actuarial results: remove corridor approach option

1. What would be the impact on companies if the corridor approach is prohibited and only the direct recognition of actuarial results through OCI (equity) is allow?

2. Would this impact the answers you gave in question 1 and 2 of section 3?

3. Which recognition method do you prefer and why? (Corridor approach or directly processed by OCI)
Appendix 3: Surveys for auditors and financial analysts
Survey on economic consequences of pension accounting standards in IAS 19 -- Auditor's/Analyst's view

I kindly invite you to participate in this survey, which will take approximately 10-15 minutes to complete. This survey is conducted in order to finish my master thesis at the Erasmus University Rotterdam, school of economics.


This research seeks to analyze the economic consequences of changes in accounting standards of post employment benefits (IAS 19) on companies listed on the AEX/AMX stock markets.


The questions are posed in such a way that no obligation exists to provide sensitive company information. All information provided will be handled confidentially and used strictly anonymous when published in the thesis.


I would like to thank you for your kind cooperation!

Section 1 Background Information:


This first section is about general background information. Filling in this survey is completely anonymous and the data you provide will only be used for the scope of this research.

1. What is the name of the company that you are working at?

2. Which department are you working for and what is your function within this department? 

3. What is your familiarity with the post employment benefit accounting standards as stated in RJ271 (the 2002 edition) and the standards as stated in IAS 19?

Please measure each item according to the following scale:

☆　　　　　　　Totally not familiar

☆☆　　　　　　Slightly familiar

☆☆☆ 　　　　   Moderately familiar

☆☆☆☆　　　　Familiar

☆☆☆☆☆　　　Familiar with everything in detail 

Familiarity with post employment benefit accounting standard in RJ 271- 2002 edition 

Familiarity with post employment benefit accounting standard in IAS 19

Section 2 Views on the pension accounting standard in general

To what extent do you agree with the following comparison between IAS 19 to RJ 271 - 2002 edition about the recognition requirements of company pension plans in the balance sheet and income statement?

☆　　　　　　    Strongly disagree

☆☆　　　　　　Disagree

☆☆☆ 　　　　   Neither agree nor disagree

☆☆☆☆　　　　Agree

☆☆☆☆☆　　　Strongly agree

☆☆☆☆☆☆        Not applicable

1. Firms need transparency of the sponsored pension plan assets and liabilities financed by the pension fund 

2. The Dutch RJ 271-2002 edition recognition requirements did not provide enough transparency 

3. The current pension accounting standard (IAS 19) recognition requirements enhanced transparency

Section 3 Views on consequences of the adoption of pension accounting standard in IAS 19 since 2005:

Question 1 To what extent do you agree the following are direct or indirect consequences of the IAS 19 pension accounting requirements on firms of the Dutch stock market index?

☆　　　　　　   Strongly disagree

☆☆　　　　　   Disagree

☆☆☆ 　　　　  Neither agree nor disagree

☆☆☆☆　　       Agree

☆☆☆☆☆　　   Strongly agree

☆☆☆☆☆☆       Not applicable

Recognition requirements of defined benefit pension plans in the balance sheet and income statement on the balance sheet date:

1. Increased the yearly pension cost volatility 

2. Increased net profit volatility 

3. Increased the volatility of reported measure of solvency 

4. Increased debt covenant violation 

5. Increased renegotiation of borrowing covenants to prevent technical default 

6. Increased borrowing costs of new debt contracts due to the increased possibility of debt covenant violation 

7. Increased the volatility on stock price 

8. Lowered the credit rating by security analysis, credit and bond rating agencies 

9. Caused uncertainty in accounting income based managerial compensation 

10. Increased political attention 

11. Increased regulatory requirements 

12. Affected the collective bargaining power with labor unions about pension funding 

13. Impacted the firm’s cash flows due to the impact on the change in pension plan funding 

Other (please specify)

Question 2 Have the following statements been the motivations of companies to switch their pension plan from DB to DC/CDC pension plan?

or

Will the following statements be the motivations of companies to consider switching pension plan from DB to DC/CDC in the (near) future?

a. lowed solvency position 

b. increased debt covenant violation 

c. increased borrowing costs of new debt contracts 

d. increased stock market volatility 

e. increased volatility on stock price 

f. lowered credit rating by security analysis, credit and bond rating agencies 

g. increased pension costs volatility 

h. increased volatility in the net income 

i. uncertainty in the management compensation 

j. increased political attention 

k. labor union pressure 

l. impact of pension costs volatility on cash flows 

m. impact of actuarial gains and losses on the income statement 

n. proposed changes of actuarial gains and losses recognition requirement by IASB (Defined Benefit Plans: proposed amendments to IAS 19) 

Other motivations (please specify)

Question 3 Please specify the three most important selected motivations with one being the most important motivation and two and three being less important. 

Question 4 What do you think the motivations are that firms contiue sponsoring Defined benefit plan?

Section 4 Views on Defined Benefit Plans: proposed amendments to IAS 19 issued by the IASB in specific DB plan actuarial gains and losses recognition .

Question 1 If the corridor approach will not be allowed in the future, actuarial gains and losses have to be immediately recognized in other comprehensive income (OCI). 

Do you expect the following to occur if the corridor approach will be prohibited?

 a. increases equity volatility 

 b. Increases volatility in the reported measure of solvency 

 c. Increases debt covenant violation 

 d. Increases borrowing costs of new debt contracts 

 e. Increases stock price volatility 

 f. lower credit rating by security analysis, credit and bond rating agencies 

 g. lower pension costs 

 h. more certain accounting based management compensation 

 i. increases political attention due to equity volatility 

 j. increases labor union pressure 

 k. changes pension plan scheme from DB to DC 

 l. changes pension plan scheme from DB to CDC 

Other (please specify)

Question 2 Which recognition method for actuarial gains and losses do you prefer? 

a. Corridor approach 

b. Full recognition through Other Comprehensive Income (OCI) 

Others (please specify)

Question 3 If you chose a. (corridor approach), what are the reasons? a. Limit volatility in balance sheet 

 b. Limit volatility in income statement 

 c. Avoid political attention from (unexpected/expected) huge actuarial gains and losses 

 d. Avoid increase of borrowing costs

Others (please specify)

Question 4 If you choose b. (full recognition through OCI), what are the reasons? 

a. protect future earnings from reduction through actuarial gains and losses 

b. eliminates the possibility that future earnings will be reduced by the amortization of currently unrecognized net actuarial losses and 

c. enhance comparability with other firms 

Others (please specify)

Question 5 Do you have any other remarks on this topic?

Question 6 Besides this survey I have also set up an interview to capture in more detail the consequences of the accounting standard IAS 19. Would you be interested in an interview for further discussion about this topic? Please provide your contact information here.

Thanks! Questionnaires have been completed. Please click the button 'Finish Survey' to save your reply! 

* If you know any colleague who also has experience with IAS 19 and its consequences, I kindly recommend you to forward this survey link. 

* If you have any questions on the survey or the questionnaire, please contact Jian Hui He via email: jianhuihe.ww@gmail.com or cellphone: 0644359066.

Thank you for your participation!

Appendix 4: Surveys for firms with DB pension plans
Survey on economic consequences of pension accounting standards in IAS 19 -- company's view (DB firms)

I kindly invite you to participate in this survey, which will take approximately 10-15 minutes to complete. This survey is conducted in order to finish my master thesis at the Erasmus University Rotterdam, school of economics. 

This research seeks to analyze the economic consequences of changes in accounting standards of post employment benefits (IAS 19) on companies listed on the AEX/AMX stock markets.

The questions are posed in such a way that no obligation exists to provide sensitive company information. All information provided will be handled confidentially and used strictly anonymous when published in the thesis. 

I would like to thank you for your kind cooperation!

Section 1 - Background Information: 

This first section is about general background information. Filling in this survey is completely anonymous and the data you provide will only be used for the scope of this research.1. Which pension plan does your company sponsor?

 Defined benefit pension plan 

 Defined contribution pension plan 

 Collective defined contribution plan 

 Other (please specify) 

If your answer to the first question is Defined contribution plan or Collective defined contribution plan, please copy the following link to a new browser-window and please continue with filling in the following survey:

http://www.kwiksurveys.com/online-survey.php?surveyID=KCDNNN_5ae21829

2. What is the name of the company that you are working?

3. Which department are you working for? 

4. What is your function within this department?

5. What is your familiarity with the post employment benefit accounting standards as stated in RJ271 (the 2002 edition) and the standards as stated in IAS 19?

Please measure each item according to the following scale:

☆　　　　　　   Totally not familiar
☆☆　　　　　   Slightly familiar
☆☆☆ 　　　　  Moderately familiar
☆☆☆☆　　       Familiar
☆☆☆☆☆　　   Familiar with every detail
Familiarity with post employment benefit accounting standard in RJ 271- 2002 edition 

Familiarity with post employment benefit accounting standard in IAS 19

Section 2 Views on the pension accounting standards in general

To what extent do you agree with the following comparison between IAS 19 to RJ 271 - 2002 edition about the recognition requirements of company pension plans in the balance sheet and income statement?

☆　　　　　　   Strongly disagree

☆☆　　　　　   Disagree

☆☆☆ 　　　　  Neither agree nor disagree

☆☆☆☆　　       Agree

☆☆☆☆☆　　   Strongly agree

☆☆☆☆☆☆       Not applicable

1. Firms need transparency of the sponsored pension plan assets and liabilities financed by the pension fund 

2. The Dutch RJ 271-2002 edition recognition requirements did not provide enough transparency 

3. The current pension accounting standard (IAS 19) recognition requirements enhanced transparency 

Others (please specify)

Section 3 Views on consequences of the adoption of pension accounting standard in IAS 19 since 2005

Question 1 To what extent do you agree the following are direct or indirect consequences of the requirements of IAS 19?

☆　　　　　　   Strongly disagree

☆☆　　　　　   Disagree

☆☆☆ 　　　　  Neither agree nor disagree

☆☆☆☆　　       Agree

☆☆☆☆☆　　   Strongly agree

☆☆☆☆☆☆       Not applicable

Recognition requirements of defined benefit pension plans in the balance sheet and income statement on the balance sheet date:

1. Increased the yearly pension cost volatility 

2. Increased net profit volatility 

3. Increased the volatility of reported measure of solvency 

4. Increased debt covenant violation 

5. Increased renegotiation of borrowing covenants to prevent technical default 

6. Increased borrowing costs of new debt contracts due to the increased possibility of debt covenant violation 

7. Increased the volatility on stock price 

8. Lowered the credit rating by security analysis, credit and bond rating agencies 

9. Caused uncertainty in accounting income based managerial compensation 

10. Increased political attention 

11. Increased regulatory requirements 

12. Affected the collective bargaining power with labor unions about pension funding 

13. Impacted the firm’s cash flows due to the impact on the change in pension plan funding 

Others (please specify)Question 2. 

Question 2 Has your company considered switching pension plan? 

 Yes 

 No 

Others (please specify)

Question 3 Have the following statements been the motivators of this choice if your firm has considered (or considering) switching pension plan?

 a. lowed solvency position 

 b. increased debt covenant violation 

 c. increased borrowing costs of new debt contracts 

 d. increased stock market volatility 

 e. increased volatility on stock price 

 f. lowered credit rating by security analysis, credit and bond rating agencies 

 g. increased pension costs volatility 

 h. increased volatility in the net income 

 i. uncertainty in the management compensation 

 j. increased political attention 

 k. labor union pressure 

 l. impact of pension costs volatility on cash flows 

 m. impact of actuarial gains and losses on the income statement 

 n. proposed changes of actuarial gains and losses recognition requirement by IASB (Defined Benefit Plans: proposed amendments to IAS 19) 

Other motivations (please specify)

Question 4 Please specify the three most important selected motivations with one being the most important motivation and two and three being less important. 

Question 5 If your company chose to continue with the Defined benefit plan, what are the motivations behind this choice?

Section 4. Views on Defined Benefit Plans 

This sections is about your views on proposed amendments to IAS 19 issued by the IASB in specific Defined Benefit plan actuarial gains and losses recognition.

Question 1 If the corridor approach will not be allowed in the future, actuarial gains and losses have to be immediately recognized in other comprehensive income (OCI). 

Do you expect the following to occur if the corridor approach will be prohibited?

 a. Increases equity volatility 

 b. Increases volatility in the reported measure of solvency 

 c. Increases debt covenant violation 

 d. Increases borrowing costs of new debt contracts 

 e. Increases stock price volatility 

 f. lower credit rating by security analysis, credit and bond rating agencies 

 g. Lower pension costs 

 h. More certain accounting based management compensation 

 i. Increases political attention due to equity volatility 

 j. Increases labor union pressure 

 k. Changes pension plan scheme from DB to DC 

 l. Changes pension plan scheme from DB to CDC 

Other (please specify)

Question 2 Which recognition method for actuarial gains and losses do you prefer?

 a. Corridor approach 

 b. Full recognition through Other Comprehensive Income (OCI) 

Other (please specify)

Question 3 If you chose a. (corridor approach), what are the reasons?

 a. Limit volatility in balance sheet 

 b. Limit volatility in income statement 

 c. Avoid political attention from (unexpected/expected) huge actuarial gains and losses 

 d. Avoid increase of borrowing costs 

Other (please specify)

Question 4 If you chose b. (full recognition through OCI), what are the reasons?

 a. protect future earnings from reduction through actuarial gains and losses 

 b. eliminates the possibility that future earnings will be reduced by the amortization of currently unrecognized net actuarial losses and 

 c. enhance comparability with other firms 

Other (please specify)

Question 5Do you have any other remarks on this topic?

Question 6 Besides this survey I have also set up an interview to capture in more detail the consequences of the accounting standard IAS 19. Would you be interested in an interview for further discussion about this topic? Please provide your contact information here.

Thanks! The questionnaire has been completed. Please click the button 'Finish Survey' to save your reply! 

* If you know any colleague who also has experience with IAS 19 en its consequences, I kindly ask you to forward this survey link.

* If you have any questions of the survey or the questionnaire, please contact Jian Hui He using email: jianhuihe.ww@gmail.com or cellphone: 0644359066.

Thanks again for your participation!

Appendix 5: Surveys for firms with DC/CDC pension plans
Survey on economic consequences of pension accounting standards in IAS 19 -- company's view (DC/CDC firms)

I kindly invite you to participate in this survey, which will take approximately 10-15 minutes to complete. This survey is conducted in order to finish my master thesis at the Erasmus University Rotterdam, school of economics.

 This research seeks to analyze the economic consequences of changes in accounting standards of post employment benefits (IAS 19) on companies listed on the AEX/AMX stock markets.

The questions are posed in such a way that no obligation exists to provide sensitive company information. All information provided will be handled confidentially and used strictly anonymous when published in the thesis.

I would like to thank you for your kind cooperation!

Section 1 - Background Information: 

This first section is about general background information.

Filling in this survey is completely anonymous and the data you provide will only be used for the scope of this research.
1. What is the name of the company that you are working at?

2. Which department are you working for? 

3. What is your function within the department?
4. What is your familiarity with the post employment benefit accounting standards as stated in RJ271 (the 2002 edition) and the standards as stated in IAS 19?
Please measure each item according to the following scale:

☆　　　　　　
Totally not familiar

☆☆　　　　　
Slightly familiar

☆☆☆ 　　　　
Moderately familiar

☆☆☆☆　　　
Familiar

☆☆☆☆☆　　
Familiar with every detail 

Familiarity with post employment benefit accounting standard in RJ 271- 2002 edition 

Familiarity with post employment benefit accounting standard in IAS 19

Section 2. Views on the pension accounting standards in general

To what extent do you agree with the following comparison between IAS 19 to RJ 271 - 2002 edition about the recognition requirements of company pension plans in the balance sheet and income statement?

☆　　　　　　  Strongly disagree

☆☆　　　　　　Disagree

☆☆☆ 　　　　   Neither agree nor disagree

☆☆☆☆　　　　Agree

☆☆☆☆☆　　　Strongly agree

☆☆☆☆☆☆        Not applicable

1. Firms need transparency of the sponsored pension plan assets and liabilities financed by the pension fund 

2. The Dutch RJ 271-2002 edition recognition requirements did not provide enough transparency 

3. The current pension accounting standards (IAS 19)recognition requirements enhanced transparency 

Others (please specify)

Section 3 Views on consequences of the adoption of pension accounting standard in IAS 19 since 2005

Question 1To what extent do you agree the following are direct or indirect consequences of the requirements of IAS 19?
☆　　　　　　  Strongly disagree

☆☆　　　　　  Disagree

☆☆☆ 　　　     Neither agree nor disagree

☆☆☆☆　　      Agree

☆☆☆☆☆　      Strongly agree

☆☆☆☆☆☆      Not applicable

Recognition requirements of defined benefit pension plans in the balance sheet and income statement on the balance sheet date:

1. Increased the yearly pension cost volatility 

2. Increased net profit volatility 

3. Increased the volatility of reported measure of solvency 

4. Increased debt covenant violation 

5. Increased renegotiation of borrowing covenants to prevent technical default 

6. Increased borrowing costs of new debt contracts due to the increased possibility of debt covenant violation 

7. Increased the volatility on stock price 

8. Lowered the credit rating by security analysis, credit and bond rating agencies 

9. Caused uncertainty in accounting income based managerial compensation 
10. Increased political attention 

11. Increased regulatory requirements 

12. Affected the collective bargaining power with labor unions about pension funding 

13. Impacted the firm’s cash flows due to the impact on the change in pension plan funding 

Other (please specify)
Question 2 Have the following statements about DB plan been the motivations of switching from DB plan to DC (or CDC plan)?

 a. Lowed solvency position 

 b. Increased debt covenant violation 

 c. Increased borrowing costs of new debt contracts 

 d. Increased stock market volatility 

 e. Increased volatility on stock price 

 f. Lowered credit rating by security analysis, credit and bond rating agencies 

 g. Increased pension costs volatility 

 h. Increased volatility in the net income 

 i. Uncertainty in the management compensation 

 j. Increased political attention 

 k. Labor union pressure 

 l. Impact of pension costs volatility on cash flows 

 m. Impact of actuarial gains and losses on the income statement 
Other motivations (please specify)

Question 3 Please specify the three most important selected motivations with one being the most important motivation and two and three being less important.

Question 4 Do you have any other remarks on this topic?

Question 5 Besides this survey I have also set up an interview to capture in more detail the consequences of the accounting standard IAS 19. Would you be interested in an interview for further discussion about this topic? Please provide your contact information here.

Thanks! The questionnaire has been completed. Please click the button 'Finish Survey' to save your reply! 

* If you know any colleague who also has experience with IAS 19 en its consequences, I kindly ask you to forward this survey link.

* If you have any questions of the survey or the questionnaire, please contact Jian Hui He using email: jianhuihe.ww@gmail.com or cellphone: 0644359066.

Thanks again for your participation!

Appendix 6: Summery table of literature
	Table 1: Literature review of empirical studies of economic consequences

	Authors
	Object of study
	Sample 
	Methodology
	Results

	Beattie, Goodacre and Thomson (2006)
	To assess the views of users and preparers about the reforms of lease accounting.
	132 responses of 415 finance directors
	Survey, goodness of fit test with 10% significance
	U.K. lease accounting standard is recocignized as deficient in a number of respects by users and preparers, thereby failing to meet the high quality of accounting standards.

	Agell and Lundborg (1993)
	To pin-point the nature and sources of wage rigidity at the firm level
	179 of 300firms of the Swedish Association of Industries
	Survey, mean statistics
	Workers still care a great deal about relative wages and  they try to protect their position in wage hierarchy

	Swinkels (2006)
	In Netherlands there are many pension reforms going. Try to determine how the trend of the reforms will be.
	24 listed firms in the AEX
	Case study
	The trend is that the Dutch pension plans will change van DB to DC

	Reberts and Veracchia
	Arguments that a commitment by a firm increase the levels of disclosure and lower the asymmetry componenent of cost of capital in Germany
	102 firms in the DAX index
	Ordinary least squares (OLS)
	Internal reporting strategy commits firms to substantially increased levels of disclosure. Firms committing to increased levels of disclosure garner economically and statistically significant benefits.

	Ali, A., and K.R. Kumar (1994)
	Examine the accounting choice decision in the context of the timing of adoption of SFAS 87.
	Sample of 241 firms adopting SFAS 87 in 1986 and 1987. Industry: Basic industries, capital goods, constructions, consumer goods, energy, financial services, transportation, utilities


	Regression analysis:

The magnitude interaction model
	Interactions between magnitudes of financial statement effects of the decision and firm characteristics that relect a firm’s political sensitivity, requlated-industry exposure, and accounting-based debt and compensation contracts. Interactions enhance the ability to explain accounting choice induced by omitted variables.

	Ball R. 2006
	Examined how much convergence in actual financial reporting practice will (or should) occur. 

Assess the advantages and disadvantages of uniform accounting rules within a country. 
	
	Literature review
	On the “pro” side of the ledger, extraordinary success has been achieved in developing a comprehensive set of “high quality: IFRS standards, in persuading almost 100 countries to adopt them, and in obtaining convergence in standards with important non-adopters.

On the “con” side, problems with the current fascination of the IASB with “fair value accounting” are envisaged.  A deeper concern is that there inevitably will be substantial differences among countries in implementation of IFRS, which now risk being concealed by a veneer of uniformity. The notion that uniform standards alone will produce uniform financial reporting seems naïve. 

	Gopalakrishinan v., and T.F. Sugrue. 1992
	Extension of the economic consequences literature by empirically examining the private and public lending agreements and security prices of firms which are potentially affected by a controversial accounting standard. SFAS No. 87 is anaylzed.  
	Firms that are underfunded in each of the years 1981 through 1985.

58 firms reporting unfunded vested liabilities


	Regression analysis
	The liability recognition under SFAS No.87 did have a material impact not only on the financial statements but also on the accounting-based debt covenants resent in the lending agreements. 46 covenants of which 36 were potentially affected.17 firms of the sample ere subject to technical violation or had experienced substantial reductions in debt covenant slack. No significant stock market reaction during the FASB’s pension policy deliberation period is detected. 



	Kiosse, P.V., and K. Peasnell. 2009
	Reviewed the research evidence on the impact of changes in pension accounting methods on pension provision
	
	Literature review
	Decisions to freeze, terminate or convert DB plans have been driven primarily by desire to limit contributions, though financial reporting has played a part as well. The introduction of accrual accounting requirements for post-retirement health care benefits in the U.S. similar in character to those required for DB pension liabilities appear to have motivated some firms to curtail health care provision. Changes in accounting for DB schemes have affected how firms allocate pension plan assets. Accounting matters, though perhaps not as much as is sometimes claimed. Increased costs of providing DB pensions, coupled with the greater volatility of employers’ cash contribution, have undoubtedly played the major part in the decline of DB schemes.

	Hann R.N., F. Heflin, and K.R. Subramanayam. 2007
	Compare the value and credit relevance of financial statements under fair-value and smoothing (SFAS-87) models of pension accounting. 
	The sample consist of  firms with necessary pension, stock price, and credit rating data available from Compustat’s annual industrial, full coverage, and research files.

They hand collect prepaid/accrued pension cost numbers from 10-Ks for the post-SFAS-132 period (1998–2002). Their value-relevance sample comprises 13,601 firm-years representing 2,258 unique firms, with fewer observations in tests that have more restrictive data requirements. Also, because of certain data requirements, our credit-relevance sample is limited to the 1995–2002 periods and comprises 3,284 firm-years representing 536 unique firms.
	Regression analysis
	While fair-value improves the credit relevance of the balance sheet, it does not improve its value relevance. Further, fair-value impairs both the value and credit relevance of the income statement and the combined financial statements unless transitory gains and losses (G&L) are separated from more persistent income components. The results suggest there are no informational benefits to adopting a fair-value pension accounting model.

	Watts and Zimmerman (1978)
	Predicts firms lobbying behavior for FASB proposal to require general price level adjusted (GPLA) statements.
	Uses discriminate analysts to determine if the positions of firms which lobbied can be explained by: the effect of GPLA statements on earnings, size, existence of a management compensation plan which relies on earnings, net monetary position, depreciation, and whether the firm is regulate or not.
	Regression analysis
	Size, a proxy for political

visibility, and the effect of GPLA statements on the firm’s income are both significant at the 1% level with the predicted sign.

	Ponds, Eduard and van Riel (2008)
	Scrutinizes the recent evolution of Dutch pension plans: the evolution of Dutch pension funds that diverge from of Anglo-Saxon pension funds
	822 Dutch pension funds
	ALM-model
	The typical current Dutch pension plan has to be regarded as a hybrid DB-DC plan. these

hybrid plans make use of two steering mechanisms to control solvency risk, they are quite effective in minimizing the risk of under-funding.

	Mittelsteadt (1989)
	The decision to reduce overfunding of defined benefit pension plans, either quickly through legal terminations or more slowly through actuarial adjustments
	586  Pension Benefit Guaranty Corporations
	Univariate regression analysis


	Firms reducing pension assets to meet cash needs after experiencing capital constraints. When cash requirements are high and firms experience severe financial weakening, firms are

expected to terminate plans. 

	Leftwich (1981)
	To present a theory to explain why some

apparently 'cosmetic' mandatory changes in accepted accounting principles have an impact on firms' cash flows and on the value of debt and equity
	21 events from  from the deliberation history summarized in Leftwich

(1980a)
	Cross sectional regression analysis
	Some mandated changes in accounting principles impose costs on equityholders by 

altering the accounting numbers defined in the restrictive covenants in the firms' lending agreements.

	Kiosse and Peasnell (2009)
	Impact of changes in pension accounting methods on pension provision
	338 firms
	Cross sectional regression analysis
	Increased costs of providing DB pensions caused by increases in life expectancy, the withdrawal of pension funds’ tax credit on dividend income and tighter prudential regulations


� �HYPERLINK "http://www.pensioeninstituut.nl/pensioen.html"�http://www.pensioeninstituut.nl/pensioen.html�


� �HYPERLINK "http://www.dnb.nl/openboek/extern/id/en/pf/41-117247.html"�http://www.dnb.nl/openboek/extern/id/en/pf/41-117247.html�


� The prudential supervision focuses on the financial solidarity of pension funds and contributing to the financial stability of the pension funds sector. 


The material supervision focuses on the content of the pension agreement, describing the relationship between the employer, the pension provider and the employee. 


The business supervision focuses on the communication from pension provider to employees who are acquiring or have acquired pension rights


� This means 100% of future benefits discounted by the real term structure of interest rates, plus about 30% (the solvency buffer) discounted by the nominal term structure.


� Funding ratio is the ratio between a fund’s assets and its mandatory provisions.


� http://www.dnb.nl/openboek/extern/id/en/pf/41-186984.html


� A pension plan is a financial plan that allows you to receive money after you or/and your employer have paid money into it for a number of years (Cambridge Dictionary).


� http://www.statistics.dnb.nl/index.cgi?lang=nl&todo=PenReg


� http://www.statistics.dnb.nl/index.cgi?lang=nl&todo=PenRegel


� Risks for employers:


Longevity risk: the risk that employee will, on average, live longer that predicted.


Interest rate risk: the risk that interest rates will fall and the burden of long-dated liabilities increase accordingly.


Inflation risk: the risk that final salaries will increases at a rate greater than predicted.


Investment return risk: the risk that the return on the employers’ contributions to the plan will under-perform





� Risks for employees:


Employment risk: the risk that the employee will lose or change jobs.


Inflation risk: the risk of pension purchasing power being eroded by inflation.


Default risk: the moral hazard that the employer will default on their obligations, either by becoming insolvent or by closing the plan at a later date to existing members at an age when they might be too old to build up equivalent DC pensions. 


�Source: DNB


��HYPERLINK "http://www.isab.org"�www.isab.org�





� To determine the present value of the defined benefit obligation, the Projected Unit Credit Method is used. As stated in IAS 19 paragraph 65, this method looks at each period of service as giving rise to an additional unit of benefit entitlement and measures each unit separately to build up the financial obligation. 


� This is measured by asset value relative to company market value.


� Theories that they have based on are: naïve investor theory; modified naïve investor theory; contracting costs theory; and estimation risk theory


� A sponsored research group within CFO Publishing Corp., which procures CFO magazine in the United States, Europe, Asia, and China. CFO Publishing is part of The Economist Group


� Examples of these restrictions are issuing new debt, consumate mergers.


� Depending on the structure of the company these senior managers can be, for example, regional managers, functional managers, departmental managers, and general managers


� The questions can be found in appendix 2.


� For information about what elements are included in the pension costs under the calculation method of IAS 19, please refer to chapter 4, paragraph 4.2.2.


� As it is pointed out by a manager in the survey, corridor can be set at zero instead of 10%. If firms chose to set corridor at zero, they can suffer high uncertainty of actuarial results volatility and their income shall be more volatile than firms with 10% corridor. 
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