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Approval by the Board of Employee Benefits: The
Asset Ceiling (Amendment to IAS 19) issued in May
2002

Employee Benefits: The Asset Ceilitgmendment to IAS 19) was approved for issue
thirteen of the fourteen members of the InternaioAccounting Standards Board.
Ms O’Malley dissented. Her dissenting opinion is@gtafter the Basis for Conclusions.
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Actuarial Gains and Losses, Group Plans and Disclos(fenendment to IAS 19) was
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IAS 19 BC

Basis for Conclusions on
IAS 19 Employee Benefits

[The original text has been marked up to reflect t&ision of IAS 39Financial
Instruments: Recognition and Measuremen2003 and the issue of IFRSShare-based
Paymentin 2004 andimprovements to IFRSE1 May 2008; new text is underlined and
deleted text is struck through. The terminology matsbeen amended to reflect the changes
made by IAS Presentation of Financial Statemefas revised in 2007).

For greater clarity and for consistency with othiBiRSs, paragraph numbers have been
prefixed BC.

This appendix gives the Board’'s reasons for refectcertain alternative solutions.
Individual Board members gave greater weight to sauntfs than to others. Paragraphs
BC9A-BC9D, BC10A-BC10K, BC48A-BC48EE and BC85A-BC®&BEe added in
relation to the amendment to IAS 19 issued in Dece@b@4. Paragraphs BC4A-BCA4C,
BC62A, BC62B and BC97 were addedrbprovements to IFRSssued in May 2008.

References to thHerameworkare to IASC’sFramework for the Preparation and Presentation
of Financial Statementsdopted by the IASB in 2001. In September 2010IAS8
replaced thé=rameworkwith theConceptual Framework for Financial Reporting.

Background

BC1 The IASC Board (the ‘Board’) approved IAS X&counting for Retirement
Benefits in the Financial Statements of Employerd 983. Following a limited
review, the Board approved a revised Standard IARdifement Benefit Costs
(‘the old IAS 19’), in 1993. The Board began a mooenprehensive review of
IAS 19 in November 1994. In August 1995, the IASC fQpablished an Issues
Paper orRetirement Benefit and Other Employee Benefit Cdat©ctober 1996,
the Board approved E5&mployee Benefitswith a comment deadline of
31 January 1997. The Board received more thancbd@ment letters on E54
from over 20 countries. The Board approved IASEfployee Benefit§the
new IAS 19’) in January 1998.

BC2 The Board believes that the new IAS 19 is a Ba@amt improvement over the old
IAS 19. Nevertheless, the Board believes that furihgorovement may be
possible in due course. In particular, several rBomembers believe that it
would be preferable to recognise all actuarial gaind losses immediately in a
statement of financial performance. However, therBdzelieves that such a
solution is not feasible for actuarial gains anssks until the Board makes further
progress on various issues relating to the regprtih financial performance.
When the Board makes further progress with thoseeggst may decide to revisit
the treatment of actuarial gains and losses.

6 © IFRS Foundation
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Summary of changes to IAS 19

BC3

The most significant feature of the new IAS 1%isnarket-based approach to
measurement. The main consequences are that sheudi rate is based on
market yields at the balance sheet date and amygdsets are measured at fair
value. In summary, the main changes from the %119 are the following:

(a) there is a revised definition of defined cdmition plans and related
guidance (see paragraphs 5 and 6 below), includirnge ndetailed
guidance than the old IAS 19 on multi-employer pland state plans (see
paragraphs 7—-10 below) and on insured plans;

(b) there is improved guidance on the balance stieatment of liabilities
and assets arising from defined benefit plans (@E&@graphs 11-14
below);

(c) defined benefit obligations should be measwrél sufficient regularity
that the amounts recognised in the financial statésndo not differ
materially from the amounts that would be determiatethe balance sheet
date (see paragraphs 15 and 16 below);

(d) projected benefit methods are eliminated aedetlis a requirement to use
the accrued benefit method known as the Projectetl Cheidit Method
(see paragraphs 17-22 below). The use of an acdreeefit method
makes it essential to give detailed guidance orattrbution of benefit to
individual periods of service (see paragraphs 23:&6w);

(e) the rate used to discount post-employment liteakligations and other
long-term employee benefit obligations (both fundadd unfunded)
should be determined by reference to market yiatdthe balance sheet
date on high quality corporate bonds. In countwbere there is no deep
market in such bonds, the market yields (at tharxs sheet date) on
government bonds should be used. The currency tamd of the
corporate bonds or government bonds should be stensiwith the
currency and estimated term of the post-employrbenifit obligations
(see paragraphs 26—34 below);

) defined benefit obligations should consider ladinefit increases that are
set out in the terms of the plan (or result frony aanstructive obligation
that goes beyond those terms) at the balance sHe&t (see
paragraphs 35—-37 below);

(9) an entity should recognise, as a minimum, aifipd portion of those
actuarial gains and losses (arising from both @efibenefit obligations
and any related plan assets) that fall outsideoarittor’. An entity is
permitted, but not required, to adopt certain systtic methods of
faster recognition. Such methods include, amonberst immediate
recognition of all actuarial gains and losses (sragraphs 38-48 below);

(h) an entity should recognise past service cosa atraight-line basis over
the average period until the benefits become vestedthe extent that the

© IFRS Foundation 7
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@

)

(k)

o

(m)

(n)

benefits are already vested immediately, an estityuld recognise past
service cost immediately (see paragraphs 49-62welo

plan assets should be measured at fair vakar value is estimated by
discounting expected future cash flows only if naketprice is available
(see paragraphs 66—75 below);

amounts recognised by the reporting entity masset should not exceed
the net total of:

0] any unrecognised actuarial losses and pasicgetost; and

(i) the present value of any economic benefitslaiée in the form of
refunds from the plan or reductions in contribusido the plan
(see paragraphs 76—78 below);

curtailment and settlement losses should begeised not when it is
probable that the settlement or curtailment will wgcbut when the
settlement or curtailment occurs (see paragraplasd®B0 below);

improvements have been made to the disclose@uirements (see
paragraphs 81-85 below);

the new IAS 19 deals with all employee benefitsenshs IAS 19 deals
only with retirement benefits and certain similar spemployment
benefits (see paragraphs 86-94 below); and

the transitional provisions for defined bengdlans are amended (see
paragraphs 95 and 96 below).

The Board rejected a proposal to require recognitiban ‘additional minimum
liability’ in certain cases (see paragraphs 63-€5s).

Summary of changes to E54

BC4 The new IAS 19 makes the following principal chestp the proposals in E54:

@)

(b)

©

an entity should attribute benefit to periofiservice following the plan’s
benefit formula, but the straight-line basis shobkl used if employee
service in later years leads to a materially higbeel of benefit than in
earlier years (see paragraphs 23-25 below);

actuarial assumptions should include estimefdsenefit increases not if
there is reliable evidence that they will occur, baoly if the increases are
set out in the terms of the plan (or result frony aonstructive obligation

that goes beyond those terms) at the balance sHa&t (see

paragraphs 35-37 below);

actuarial gains and losses that fall outsige1t8% ‘corridor’ need not be
recognised immediately as proposed in E54. Thenmmim amount that
an entity should recognise for each defined bepédit is the part that fell
outside the ‘corridor’ as at the end of the presiaeporting period,
divided by the expected average remaining workingesli of the

© IFRS Foundation
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(€)

()

©)

(h)

@)

)

(k)

o

IAS 19 BC

employees participating in that plan. The new IASE® permits certain
systematic methods of faster recognition. Suchhodd include, among
others, immediate recognition of all actuarial gaiand losses (see
paragraphs 38—48 below);

E54 set out two alternative treatments for pastice cost and indicated that
the Board would eliminate one of these treatmeritsr econsidering
comments on the Exposure Draft. One treatment wasediate
recognition of all past service cost. The otheattment was immediate
recognition for former employees, with amortisatfon current employees
over the remaining working lives of the current éogpes. The new
IAS 19 requires that an entity should recogniset gasvice cost on a
straight-line basis over the average period unéllienefits become vested.
To the extent that the benefits are already vestedediately an entity
should recognise past service cost immediately (sagraphs 49-59
below);

the effect of ‘negative plan amendments’ shoolt be recognised
immediately (as proposed in E54) but treated in shme way as past
service cost (see paragraphs 60-62 below);

non-transferable securities issued by the tappentity have been excluded
from the definition of plan assets (see paragr&ghsnd 68 below);

plan assets should be measured at fair vatherrghan market value, as
defined in E54 (see paragraphs 69 and 70 below);

plan administration costs (not just investmexiministration costs, as
proposed in E54) are to be deducted in determittiegreturn on plan
assets (see paragraph 75 below);

the limit on the recognition of plan assets Hsen changed in two
respects from the proposals in E54. The limit does override the
corridor for actuarial losses or the deferred redan of past service
cost. Also, the limit refers tavailable refunds or reductions in future
contributions. E54 referred to thexpected refunds or reductions in
future contributions (see paragraphs 76—78 below);

unlike E54, the new IAS 19 does not specify whetdreincome statement
should present interest cost and the expectednretuiplan assets in the
same line item as current service cost. The newl@$quires an entity
to disclose the line items in which they are inchlide

improvements have been made to the disclosuegquitements
(see paragraphs 81-85 below);

the guidance in certain areas (particularly mieation benefits,
curtailments and settlements, profit-sharing andugoplans and various
references to constructive obligations) has beenfocmed to the
proposals in E59Provisions, Contingent Liabilities and Contingent
Assets Also, the Board has added explicit guidance enntleasurement

© IFRS Foundation 9
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of termination benefits, requiring discounting fermination benefits not
payable within one year (see paragraphs 91-93 betnl);

(m) on initial adoption of the new IAS 19, thereadstransitional option to
recognise an increase in defined benefit liabditi@er not more than five
years. The new IAS 19 is operative for financialtesteents covering
periods beginning on or after 1 January 1999, rath@n 2001 as
proposed in E54 (see paragraphs 95 and 96 below).

Definitions

BC4A

BC4B

BC4C

The IASB identified a perceived inconsistengy the definitions when a
compensated absence that is due to the employés bot expected to occur for
more than twelve months is neither an ‘other lomgitemployee benefit’ nor a
‘short-term compensated absence’ as previousiyéefin paragraphs 7 and 8(b).
The IASB decided to amend those definitions andapthe term ‘fall due’ to
remove this potential gap as part of thgoprovements to IFRSssued in May
2008.

Noting respondents’ comments on the exposuaft df proposedmprovements

to International Financial Reporting Standargsiblished in 2007, the IASB
concluded that the critical factor in distinguishibetween long-term and short-
term benefits is the timing of the expected setletn Therefore, the IASB

clarified that other long-term benefits are thokattare notdue to be settled

within twelve months after the end of the period iricliithe employees rendered
the service.

The IASB noted that this distinction betweenrsterm and long-term benefits is
consistent with the current/non-current liabilitytitiction in IAS 1Presentation
of Financial StatementsHowever, the fact that for presentation purposesig-
term benefit may be split into current and non-entrportions does not change
how the entire long-term benefit would be measured.

Defined contribution plans
(paragraphs 24—-47 of the Standard)

BC5

10

The old IAS 19 defined:

(@) defined contribution plans as retirement benefit plans under which
amounts to be paid as retirement benefits are rdeted by reference to
contributions to a fund together with investmennéags thereon; and

(b)  defined benefit plans as retirement benefit plans under which amounts to
be paid as retirement benefits are determined ferenrece to a formula
usually based on employees’ remuneration and/asy&esservice.

The Board considers these definitions unsatisfgdb@cause they focus on the
benefit receivable by the employee, rather thanthencost to the entity. The

© IFRS Foundation
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definitions in paragraph 7 of the new IAS 19 foausthe downside risk that the
cost to the entity may increase. The definitiordefined contribution plans does
not exclude the upside potential that the cogdtecentity may be less than expected.

The new IAS 19 does not change the accountingé@ined contribution plans,
which is straightforward because there is no needétuarial assumptions and
an entity has no possibility of any actuarial gainoss. The new IAS 19 gives
no guidance equivalent to paragraphs 20 (past csergosts in defined

contribution plans) and 21 (curtailment of defirehtribution plans) of the old

IAS 19. The Board believes that these issues aterelevant to defined

contribution plans.

Multi-employer plans and state plans
(paragraphs 29-38 of the Standard)

BC7

BC8

BC9

An entity may not always be able to obtain sidfit information from multi-
employer plans to use defined benefit accountiiige Board considered three
approaches to this problem:

(@) use defined contribution accounting for somed atefined benefit
accounting for others;

(b) use defined contribution accounting for all themployer plans, with
additional disclosure where the multi-employer pigra defined benefit
plan; or

(c) use defined benefit accounting for those neitiployer plans that are
defined benefit plans. However, where sufficient infation is not
available to use defined benefit accounting, aityeshould disclose that
fact and use defined contribution accounting.

The Board believes that there is no conceptislnd, workable and objective
way to draw a distinction so that an entity could wkdined contribution
accounting for some multi-employer defined benpféans and defined benefit
accounting for others. Also, the Board believed ihds misleading to use
defined contribution accounting for multi-employ#ans that are defined benefit
plans. This is illustrated by the case of Frenanks that used defined
contribution accounting for defined benefit pensiptans operated under
industry-wide collective agreements on a pay-asgouwasis. Demographic
trends made these plans unsustainable and a ne&pomrin 1993 replaced these
by defined contribution arrangements for futurevieer. At this point, the banks
were compelled to quantify their obligations. Thaddigations had previously
existed, but had not been recognised as liabilities

The Board concluded that an entity should usfineld benefit accounting for
those multi-employer plans that are defined bengifins. However, where
sufficient information is not available to use defil benefit accounting, an entity
should disclose that fact and use defined contdhuaccounting. The Board

© IFRS Foundation 11
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BCYA

BC9B

BC9OC

BC9D

BC10

12

agreed to apply the same principle to state pldih& new IAS 19 notes that most
state plans are defined contribution plans.

Multi-employer plans: amendment issued by the
IASB in December 2004

In April 2004 the International Financial Refog Interpretations Committee
(IFRIC) published a draft Interpretation, DBlulti-employer Plans which
proposed the following guidance on how multi-emplopdeins should apply
defined benefit accounting, if possible:

(a) the plan should be measured in accordance wiB 1B using
assumptions appropriate for the plan as a whole

(b) the plan should be allocated to plan participao that they recognise an
asset or liability that reflects the impact of therplus or deficit on the
future contributions from the participant.

The concerns raised by respondents to D6 altoeit availability of the
information about the plan as a whole, the diffi@gtin making an allocation as
proposed and the resulting lack of usefulness efitfiormation provided by
defined benefit accounting were such that the IF&Cided not to proceed with
the proposals.

The International Accounting Standards BoaABB), when discussing group

plans (see paragraphs 10A-10K) noted that, if there a contractual agreement
between a multi-employer plan and its participamshow a surplus would be

distributed or deficit funded, the same princiglattapplied to group plans should
apply to multi-employer plans, ie the participast®ould recognise an asset or
liability. In relation to the funding of a deficithe IASB regarded this principle

as consistent with the recognition of a provisioadaordance with IAS 37.

The IASB therefore decided to clarify in IAS ttt, if a participant in a defined
benefit multi-employer plan:

(@) accounts for that participation on a definedntdbution basis in
accordance with paragraph 30 of IAS 19 because it ihadfficient
information to apply defined benefit accounting but

(b) has a contractual agreement that determined &osurplus would be
distributed or a deficit funded,

it recognises the asset or liability arising frdmttcontractual agreement.

In response to comments on E54, the Boardidenesl a proposal to exempt
wholly owned subsidiaries (and their parents) padting in group defined
benefit plans from the recognition and measuremegquirements in their
individual non-consolidated financial statements; oost-benefit grounds.
The Board concluded that such an exemption wouldeatppropriate.

© IFRS Foundation
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Application of IAS 19 in the separate or individual
financial statements of entities in a consolidated
group: amendment issued by the IASB in
December 2004

Some constituents asked the IASB to considesther entities participating in a
group defined benefit plan should, in their separat individual financial
statements, either have an unqualified exemptiom flefined benefit accounting
or be able to treat the plan as a multi-employan pl

In developing the exposure draft, the IASB dmt agree that an unqualified
exemption from defined benefit accounting for gralgfined benefit plans in the
separate or individual financial statements of greatities was appropriate. In
principle, the requirements of International FinahcReporting Standards
(IFRSs) should apply to separate or individual fiicial statements in the same
way as they apply to any other financial statemerfsllowing that principle
would mean amending IAS 19 to allow group entitieg theaticipate in a plan
that meets the definition of a multi-employer plarcept that the participants are
under common control, to be treated as participants multi-employer plan in
their separate or individual financial statements.

However, in the exposure draft, the IASB conetlithat entities within a group
should always be presumed to be able to obtain eébhessary information about
the plan as a whole. This implies that, in accocdawith the requirements for
multi-employer plans, defined benefit accountingudt be applied if there is a
consistent and reliable basis for allocating theetssand obligations of the plan.

In the exposure draft, the IASB acknowledgeat #ntities within a group might
not be able to identify a consistent and relialdsid for allocating the plan that
results in the entity recognising an asset or liighthat reflects the extent to
which a surplus or deficit in the plan would affdegit future contributions. This
is because there may be uncertainty in the terntBeoplan about how surpluses
will be used or deficits funded across the constidagroup. However, the
IASB concluded that entities within a group shouldajs be able to make at
least a consistent angtasonableallocation, for example on the basis of a
percentage of pensionable pay.

The IASB then considered whether, for someugrentities, the benefits of
defined benefit accounting using a consistent rr@donablebasis of allocation
were worth the costs involved in obtaining the infation. The IASB decided
that this was not the case for entities that metdra similar to those in IAS 27
Consolidated and Separate Financial Statemefds the exemption from
preparing consolidated financial statements.

The exposure draft therefore proposed that:

€) entities that participate in a plan that wouleletnthe definition of a multi-
employer plan except that the participants are uodsamon control, and
that meet the criteria set out in paragraph 34A& 19 as proposed to be

© IFRS Foundation 13
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BC10G

BC10H

BC10I

14

amended in the exposure draft, should be treatedf abey were

participants in a multi-employer plan. This medhat if there is no
consistent and reliable basis for allocating theetssand liabilities of the
plan, the entity should use defined contributioccamting and provide
additional disclosures.

(b) all other entities that participate in a plaattwould meet the definition of
a multi-employer plan except that the participaate under common
control should be required to apply defined berefitounting by making
a consistent and reasonable allocation of the sss®t liabilities of the
plan.

Respondents to the exposure draft genenglipated the proposal to extend the
requirements in 1IAS 19 on multi-employer plans touy entities. However,
many disagreed with the criteria proposed in theosype draft, for the following
reasons:

(@) the proposed amendments and the interactionDfitivere unclear.

(b) the provisions for multi-employer accountingosld be extended to a
listed parent company.

(c) the provisions for multi-employer accountingsld be extended to group
entities with listed debt.

(d) the provisions for multi-employer plan accouagtishould be extended to
all group entities, including partly-owned subsidiar

(e) there should be a blanket exemption from ddfibenefit accounting for
all group entities.

The IASB agreed that the proposed requireméats group plans were

unnecessarily complex. The IASB also concluded ithabuld be better to treat

group plans separately from multi-employer plansabege of the difference in

information available to the participants: in awpoplan information about the
plan as a whole should generally be available. IAS8 further noted that, if the

parent wishes to comply with IFRSs in its separatarfcial statements or wishes
its subsidiaries to comply with IFRSs in their indival financial statements, then
it must obtain and provide the necessary informmatfor the purposes of

disclosure, at least.

The IASB noted that, if there were a contrattagreement or stated policy on
charging the net defined benefit cost to grouptiesti that agreement or policy

would determine the cost for each entity. If thisrao such contractual agreement
or stated policy, the entity that is the sponsogngployer by default bears the risk
relating to the plan. The IASB therefore concludieat a group plan should be
allocated to the individual entities within a group accordance with any

contractual agreement or stated policy. If thered such agreement or policy, the
net defined benefit cost is allocated to the spamgemployer. The other group

entities recognise a cost equal to any contributiotlected by the sponsoring

employer.

© IFRS Foundation
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This approach has the advantages of (a)ra@lipgentities recognising the cost
they have to bear for the defined benefit promise ®) being simple to apply.

The IASB also noted that participation in soupr plan is a related party
transaction. As such, disclosures are requiredotopty with IAS 24 Related
Party Disclosures IAS 24 requires an entity to disclose the natfrthe related
party relationship as well as information about ttensactions and outstanding
balances necessary for an understanding of thetadteffect of the relationship
on the financial statements. The IASB noted thadrination about each of (a)
the policy on charging the defined benefit cos},tie policy on charging current
contributions and (c) the status of the plan ashalevwas required to give an
understanding of the potential effect of the pgrtition in the group plan on the
entity’s separate or individual financial statensent

Defined benefit plans

BC11

BC12

BC13

Recognition and measurement: balance sheet
(paragraphs 49-60 of the Standard)

Paragraph 54 of the new IAS 19 summarisesdbegnition and measurement
of liabilities arising from defined benefit plansdaparagraphs 55-107 of the
new IAS 19 describe various aspects of recogniioth measurement in greater
detail. Although the old IAS 19 did not deal exflicwith the recognition of
retirement benefit obligations as a liability, $tlikely that most entities would
recognise a liability for retirement benefit obliigams at the same time under
both Standards. However, the two Standards diffahé& measurement of the
resulting liability.

Paragraph 54 of the new IAS 19 is based on ¢fiaitibn of, and recognition
criteria for, a liability in IASC’sFramework for the Preparation and Presentation
of Financial Statementghe FrameworK). The Frameworkdefines a liability as

a present obligation of the entity arising from pasents, the settlement of which
is expected to result in an outflow from the entfyresources embodying
economic benefitsTheFrameworkstates that an item which meets the definition
of a liability should be recognised if:

(@) it is probable that any future economic benadisociated with the item
will flow from the entity; and

(b) the item has a cost or value that can be medswith reliability.
The Board believes that:

(a) an entity has an obligation under a definecefieplan when an employee
has rendered service in return for the benefitsniged under the plan.
Paragraphs 67-71 of the new IAS 19 deal with thebatidn of benefit to
individual periods of service in order to determimbether an obligation
exists;

© IFRS Foundation 15
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BC14

BC15

BC16

BC17

16

(b) an entity should use actuarial assumptionseterchine whether the entity
will pay those benefits in future reporting periqdse paragraphs 72-91
of the Standard); and

(c) actuarial techniques allow an entity to meastive obligation with
sufficient reliability to justify recognition of Bability.

The Board believes that an obligation existsneif a benefit is not vested, in
other words if the employee’s right to receive tleadfit is conditional on future
employment. For example, consider an entity thiavides a benefit of 100 to
employees who remain in service for two years. Atehd of the first year, the
employee and the entity are not in the same paosi® at the beginning of the
first year, because the employee will only need tokwor one year, instead of
two, before becoming entitled to the benefit. Altgbuhere is a possibility that
the benefit may not vest, that difference is arngalblon and, in the Board’s view,
should result in the recognition of a liability tite end of the first year. The
measurement of that obligation at its present vakfects the entity’'s best
estimate of the probability that the benefit may vest.

Measurement date
(paragraphs 56 and 57 of the Standard)

Some national standards permit entities tosoreathe present value of defined
benefit obligations at a date up to three montHferbethe balance sheet date.
However, the Board decided that entities should nreathe present value of
defined benefit obligations, and the fair valueaofy plan assets, at the balance
sheet date. Therefore, if an entity carries adetailed valuation of the obligation
at an earlier date, the results of that valuatiooutd be updated to take account
of any significant transactions and other significehanges in circumstances up
to the balance sheet date.

In response to comments on E54, the Boardckatfied that full actuarial

valuation is not required at the balance sheet, datevided that an entity
determines the present value of defined benefigatibns and the fair value of
any plan assets with sufficient regularity that #mmounts recognised in the
financial statements do not differ materially fralee amounts that would be
determined at the balance sheet date.

Actuarial valuation method
(paragraphs 64—-66 of the Standard)

The old IAS 19 permitted both accrued beneddiuation methods (benchmark
treatment) and projected benefit valuation methgdfiowed alternative

treatment). The two groups of methods are basddrmtamentally different, and
incompatible, views of the objectives of accounfimgemployee benefits:

© IFRS Foundation



BC18

BC19

BC20

BC21

IAS 19 BC

(@)  accrued benefit methods (sometimes known as ‘benefit’, ‘unit credit’ or
‘single premium’ methods) determine the presenu&abf employee
benefits attributable to service to date; but

(b) projected benefit methods (sometimes described as ‘cost’, ‘level
contribution’ or ‘level premium’ methods) projeche estimated total
obligation at retirement and then calculate a |éwetling cost, taking into
account investment earnings, that will provide tlotalt benefit at
retirement.

The differences between the two groups of methods @disceissed in more detail
in the Issues Paper published in August 1995.

The two methods may have similar effects oninbeme statement, but only by
chance or if the number and age distribution ofigipating employees remains
relatively stable over time. There can be sigaific differences in the
measurement of liabilities under the two groups ethuods. For these reasons,
the Board believes that a requirement to use aesiggoup of methods will
significantly enhance comparability.

The Board considered whether it should contittugoermit projected benefit
methods as an allowed alternative treatment whitedinicing a new requirement
to disclose information equivalent to the use of amtrued benefit method.
However, the Board believes that disclosure cannatifyeinappropriate
accounting in the balance sheet and income statenTére Board concluded that
projected benefit methods are not appropriate,stiadild be eliminated, because
such methods:

(@) focus on future events (future service) as wsllpast events, whereas
accrued benefit methods focus only on past events;

(b) generate a liability which does not represemieasure of any real amount
and can be described only as the result of castatibns; and

(c) do not attempt to measure fair value and carthetefore, be used in a
business combination, as required by IASB&iness Combinationdf
an entity uses an accrued benefit method in a bssitombination, it
would not be feasible for the entity to use a pri@ddenefit method to
account for the same obligation in subsequent gerio

The old IAS 19 did not specify which forms aifcrued benefit valuation method
should be permitted under the benchmark treatmdie new IAS 19 requires a
single accrued benefit method: the most widely wssnued benefit method, which
is known as the Projected Unit Credit Method (same$ known as the ‘accrued
benefit method pro-rated on service’ or as thedfiggears of service method’).

The Board acknowledges that the eliminatioprofected benefit methods, and of
accrued benefit methods other than the Projected Cradit Method, has cost
implications. However, with modern computing powewyiit be only marginally

IAS 22 was withdrawn in 2004 and replaced by IFFRRIsiness Combinations
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more expensive to run a valuation on two differem$ds and the advantages of
improved comparability will outweigh the additionalst.

An actuary may sometimes, for example, in g of a closed fund, recommend
a method other than the Projected Unit Credit Metfmdfunding purposes.
Nevertheless, the Board agreed to require the usbeoProjected Unit Credit
Method in all cases because that method is morsistent with the accounting
objectives laid down in the new IAS 19.

Attributing benefit to periods of service
(paragraphs 67—71 of the Standard)

As explained in paragraph 13 above, the Boalib\®s that an entity has an
obligation under a defined benefit plan when an eyg® has rendered service in
return for the benefits promised under the planhe Board considered three
alternative methods of accounting for a definedefierplan which attributes
different amounts of benefit to different periods:

(a) apportion the entire benefit on a straight-lixasis over the entire period
to the date when further service by the employeele@alll to no material
amount of further benefits under the plan, othantfrom further salary
increases;

(b) apportion benefit under the plan’s benefit folem However, a straight-line
basis should be used if the plan’s benefit formattabutes a materially
higher benefit to later years; or

(c) apportion the benefit that vests at each imtefate on a straight-line basis
over the period between that date and the previtesm vesting date.

The three methods are illustrated by the following Examples.

Example 1

A plan provides a benefit of 400 if an employeerestiafter more than ten and
less than twenty years of service and a furtherfitesfeL00 (500 in total) if an
employee retires after twenty or more years of servi

The amounts attributed to each year are as follows:
Years 1-10 Years 11-20

Method (a) 25 25
Method (b) 40 10
Method (c) 40 10
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Example 2

A plan provides a benefit of 100 if an employeerestiafter more than ten and
less than twenty years of service and a furtherfitasfet00 (500 in total) if an
employee retires after twenty or more years of servi

The amounts attributed to each year are as follows:

Years 1-10 Years 11-20

Method (a) 25 25
Method (b) 25 25
Method (c) 10 40

Note: this plan attributes a higher benefit to later years, whereas the plan in Example 1

attributes a higher benefit to earlier years.

In approving E54, the Board adopted methodiialhe grounds that this method
was the most straightforward and that there were mopetling reasons to
attribute different amounts of benefit to differgrears, as would occur under
either of the other methods.

A significant minority of commentators on Esvdured following the benefit
formula (or alternatively, if the final Standard weto retain straight-line
attribution, the recognition of a minimum liabilibased on the benefit formula).
The Board agreed with these comments and decidedjtire method (b).

Actuarial assumptions: discount rate
(paragraphs 78-82 of the Standard)

One of the most important issues in measurefmed benefit obligations is the
selection of the criteria used to determine thealist rate. According to the old
IAS 19, the discount rate assumed in determiningatttaarial present value of
promised retirement benefits reflected the longiteates, or an approximation
thereto, at which such obligations are expectedetsditled. The Board rejected
the use of such a rate because it is not relevantafi entity that does not
contemplate settlement and it is an artificial ¢ong, as there may be no market
for settlement of such obligations.

Some believe that, for funded benefits, tteealint rate should be the expected
rate of return on the plan assets actually hel@ fpjan, on the grounds that the
return on plan assets represents faithfully theeetgqul ultimate cash outflow
(ie future contributions). The Board rejected #yiproach because the fact that a
fund has chosen to invest in certain kinds of adset not affect the nature or
amount of the obligation. In particular, assetdwaithigher expected return carry
more risk and an entity should not recognise a lemahbility merely because
the plan has chosen to invest in riskier assets withigher expected return.
Therefore, the measurement of the obligation shdédindependent of the
measurement of any plan assets actually held bgra p
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The most significant decision is whether thscdiint rate should be a risk-
adjusted rate (one that attempts to capture thles risssociated with the

obligation). Some argue that the most appropriateadjusted rate is given by
the expected return on an appropriate portfoliplah assets that would, over the
long term, provide an effective hedge against saurcbbligation. An appropriate

portfolio might include:

(@) fixed-interest securities for obligations tarfer employees to the extent
that the obligations are not linked, in form osirbstance, to inflation;

(b) index-linked securities for index-linked obligms to former employees;
and

(c) equity securities for benefit obligations towarcurrent employees that
are linked to final pay. This is based on the vidat the long-term
performance of equity securities is correlated wgkneral salary
progression in the economy as a whole and hence tithfinal-pay
element of a benefit obligation.

It is important to note that the portfolio actualigld need not necessarily be an
appropriate portfolio in this sense. Indeed, irmeocountries, regulatory
constraints may prevent plans from holding an appate portfolio. For
example, in some countries, plans are requiredotd b certain proportion of
their assets in the form of fixed-interest secesiti Furthermore, if an appropriate
portfolio is a valid reference point, it is equalslid for both funded and
unfunded plans.

Those who support using the interest rate oapgmopriate portfolio as a risk-
adjusted discount rate argue that:

(a) portfolio theory suggests that the expectedrnebn an asset (or the
interest rate inherent in a liability) is relateal the undiversifiable risk
associated with that asset (or liability). Undiviaile risk reflects not
the variability of the returns (payments) absolute terms but the
correlation of the returns (or payments) with the returns drepgssets.
If cash inflows from a portfolio of assets reactdeanging economic
conditions over the long term in the same way asctigh outflows of a
defined benefit obligation, the undiversifiablekrisf the obligation (and
hence the appropriate discount rate) must be thee sas that of the
portfolio of assets;

(b) an important aspect of the economic realityeulyihg final salary plans is
the correlation between final salary and equitymret that arises because
they both reflect the same long-term economic frceAlthough the
correlation is not perfect, it is sufficiently stigthat ignoring it will lead to
systematic overstatement of the liability. Algmaring this correlation will
result in misleading volatility due to short-termdtuations between the rate
used to discount the obligation and the discout ttaat is implicit in the
fair value of the plan assets. These factorsdeiler entities from operating
defined benefit plans and lead to switches fromitieguto fixed interest
investments. Where defined benefit plans are lkarfymded by equities,
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this could have a serious impact on share pricelis switch will also
increase the cost of pensions. There will be pressn companies to
remove the apparent (but non-existent) shortfall;

if an entity settled its obligation by purchagian annuity, the insurance
company would determine the annuity rates by looking portfolio of
assets that provides cash inflows that substantiéiitet all the cash flows
from the benefit obligation as those cash flows ¢ale. Therefore, the
expected return on an appropriate portfolio meastire obligation at an
amount that is close to its market value. In peagtit is not possible to
settle a final pay obligation by buying annuitieice no insurance
company would insure a final pay decision that remaiat the discretion
of the person insured. However, evidence can béaterfrom the
purchase/sale of businesses that include a fitelyspension scheme. In
this situation the vendor and purchaser would nagota price for the
pension obligation by reference to its presenteatliscounted at the rate
of return on an appropriate portfolio;

although investment risk is present even in B-dreersified portfolio of
equity securities, any general decline in secwituld, in the long term,
be reflected in declining salaries. Since emplsyaecepted that risk by
agreeing to a final salary plan, the exclusion lo&ttrisk from the
measurement of the obligation would introduce aesystic bias into the
measurement; and

time-honoured funding practices in some coaestuse the expected return
on an appropriate portfolio as the discount ratdlthough funding
considerations are distinct from accounting issthesJong history of this
approach calls for careful scrutiny of any othergused approach.

Those who oppose a risk-adjusted rate argtie tha

@)

(b)

(©

(d)

it is incorrect to look at returns on assetdétermining the discount rate
for liabilities;

if a sufficiently strong correlation between etsseturns and final pay
actually existed, a market for final salary obligas would develop, yet
this has not happened. Furthermore, where any apghrent correlation
does exist, it is not clear whether the correlatiesults from shared
characteristics of the portfolio and the obligati@r from changes in the
contractual pension promise;

the return on equity securities does not cateelwith other risks
associated with defined benefit plans, such as hititiain mortality,
timing of retirement, disability and adverse setatt

in order to evaluate a liability with uncertaiash flows, an entity would
normally use a discount rate lower than the risk-fiste, yet the expected
return on an appropriate portfolio is higher thiam tisk-free rate;
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(e) the assertion that final salary is stronglyrelated with asset returns
implies that final salary will tend to decrease ffset prices fall, yet
experience shows that salaries tend not to decline;

)] the notion that equities are not risky in tlead term, and the associated
notion of long-term value, are based on the fatlasiview that the market
always bounces back after a crash. Shareholdem®idget credit in the
market for any additional long-term value if thesflgheir shares today.
Even if some correlation exists over long peridunefits must be paid as
they become due. An entity that funds its obligatiovith equity
securities runs the risk that equity prices maygi®&n when benefits must
be paid. Also, the hypothesis that the real retom equities is
uncorrelated with inflation does not mean that egsiibffer a risk-free
return, even in the long term; and

(9) the expected long-term rate of return on an@pyate portfolio cannot be
determined sufficiently objectively in practice goovide an adequate basis
for an accounting standard. The practical diffieslinclude specifying the
characteristics of the appropriate portfolio, ségcthe time horizon for
estimating returns on the portfolio and estimathmgse returns.

The Board has not identified clear evidencat tihe expected return on an
appropriate portfolio of assets provides a releart reliable indication of the
risks associated with a defined benefit obligationthat such a rate can be
determined with reasonable objectivity. Therefdhe Board decided that the
discount rate should reflect the time value of mohet should not attempt to
capture those risks. Furthermore, the discourg sitould not reflect the
entity’s own credit rating, as otherwise an entitith a lower credit rating

would recognise a smaller liability. The rate thaést achieves these
objectives is the yield on high quality corporatentls. In countries where
there is no deep market in such bonds, the yielg@mrernment bonds should
be used.

Another issue is whether the discount rate shbalthe long-term average rate,
based on past experience over a number of yeathgaurrent market yield at

the balance sheet date for an obligation of thercgpjate term. Those who

support a long-term average rate argue that:

(@) a long-term approach is consistent with theswmation-based historical
cost approach that is either required or permittedther International
Accounting Standards;

(b) point in time estimates pursue a level of mieci that is not attainable in
practice and lead to volatility in reported prdfiat may not be a faithful
representation of changes in the obligation but meiayply reflect an
unavoidable inability to predict accurately the unét events that are
anticipated in making period-to-period measures;

(c) for an obligation based on final salary, naith®rket annuity prices nor
simulation by discounting expected future cash flmas determine an
unambiguous annuity price; and
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(d) over the long term, a suitable portfolio of plassets may provide a
reasonably effective hedge against an employeefibesidigation that
increases in line with salary growth. However, thesemuch less
assurance that, at a given measurement date, matketst rates will
match the salary growth built into the obligation.

The Board decided that the discount rate shbel determined by reference to
market yields at the balance sheet date as:

(a) there is no rational basis for expecting edfiti market prices to drift
towards any assumed long-term average, becauses pnicg market of
sufficient liquidity and depth incorporate all pidy available
information and are more relevant and reliable tharestimate of long-
term trends by any individual market participant;

(b) the cost of benefits attributed to service ngrihe current period should
reflect prices of that period,;

(c) if expected future benefits are defined in ®wh projected future salaries
that reflect current estimates of future inflatioites, the discount rate
should be based on current market interest rataninal terms), as these
also reflect current market expectations of inflatiates; and

(d) if plan assets are measured at a current (@ufair value), the related
obligation should be discounted at a current distoate in order to avoid
introducing irrelevant volatility through a differee in the measurement
basis.

The reference to market yields at the balahest date does not mean that short-
term discount rates should be used to discount-tiemmg obligations. The new
IAS 19 requires that the discount rate should ceffearket yields (at the balance
sheet date) on bonds with an expected term comistth the expected term of the
obligations.

Actuarial assumptions: salaries, benefits and
medical costs (paragraphs 83-91 of the Standard)

Some argue that estimates of future increeseslaries, benefits and medical
costs should not affect the measurement of assetdiabilities until they are
granted, on the grounds that:

(a) future increases are future events; and
(b) such estimates are too subjective.

The Board believes that the assumptions agd nst to determine whether an
obligation exists, but to measure an existing attian on a basis which provides
the most relevant measure of the estimated outfforesources. If no increase is
assumed, this is an implicit assumption that nangbawill occur and it would be
misleading to assume no change if an entity expectsange. The new IAS 19
maintains the existing requirement that measurenséould take account of
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estimated future salary increases. The Boardlmteves that increases in future
medical costs can be estimated with sufficient bdligt to justify incorporation
of those estimated increases in the measuremehé abligation.

E54 proposed that measurement should alsmedsture benefit increases if there is
reliable evidence that those benefit increasesoadur. In response to comments, the
Board concluded that future benefit increases daive rise to a present obligation
and that there would be no reliable or objectivg wladeciding which future benefit
increases were reliable enough to be incorporatadtuarial assumptions. Therefore,
the new IAS 19 requires that future benefit inaesashould be assumed only if they
are set out in the terms of the plan (or resuithfemy constructive obligation that goes
beyond the formal terms) at the balance sheet date.

Actuarial gains and losses
(paragraphs 92-95 of the Standard)

The Board considered five methods of accogritin actuarial gains and losses:

(a) deferred recognition in both the balance sheet the income statement
over the average expected remaining working lifetted employees
concerned (see paragraph 39 below);

(b) immediate recognition both in the balance sla®t outside the income
statement in equity (IAS Presentation of Financial Statemersists out
requirements for the presentation or disclosureswwfh movements in
equity) (see paragraphs 40 and 41 below);

(c) a ‘corridor’ approach, with immediate recognitian both the balance
sheet and the income statement for amounts fatlingide a ‘corridor’
(see paragraph 42 below);

(d) a modified ‘corridor’ approach with deferred ogaition of items within
the ‘corridor’ and immediate recognition for amaosiffialling outside the
‘corridor’ (see paragraph 43 below); and

(e) deferred recognition for amounts falling ougsicd ‘corridor’ (see
paragraphs 44—46 below).

The old IAS 19 required a deferred recognitapproach: actuarial gains and
losses were recognised as an expense or as incostemsyically over the

expected remaining working lives of those employee&rguments for this

approach are that:

(a) immediate recognition (even when reduced by arigor’) can cause
volatile fluctuations in liability and expense ammuplies a degree of
accuracy which can rarely apply in practice. Thotatility may not be a
faithful representation of changes in the obligatimt may simply reflect

IAS 1 (as revised in 2007) requires non-ownengaetions to be presented separately from owner
transactions in a statement of comprehensive income

24
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an unavoidable inability to predict accurately faéure events that are
anticipated in making period-to-period measuresd; an

in the long term, actuarial gains and lossey mfset one another.
Actuarial assumptions are projected over many ydarsexample, until
the expected date of death of the last pensiomet, ame, accordingly,
long-term in nature. Departures from the assumptido not normally
denote definite changes in the underlying assetdiability, but are
indicators which, if not reversed, may accumulatelénote such changes
in the future. They are not a gain or loss offibdod but a fine tuning of
the cost that emerges over the long term; and

the immediate recognition of actuarial gaingl dosses in the income
statement would cause unacceptable volatility.

Arguments for an immediate recognition appraaehthat:

@)

(b)

(©

(d)

(€)

()

)

deferred recognition and ‘corridor’ approaches complex, artificial and
difficult to understand. They add to cost by remg entities to keep
complex records. They also require complex prowisito deal with
curtailments, settlements and transitional mattersAlso, as such
approaches are not used for other uncertain aasdtfiabilities, it is not
clear why they should be used for post-employmenéfis;

it requires less disclosure because all aalagains and losses are
recognised;

it represents faithfully the entity’s financjbsition. An entity will report
an asset only when a plan is in surplus and ailiglihly when a plan has
a deficit. Paragraph 95 of tifeameworknotes that the application of the
matching concept does not allow the recognitiont&ing in the balance
sheet which do not meet the definition of assetliatilities. Deferred
actuarial losses do not represent future beneiidshence do not meet the
Frameworks definition of an asset, even if offset againstredated
liability. Similarly, deferred actuarial gains dot meet thd&=rameworks
definition of a liability;

the balance sheet treatment is consistent with groposals in the
Financial Instruments Steering Committee’s MarchO719Discussion
PaperAccounting for Financial Assets and Liabilities

it generates income and expense items thatararbitrary and that have
information content;

it is not reasonable to assume that all actliagains or losses will be
offset in future years; on the contrary, if thegoral actuarial assumptions
are still valid, future fluctuations will, on avemgoffset each other and
thus will not offset past fluctuations;

deferred recognition attempts to avoid voltili However, a financial
measure should be volatile if it purports to repreegaithfully transactions
and other events that are themselves volatile. eb\@r, concerns about
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volatility could be addressed adequately by usirepeond performance
statement or a statement of changes in equity;

(h) immediate recognition is consistent with IASAcounting Policies,
Changes in Accounting Estimates and Erroténder IAS 8, the effect of
changes in accounting estimates should be inclimgutofit or loss for
the period if the change affects the current peovody but not future
periods. Actuarial gains and losses are not amatti of future events,
but result from events before the balance sheet ttett resolve a past
estimate (experience adjustments) or from changtreei estimated cost of
employee service before the balance sheet datendebain actuarial
assumptions);

0] any amortisation period (or the width of a ‘ddor’) is arbitrary. In
addition, the amount of benefit remaining at a sgbent date is not
objectively determinable and this makes it difficad carry out an
impairment test on any expense that is deferredl; an

0] in some cases, even supporters of amortisatiothe ‘corridor’ may
prefer immediate recognition. One possible exarigplghere plan assets
are stolen. Another possible example is a majonghan the basis of
taxing pension plans (such as the abolition ofdd#inid tax credits for UK
pension plans in 1997). However, although there trtighagreement on
extreme cases, it would prove very difficult to depeobjective and non-
arbitrary criteria for identifying such cases.

The Board found the immediate recognition apph attractive. However, the
Board believes that it is not feasible to use #tpproach for actuarial gains and
losses until the Board resolves substantial issiemit performance reporting.
These issues include:

(a) whether financial performance includes thosmstehat are recognised
directly in equity;

(b) the conceptual basis for determining whethenstare recognised in the
income statement or directly in equity;

(c) whether net cumulative actuarial losses showddrécognised in the
income statement, rather than directly in equibyg a

(d) whether certain items reported initially in egushould subsequently be
reported in the income statement (‘recycling’).

When the Board makes further progress with thosesst may decide to revisit
the treatment of actuarial gains and losses.

E54 proposed a ‘corridor approach’. Under #pproach, an entity does not
recognise actuarial gains and losses to the extbat the cumulative

unrecognised amounts do not exceed 10% of the mireakie of the obligation

(or, if greater, 10% of the fair value of plan dasye Arguments for such

approaches are that they:
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(@) acknowledge that estimates of post-employmentfiteobligations are
best viewed as a range around the best estimatédongss any new best
estimate of the liability stays within that rangewbuld be difficult to say
that the liability has really changed. However, otieenew best estimate
moves outside that range, it is not reasonablessurae that actuarial
gains or losses will be offset in future years. thé original actuarial
assumptions are still valid, future fluctuationslywén average, offset each
other and thus will not offset past fluctuations;

(b) are easy to understand, do not require entitiekeep complex records
and do not require complex provisions to deal wittttlsments,
curtailments and transitional matters;

(c) result in the recognition of an actuarial l@sdy when the liability (net
of plan assets) has increased in the current pemadan actuarial gain
only when the (net) liability has decreased. Bwtcast, amortisation
methods sometimes result in the recognition of @naxial loss even if
the (net) liability is unchanged or has decreasetthé current period, or
an actuarial gain even if the (net) liability isalwanged or has increased;

(d) represent faithfully transactions and otherrgsethat are themselves
volatile. Paragraph 34 of the Framework notes ithagy be relevant to
recognise items and to disclose the risk of ermomraainding their
recognition and measurement despite inherent diffes either in
identifying the transactions and other events tonbeasured or in
devising and applying measurement and presenttgimiques that can
convey messages that correspond with those traosacand events;
and

(e) are consistent with IAS 8ccounting Policies, Changes in Accounting
Estimates and Errots Under IAS 8, the effect of changes in accounting
estimates is included in profit or loss for theipérif the change affects
the current period only but not future periods. usetal gains and losses
are not an estimate of future events, but arisen fevents before the
balance sheet date that resolve a past estimgier{erce adjustments) or
from changes in the estimated cost of employed®ebefore the balance
sheet date (changes in actuarial assumptions).

Some commentators on E54 argued that an shiityld, over a period, recognise
actuarial gains and losses within the ‘corridor’. h@tvise, certain gains and
losses would be deferred permanently, even thougbutd be more appropriate
to recognise them (for example, to recognise gait losses that persist for a
number of years without reversal or to avoid a cating effect on the income
statement where the net liability returns ultimatety the original level).
However, the Board concluded that such a requirementd add complexity for
little benefit.

The ‘corridor’ approach was supported by fewkant a quarter of the
commentators on E54. In particular, the vast ritgjof preparers argued that the
resulting volatility would not be a realistic payal of the long-term nature of post-
employment benefit obligations. The Board conctudbat there was not
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sufficient support from its constituents for suclsignificant change in current
practice.

Approximately one third of the commentators B4 supported the deferred
recognition approach. Approximately another thifdhe respondents proposed a
version of the corridor approach which applies defitrecognition to amounts
falling outside the corridor. It results in lesslatility than the corridor alone or
deferred recognition alone. In the absence ofcamgpelling conceptual reasons
for choosing between these two approaches, the Bmarduded that the latter
approach would be a pragmatic means of avoidingel t& volatility that many
of its constituents consider to be unrealistic.

In approving the final Standard, the Boardidiet to specify the minimum
amount of actuarial gains or losses to be recodniset permit any systematic
method of faster recognition, provided that the sdnasis is applied to both gains
and losses and the basis is applied consistenthy freriod to period. The Board
was persuaded by the following arguments:

€) both the extent of volatility reduction and thechanism adopted to effect
it are essentially practical issues. From a conpoint of view, the
Board found the immediate recognition approachaetitre. Therefore,
the Board saw no reason to preclude entities frooptiny faster methods
of recognising actuarial gains and losses. Iniqaddr, the Board did not
wish to discourage entities from adopting a conststpolicy of
recognising all actuarial gains and losses immebjiat Similarly, the
Board did not wish to discourage national standettess from requiring
immediate recognition; and

(b) where mechanisms are in place to reduce viyatithe amount of
actuarial gains and losses recognised during th@oges largely
arbitrary and has little information content. Alsthe new IAS 19
requires an entity to disclose both the recogniaad unrecognised
amounts. Therefore, although there is some lossoaiparability in
allowing entities to use different mechanisms, ieeds of users are not
likely to be compromised if faster (and systematéxognition methods
are permitted.

The Board noted that changes in the fair vafueny plan assets are, in effect, the
results of changing estimates by market particpaahd are, therefore,
inextricably linked with changes in the present wealof the obligation.
Consequently, the Board decided that changes ifathealue of plan assets are
actuarial gains and losses and should be treatie isame way as the changes in
the related obligation.

The width of a ‘corridor’ (ie the point at whi it becomes necessary to recognise
gains and losses) is arbitrary. To enhance coriirathe Board decided that the
width of the ‘corridor’ should be consistent withet current requirement in those
countries that have already adopted a ‘corridopraeach, notably the USA. The
Board noted that a significantly narrower ‘corridawould suffer from the
disadvantages of the ‘corridor, without being Ergnough to generate the
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advantages. On the other hand, a significantlyewittorridor would lack
credibility.

An additional option for the recognition of
actuarial gains and losses: amendment adopted
by the IASB in December 2004

In 2004 the IASB published an exposure dredppsing an additional option for
the recognition of actuarial gains and losses. pioposed option allowed an
entity that recognised actuarial gains and losséglliin the period in which they

occurred to recognise them outside profit or lossistatement of recognised
income and expense.

The argument for immediate recognition oliagel gains and losses is that they
are economic events of the period. Recognisingntivben they occur provides a
faithful representation of those events. It alssuits in a faithful representation
of the plan in the balance sheet. In contrast, wieengnition is deferred, the
information provided is partial and potentially te&sding. Furthermore, any net
cumulative deferred actuarial losses can give tasa debit item in the balance
sheet that does not meet the definition of an asSahilarly, any net cumulative
deferred actuarial gains can give rise to a cri¢elib in the balance sheet that
does not meet the definition of a liability.

The arguments put forward for deferred redagmiof actuarial gains and losses
are, as noted above:

€) immediate recognition can cause volatile flatins in the balance sheet
and income statement. It implies a degree of acguof measurement that
rarely applies in practice. As a result, the \ititiatmay not be a faithful
representation of changes in the defined benedittagr liability, but may
simply reflect an unavoidable inability to prediatcurately the future
events that are anticipated in making period-téepemeasurements.

(b) in the long term, actuarial gains and lossey afset one another.

(c) whether or not the volatility resulting from inedtiate recognition reflects
economic events of the period, it is too great é dzceptable in the
financial statements. It could overwhelm the profitloss and financial
position of other business operations.

The IASB does not accept arguments (a) andab)reasons for deferred
recognition. It believes that the defined benasiset or liability can be measured
with sufficient reliability to justify its recognitin. Recognition in a transparent
manner of the current best estimate of the eventseoperiod and the resulting
asset and liability provides better informationrtlreon-recognition of an arbitrary
amount of that current best estimate. Furthas, iitot reasonable to assume that
existing actuarial gains and losses will be offgefuiture years. This implies an
ability to predict future market prices.
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The IASB also does not accept argument (cglation to the balance sheet. If
the post-employment benefit amounts are large afatile, the post-employment
plan must be large and risky compared with othemiess operations. However,
the IASB accepts that requiring actuarial gains lasdes to be recognised in full
in profit or loss in the period in which they ocdarnot appropriate at this time
because the IASB has yet to develop fully the apjeitgpresentation of profit or
loss and other items of recognised income and esgen

The IASB noted that the UK standard FRS Ratirement Benefitsequires
recognition of actuarial gains and losses in faltleey occur outside profit or loss
in a statement of total recognised gains and losses

The IASB does not believe that immediate reitmgn of actuarial gains and
losses outside profit or loss is necessarily ideblowever, it provides more
transparent information than deferred recognitidhe IASB therefore decided to
propose such an option pending further developmentshe presentation of
profit or loss and other items of recognised incame expense.

IAS 1 (as revised in 2003) requires income expense recognised outside profit
or loss to be presented in a statement of changesjiity. The statement of
changes in equity must present the total incomeeapénse for the period, being
the profit or loss for the period and each itemirafome and expense for the
period that, as required or permitted by other IERS recognised directly in
equity. IAS 1 also permits these items, togetheh whie effect of changes in
accounting policies and the correction of erravdye the only items shown in the
statement of changes in equity.

To emphasise its view that actuarial gains Ersdes are items of income or
expense, the IASB decided that actuarial gains asdek that are recognised
outside profit or loss must be presented in thenfof a statement of changes in
equity that excludes transactions with equity haldeeting in their capacity as
equity holders. The IASB decided that this statansould be titled ‘the
statement of recognised income and expense’.

The responses from the UK to the exposure strahgly supported the proposed
option. The responses from outside the UK were dirid&he main concerns
expressed were:

(a) the option is not a conceptual improvement caneg with immediate
recognition of actuarial gains and losses in pafiioss.

(b) the option prejudges issues relating to IASat #nhould be resolved in the
project on reporting comprehensive income.

(c) adding options to Standards is not desirabtedostructs comparability.

(d) the IASB should not tinker with IAS 19 before urtdking a
comprehensive review of the Standard.

*

IAS 1 Presentation of Financial Statemerts revised in 2007) requires non-owner transasttorbe

presented separately from owner transactions fatarsent of comprehensive income.
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(e) the option could lead to divergence from US GAAP.
® deferred recognition is preferable to immedisgteognition.

The IASB agrees that actuarial gains and ®ase items of income and expense.
However, it believes that it would be premature touneqg their immediate
recognition in profit or loss before a compreheasigview of both accounting
for post-employment benefits and reporting compmehe income. The
requirement that actuarial gains and losses tlatregognised outside profit or
loss must be recognised in a statement of recagris®mme and expense does
not prejudge any of the discussions the IASB is tgethave on reporting
comprehensive income. Rather, the IASB is allowingaacounting treatment
currently accepted by a national standard-settee (/K ASB) to continue,
pending the comprehensive review of accounting fistyemployment benefits
and reporting comprehensive income.

The IASB also agrees that adding optionstem&ards is generally undesirable
because of the resulting lack of comparability betventities. However, IAS 19
permits an entity to choosany systematic method of recognition for actuarial
gains and losses that results in faster recognitian the minimum required by
the Standard. Furthermore, the amount to be résegnunder any deferral
method will depend on when that method was first agplie when an entity first
adopted IAS 19 or started a defined benefit plaherd is, therefore, little or no
comparability because of the existing options in K5

The IASB further agrees that a fundamentaliemevof accounting for post-
employment benefits is needed. However, such aweigdikely to take some
time to complete. In the meantime, the IASB belgetrat it would be wrong to
prohibit a method of recognising actuarial gaind &sses that is accepted by a
national standard-setter and provides more traespanformation about the
costs and risks of running a defined benefit plan.

The IASB agrees that the new option could keadivergence from US GAAP.
However, although IAS 19 and US GAAP share the same laggiroach, they
differ in several respects. The IASB has decidedmaddress these issues now.
Furthermore, the option is just that. No entity dbliged to create such
divergence.

Lastly, as discussed above, the IASB doesgiete that deferred recognition is
better than immediate recognition of actuarial gaamd losses. The amounts
recognised under a deferral method are opaque@tnépresentationally faithful,
and the inclusion of deferral methods creates gptexdifficult standard.

The IASB considered whether actuarial gains lsdes that have been
recognised outside profit or loss should be recmghin profit or loss in a later
period (ie recycled). The IASB noted that therenég a consistent policy on
recycling in IFRSs and that recycling in generahisissue to be resolved in its
project on reporting comprehensive income. Funtiwee, it is difficult to see a
rational basis on which actuarial gains and lossmd#dcbe recycled. The
exposure draft therefore proposed prohibiting rlegcof actuarial gains and
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losses that have been recognised in the statenferdcognised income and
expense.

Most respondents supported not recyclingagigtugains and losses. However,
many argued in favour of recycling, for the follogireasons:

(a) all income and expense should be recogniseadfit or loss at some
time.

(b) a ban on recycling is a new approach in IFRfisshiould not be introduced
before a fundamental review of reporting compreiveriacome.

(c) to ban recycling could encourage abuse inrggtiver-optimistic actuarial
assumptions.

The IASB notes that most items under IFRSsaterecognised outside profit or
loss are recycled, but not all. Revaluation gaind losses on property, plant and
equipment and intangibles are not recycled. Trestjpn of recycling therefore
remains open in IFRSs. The IASB does not belibaé @ general decision on the
matter should be made in the context of these aments. The decision in these
amendments not to recycle actuarial gains and dossenade because of the
pragmatic inability to identify a suitable basisdatioes not prejudge the wider
debate that will take place in the project on reépgrcomprehensive income.

In the meantime, the IASB acknowledges the emonof some respondents that
some items of income or expense will not be recaghia profit or loss in any
period. The IASB has therefore required disclosafréhe cumulative amounts
recognised in the statement of recognised incordeeapense so that users of the
financial statements can assess the effect optiisy.

The IASB also notes the argument that to leayaling could lead to abuse in
setting over-optimistic assumptions. A lower codtlddoe recognised in profit
or loss with resulting experience losses being meiseg in the statement of
recognised income and expense. Some of the neloglises help to counter
such concerns, for example, the narrative desorigf the basis for the expected
rate of return and the five-year history of expecie gains and losses. The IASB
also notes that under a deferred recognition apgprodf over-optimistic
assumptions are used, a lower cost is recognise@diiately in profit or loss and
the resulting experience losses are recognisedgyabjually over the next 10-15
years. The incentive for such abuse is just aatgneder deferred recognition as
it is under immediate recognition outside profilass.

The IASB also considered whether actuarialggaimd losses recognised outside
profit or loss should be recognised immediatelg separate component of equity
and transferred to retained earnings at a latéogherAgain the IASB concluded
that there is no rational basis for a transferet@ined earnings in later periods.
Hence, the exposure draft proposed that actuarimsgand losses that are
recognised outside profit or loss should be recmpiin retained earnings
immediately.

© IFRS Foundation



BC48V

BC48W

BC48X

BC48Y

BC48z

IAS 19 BC

A small majority of the respondents suppottgd proposal. The arguments put
forward against immediate recognition in retainechiegys were:

(@) the IASB should not set requirements on the aomapt of equity in
which items should be recognised before a fundarheet@ew of the
issue.

(b) retained earnings should be the cumulativel totaprofit or loss less
amounts distributed to owners.

(c) the volatility of the amounts means that sejgapesentation would be
helpful.

(d) the impact on distributions needs to be comsitle

(e) actuarial gains and losses are temporary ior@snd hence should be
excluded from retained earnings.

In IFRSs, the phrase ‘retained earnings’ ds daefined and the IASB has not
discussed what it should mean. In particular, neiearnings is not defined as
the cumulative total of profit or loss less amouttitgributed to owners. As with

recycling, practice varies under IFRSs. Some anotimat are recognised
outside profit or loss are required to be preseiied separate component of
equity, for example exchange gains and losses migfo subsidiaries. Other

such amounts are not, for example gains and lassasailable-for-sale financial

assets.

The IASB does not believe that it is apprafito introduce a definition of retained
earnings in the context of these amendments to1BAS The proposal in the
exposure draft was based on practical consideratidaswvith recycling, there is no
rational basis for transferring actuarial gains ls$es from a separate component
in equity into retained earnings at a later das. discussed above, the IASB has
added a requirement to disclose the cumulative atmagognised in the statement
of recognised income and expense to provide usdrdwther information.

Consideration of the implications of IFRSs the ability of an entity to make
distributions to equity holders is not within the IBS remit. In addition, the
IASB does not agree that even if actuarial gains lasdes were temporary in
nature this would justify excluding them from re&dnearnings.

Finally, the IASB considered whether, if actalagains and losses are recognised
when they occur, entities should be required to gmeseparately in retained
earnings an amount equal to the defined benefigtass liability. Such a
presentation is required by FRS 17. The IASB ndled such a presentation is
not required by IFRSs for any other item, howeveagniicant its size or
volatility, and that entities can provide the infation if they wish. The IASB
therefore decided not to require such a presentatio

BC48AA IAS 19 limits the amount of a surplus that dan recognised as an asset (‘the

asset ceiling’) to the present value of any ecordmenefits available to an entity
in the form of refunds from the plan or reductionguture contributions to the
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plan: The IASB considered whether the effect of this ligtibuld be recognised
outside profit or loss, if that is the entity’'s acaiting policy for actuarial gains
and losses, or treated as an adjustment of the otmponents of the defined
benefit cost and recognised in profit or loss.

BC48BB The IASB decided that the effect of the limisimilar to an actuarial gain or loss
because it arises from a remeasurement of theikeeagéilable to an entity from
a surplus in the plan. The IASB therefore concludiedt, if the entity's
accounting policy is to recognise actuarial gaind bsses as they occur outside
profit or loss, the effect of the limit should albe recognised outside profit or
loss in the statement of recognised income andresepe

BC48CC Most respondents supported this proposhé afrguments opposing the proposal
were:

(a) the adjustment arising from the asset ceilgigdt necessarily caused by
actuarial gains and losses and should not be trégathe same way.

(b) it is not consistent with FRS 17, which allocateg change in the
recoverable surplus to various events and henchffearent components
of the defined benefit cost.

BC48DD The IASB agrees that the adjustment from theetaceiling is not necessarily
caused by actuarial gains and losses. The as#ieigceffectively imposes a
different measurement basis for the asset to begresed (present value of
refunds and reductions in future contributions)nfrehat used to derive the
actuarial gains and losses and other componertteeadefined benefit cost (fair
value of plan assets less projected unit creditesaf plan liabilities). Changes in
the recognised asset arise from changes in theergramlue of refunds and
reductions in future contributions. Such changes loe caused by events of the
same type as those that cause actuarial gainsoasdsl, for example changes in
interest rates or assumptions about longevity, yretents that do not cause
actuarial gains and losses, for example trusteeseany to a refund in exchange
for benefit enhancements or a management decisionrtail the plan.

BC48EE Because the asset ceiling imposes a diffemreasurement basis for the asset to be
recognised, the IASB does not believe it is posdiblallocate the effect of the asset
ceiling to the components of the defined benefitaither than on an arbitrary
basis. The IASB reaffirmed its view that the atjuent arising from the asset
ceiling should, therefore, be regarded as a remerasmt and similar to an actuarial
gain or loss. This treatment also has the advastaf (a) being simple and (b)
giving transparent information because the coghefdefined benefit promise (ie
the service costs and interest cost) remains wrafféy the funding of the plan.

The limit also includes unrecognised actuari@hgand losses and past service costs.
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Past service cost
(paragraphs 96-101 of the Standard)

E54 included two alternative treatments fort gasvice cost. The first approach
was similar to that used in the old IAS 19 (amoritsafor current employees and
immediate recognition for former employees). Thecamd approach was
immediate recognition of all past service cost.

Those who support the first approach argue that

(a) an entity introduces or improves employee hien&r current employees
in order to generate future economic benefits i@ tbrm of reduced
employee turnover, improved productivity, reducedhdnds for increases
in cash compensation and improved prospects foactitig additional
qualified employees;

(b) although it may not be feasible to improve bigador current employees
without also improving benefits for former employeés would be
impracticable to assess the resulting economicflierfer an entity and
the period over which those benefits will flow to #ity; and

(c) immediate recognition is too revolutionary. Vould also have
undesirable social consequences because it woudd dempanies from
improving benefits.

Those who support immediate recognition opafit service cost argue that:

(a) amortisation of past service cost is inconststégth the view of employee
benefits as an exchange between an entity and jtogees for services
rendered: past service cost relates to past evants affects the
employer’s present obligation arising from emplayepast service.
Although an entity may improve benefits in the expson of future
benefits, an obligation exists and should be reisegh

(b) deferred recognition of the liability reducesngarability; an entity that
retrospectively improves benefits relating to pasvice will report lower
liabilities than an entity that granted identic&niefits at an earlier date,
yet both have identical benefit obligations. Alsleferred recognition
encourages entities to increase pensions instesalares;

(c) past service cost does not give an entity ocbmver a resource and thus
does not meet therameworks definition of an asset. Therefore, it is not
appropriate to defer recognition of the expensd; an

(d) there is not likely to be a close relationshiptween cost—the only
available measure of the effect of the amendment—any related
benefits in the form of increased loyalty.

Under the old IAS 19, past service cost forentremployees was recognised as
an expense systematically over the expected rengpiniorking lives of the
employees concerned. Similarly, under the firgtrapch set out in E54, past
service cost was to be amortised over the averagected remaining working
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lives of the employees concerned. However, E54 gisiposed that the
attribution period for current service cost sho@dd when the employee’s
entitlement to receive all significant benefits dureder the plan is no longer
conditional on further service. Some commentatrsES4 felt that these two
provisions were inconsistent.

In the light of comments received, the Boaotatuded that past service cost
should be amortised over the average period urgilamended benefits become
vested, because:

(a) once the benefits become vested, there islgladiability that should be
recognised; and

(b) although non-vested benefits give rise to atigabon, any method of
attributing non-vested benefits to individual pesois essentially
arbitrary. In determining how that obligation laiglup, no single method
is demonstrably superior to all others.

Some argue that a ‘corridor’ approach showddused for past service cost
because the use of a different accounting treatfieenqtast service cost than for
actuarial gains and losses may create an oppoytémitaccounting arbitrage.
However, the purpose of the ‘corridor’ is to deathathe inevitable imprecision
in the measurement of defined benefit obligatiori®ast service cost results
from a management decision, rather than inhererasorement uncertainty.
Consequently, the Board rejected the ‘corridor'rapgh for past service cost.

The Board rejected proposals that:

(a) past service cost should (as under the old18)be recognised over a
shorter period where plan amendments provide atyemith economic
benefits over that shorter period: for example, wpé&n amendments
were made regularly, the old IAS 19 stated thatatiditional cost may
be recognised as an expense or income systemwptmadr the period
to the next expected plan amendment. The Boargbved that the
actuarial assumptions should allow for such regplan amendments
and that subsequent differences between the assinmoethse and the
actual increase are actuarial gains or lossesa paist service cost;

(b) past service cost should be recognised overetimaining life expectancy
of the participants if all or most plan participsusire inactive. The Board
believes that it is not clear that the past seruiwst will lead to economic
benefits to the entity over that period; and

(c) even if past service cost is generally recogphisn a delayed basis, past
service cost should not be recognised immediatetheé past service
cost results from legislative changes (such aswa reguirement to
equalise retirement ages for men and women) or fdawisions by
trustees who are not controlled, or influenced, the entity's
management. The Board decided that such a digtmetould not be
practicable.
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The old IAS 19 did not specify the basis upoictvlan entity should amortise the
unrecognised balance of past service cost. TherdB@greed that any
amortisation method is arbitrary and decided tairegstraight-line amortisation,
as that is the simplest method to apply and urdedst To enhance
comparability, the Board decided to require a singlethod and not to permit
alternative methods, such as methods that assign:

(@) an equal amount of past service cost to eapkated year of employee
service; or

(b) past service cost to each period in proportioastimated total salaries in
that period.

Paragraph 99 confirms that the amortisation scleedsl not amended for
subsequent changes in the average remaining wotiegunless there is a
curtailment or settlement.

Unlike the old IAS 19, the new IAS 19 treats psstvice cost for current
employees differently from actuarial gains. Thieans that some benefit
improvements may be funded out of actuarial galret have not yet been
recognised in the financial statements. Some afgatethe resulting past service
cost should not be recognised because:

(a) the cost of the improvements does not meefthmeworks definition of
an expense, as there is no outflow or depletionngf asset which was
previously recognised in the balance sheet; and

(b) in some cases, benefit improvements may haee gented only because
of actuarial gains.

The Board decided to require the same accountesgnrent for all past service
cost (ie recognise over the average period unélamended benefits become
vested) whether or not they are funded out of anagietl gain that is already
recognised in the entity’s balance sheet.

Some commentators on E54 argued that the mézmyof actuarial gains should
be limited if there is unamortised past servicet.co¥he Board rejected this
proposal because it would introduce additional cexip} for limited benefit.
Other commentators would prohibit the recognitionaofuarial gains that are
earmarked for future benefit improvements. Howetlex,Board believes that if
such earmarking is set out in the formal (or cargdive) terms of the plan, the
benefit improvements should be included in the @@l assumptions. In other
cases, there is insufficient linkage between theaal gains and the benefit
improvements to justify an exceptional treatment.

The old IAS 19 did not specify the balance skreatment for past service cost.
Some argue that an entity should recognise pagteerost immediately both as
an addition to the liability and as an asset (picepapense) on the grounds that
deferred recognition of the liability offsets a Hikity against an asset
(unamortised past service cost) that cannot be useedettle the liability.
However, the Board decided that an entity shouldgeise past service cost for
current employees as an addition to the liabiligdgially over a period, because:
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€) past service cost does not give an entity obwotrer a resource and thus
does not meet therameworks definition of an asset;

(b) separate presentation of a liability and a pigégexpense may confuse
users; and

(c) although non-vested benefits give rise to atigabon, any method of
attributing non-vested benefits to individual pesois essentially
arbitrary. In determining how that obligation buildp, no single method
is demonstrably superior to all others.

The old IAS 19 appeared to treat plan amendnémt reduce benefits as
negative past service cost (ie amortisation forenir employees, immediate
recognition for former employees). However, someiardhat this results in the
recognition of deferred income that conflicts wittle Framework They also argue
that there is only an arbitrary distinction betwaemendments that should be treated
in this way and curtailments or settlements. Tioeee E54 proposed that:

(@) plan amendments are:

0] a curtailment if the amendment reduces benégitguture service;
and

(ii) a settlement if the amendment reduces benéditspast service;
and

(b) any gain or loss on the curtailment or settletrghould be recognised
immediately when the curtailment or settlement oscur

Some commentators on E54 argued that suclatimegplan amendments’ should
be treated as negative past service cost by beitagnised as deferred income
and amortised into the income statement over th&ingtives of the employees
concerned. The basis for this view is that ‘negatimmendments reduce
employee morale in the same way that ‘positive’ aingents increase morale.
Also, a consistent treatment avoids the abusesntgiit occur if an entity could
improve benefits in one period (and recognise #wulting expense over an
extended period) and then reduce the benefitsr@raynise the resulting income
immediately). The Board agreed with this view. THfere, the new IAS 19
treats both ‘positive’ and ‘negative’ plan amendtsdn the same way.

The distinction between negative past servimst and curtailments would be
important if:

(a) a material amount of negative past service west amortised over a long
period (this is unlikely, as the new IAS 19 requithat negative past
service cost should be amortised until the time wttesse (reduced)
benefits that relate to prior service are vested);

(b) unrecognised past service cost or actuariasgexist. For a curtailment
these would be recognised immediately, whereas theyldwoot be
affected directly by negative past service cost.
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BC62A In 2007 the IFRIC reported that practicededifor the recognition of gains or
losses on plan amendments that reduce existinditseeraad that such differences
in practices can lead to substantial differenceaniounts that entities recognise
in profit or loss. The IFRIC asked the IASB to @harwhen entities should
account for those plan amendments as a curtailimstgad of as negative past
service costs.

BC62B As part oflmprovements to IFRSissued in May 2008, the IASB made the
distinction between curtailments and negative pasvice costs clearer. In
particular, the Board clarified how a reductionhie extent to which future salary
increases are linked to the benefits payable fet parvice should be treated.
The Board noted that an employee is entitled taréusalary increases after the
reporting date only as a result of future serviceherefore, if a change to a
benefit plan affects the extent to which future isalacreases after the reporting
date are linked to benefits payable for past senadl of the effect of that change
on the present value of the defined benefit obbigashould be treated as a
curtailment, not a negative past service cost.s ©hconsistent with the treatment
of a change related to future service.

Recognition and measurement: an additional
minimum liability

BC63 The Board considered whether it should regaine entity to recognise an
additional minimum liability where:

(a) an entity’s immediate obligation if it discamtied a plan at the balance
sheet date would be greater than the present vdldleedliability that
would otherwise be recognised in the balance sheet;

(b) vested post-employment benefits are payablethat date when an
employee leaves the entity. Consequently, becatisthe effect of
discounting, the present value of the vested benefilld be greater if an
employee left immediately after the balance sheate dhan if the
employee completes the expected period of serwvice;

(c) the present value of vested benefits exceerlartiount of the liability that
would otherwise be recognised in the balance shaéis could occur
where a large proportion of the benefits are fublgted and an entity has
not recognised actuarial losses or past servide cos

BC64 One example of a requirement for an entityettbgnise an additional minimum
liability is in the US Standard SFAS &mMmployers’ Accounting for Pensiarte
minimum liability is based on current salaries axdludes the effect of deferring

Text deleted as a consequence of amendmenisgigvements to IFRSssued in May 2008.
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certain past service cost and actuarial gains asges. If the minimum liability

exceeds the obligation measured on the normalgtegjesalary basis (with deferred
recognition of certain income and expense), theegxcis recognised as an
intangible asset (not exceeding the amount of aramortised past service cost,
with any further excess deducted directly from gQuand as an additional
minimum liability.

confusing and do not provide relevant informatiomhey would also conflict
with the Frameworks going concern assumption and with its definitioha
liability. The new IAS 19 does not require the readtign of an additional
minimum liability. Certain of the circumstancesdlissed in the preceding two
paragraphs may give rise to contingent liabilitresjuiring disclosure under
IAS 10Events after the Balance Sheet Date

Plan assets (paragraphs 102—-107 of the Standard)

The new IAS 19 requires explicitly that definleenefit obligations should be
recognised as a liability after deducting plan &sgg any) out of which the

obligations are to be settled directly (see pagdy®d of the Standard). This is
already widespread, and probably universal, practitae Board believes that
plan assets reduce (but do not extinguish) any&ntivn obligation and result in
a single, net liability. Although the presentatiohthat net liability as a single
amount in the balance sheet differs conceptuatlynfthe offsetting of separate
assets and liabilities, the Board decided in igpuiAS 19 in 1998 that the
definition of plan assets should be consistent #ithoffsetting criteria in 1AS 32

Financial Instruments: Disclosure and PresentatiolAS 32 states that a
financial asset and a financial liability should b#set and the net amount
reported in the balance sheet when an entity:

(a) has a legally enforceable right to set offrd@gnised amounts; and

(b) intends either to settle on a net basis, oe#dise the asset and settle the
liability simultaneously.

IAS 19 (revised 1998) defined plan assets sstagother than non-transferable
financial instruments issued by the reporting ghtield by an entity (a fund) that
satisfies all of the following conditions:

(@) the entity is legally separate from the repgrentity;

(b) the assets of the fund are to be used onlyettlesthe employee
benefit obligations, are not available to the gigtitown creditors and
cannot be returned to the entity (or can be returtmethe entity only
if the remaining assets of the fund are sufficiémt meet the plan’s
obligations); and

In 2005 the IASB amended IAS 32Figancial Instruments: Presentation
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(c) to the extent that sufficient assets are inftmel, the entity will have no
legal or constructive obligation to pay the relateshployee benefits
directly.

In issuing IAS 19 in 1998, the Board considevenether the definition of plan
assets should include a fourth condition: thatehtity does not control the fund.
The Board concluded that control is not relevantd@termining whether the
assets in a fund reduce an entity’s own obligation.

In response to comments on E54, the Boardel@to modify the definition of plan
assets to exclude non-transferable financial ingnts issued by the reporting
entity. If this were not done, an entity couldued its liabilities, and increase its
equity, by issuing non-transferable equity instrata¢o a defined benefit plan.

Plan assets: revised definition adopted in 2000

In 1999, the Board began a limited scopeqmtofo consider the accounting for
assets held by a fund that satisfies parts (a)(ahof the definition set out in
paragraph 67 above, but does not satisfy condftipbecause the entity retains a
legal or constructive obligation to pay the bersefiirectly. IAS 19 (revised
1998) did not address assets held by such funds.

The Board considered two main approachesdio fsunds:

(@) anet approach — the entity recognises its entire obiigaas a liability
after deducting the fair value of the assets hglthb fund; and

(b) agross approach — the entity recognises its entire otiigaas a liability
and recognises its rights to a refund from the fasd separate asset.

Supporters of a net approach made one or aofidhe following arguments:
(a) a gross presentation would be misleading, tsxau

0] where conditions (a) and (b) of the definitiom paragraph 67
above are met, the entity does not control thetadssd by the
fund; and

(ii) even if the entity retains a legal obligatitmpay the entire amount
of the benefits directly, this legal obligation asmatter of form
rather than substance;

(b) a gross presentation would be an unnecessaangeh from current
practice, which generally permits a net presentatits would introduce
excessive complexity into the Standard, for limiteenefit to users,
given that paragraph 120(c) already requires dsscko of the gross
amounts;

(c) a gross approach may lead to measurement ulifés because of the
interaction with the 10% corridor for the obligation

0] One possibility would be to measure the assetaiatwvalue, with
all changes in fair value recognised immediatéliis might seem
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(d)

inconsistent with the treatment of plan assets, ismrahanges in
the fair value of plan assets are one componerh®factuarial
gains and losses to which the corridor is appliedeudAS 19. In
other words, this approach would deny entities theodpnity of
offsetting gains and losses on the assets agairst gnd losses on
the liability.

(i) A second possibility would be to defer changeshe fair value of
the assets to the extent that there are unrecapaigearial gains
and losses on the obligations. However, the carrgimgunt of
the assets would then have no easily describableningea It
would probably also require complex and arbitrafgsuto match
the gains and losses on the assets with gains asdsloon the
obligation.

(i) A third possibility would be to measure the atssat fair value, but
to aggregate the changes in fair value with actug@ns and
losses on the liability. In other words, the asseisld be treated
in the same way as plan assets, except the balaheet
presentation would be gross rather than net. Howdévisrwould
mean that changes in the fair value of the assmikl affect the
measurement of the obligation; and

a net approach might be viewed as analogousettréatment of joint and
several liabilities under paragraph 29 of IAS 37. éatity recognises a
provision for the part of the obligation for which autflow of resources
embodying economic benefits is probable. The gfthe obligation that
is expected to be met by other parties is treateal @ntingent liability.

BC68D Supporters of a gross approach advocatedafimbach for one or more of the
following reasons:

42

@)

(b)

paragraph 66 above gives an explanation fosemting defined benefit
obligations net of plan assets. The explanatiocuses on whether
offsetting is appropriate. Part (c) of the 199irdéon focuses on
offsetting. This suggests that assets that sapiafis (a) and (b) of the
definition, but fail part (c) of the definition, shld be treated in the same
way as plan assets for recognition and measuremgpoges, but should
be shown gross on the face of the balance sheatwtittfsetting;

if offsetting is allowed when condition (c) istmet, this would seem to
be equivalent to permitting a net presentation for-substance
defeasance’ and other analogous cases where |IASd&&tes explicitly
that offsetting is inappropriate. The Board hagated ‘in-substance
defeasance’ for financial instruments (see IAS 39 lisption Guidance,
paragraph AG59) and there is no obvious reasonrtipi in accounting
for defined benefit plans. In these cases theyergtains an obligation
that should be recognised as a liability and thditym right to
reimbursement from the plan is a source of econdraiefits that should
be recognised as an asset. Offsetting would beipednif the conditions
in paragraph-3342 of IAS 32 are satisfied;
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(c) the Board decided in IAS 37 to require a grosesentation for
reimbursements related to provisions, even thobighwas not previously
general practice. There is no conceptual reasoredaire a different
treatment for employee benefits;

(d) although some consider that a gross approaghires an entity to
recognise assets that it does not control, othelisve that this view is
incorrect. A gross approach requires the entityeltognise an asset
representing its right to receive reimbursemeninfithe fund that holds
those assets. It does not require the entity togeise the underlying
assets of the fund;

(e) in a plan with plan assets that meet the defimiadopted in 1998, the
employees'’ first claim is against the fund—theyéawo claim against the
entity if sufficient assets are in the fund. le thew of some, the fact that
employees must first claim against the fund is mbam just a difference
in form—it changes the substance of the obligatiomd

® defined benefit plans might be regarded undi-B Consolidation—
Special Purpose Entitiess special purpose entities that the entity
controls—and should consolidate. As the offsettirigerion in 1AS 19 is
consistent with offsetting criteria in other Intetioaal Accounting
Standards, it is relatively unimportant whether thension plan is
consolidated in cases where the obligation and ldme gssets qualify for
offset. If the assets are presented as a deduttonthe related benefit
obligations in cases where condition (c) is not nietgould become
important to assess whether the entity should cafetelthe plan.

BC68E Some argued that a net approach should beitfegt when an entity retains an
obligation to pay the entire amount of the bendfitectly, but the obligation is
considered unlikely to have any substantive effiactpractice. The Board
concluded that it would not be practicable to esthbfjuidance of this kind that
could be applied in a consistent manner.

BC68F The Board also considered the possibilitpddpting a ‘linked presentation’ that
UK Financial Reporting Standard FRS Reporting the Substance of
Transactions requires for non-recourse finance. Under FRShé,face of the
balance sheet presents both the gross amount ohdbet and, as a direct
deduction, the related non-recourse debt. Supoofethis approach argued that
it portrays the close link between related assetd #4abilities without
compromising general offsetting requirements. Oppts of the linked
presentation argued that it creates a form of loalaheet presentation that IASC
has not used previously and may cause confusiome Board decided not to
adopt the linked presentation.
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The Board concluded that a net presentat®rjustified where there are
restrictions (including restrictions that apply d@ankruptcy of the reporting
entity) on the use of the assets so that the asaatbe used only to pay or fund
employee benefits. Accordingly, the Board decideadnbdify the definition of
plan assets set out in paragraph 67 above by:

(a) emphasising that the creditors of the entityudth not have access to the
assets held by the fund, even on bankruptcy ofdperting entity; and

(b) deleting condition (c), so that the existendeaolegal or constructive
obligation to pay the employee benefits directleslmot preclude a net
presentation, and modifying condition (b) to exjlyjcpermit the fund to
reimburse the entity for paying the long-term emgpko benefits.

When an entity retains a direct obligation ttte employees, the Board
acknowledges that the net presentation is incomsistéth the derecognition
requirements for financial instruments in IAS 39 amdth the offsetting
requirements in IAS 32. However, in the Board’s vidwe, restrictions on the use
of the assets create a sufficiently strong link witlte employee benefit
obligations that a net presentation is more reletizan a gross presentation, even
if the entity retains a direct obligation to the@ayees.

The Board believes that such restrictions wargue to employee benefit plans
and does not intend to permit this net presentatiwnother liabilities if the
conditions in IAS 32 and IAS 39 are not met. Accogtiin condition (a) in the
new definition refers to the reason for the existen€ the fund. The Board
believes that an arbitrary restriction of this kiredthe only practical way to
permit a pragmatic exception to IASC’'s general dffisg criteria without
permitting an unacceptable extension of this exoepb other cases.

In some plans that exist in some countriesemrtity is entitled to receive a
reimbursement of employee benefits from a sepdraid but the entity has
discretion to delay receipt of the reimbursementooclaim less than the full
reimbursement. Some argue that this element afretion weakens the link
between the benefits and the reimbursement so rhatla et presentation is not
justifiable. They believe that the definition dfp assets should exclude assets
held by such funds and that a gross approach sheultsed in such cases. The
Board concluded that the link between the benefid the reimbursement is
strong enough in such cases that a net approatiti ppropriate.

The Board’s proposal for extending the défim of plan assets was set out in
Exposure Draft E6Pension Plan Assetpublished in July 2000. The vast
majority of the 39 respondents to E67 supportegtbposal.

A number of respondents to E67 proposed adurxtension of the definition to
include certain insurance policies that have simdeonomic effects to funds
whose assets qualify as plan assets under the dedésimition proposed in E67.
Accordingly, the Board decided to extend the debnitof plan assets to include
certain insurance policies (now described in IAS B9 qaalifying insurance
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policies) that satisfy the same conditions as ofhian assets. These decisions
were implemented in a revised IAS 19, approved byBiberd in October 2000.

Plan assets: measurement

The old IAS 19 stated that plan assets aresdad fair value, but did not define
fair value. However, other International Accountingri®lards define fair value
as ‘the amount for which an asset could be exchamged liability settled
between knowledgeable, willing parties in an arm’gtkriransaction’. This may
imply that no deduction is made for the estimatestT necessary to sell the asset
(in other words, it is a mid-market value, with nguatinent for transaction
costs). However, some argue that a plan will evédigthave to dispose of its
assets in order to pay benefits. Therefore, thardconcluded in E54 that plan
assets should be measured at market value. Madheé was defined, as in
IAS 25 Accounting for Investmentsas the amount obtainable from the sale of an
asset in an active market.

Some commentators on E54 felt that the prdpmsaneasure plan assets at
market value would not be consistent with IASB2siness Combinatiohand
with the measurement of financial assets as proposete discussion paper
Accounting for Financial Assets and Financial Li#es published by IASC's
Financial Instruments Steering Committee in Maré87. Therefore, the Board
decided that plan assets should be measured aafag.

Some argue that concerns about volatilityejported profit should be countered
by permitting or requiring entities to measure pdasets at a market-related value
that reflects changes in fair value over an arbjtpeeriod, such as five years. The
Board believes that the use of market-related walveuld add excessive and
unnecessary complexity and that the combinatiothef‘corridor’ approach to
actuarial gains and losses with deferred recognitiatside the ‘corridor’ is
sufficient to deal with concerns about volatility.

The old IAS 19 stated that, when fair values vestémated by discounting future
cash flows, the long-term rate of return reflecteel average rate of total income
(interest, dividends and appreciation in value)eeted to be earned on the plan
assets during the time period until benefits atid.p# was not clear whether the
old IAS 19 allowed a free choice between market valhms discounted cash
flows, or whether discounted cash flows could be usdg when no market
value was available. The Board decided that plaetashould be measured by
techniques such as discounting expected future ftasks only when no market
value is available.

The definition of a qualifying insurance policgfers to a related party as defined by IASR¥lated
Party DisclosureslAS 24 (as revised in 2009) amended the defimitiba related party.

T Superseded by IAS 3Binancial Instruments: Recognition and Measuremamd IAS 40Investment
Property.
¥ |IAS 22 was withdrawn in 2004 and replaced by IFRSisiness Combinations
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Some believe that plan assets should be mesheurthe following basis, which is
required by IAS 2% ccounting for Investments

(@) long-term investments are carried in the balasbeet at either cost,
revalued amounts or, in the case of marketabletyegacurities, the lower
of cost and market value determined on a portfblisis. The carrying
amount of a long-term investment is reduced togeise a decline other
than temporary in the value of the investment; and

(b) current investments are carried in the balaheet at either market value
or the lower of cost and market value.

The Board rejected this basis because it is nosistamt with the basis used for
measuring the related obligations.

The Board decided that there should not beffareht basis for measuring
investments that have a fixed redemption valuethatimatch the obligations of
the plan, or specific parts thereof. IAS Z&counting and Reporting by
Retirement Benefit Planpermits such investments to be measured on an
amortised cost basis.

In response to comments on E54, the Boardldddhat all plan administration
costs (not just investment administration costspaposed in E54), should be
deducted in determining the return on plan assg&tse IASB concluded that if
the actuarial assumptions used to measure theedelinnefit obligation include
an_allowance for plan administration costs, the de&dn of such costs in
calculating the return on plan assets would resuldouble-counting them.
Therefore, as part oimprovements to IFRSssued in May 2008, the IASB
amended the definition of the return on plan asketequire the deduction of
plan administration costs only to the extent thahscosts have not been reflected
in the measurement of the defined benefit obligatio

Reimbursements (paragraphs 104A-104D of the Standar  d)

Paragraph 41 of IAS 19 states that an ergitpgnises its rights under an insurance
policy as an asset if the policy is held by theteitself. IAS 19 (revised 1998) did
not address the measurement of these insuranagepoliThe entity’s rights under
the insurance policy might be regarded as a fimhrasset. However, rights and
obligations arising under insurance contracts atkided from the scope of IAS 39
Financial Instruments: Recognition and Measurememlso, IAS 39 does not
apply to ‘employers—assets—and-liabilities rightsd obligations under employee
benefit plans, to which IAS 1Bmployee Benefitapplies’. Paragraphs 39-42 of
IAS 19 discuss insured benefits in distinguishirgdireed contribution plans and
defined benefit plans, but this discussion doegleat with measurement.

In reviewing the definition of plan assetse(g@aragraphs 68A—68L above), the
Board decided to review the treatment of insuramtieips that an entity holds in

Superseded by IAS 3Binancial Instruments: Recognition and Measuremamd IAS 40Investment
Property.
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order to fund employee benefits. Even under tivésee definition adopted in
2000, the entity’s rights under an insurance polibgit is not a qualifying
insurance policy (as defined in the 2000 revismhAS 19) are not plan assets.

In 2000, the Board decided to introduce raeimmn and measurement
requirements for reimbursements under such inseramolicies (see

paragraphs 104A-104D). The Board based these ezgeits on the treatment
of reimbursements under paragraphs 53-58 of IA®BWisions, Contingent

Liabilities and Contingent Assetdn particular, the Standard requires an entity t
recognise a right to reimbursement of post-employnieenefits as a separate
asset, rather than as a deduction from the retdibgations. In all other respects
(for example, the use of the ‘corridor’) the Stambdeequires an entity to treat
such reimbursement rights in the same way as plaetas This requirement
reflects the close link between the reimbursemehit &nd the related obligation.

Paragraph 104 states that where plan asséigiéninsurance policies that exactly
match the amount and timing of some or all of teadiits payable under the
plan, the plan’s rights under those insurance @siare measured at the same
amount as the related obligations. Paragraph 104énés that conclusion to
insurance policies that are assets of the ensigjfit

IAS 37 states that the amount recognised Her reimbursement should not
exceed the amount of the provision. Paragraph kif4Ae Standard contains no
similar restriction, because the asset limit inagaaph 58 already applies to
prevent the recognition of an asset that exceexlavhilable economic benefits.

Limit on the recognition of an asset
(paragraphs 58-60 of the Standard)

In certain cases, paragraph 54 of the new |IAS/@Qld require an entity to
recognise an asset. E54 proposed that the ambtim asset recognised should
not exceed the aggregate of the present values of:

(a) any refunds expected from the plan; and
(b) any expected reduction in future contributianising from the surplus.

In approving E54, the Board took the view that atitgshould not recognise an
asset at an amount that exceeds the present vathe €uture benefits that are
expected to flow to the entity from that asset. sT¥iew is consistent with the
Board’s proposal that assets should not be caatiedore than their recoverable
amount (see E5%mpairment of Assets The old IAS 19 contained no such
restriction.
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On reviewing the responses to E54, the Boardleded that the limit on the

recognition of an asset should not over-ride teattments of actuarial losses or
past service cost in order not to defeat the pwpob these treatments.

Consequently, the limit is likely to come into plagly where:

(@) an entity has chosen the transitional optiorretoognise the effect of
adopting the new IAS 19 over up to five years, bus fianded the
obligation more quickly; or

(b) the plan is very mature and has a very largplgsi that is more than large
enough to eliminate all future contributions androat be returned to the
entity.

Some commentators argued that the limit in B8 not operable because it
would require an entity to make extremely subjectiveecasts of expected

refunds or reductions in contributions. In respotesthese comments, the Board
agreed that the limit should reflect the availabé&unds or reductions in

contributions.

Asset ceiling: amendment issued in May 2002

In May 2002 the Board issued an amendmetitedimit on the recognition of an
asset (the asset ceiling) in paragraph 58 of taedsrd. The objective of the
amendment was to prevent gains (losses) being ressmfysolely as a result of
the deferred recognition of past service cost adaaial losses (gains).

The asset ceiling is specified in paragraplBlAS 19, which requires a defined
benefit asset to be measured at the lower of:

(@) the amount determined under paragraph 54; and
(b) the total of:

0] any cumulative unrecognised net actuarial lesmed past service
cost; and

(i) the present value of any economic benefitslalste in the form of
refunds from the plan or reductions in future citnttions to the
plan.

The problem arises when an entity defers r@tiog of actuarial losses or past
service cost in determining the amount specifieparagraph 54 but is required
to measure the defined benefit asset at the redtspecified in paragraph 58(b).
Paragraph 58(b)(i) could result in the entity redsgpng an increased asset
because of actuarial losses or past service cdbeiperiod. The increase in the
asset would be reported as a gain in income. BExasnlistrating the issue are
given in Appendix C.

The Board agreed that recognising gains €k)sarising from past service cost
and actuarial losses (gains) is not representdlyofeathful. Further, the Board

holds the view that this issue demonstrates thatlid$an give rise to serious
problems. The Board intends to undertake a conepigtre review of the aspects
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of IAS 19 that cause concern, including the intéoacdf the asset ceiling and the
options to defer recognition of certain gains aoslsés. In the meantime, the
Board regards as an improvement a limited amendntenprevent their
interaction giving rise to unfaithful representasmf events.

Paragraph 58A, therefore, prevents gainsg®)$som being recognised solely as
a result of the deferred recognition of past sergigst or actuarial losses (gains).

Some Board members and respondents to tleswepdraft of this amendment
suggested that the issue be dealt with by removiagagraph 58(b)(i).
Paragraph 58(b)(i) is the component of the assdihgehat gives rise to the
problem: losses that are unrecognised under pafagi4 are added to the amount
that can be recognised as an asset. Howevernndgtetragraph 58(b)(i) effectively
removes the option of deferred recognition of awlidosses for all entities that
have a defined benefit asset. Removing this optionld have wide reaching
implications for the deferred recognition approachAS 19 that can be considered
fully only within the context of the comprehensiexiew noted above.

Curtailments and settlements
(paragraphs 109-115 of the Standard)

Under the old IAS 19, curtailment and settletngains were recognised when the
curtailment or settlementccurred, but losses were recognised when it was
probable that the curtailment or settlement would occuine Board concluded that
management’s intent to curtail or settle a defibedefit plan is not a sufficient
basis to recognise a loss. The new IAS 19 reqtlisgscurtailment and settlement
losses, as well as gains, should be recognised wgenurtailment or settlement
occurs. The guidance on the recognition of cumiilts and settlements has been
conformed to the proposals in ESRrovisions, Contingent Liabilities and
Contingent Assets

Under some national standards:

€) the gain or loss on a curtailment includes angmortised past service
cost (on the grounds that a curtailment eliminétespreviously expected
motivational effect of the benefit improvement), tbwexcludes
unrecognised actuarial gains or losses (on thengi®that the entity is
still exposed to actuarial risk); and

(b) the gain or loss on a settlement includes amgaognised actuarial gains or
losses (on the grounds that the entity is no loegposed to actuarial risk),
but excludes unamortised past service cost (on gtteeinds that the
previously expected motivational effect of the Hgrimprovement is still
present).

The Board considers that this approach has someeparal merit, but it leads to
considerable complexity. The new IAS 19 requires tha gain or loss on a
curtailment or settlement should include the relatarecognised actuarial gains
and losses and past service cost. This is consisith the old IAS 19.
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Presentation and disclosure
(paragraphs 116-125 of the Standard)

The Board decided not to specify whether aityestiould distinguish current and
non-current portions of assets and liabilities iagsfrom post-employment
benefits, because such a distinction may sometaesbitrary.

Information about defined benefit plans istipatarly important to users of
financial statements because other informationiphbt by an entity will not

allow users to estimate the nature and extent afielébenefit obligations and to
assess the risks associated with those obligatidie disclosure requirements
are based on the following principles:

(a) the most important information about employeadiits is information
about the uncertainty attaching to measures of eyepl benefit
obligations and costs and about the potential apresgces of such
uncertainty for future cash flows;

(b) employee benefit arrangements are often compex this makes it
particularly important for disclosures to be cleamcise and relevant;

(c) given the wide range of views on the treatnérgictuarial gains and losses
and past service cost, the required disclosuresiagiinighlight their impact
on the income statement and the impact of any ogrésed actuarial gains
and losses and unamortised past service cost dralénece sheet; and

(d) the benefits derived from information shouldesed the cost of providing it.

The Board agreed the following changes to tbel@sure requirements proposed
in E54:

(a) the description of a defined benefit plan neely be a general description
of the type of plan: for example, flat salary pemsiplans should be
distinguished from final salary plans and from pasiployment medical
plans. Further detail would not be required;

(b) an entity should disclose the amounts, if amgluded in the fair value of
plan assets not only for each category of the temprentity’'s own
financial instruments, but also for any propertycuuied by, or other
assets used by, the entity;

(c) an entity should disclose not just the expecttdrn on plan assets, but
also the actual return on plan assets;

(d) an entity should disclose a reconciliation & tmovements in the net
liability (or asset) recognised in its balance shaed

(e) an entity should disclose any amount not reiseghas an asset because of
the new limit in paragraph 58(b) of the Standard.

Some commentators on E54, especially prepaedtshat the disclosures were
excessive. A particular concern expressed by akveFspondents was
aggregation: how should an entity aggregate infaonaabout many different
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plans in a concise, meaningful and cost-effective/avdwo disclosures that
seemed to cause special concern were the analysie afverall charge in the
income statement and the actuarial assumptions.patticular, a number of
commentators felt that the requirement to disclegpected rates of salary
increases would cause difficulties with employees. weler, the Board
concluded that all the disclosures were essential.

The Board considered whether smaller or nonipetities could be exempted
from any of the disclosure requirements. Howeves,Bbard concluded that any
such exemptions would either prevent disclosuressemtial information or do
little to reduce the cost of the disclosures.

Disclosures: amendment issued by the IASB in
December 2004

From a review of national standards on acdogrior post-employment benefits,
the IASB identified the following disclosures thapioposed should be added to
IAS 19:

(a) reconciliations showing the changes in plan tasaad defined benefit
obligations. The IASB believed that these recoatidns give clearer
information about the plan. Unlike the reconcibatipreviously required
by IAS 19 that showed the changes in the recognisedtability or asset,
the new reconciliations include amounts whose recdognihas been
deferred. The reconciliation previously requireds\etiminated.

(b) information about plan assets. The IASB belgethat more information is
needed about the plan assets because, without istaimation, users
cannot assess the level of risk inherent in tha.pldhe exposure draft
proposed:

0] disclosure of the percentage that the majessga of assets held by
the plan constitute of the total fair value of lian assets;

(ii) disclosure of the expected rate of returndach class of asset; and

(i)  a narrative description of the basis usedd&iermine the overall
expected rate of return on assets.

(c) information about the sensitivity of definednkét plans to changes in
medical cost trend rates. The IASB believed thiatithnecessary because
the effects of changes in a plan’s medical costdinate are difficult to
assess. The way in which healthcare cost assumptitaract with caps,
cost-sharing provisions, and other factors in tla@ precludes reasonable
estimates of the effects of those changes. The IASB noted that the
disclosure of a change of one percentage point wbeldppropriate for
plans operating in low inflation environments but Vebunot provide
useful information for plans operating in high atfbn environments.

(d) information about trends in the plan. The IAB8lieved that information
about trends is important so that users have a ofdhe plan over time, not
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just at the balance sheet date. Without such rimdton, users may
misinterpret the future cash flow implications betplan. The exposure
draft proposed disclosure of five-year historiestaf plan liabilities, plan
assets, the surplus or deficit and experience tmofurgs.

(e) information about contributions to the planheTIASB believed that this
will provide useful information about the entity'sash flows in the
immediate future that cannot be determined from dtieer disclosures
about the plan. It proposed the disclosure oftheloyer’'s best estimate,
as soon as it can reasonably be determined, ofilootibns expected to
be paid to the plan during the next fiscal yearitn@gg after the balance
sheet date.

)] information about the nature of the plan. TASB proposed an addition
to paragraph 121 of IAS 19 to ensure that the desani of the plan is
complete and includes all the terms of the plant #r@ used in the
determination of the defined benefit obligation.

The proposed disclosures were generally stggoby respondents to the
exposure draft, except for the expected rate afrmefor each major category of
plan assets, sensitivity information about medicakt trend rates and the
information about trends in the plan.

In relation to the expected rate of retumnéach major category of plan assets,
respondents argued that the problems of aggregicentities with many plans
in different geographical areas were such that itfisrmation would not be
useful. The IASB accepted this argument and decid#do proceed with the
proposed disclosure. However, the IASB decided taifp¢hat the narrative
description of the basis for the overall expectatg 0f return should include the
effect of the major categories of plan assets.

Respondents also expressed concerns thasehsitivity information about

medical cost trend rates gave undue prominendeatoassumption, even though
medical costs might not be significant compared wither defined benefit costs.
The IASB noted that the sensitivity information ndedgiven only if the medical

costs are material and that IAS 1 requires inforomatd be given about all key
assumptions and key sources of estimation uncéytain

Finally, some respondents argued that rewuifive-year histories would give

rise to information overload and was unnecessarguser the information was
available from previous financial statements. Th®B reconfirmed its view that

the trend information was useful and noted that & wansiderably easier for an
entity to take the information from previous fin@alstatements and present it in
the current financial statements than it would beufsers to find the figures for

previous periods. However, the IASB agreed that dsamasitional measure

entities should be permitted to build up the treridrmation over time.
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Benefits other than post-employment benefits

Compensated absences
(paragraphs 11-16 of the Standard)

BC86 Some argue that an employee’s entitlementitiord compensated absences does
not create an obligation if that entitlement isditional on future events other than
future service. However, the Board believes thatohligation arises as an
employee renders service which increases the eegentitlement (conditional
or unconditional) to future compensated absencessXample, accumulating paid
sick leave creates an obligation because any unasgtlement increases the
employee’s entitlement to sick leave in future @ési The probability that the
employee will be sick in those future periods aBethe measurement of that
obligation, but does not determine whether thagabibn exists.

BC87 The Board considered three alternative appexsat¢o measuring the obligation
that results from unused entitlement to accumujatiompensated absences:

(a) recognise the entire unused entitlement aabdity, on the basis that any
future payments are made first out of unused enti#iht and only
subsequently out of entitlement that will accumulatefuture periods
(a FIFO approach);

(b) recognise a liability to the extent that futyayments for the employee
group as a whole are expected to exceed the fuaymgnts that would
have been expected in the absence of the accuonli@ature (a group
LIFO approach); or

(c) recognise a liability to the extent that futysayments for individual
employees are expected to exceed the future pagntieat would have
been expected in the absence of the accumulatatnrée (an individual
LIFO approach).

These methods are illustrated by the following eXxemp
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BC88

BC89

BC90
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Example

An entity has 100 employees, who are each entitléde working days of paid
sick leave for each year. Unused sick leave magab@ed forward for one year.
Such leave is taken first out of the current yearstiement and then out of any
balance brought forward from the previous year @J.basis). At 31 Decembey
20X1, the average unused entitlement is two dayspefoyee. The entity
expects, based on past experience which is exptrtahtinue, that 92
employees will take no more than four days of paill ave in 20X2 and that the
remaining 8 employees will take an average of stkahalf days each.

Method (a): The entity recognises a liability equal to the undiscounted
amount of 200 days of sick pay (two days each, for 100
employees). Itis assumed that the first 200 days of paid sick
leave result from the unused entitlement.

Method (b): The entity recognises no liability because paid sick leave for the
employee group as a whole is not expected to exceed the
entitlement of five days each in 20X2.

Method (c): The entity recognises a liability equal to the undiscounted
amount of 12 days of sick pay (one and a half days each, for 8
employees).

The Board selected method (c), the individudO approach, because that
method measures the obligation at the present valuthe additional future
payments that are expected to arise solely fromatteeimulation feature. The
new IAS 19 notes that, in many cases, the resuli@gity will not be material.

Death-in-service benefits

E54 gave guidance on cases where death-iresebénefits are not insured
externally and are not provided through a post-esrpent benefit plan.

The Board concluded that such cases will be rarecoringly, the Board agreed
to delete the guidance on death-in-service benefits

Other long-term employee benefits
(paragraphs 126-131 of the Standard)

The Board decided, for simplicity, not to p#ron require a ‘corridor’ approach for

other long-term employee benefits, as such bendfitsiot present measurement
difficulties to the same extent as post-employnimmtefits. For the same reason,
the Board decided to require immediate recognitiball past service cost for such
benefits and not to permit any transitional opfimnsuch benefits.
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Termination benefits
(paragraphs 132-143 of the Standard)

Under some national standards, termination fienare not recognised until

employees have accepted the offer of the termindbienefits. However, the

Board decided that the communication of an offeretaployees (or their

representatives) creates an obligation and thégatidn should be recognised as
a liability if there is a detailed formal plan. fldetailed formal plan both makes
it probable that there will be an outflow of resosroembodying economic

benefits and also enables the obligation to be nredgeliably.

Some argue that a distinction should be matigden:

(@) termination benefits resulting from an explidbntractual or legal
requirement; and

(b) termination benefits resulting from an offer &mcourage voluntary
redundancy.

The Board believes that such a distinction is @wveht; an entity offers
termination benefits to encourage voluntary reducglabecause the entity
already has a constructive obligation. The comeation of an offer enables an
entity to measure the obligation reliably. E54gmsed some limited flexibility
to allow that communication to take place shortlieathe balance sheet date.
However, in response to comments on E54, and foristensy with E59
Provisions, Contingent Liabilities and Contingerdsats the Board decided to
remove that flexibility.

Termination benefits are often closely linkeith curtailments and settlements
and with restructuring provisions. Therefore, thea®l decided that there is a
need for recognition and measurement principldsetsimilar. The guidance on
the recognition of termination benefits (and oftailments and settlements) has
been conformed to the proposals in B&®visions, Contingent Liabilities and
Contingent AssetsThe Board agreed to add explicit guidance (matrgin E54)
on the measurement of termination benefits, reggidiscounting for termination
benefits not payable within one year.

Equity compensation benefits
(paragraphs 144-152 of the Standard)
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Transition and effective date
(paragraphs 153-158 of the Standard)

The Board recognises that the new IAS 19 wild lea significant changes for

some entities. E54 proposed to mitigate this mnobby delaying the effective

date of the new IAS 19 until 3 years after its appto In response to comments
on E54, the Board introduced a transitional optionramortise an increase in

defined benefit liabilities over not more than fiyears. In consequence, the
Board decided that it was not necessary to delagffieetive date.

E54 proposed no specific transitional provisio Consequently, an entity
applying the new IAS 19 for the first time would hawsen required to compute
the effect of the ‘corridor’ retrospectively. Somsemmentators felt that this
would be impracticable and would not generate usefakmation. The Board
agreed with these comments. Accordingly, the new IB8%dnfirms that, on
initial adoption, an entity does not compute thdeaf of the ‘corridor
retrospectively.

The IASB concluded that the amendments to papag 7, 8(b) and 32B simply
clarified the existing requirements and thus shdugdapplied retrospectively.
The amendments to the paragraphs concerning thiaatisn between negative
past service costs and curtailments are to be expjpliospectively. The IASB
concluded that the cost of analysing past plan @ments using the clarified
definition and restating them would exceed the fiene

" Paragraphs 144152 of IAS 19 were deleted by IERBare-based Payment

56
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Dissenting opinions

DO1

DO2

Dissent of Patricia L O’Malley from the issue in
May 2002 of Employee Benefits: The Asset Ceiling
(Amendment to IAS 19)

Ms O’Malley dissents from this amendment of IAS 19n her view, the
perceived problem being addressed is an inevitasigt of the interaction of two
fundamentally inconsistent notions in IAS 19. Tloericlor approach allowed by
IAS 19 permits the recognition of amounts on thebed sheet that do not meet
the Frameworks definition of assets. The asset ceiling thepases a limitation
on the recognition of some of those assets basedrecoverability notion. A far
preferable limited amendment would be to deleteadset ceiling in paragraph
58. This would resolve the identified problem andeast remove the internal
inconsistency in IAS 19.

It is asserted that the amendment to the standdlidresult in a more
representationally faithful portrayal of economieets. Ms O’Malley believes
that it is impossible to improve the representatidaithfulness of a standard that
permits recording an asset relating to a pensian pghat actually has a
deficiency, or a liability in respect of a plan tla&tually has a surplus.
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Dissent of James J Leisenring and Tatsumi
Yamada from the issue in December 2004 of
Actuarial Gains and Losses, Group Plans and
Disclosures (Amendment to IAS 19)

Dissent of James J Leisenring

Mr Leisenring dissents from the issue of the Ammest to IAS 19 Employee
Benefits—Actuarial Gains and Losses, Group Plans and Disclasure

Mr Leisenring dissents because he disagrees létheletion of the last sentence
in paragraph 34 and the addition of paragraphs 3#R34B. He believes that
group entities that give a defined benefit promisetheir employees should
account for that defined benefit promise in theparate or individual financial
statements. He further believes that separate dividual financial statements
that purport to be prepared in accordance with IFR8suld comply with the
same requirements as other financial statementsatkaprepared in accordance
with IFRSs. He therefore disagrees with the remov¥athe requirement for
group entities to treat defined benefit plans #ietre risks between entities under
common control as defined benefit plans and theodhiction instead of the
requirements of paragraph 34A.

Mr Leisenring notes that group entities are nexlito give disclosures about the
plan as a whole but does not believe that disclgsame an adequate substitute for
recognition and measurement in accordance withethgirements of IAS 19.

Dissent of Tatsumi Yamada

Mr Yamada dissents from the issue of the Amendrn@dAS 19 Employee
Benefits—Actuarial Gains and Losses, Group Plans and Disclasure

Mr Yamada agrees that an option should be addébt19 that allows entities that
recognise actuarial gains and losses in full ingkgod in which they occur to
recognise them outside profit or loss in a staténoérrecognised income and
expense, even though under the existing IAS 19 ¢haybe recognised in profit or
loss in full in the period in which they occur. ldgrees that the option provides
more transparent information than the deferred geition options commonly
chosen under IAS 19. However, he also believet alatems of income and
expense should be recognised in profit or lossinesperiod. Until they have been
so recognised, they should be included in a comyook equity separate from
retained earnings. They should be transferred filoath separate component of
equity into retained earnings when they are reasghiin profit or loss.
Mr Yamada does not, therefore, agree with the reqénts of paragraph 93D.

Mr Yamada acknowledges the difficulty in finding rational basis for
recognising actuarial gains and losses in profibes in periods after their initial
recognition in a statement of recognised income exgense when the plan is
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ongoing. He also acknowledges that, under IFRSsesgans and losses are
recognised directly in a separate component ofteguid are not subsequently
recognised in profit or loss. However, Mr Yamada doest believe that this
justifies expanding this treatment to actuariahgaind losses.

The cumulative actuarial gains and losses coealdebognised in profit or loss
when a plan is wound up or transferred outside th#@yen The cumulative
amount recognised in a separate component of egquityd be transferred to
retained earnings at the same time. This woulddosistent with the treatment
of exchange gains and losses on subsidiaries thet & measurement currency
different from the presentation currency of theugro

Therefore, Mr Yamada believes that the requirésneh paragraph 93D mean
that the option is not an improvement to financiggborting because it allows
gains and losses to be excluded permanently froofitpor loss and yet be
recognised immediately in retained earnings.
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Guidance on implementing IAS 19 Employee
Benefits

This guidance accompanies, but is not part of, 18S

A lllustrative example

Extracts from statements of comprehensive incontestatements of financial position are
provided to show the effects of the transaction<rilesd below. These extracts do not
necessarily conform with all the disclosure and emémtion requirements of other
Standards.

Background information

The following information is given about a fundedided benefit plan. To keep interest
computations simple, all transactions are assuroenctur at the year-end. The present
value of the obligation and the fair value of tHarpassets were both 1,000 at 1 January
20X1. Net cumulative unrecognised actuarial gaintkattdate were 140.

20X1 20X2 20X3
Discount rate at start of year 10.0% 9.0% 8.0%
Expected rate of return on plan assets at start of
year 12.0% 11.1% 10.3%
Current service cost 130 140 150
Benefits paid 150 180 190
Contributions paid 90 100 110
Present value of obligation at 31 December 1,141 1,197 1,295
Fair value of plan assets at 31 December 1,092 1,109 1,093
Expected average remaining working lives of
employees (years) 10 10 10

In 20X2, the plan was amended to provide additioralefits with effect from 1 January
20X2. The present value as at 1 January 20X2 ofiieddl benefits for employee service
before 1 January 20X2 was 50 for vested benefits3ntbr non-vested benefits. As at
1 January 20X2, the entity estimated that the aeepagiod until the non-vested benefits
would become vested was three years; the past sawgtearising from additional non-
vested benefits is therefore recognised on a &irdiige basis over three years. The past
service cost arising from additional vested berégitrecognised immediately (paragraph 96
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of the Standard). The entity has adopted a pafagcognising actuarial gains and losses
under the minimum requirements of paragraph 93.

Changes in the present value of the obligation and in the
fair value of the plan assets

The first step is to summarise the changes in tkegmt value of the obligation and in the
fair value of the plan assets and use this to ohiter the amount of the actuarial gains or
losses for the period. These are as follows:

20X1 20X2 20X3
Present value of obligation, 1 January 1,000 1,141 1,197
Interest cost 100 103 96
Current service cost 130 140 150
Past service cost—non-vested benefits - 30 -
Past service cost—vested benefits - 50 -
Benefits paid (150) (180) (190)
Actuarial (gain) loss on obligation (balancing
figure) 61 (87) 42
Present value of obligation, 31 December 1,141 1,197 1,295
Fair value of plan assets, 1 January 1,000 1,092 1,109
Expected return on plan assets 120 121 114
Contributions 90 100 110
Benefits paid (150) (180) (190)
Actuarial gain (loss) on plan assets (balancing
figure) 32 (24) (50)
Fair value of plan assets, 31 December 1,092 1,109 1,093
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Limits of the ‘corridor’

The next step is to determine the limits of theridor and then compare these with the
cumulative unrecognised actuarial gains and lossesder to determine the net actuarial
gain or loss to be recognised in the following peridJnder paragraph 92 of the Standard,
the limits of the ‘corridor’ are set at the greawér

(a) 10% of the present value of the obligation befteducting plan assets; and
(b) 10% of the fair value of any plan assets.
These limits, and the recognised and unrecognisie@al gains and losses, are as follows:

20X1 20X2 20X3
Net cumulative unrecognised actuarial gains
(losses) at 1 January 140 107 170
Limits of ‘corridor’ at 1 January 100 114 120
Excess [A] 40 - 50
Average expected remaining working lives
(years) [B] 10 10 10
Actuarial gain (loss) to be recognised [A/B] 4 - 5
Unrecognised actuarial gains (losses) at
1 January 140 107 170
Actuarial gain (loss) for year—obligation (61) 87 (42)
Actuarial gain (loss) for year—plan assets 32 (24) (50)
Subtotal 111 170 78
Actuarial (gain) loss recognised (4) - (5)
Unrecognised actuarial gains (losses) at 31
December 107 170 73
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Amounts recognised in the statement of financial
position and profit or loss, and related analyses

The final step is to determine the amounts to lwegeised in the statement of financial
position and profit or loss, and the related aredy® be disclosed in accordance with
paragraph 120A(f), (g) and (m) of the Standard @halyses required to be disclosed in
accordance with paragraph 120A(c) and (e) are gimethé section of this Appendix

‘Changes in the present value of the obligation enthe fair value of the plan assets’).
These are as follows.

20X1 20X2 20X3
Present value of the obligation 1,141 1,197 1,295
Fair value of plan assets (1,092) (1,109) (1,093)

49 88 202

Unrecognised actuarial gains (losses) 107 170 73
Unrecognised past service cost—non-vested
benefits - (20) (10)
Liabi!ity recognised in statement of financial
position 156 238 265
Current service cost 130 140 150
Interest cost 100 103 96
Expected return on plan assets (120) (121) (114)
Net actuarial (gain) loss recognised in year 4) _ (5)
Past service cost—non-vested benefits — 10 10
Past service cost—vested benefits — 50 -
Expense recognised in profit or loss 106 182 137
Actual return on plan assets
Expected return on plan assets 120 121 114
Actuarial gain (loss) on plan assets 32 (24) (50)
Actual return on plan assets 152 97 64

Note: see example illustrating paragraphs 104A—104C for presentation of
reimbursements.
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lllustrative disclosures

Extracts from notes show how the required disclosunay be aggregated in the case of a
large multi-national group that provides a variety @mployee benefits. These extracts do
not necessarily conform with all the disclosure gnelsentation requirements of IAS 19 and
other Standards. In particular, they do not ilkae the disclosure of:

@)

(b)
(©
(d)

(€)

()

64

accounting policies for employee benefits (988 L Presentation of Financial
Statemenfs Paragraph 120A(a) of the Standard requires tHisclosure to
include the entity’s accounting policy for recogngsactuarial gains and losses.

a general description of the type of plan (gaaph 120A(b)).
amounts recognised in other comprehensive incparagraph 120A(h) and (i)).

a narrative description of the basis used ttedaine the overall expected rate of
return on assets (paragraph 120A(l)).

employee benefits granted to directors and keyag@ment personnel (see
IAS 24Related Party Disclosures

share-based employee benefits (see IFBBa2e-based Paymént
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Employee benefit obligations

The amounts recognised in the statement of finhposition are as follows:

Defined benefit Post-employment

pension plans medical benefits
20X2 20X1 20X2 20X1
Present value of funded obligations 20,300 17,400 - -
Fair value of plan assets (18,420) (17,280) - -
1,880 120 - -
Present value of unfunded obligations 2,000 1,000 7,337 6,405
Unrecognised actuarial gains (losses) (1,605) 840 (2,707) (2,607)
Unrecognised past service cost (450) (650) - -
Net liability 1,825 1,310 4,630 3,798

Amounts in the balance sheet:

liabilities 1,825 1,400 4,630 3,798
assets - (90) - -
Net liability 1,825 1,310 4,630 3,798

The pension plan assets include ordinary sharaedsty [name of reporting entity] with a
fair value of 317 (20X1: 281). Plan assets alsduithe property occupied by [name of
reporting entity] with a fair value of 200 (20X1: 185
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The amounts recognised in profit or loss are devia!:

Defined benefit
pension plans

Post-employment
medical benefits

20X2 20X1 20X2 20X1
Current service cost 850 750 479 411
Interest on obligation 950 1,000 803 705
Expected return on plan assets (900) (650)
Net actuarial losses (gains)
recognised in year (70) (20) 150 140
Past service cost 200 200
Losses (gains) on curtailments and
settlements 175 (390)
Total, included in ‘employee benefits
expense’ 1,205 890 1,432 1,256
Actual return on plan assets 600 2,250 - -

Changes in the present value of the defined beoigligation are as follows:

Defined benefit
pension plans

Post-employment

medical benefits

20X2 20X1 20X2 20X1
Opening defined benefit obligation 18,400 11,600 6,405 5,439
Service cost 850 750 479 411
Interest cost 950 1,000 803 705
Actuarial losses (gains) 2,350 950 250 400
Losses (gains) on curtailments (500) -
Liabilities extinguished on settlements - (350)
Liabilities assumed in a business
combination - 5,000
Exchange differences on foreign plans 900 (150)
Benefits paid (650) (400) (600) (550)
Closing defined benefit obligation 22,300 18,400 7,337 6,405
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Defined benefit
pension plans

20X2 20X1
Opening fair value of plan assets 17,280 9,200
Expected return 900 650
Actuarial gains and (losses) (300) 1,600
Assets distributed on settlements (400) _
Contributions by employer 700 350
Assets acquired in a business combination - 6,000
Exchange differences on foreign plans 890 (120)
Benefits paid (650) (400)
18,420 17,280
The group expects to contribute 900 to its defipedefit pension plans in 20X3.
The major categories of plan assets as a percentage of
total plan assets are as follows: 20X2 20X1
European equities 30% 35%
North American equities 16% 15%
European bonds 31% 28%
North American bonds 18% 17%
Property 5% 5%
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Principal actuarial assumptions at the end of #porting period (expressed as weighted

averages):

20X2 20X1
Discount rate at 31 December 5.0% 6.5%
Expected return on plan assets at 31 December 5.4% 7.0%
Future salary increases 5% 4%
Future pension increases 3% 2%
Proportion of employees opting for early retirement 30% 30%
Annual increase in healthcare costs 8% 8%
Future changes in maximum state healthcare benefits 3% 2%

Assumed healthcare cost trend rates have a sigmifaffect on the amounts recognised in
profit or loss. A one percentage point change suaed healthcare cost trend rates would
have the following effects:

One percentage | One percentage
pointincrease | point decrease

Effect on the aggregate of the service cost and

interest cost 190 (150)

Effect on defined benefit obligation 1,000 (900)

Amounts for the current and previous four periodsas follows:

Defined benefit pension plans

20X2 20X1 20X0 20W9 20wW8

Defined benefit obligation (22,300)| (18,400)| (11,600)| (10,582) (9,144)
Plan assets 18,420 17,280 9,200 8,502 10,000
Surplus/(deficit) (3,880) (1,120) (2,400) (2,080) 856
Experience adjustments on

plan liabilities (1,1112) (768) (69) 543 (642)
Experience adjustments on

plan assets (300) 1,600 (1,078) (2,890) 2,777
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Post-employment medical benefits

20X2 20X1 20X0 20W9 20wW8

Defined benefit obligation 7,337 6,405 5,439 4,923 4,221

Experience adjustments on
plan liabilities (232) 829 490 (174) (103)

The group also participates in an industry-wide rii benefit plan that provides pensions
linked to final salaries and is funded on a pay@s-go basis. It is not practicable to
determine the present value of the group’s obligatir the related current service cost as
the plan computes its obligations on a basis tiféard materially from the basis used in
[name of reporting entity]’s financial statemen{slescribe basis] On that basis, the plan’s
financial statements to 30 June 20X0 show an unfutidbiity of 27,525. The unfunded
liability will result in future payments by parti@gng employers. The plan has
approximately 75,000 members, of whom approximat&@00 are current or former
employees of [name of reporting entity] or theipededants. The expense recognised in
profit or loss, which is equal to contributions dioe the year, and is not included in the
above amounts, was 230 (20X1: 215). The grouplsréutontributions may be increased
substantially if other entities withdraw from themla
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C lllustration of the application of paragraph 58A

The issue

Paragraph 58 of the Standard imposes a ceilinghendéfined benefit asset that can be
recognised.

58 The amount determined under paragraph 54 may be negative (an asset). An
entity shall measuretheresulting asset at the lower of:

(@) the amount determined under paragraph 54 [ie the surplus/deficit in the plan
plus (minus) any unrecognised losses (gajras)il

(b) thetotal of:

(i) any cumulative unrecognised net actuarial losses and past service cost
(see paragraphs 92, 93 and 96); and

(ii) the present value of any economic benefits available in the form of
refunds from the plan or reductionsin future contributions to the plan.
The present value of these economic benefits shall be determined using
the discount rate specified in paragraph 78.

Without paragraph 58A (see below), paragraph 58(bgg the following consequence:
sometimes deferring the recognition of an actuddss (gain) in determining the amount
specified by paragraph 54 leads to a gain (lossglrecognised in profit or loss.

The following example illustrates the effect of appy paragraph 58 without
paragraph 58A. The example assumes that the ergitgounting policy is not to recognise
actuarial gains and losses within the ‘corridor’ dadamortise actuarial gains and losses
outside the ‘corridor’. (Whether the ‘corridor’ ised is not significant. The issue can arise
whenever there is deferred recognition under papégbd.)
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Example 1
A B C D=A+C E=B+C | F=lower G
of D and
E
Year | Surplusin | Economic Losses Paragraph | Paragraph Asset Gain
plan benefits | unrecognised 54 58(b) ceiling, ie | recognised
available under recognised | inyear 2
(paragraph | paragraph 54 asset
58(b)(i))
1 100 0 0 100 0 0 -
2 70 0 30 100 30 30 30

At the end of year 1, there is a surplus of 10hplan (column A in the table above), but
no economic benefits are available to the entitiyegifrom refunds or reductions in future
contributions (column B). There are no unrecognised gains assek under paragraph 54
(column C). So, if there were no asset ceilingasset of 100 would be recognised, being
the amount specified by paragraph 54 (column D).e &kset ceiling in paragraph 58
restricts the asset to nil (column F).

In year 2 there is an actuarial loss in the plaB®that reduces the surplus from 100 to 70
(column A) the recognition of which is deferred ungaragraph 54 (column C). So, if
there were no asset ceiling, an asset of 100 (colDinwould be recognised. The asset
ceiling without paragraph 58A would be 30 (column ERn asset of 30 would be
recognised (column F), giving rise to a gain inome (column G) even though all that has
happened is that a surplus from which the entitjoabenefit has decreased.

A similarly counter-intuitive effect could arise witittuarial gains (to the extent that they
reduce cumulative unrecognised actuarial losses).

*

Based on the current terms of the plan.
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Paragraph 58A

Paragraph 58A prohibits the recognition of gainsgés) that arise solely from past service
cost and actuarial losses (gains).

58A The application of paragraph 58 shall not result in a gain being recognised
solely asaresult of an actuarial lossor past service cost in the current period or
in a loss being recognised solely as a result of an actuarial gain in the current
period. The entity shall therefore recognise immediately under paragraph 54
the following, to the extent that they arise while the defined benefit asset is
determined in accor dance with paragraph 58(b):

(@ net actuarial losses of the current period and past service cost of the
current period to the extent that they exceed any reduction in the present
value of the economic benefits specified in paragraph 58(b)(ii). If thereis
no change or an increase in the present value of the economic benefits, the
entire net actuarial losses of the current period and past service cost of the
current period shall berecognised immediately under paragraph 54.

(b) net actuarial gainsof the current period after the deduction of past service
cost of the current period to the extent that they exceed any increasein the
present value of the economic benefits specified in paragraph 58(b)(ii).
If there is no change or a decrease in the present value of the economic
benefits, the entire net actuarial gains of the current period after the
deduction of past service cost of the current period shall be recognised
immediately under paragraph 54.

Examples

The following examples illustrate the result of appy paragraph 58A. As above, it is
assumed that the entity’s accounting policy is teotecognise actuarial gains and losses
within the ‘corridor’ and to amortise actuarial gaiand losses outside the ‘corridor’. For
the sake of simplicity the periodic amortisatioruofecognised gains and losses outside the
corridor is ignored in the examples.
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Example 1 continued — Adjustment when there are aatdasses and no change in the
economic benefits available

A B C D=A+C E=B+C | F=lower G
of D and
E
Year | Surplusin | Economic Losses Paragraph | Paragraph Asset Gain
plan benefits |unrecognised 54 58(b) ceiling, ie | recognised
available under recognised | inyear 2
(paragraph |Paragraph 54 asset
58(b)(ii))
1 100 0 0 100 0 0 -
2 70 0 0 70 0 0 0

The facts are as in example 1 above. Applying papg58A, there is no change in the
economic benefits available to the eritisp the entire actuarial loss of 30 is recognised
immediately under paragraph 54 (column D). Thetassiing remains at nil (column F)
and no gain is recognised.

In effect, the actuarial loss of 30 is recognisadchediately, but is offset by the reduction in
the effect of the asset ceiling.

Statement of financial Effect of the asset Asset ceiling
position asset under ceiling (column F above)

paragraph 54
(column D above)

Year 1 100 (100) 0
Year 2 70 (70) 0
Gain/(loss) (30) 30 0

In the above example, there is no change in theeptevalue of the economic benefits
available to the entity. The application of pagr 58A becomes more complex when
there are changes in present value of the econbemefits available, as illustrated in the

following examples.

" The term ‘economic benefits available to thetghis used to refer to those economic benefitd tha
qualify for recognition under paragraph 58(b)(ii).
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Example 2 — Adjustment when there are actuarial lbss®l a decrease in the economic
benefits available

A B C D=A+C E=B+C | F=lower G
of D and
E
Year | Surplusin | Economic Losses Paragraph | Paragraph Asset Gain
plan benefits |unrecognised 54 58(b) ceiling, ie | recognised
available under recognised | inyear 2
(paragraph |Paragraph 54 asset
58(b)(ii))

1 60 30 40 100 70 70 -
2 25 20 50 75 70 70 0

At the end of year 1, there is a surplus of 60 eglan (column A) and economic benefits
available to the entity of 30 (column B). Theree amrecognised losses of 40 under
paragraph 54(column C). So, if there were no asset ceiling,aaset of 100 would be
recognised (column D). The asset ceiling resttltsasset to 70 (column F). In year 2, an
actuarial loss of 35 in the plan reduces the ssrfifom 60 to 25 (column A). The
economic benefits available to the entity fall b ftom 30 to 20 (column B). Applying
paragraph 58A, the actuarial loss of 35 is analgsefllows:

Actuarial loss equal to the reduction in economic benefits 10
Actuarial loss that exceeds the reduction in economic benefits 25

In accordance with paragraph 58A, 25 of the actuln$al is recognised immediately under
paragraph 54 (column D). The reduction in econob@nefits of 10 is included in the
cumulative unrecognised losses that increase {edd0mn C). The asset ceiling, therefore,
also remains at 70 (column E) and no gain is reisegn

The application of paragraph 58A allows the redign of some actuarial gains and losses to be
deferred under paragraph 54 and, hence, to bededlin the calculation of the asset ceiling. For
example, cumulative unrecognised actuarial loskas hhave built up while the amount specified by
paragraph 58(b) is not lower than the amount sigeciby paragraph 54 will not be recognised

immediately at the point that the amount specifigdparagraph 58(b) becomes lower. Instead their
recognition will continue to be deferred in linetlwithe entity’s accounting policy. The cumulative

unrecognised losses in this example are losseset@gnition of which is deferred even though

paragraph 58A applies.
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In effect, an actuarial loss of 25 is recognisechadiately, but is offset by the reduction in
the effect of the asset ceiling.

Statement of financial Effect of the asset Asset ceiling (column
position asset under ceiling F above)
paragraph 54 (column
D above)
Year 1 100 (30) 70
Year 2 75 (5) 70
Gain/(loss) (25) 25 0

Example 3 — Adjustment when there are actuarial gaim$ a decrease in the economic
benefits available to the entity

A B C D=A+C E=B+C | F=lower G
of D and
E
Year | Surplusin | Economic Losses Paragraph | Paragraph Asset Gain
plan benefits |unrecognised 54 58(b) ceiling, ie | recognised
available under recognised | inyear 2
(paragraph |Paragraph 54 asset
58(b)(ii))
60 30 40 100 70 70 -
2 110 25 40 150 65 65 (5)

At the end of year 1 there is a surplus of 60 inflaa (column A) and economic benefits
available to the entity of 30 (column B). Theree amrecognised losses of 40 under
paragraph 54 that arose before the asset ceilidgma effect (column C). So, if there were
no asset ceiling, an asset of 100 would be recogifs@umn D). The asset ceiling restricts
the asset to 70 (column F).

In year 2, an actuarial gain of 50 in the plan éases the surplus from 60 to 110
(column A). The economic benefits available to #dity decrease by 5 (column B).

Applying paragraph 58A, there is no increase in entadenefits available to the entity.

Therefore, the entire actuarial gain of 50 is redsgd immediately under paragraph 54
(column D) and the cumulative unrecognised loss unmeagraph 54 remains at 40

(column C). The asset ceiling decreases to 65usecaf the reduction in economic

benefits. That reduction is not an actuarial Bsslefined by IAS 19 and therefore does not
qualify for deferred recognition.

In effect, an actuarial gain of 50 is recognisedhediately, but is (more than) offset by the
increase in the effect of the asset ceiling.
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Statement of financial Effect of the asset Asset ceiling (column
position asset under ceiling F above)
paragraph 54 (column
D above)
Year 1 100 (30) 70
Year 2 150 (85) 65
Gain/(loss) 50 (55) (5)

In both examples 2 and 3 there is a reduction enemic benefits available to the entity.
However, in example 2 no loss is recognised where@xample 3 a loss is recognised.
This difference in treatment is consistent with tilgatment of changes in the present value
of economic benefits before paragraph 58A was intedu The purpose of paragraph 58A
is solely to prevent gains (losses) being recoghizxause of past service cost or actuarial
losses (gains). As far as is possible, all othesequences of deferred recognition and the
asset ceiling are left unchanged.

Example 4 — Adjustment in a period in which the ass#ihg ceases to have an effect

A B C D=A+C E=B+C | F=lower G
of D and
E
Year | surplusin | Economic Losses Paragraph | Paragraph Asset Gain
plan benefits  |unrecognised 54 58(b) ceiling, ie | recognised
available under recognised | inyear 2
(paragraph |Paragraph 54 asset
58(b)(ii))

1 60 25 40 100 65 65 -
2 (50) 0 115 65 115 65 0

At the end of year 1 there is a surplus of 60 inflaa (column A) and economic benefits
are available to the entity of 25 (column B). Thare unrecognised losses of 40 under
paragraph 54 that arose before the asset ceilidgma effect (column C). So, if there were
no asset ceiling, an asset of 100 would be recogif@@umn D). The asset ceiling restricts
the asset to 65 (column F).

In year 2, an actuarial loss of 110 in the plarnuosd the surplus from 60 to a deficit of
50 (column A). The economic benefits availabletiie entity decrease from 25 to 0
(column B). To apply paragraph 58A it is necess@arydetermine how much of the

actuarial loss arises while the defined benefitetss determined in accordance with
paragraph 58(b). Once the surplus becomes a deffoit amount determined by

paragraph 54 is lower than the net total undergragh 58(b). So, the actuarial loss that
arises while the defined benefit asset is determinextcordance with paragraph 58(b) is
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the loss that reduces the surplus to nil, ie 68e dctuarial loss is, therefore, analysed as
follows:

Actuarial loss that arises while the defined benefit asset is measured under
paragraph 58(b):

Actuarial loss that equals the reduction in economic benefits 25

Actuarial loss that exceeds the reduction in economic benefits 35
60

Actuarial loss that arises while the defined benefit asset is measured

under paragraph 54 50

Total actuarial loss 110

In accordance with paragraph 58A, 35 of the actulrgd is recognised immediately under
paragraph 54 (column D); 75 (25 + 50) of the acalddss is included in the cumulative
unrecognised losses which increase to 115 (column @)e amount determined under
paragraph 54 becomes 65 (column D) and under patagi&b) becomes 115 (column E).
The recognised asset is the lower of the two, ie®@8uhn F), and no gain or loss is
recognised (column G).

In effect, an actuarial loss of 35 is recognisechadiately, but is offset by the reduction in
the effect of the asset ceiling.

Statement of financial Effect of the asset Asset ceiling
position asset under ceiling (column F above)

paragraph 54
(column D above)

Year 1 100 (35) 65
Year 2 65 0 65
Gain/(loss) (35) 35 0
Notes
1 In applying paragraph 58A in situations when thisran increase in the present

value of the economic benefits available to thétgrit is important to remember
that the present value of the economic benefitdlabla cannot exceed the
surplus in the plah.

2 In practice, benefit improvements often resultainpast service cost and an
increase in expected future contributions due ¢oeiased current service costs of

The example following paragraph 60 of IAS 19asrected so that the present value of availableréut
refunds and reductions in contributions equalssimplus in the plan of 90 (rather than 100), with a
further correction to make the limit 270 (ratheart280).
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future years. The increase in expected futureritions may increase the
economic benefits available to the entity in therfaf anticipated reductions in
those future contributions. The prohibition agairsognising a gain solely as a
result of past service cost in the current perioesdnot prevent the recognition of
a gain because of an increase in economic benefgsnilarly, a change in
actuarial assumptions that causes an actuarialn@ss also increase expected
future contributions and, hence, the economic htnafailable to the entity in
the form of anticipated reductions in future cdmitions. Again, the prohibition
against recognising a gain solely as a result ofemarial loss in the current
period does not prevent the recognition of a gadcabse of an increase in
economic benefits.
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