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Discount Rate for Actuarial Valuations of
Employee Benefits

The discount rate used in actuarial valuations of employee
benefit plans such as gratuity, pension, earned leave etc. is
determined by reference to market yields at the balance
sheet date on government bonds. Para 83 of Ind AS19
reads as under:

“The rate used to discount post-employment benefit
obligations (both funded and unfunded) shall be determined
by reference to market yields at the end of the reporting
period on government bonds.”

This means that these valuations are essentially Mark-To-
Market (MTM) valuations, which can result in fluctuations
in the valuation of liability if the underlying yield on
government bonds fluctuates. As can be seen from the
below chart, the yield on the government bonds as at the
end of September 2019 are lower compared to the yields as
at the end of March 2019, which could result in higher
employee benefit liabilities (and consequently expenses).

Bond Yields as at March 2019 & September 2019

The chart below presents the comparison of government
bond vyields of various terms as on 29 Mar 2019 (last
trading day in before 31 Mar 2019) and 30 September
2019. This information can be used to determine the
discount rate to be used for actuarial valuation as per AS15,
IAS19, Ind AS 19 and US GAAP.

The exact yield curve as at the end of September 2019 is
also given in the subsequent table.

Yield on government

Name bond as at end of
September 2019
India 1-Year 5.83%
India 2-Year 5.94%
India 3-Year 6.23%
India 4-Year 6.47%
India 5-Year 6.57%
India 6-Year 6.82%
India 7-Year 6.67%
India 8-Year 6.95%
India 9-Year 7.08%
India 10-Year 6.81%
India 11-Year 7.08%
India 12-Year 7.10%
India 13-Year 7.21%
India 14-Year 7.11%
India 15-Year 7.24%
India 19-Year 7.27%
India 24-Year 7.34%
India 30-Year 7.33%

Source: www.investing.com. Note: Please note that the yields
in the above table have been annualised.

As per para 85 of Ind AS19, the discount rate is supposed to
reflect the estimated timing of benefit payments. To
ensure the same, the entity should determine the average
estimated timing of benefit payments, allowing for
expected attrition and deaths and accordingly determine
the appropriate discount rate that reflects the average
expected timing of benefit payment.
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Relationship between discount rate and salary Please note that whilst a general positive correlation
growth rate between the assumptions is expected, it may not always

hold true for all companies and / or at all times. This is
because the salary growth rates tend to be influenced by a
lot of company and industry specific factors and hence may
not always move exactly in line with discount rate.

In line with Para 78 of Ind AS19 (reproduced below for
reference), the Company should also contemplate
consistency between different actuarial assumptions, such

as the salary growth rate and discount rate. )
As such, the Company should consider all such relevant

factors and assess appropriateness of linkage between the
different actuarial assumptions in their specific context
before applying a consistent movement in the salary
growth rate assumption.

"Actuarial assumptions are mutually compatible if they
reflect the economic relationships between factors such as
inflation, rates of salary increase and discount rates. For
example, all assumptions that depend on a particular
inflation level (such as assumptions about interest rates and
salary and benefit increases) in any given future period
assume the same inflation level in that period.”

| trust you will find this note useful. | thank you for reading
this note and welcome any comments or recommendations
or observations you may have on the subject. You can

Theoretically, both salary growth rate and discount rate are direct those to the email address mentioned below.

closely linked to the long-term expectation of inflation in
the economy and hence a positive correlation between the
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Where this correlation holds true, a consistent movement
in the two assumptions, all else being equal, provides an
offset against movements in the value of the liability and
hence helps reduce fluctuations on account of change in
discount rate alone.

Disclaimer: The above information has been furnished solely for information and must not be reproduced or redistributed. This
material is only for the information of the reader and we are not soliciting any action based upon it. Please note that this article
does not, in any manner whatsoever, constitute any professional recommendation or advice. In particular, the information
contained in this document is for general purposes only and is not an advice on actuarial valuations or investments or anything
else. The information given above is in summary form and does not purport to be complete. We have reviewed the above and in so
far as it includes information or facts available in the public domain, it is believed to be reliable though its accuracy or
completeness cannot be guaranteed. The information contained in the above report should be construed as non-discretionary in
nature and the recipient of this material should rely on their own investigations and take their own professional advice. Neither
KP Actuaries and Consultants nor any person connected with it accepts any liability arising from the use of this email or document
linked therein. The recipient(s) before acting on any information herein should make his/her/their own investigation and seek
appropriate professional advice and shall alone be fully responsible / liable for any action or decision taken on the basis of
information contained herein.
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Snapshot of yield on government bonds as at the end of September 2019 from
www.investing.com

india-government-bonds?maturity_from=10&maturity to=290
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Name Yield Prev. High Low Chg. Chg. % Time
== INdia 3M 5.340 5410 5.360 5.330 -0.070 -1.28% 07:30:43 @
== India 6M 5.460 5.480 5.500 5.440 -0.020 -0.36% 07:30:43 @
== India 1Y 5.747 5.822 5.843 5.708 -0.074 -1.28% 07:3023 @
== India 2Y 5.852 5.906 591 5.852 -0.054 -0.91% 053024 Q@
== India 3Y 6.136 6147 6.163 6.119 -0.011 -0.18% 07:0326 @
== INndia 4Y 6372 6.412 5.398 5.351 -0.040 -0.62% 073449 @
== India 5Y 6.470 5.502 5.509 6.470 -0.032 -0.48% 072924 Q@
== INndia Y 6.703 6.738 6.815 5695 -0.035 -0.52% 072723 @
== India 7Y 6.559 5.593 5.587 5.544 -0.034 -0.52% 073449 @
== India 8Y 5.832 5865 5541 6.815 -0.032 -0.48% 07:31:15 @
== India 9Y 5.963 5.963 5.963 5.963 +0.000 +0.00% 27108 @
== India 10Y 6.702 6.729 6.710 5.681 -0.028 -0.40% 073449 @
== India 11Y 5.963 5.941 7.009 5.957 +0.022 +0.32% 072924 Q@
== India 12Y 5.980 5937 5.980 5917 +0.043 +0.62% 07:3023 @
== India 13Y 7.088 7117 7128 7.087 -0.029 -0.41% 07:3022 @
== India 14Y 5.992 7.024 7.023 6.978 -0.032 -0.46% 07:3023 @
== India 15Y 7114 7.119 7114 7.114 -0.005 -0.07% 06:5426 Q@
== India 19Y 7.145 7151 7.185 7145 -0.008 -0.08% 06:01:24 @
== INdia 24Y 7.209 7214 7.2 7.209 -0.004 -0.07% 054024 Q@
== India 30Y 7.204 7.204 7.204 7.204 +0.000 +0.00% 27108 @
Disclaimer: Fusion Media would like to remind you that the data contained in this website is not necessarily real-time nor
accurate. All CFDs (stocks, indexes, futures) and Forex prices are not provided by exchanges but rather by market makers,
and so prices may not be accurate and may difier from the actual market price, meaning prices are indicative and not
appropriate for trading purposes. Therefore Fusion Media doesn’t bear any responsibility for any trading losses you might
incur as a result of using this data. -

Please note that the yields above are on semi-annual basis. In presenting the analysis on the previous page, we have
annualised the yields.
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