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New Zealand Equivalent to International Accountingn8&ad 19 Employee Benefits
(NZIAS 19) is set out in paragraphs 1-161. NZIAS 19 is basadImdernational
Accounting Standard 1Employee BenefitgIAS 19) (revised 2002)ssued by the
International Accounting Standards Committee (IAS@) adopted by the International
Accounting Standards Board (IASB). All the paragrapage equal authority but retain the
IASC format of the Standard when it was adopted byAlSB. NZ IAS 19 should be read
in the context of its objective and the IASB’s BasisConclusions on IAS 18nd the New
Zealand Equivalent to the IASBConceptual Framework for Financial Reporting
(NZ FrameworR. NZ IAS 8 Accounting Policies, Changes in Accounting Estimate
and Errorsprovides a basis for selecting and applying actingipolicies in the absence of
explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innatenal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdraglements. NZ IAS Presentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatientother than
profit-oriented entities seeking to apply the Stmddmay need to amend the descriptions
used for particular line items in the financialtetaents and for the financial statements
themselves. For example, profit/loss may be refeto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction to NZ IAS 19

The Standard:
(@) prescribes the accounting and disclosure f@l@yse benefits; and
(b) requires an entity to recognise:

0] a liability when an employee has provided semiit exchange for employee
benefits to be paid in the future; and

(ii) an expense when the entity consumes the ecandmnefit arising from
service provided by an employee in exchange forleyep benefits.

In adopting IAS 19 for application as NZ IAS 19 thémeve been no changes made to the
requirements of IAS 19.

Profit-oriented entities, other than qualifying iéas applying any differential reporting

concessions, that comply with NZ IAS 19 will simultansly be in compliance with

IAS 19. Public benefit entities using the “NZ” paraghs in the Standard that specifically
apply to public benefit entities may not simultangly be in compliance with IAS 19.

Whether a public benefit entity will be in complignwith IAS 19 will depend on whether
the “NZ” paragraphs provide additional guidance famblic benefit entities or contain

requirements that are inconsistent with the cormedjpg IASB Standard and will be

applied by the public benefit entity.

Differential Reporting

Qualifying entities are given several concessionthéorequirements of this Standard (as
identified in the Standard).
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New Zealand Equivalent to International
Accounting Standard 19

Employee Benefits (NZ IAS 19)

Objective

The objective of this Standard is to prescribe aheounting and disclosure for
employee benefits. The Standard requires an dotitycognise:

(@) a liability when an employee has provided servio exchange for
employee benefits to be paid in the future; and

(b) an expense when the entity consumes the econmeniefit arising from
service provided by an employee in exchange forleyep benefits.

Scope

1 This Standard shall be applied by an employer inaccounting for all
employee benefits, except those to which NZ IFRS $hare-based Payment
applies.

2 This Standard does not deal with reporting by eyg® benefit plans (see

NZ IAS 26 Accounting and Reporting by Retirement Benefit Blans

3 The employee benefits to which this Standard eppficlude those provided:

(@) under formal plans or other formal agreemergsvben an entity and
individual employees, groups of employees or thepresentatives;

(b) under legislative requirements, or through Bstdu arrangements,
whereby entities are required to contribute to matiostate, industry or
other multi-employer plans; or

(c) by those informal practices that give rise t@amstructive obligation.
Informal practices give rise to a constructive galion where the entity
has no realistic alternative but to pay employeeeliess. An example of a
constructive obligation is where a change in théyestinformal practices
would cause unacceptable damage to its relationgttipemployees.

4 Employee benefits include:
(@) short-term employee benefits, such as wagesiesland social security

© Copyright

contributions, paid annual leave and paid sick degrofit-sharing and
bonuses (if payable within twelve months of the ehdhe period) and
non-monetary benefits (such as medical care, hgusiars and free or
subsidised goods or services) for current emplgyees
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(b) post-employment benefits such as pensions,r atirement benefits,
post-employment life insurance and post-employmeedical care;

(c) other long-term employee benefits, includinghdeservice leave or
sabbatical leave, jubilee or other long-service dfiesy long-term
disability benefits and, if they are not payable ihavithin twelve
months after the end of the period, profit-sharibgnuses and deferred
compensation; and

(d) termination benefits.

Because each category identified in (a)—(d) abae different characteristics,
this Standard establishes separate requiremengsébr category.

Employee benefits include benefits provided tthexi employees or their
dependants and may be settled by payments (or iié@sipn of goods or
services) made either directly to the employeethéd spouses, children or other
dependants or to others, such as insurance congpanie

An employee may provide services to an entity oriulatime, part-time,
permanent, casual or temporary basis. For the ggerpof this Standard,
employees include directors and other managemesopeel.

Qualifying Entities

NZ 6.1

Entities which qualify for differential reporting concessions in accordance
with the Framework for Differential Reporting for Entities Applying the
New Zealand Equivalents to International Financial Reporting Standards
Reporting Regime (2005) are not required to comply with the disclasre
requirements in this Standard denoted with an astesk (*).

Definitions

7

The following terms are used in this Standard wit the meanings specified:

Employee benefits are all forms of consideration given by an entityin
exchange for service rendered by employees.

Short-term employee benefits are employee benefits (other than termination
benefits) that are due to be settled within twelvenonths after the end of the
period in which the employees render the related séce.

Post-employment benefits are employee benefits (other than termination
benefits) which are payable after the completion ofmployment.

Post-employment benefit plans are formal or informal arrangements under
which an entity provides post-employment benefits dr one or more
employees.

Defined contribution plans are post-employment benefit plans under which
an entity pays fixed contributions into a separateentity (a fund) and will
have no legal or constructive obligation to pay fuher contributions if the

13 © Copyright
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fund does not hold sufficient assets to pay all erfgyee benefits relating to
employee service in the current and prior periods.

Defined benefit plans are post-employment benefit plans other than defied
contribution plans.

Multi-employer plans are defined contribution plans (other than state fans)
or defined benefit plans (other than state plans)iat:

(a) pool the assets contributed by various entitieshat are not under
common control; and

(b) use those assets to provide benefits to emplegeof more than one
entity, on the basis that contribution and benefit levels are
determined without regard to the identity of the enity that employs
the employees concerned.

Other long-term employee benefits are employee benefits (other than post-
employment benefits and termination benefits) thatire not due to be settled
within twelve months after the end of the period in which the
employees render the related service.

Termination benefits are employee benefits payable as a result of eithe

(a) an entity’s decision to terminate an employee’employment before
the normal retirement date; or

(b) an employee’s decision to accept voluntary reddancy in exchange
for those benefits.

Vested employee benefits are employee benefits that are thconditional on
future employment.

The present value of a defined benefit obligation is the present value,
without deducting any plan assets, of expected fute payments required to
settle the obligation resulting from employee seree in the current and
prior periods.

Current service cost is the increase in the present value of the defidebenefit
obligation resulting from employee service in thewrent period.

Interest cost is the increase during a period in the present vak of a defined
benefit obligation which arises because the benefiare one period closer to
settlement.

Plan assets comprise:
(a) assets held by a long-term employee benefit fdnand

(b) qualifying insurance policies.

© Copyright 14
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Assets held by a long-term employee benefit fund amssets (other than non-
transferable financial instruments issued by the rporting entity) that:

(a) are held by an entity (a fund) that is legallyseparate from the
reporting entity and exists solely to pay or fund mployee benefits;
and

(b) are available to be used only to pay or fund eptoyee benefits, are not
available to the reporting entity’s own creditors even in bankruptcy),
and cannot be returned to the reporting entity, unéss either:

0] the remaining assets of the fund are sufficiento meet all the
related employee benefit obligations of the plan orthe
reporting entity; or

(i)  the assets are returned to the reporting entit to reimburse it
for employee benefits already paid.

A qualifying insurance policy is an insurance policy issued by an insurer that
is not a related party (as defined in NZ IAS 24 Relad Party Disclosures) of
the reporting entity, if the proceeds of the polic§

(a) can be used only to pay or fund employee benefiunder a defined
benefit plan; and

(b) are not available to the reporting entity’'s own creditors (even in
bankruptcy) and cannot be paid to the reporting enity, unless either:

0] the proceeds represent surplus assets that aret needed for
the policy to meet all the related employee benefiabligations;
or

(i)  the proceeds are returned to the reporting erity to reimburse
it for employee benefits already paid.

Fair value is the amount for which an asset could be exchanged a liability
settled between knowledgeable, willing parties in arran’s length transaction.

The return on plan assets is interest, dividends and other revenue derived
from the plan assets, together with realised and uralised gains or losses on
the plan assets, less any costs of administeringettplan (other than those
included in the actuarial assumptions used to measel the defined benefit
obligation) and less any tax payable by the planself.

Actuarial gainsand losses comprise:

(a) experience adjustments (the effects of differees between the
previous actuarial assumptions and what has actualloccurred); and

(b)  the effects of changes in actuarial assumptions

Y A qualifying insurance policy is not necessardp insurance contract, as defined in NZ IFRS 4

Insurance Contracts[Footnote inserted by IASB — refer IFRS 4 (20D4)
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Past service cost is the change in the present value of the defineldenefit
obligation for employee service in prior periods, esulting in the current
period from the introduction of, or changes to, posemployment benefits or
other long-term employee benefits. Past service stomay be either positive
(when benefits are introduced or changed so that &hpresent value of the
defined benefit obligation increases) or negativenhen existing benefits are
changed so that the present value of the defined ibefit obligation decreases).

Short-term employee benefits

8

10

Short-term employee benefits include items sisch a
(@) wages, salaries and social security contribation

(b) short-term compensated absences (such as paigldeave and paid sick
leave) where the compensation for the absencewisodoe settled within
twelve months after the end of the period in whiok ¢éimployees render
the related employee service;

(c) profit-sharing and bonuses payable within tweh@nths after the end of
the period in which the employees render the relséedice; and

(d) non-monetary benefits (such as medical caresing, cars and free or
subsidised goods or services) for current employees

Accounting for short-term employee benefits isegatly straightforward because
no actuarial assumptions are required to measar®hligation or the cost and
there is no possibility of any actuarial gain osdo Moreover, short-term
employee benefit obligations are measured on aiscoghted basis.

Recognition and measurement

All short-term employee benefits

When an employee has rendered service to an éntduring an accounting
period, the entity shall recognise the undiscountedmount of short-term
employee benefits expected to be paid in exchange that service:

(a) as a liability (accrued expense), after deductg any amount already
paid. If the amount already paid exceeds the undi®unted amount of
the benefits, an entity shall recognise that excess an asset (prepaid
expense) to the extent that the prepayment will leato, for example, a
reduction in future payments or a cash refund; and

(b) as an expense, unless another New Zealand equérdg to an IFRS
requires or permits the inclusion of the benefitsn the cost of an asset
(see, for example, NZIAS 2Inventories, and NZ IAS 16 Property,
Plant and Equipment).
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Paragraphs 11, 14 and 17 explain how an entity sHalpply this requirement
to short-term employee benefits in the form of comgpnsated absences and
profit-sharing and bonus plans.

Short-term compensated absences

An entity shall recognise the expected cost of@ttrterm employee benefits in
the form of compensated absences under paragraph &8 follows:

(a) in the case of accumulating compensated absescewhen the
employees render service that increases their erément to future
compensated absences; and

(b) in the case of non-accumulating compensated abges, when the
absences occur.

An entity may compensate employees for absenrcedrious reasons including
vacation, sickness and short-term disability, nméttgior paternity, jury service and
military service. Entitlement to compensated abseffalls into two categories:

(a) accumulating; and
(b) non-accumulating.

Accumulating compensated absences are thosarthatarried forward and can
be used in future periods if the current periodisitement is not used in full.
Accumulating compensated absences may be eitheinge@h other words,
employees are entitled to a cash payment for unestitlement on leaving the
entity) or non-vesting (when employees are not ledtito a cash payment for
unused entitlement on leaving). An obligation ariae employees render service
that increases their entitlement to future compiemsabsences. The obligation
exists, and is recognised, even if the compensabsgnces are non-vesting,
although the possibility that employees may leasfte they use an accumulated
non-vesting entitlement affects the measuremettiaifobligation.

An entity shall measure the expected cost of agoulating compensated
absences as the additional amount that the entityxpects to pay as a result of
the unused entitlement that has accumulated at thend of the reporting
period.

The method specified in the previous paragraphsures the obligation at the
amount of the additional payments that are expettedise solely from the fact
that the benefit accumulates. In many cases, &ty enay not need to make
detailed computations to estimate that there isnaterial obligation for unused
compensated absenced:or example, a sick leave obligation is likely te b
material only if there is a formal or informal umgignding that unused paid sick
leave may be taken as paid vacation.
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Example illustrating paragraphs 14 and 15

An entity has 100 employees, who are each entitléige working days of paid
sick leave for each year. Unused sick leave mayaléed forward for one
calendar year. Sick leave is taken first out ef¢hrrent year's entitlement and then
out of any balance brought forward from the previgear (a LIFO basis). At 31
December 20X1, the average unused entittemenbislays per employee. The
entity expects, based on past experience whickpsated to continue, that 92
employees will take no more than five days of pald eave in 20X2 and that the
remaining eight employees will take an averagexodusd a half days each.

The entity expects that it will pay an additionaldays of sick pay as a result of
the unused entitlement that has accumulated at 31@ee20X1 (one and a
half days each, for eight employees). Thereforeetthity recognises a liability
equal to 12 days of sick pay.

16 Non-accumulating compensated absences do ngtfoaward: they lapse if the
current period’s entitlement is not used in fulbaho not entitle employees to a
cash payment for unused entitlement on leavingtitgy. This is commonly the
case for sick pay (to the extent that unused paistieznent does not increase
future entitlement), maternity or paternity leawed acompensated absences for
jury service or military service. An entity recoges no liability or expense until
the time of the absence, because employee serges bt increase the amount
of the benefit.

Profit-sharing and bonus plans

17 An entity shall recognise the expected cost of giit-sharing and bonus
payments under paragraph 10 when, and only when:

(a) the entity has a present legal or constructivebligation to make such
payments as a result of past events; and

(b) a reliable estimate of the obligation can be nue.

A present obligation exists when, and only when, thentity has no realistic
alternative but to make the payments.

18 Under some profit-sharing plans, employees recaighare of the profit only if
they remain with the entity for a specified periodSuch plans create a
constructive obligation as employees render sertfiae increases the amount to
be paid if they remain in service until the endtlé specified period. The
measurement of such constructive obligations refléite possibility that some
employees may leave without receiving profit-shapagments.
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Example illustrating paragraph 18

A profit-sharing plan requires an entity to paypaaified proportion of its
profit for the year to employees who serve throughbe year. If no
employees leave during the year, the total prdfarsng payments for the year,
will be 3% of profit. The entity estimates thaaf§turnover will reduce the
payments to 2.5% of profit.

The entity recognises a liability and an expens2. 5% of profit.

An entity may have no legal obligation to payamis. Nevertheless, in some
cases, an entity has a practice of paying bonusesuch cases, the entity has a
constructive obligation because the entity haseaadistic alternative but to pay
the bonus. The measurement of the constructivgatiin reflects the possibility
that some employees may leave without receivingrai®o

An entity can make a reliable estimate of itley constructive obligation under
a profit-sharing or bonus plan when, and only when:

(@) the formal terms of the plan contain a fornfoladetermining the amount
of the benefit;

(b) the entity determines the amounts to be paitbreethe financial
statements are authorised for issue; or

(c) past practice gives clear evidence of the arhooi the entity’s
constructive obligation.

An obligation under profit-sharing and bonus plegsults from employee service
and not from a transaction with the entity’'s owner3herefore, an entity

recognises the cost of profit-sharing and bonusspfet as a distribution of profit
but as an expense.

If profit-sharing and bonus payments are not @helly within twelve months
after the end of the period in which the employessder the related service,
those payments are other long-term employee bsr(eée paragraphs 126-131).

Disclosure

Although this Standard does not require spedfgclosures about short-term
employee benefits, other Standards may requirelodigies. For example,
NZ IAS 24 requires disclosures about employee benéfit key management
personnel. NZ IAS Presentation of Financial Statememégjuires disclosure of
employee benefits expense.
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Post-employment benefits: distinction between defin ed
contribution plans and defined benefit plans

24

25

26

27

Post-employment benefits include, for example:
(@) retirement benefits, such as pensions; and

(b) other post-employment benefits, such as pogt@ment life insurance
and post-employment medical care.

Arrangements whereby an entity provides post-employnbenefits are post-

employment benefit plans. An entity applies thisan@fard to all such

arrangements whether or not they involve the estaflent of a separate entity to
receive contributions and to pay benefits.

Post-employment benefit plans are classifiedither defined contribution plans
or defined benefit plans, depending on the econmultstance of the plan as
derived from its principal terms and conditions. dén defined contribution

plans:

(a) the entity’s legal or constructive obligatianlimited to the amount that
it agrees to contribute to the fund. Thus, the amioof the post-
employment benefits received by the employee i®rdéhed by the
amount of contributions paid by an entity (and pgd also the
employee) to a post-employment benefit plan or to iasurance
company, together with investment returns arisingppmf the
contributions; and

(b) in consequence, actuarial risk (that benefitslvi less than expected) and
investment risk (that assets invested will be insigift to meet expected
benefits) fall on the employee.

Examples of cases where an entity’s obligatiaroidimited to the amount that it
agrees to contribute to the fund are when the ehtty a legal or constructive
obligation through:

(@) a plan benefit formula that is not linked spléb the amount of
contributions;

(b) a guarantee, either indirectly through a plandivectly, of a specified
return on contributions; or

(c) those informal practices that give rise to astnuctive obligation. For
example, a constructive obligation may arise wherergtity has a history
of increasing benefits for former employees to kpape with inflation
even where there is no legal obligation to do so.

Under defined benefit plans:

(@) the entity’s obligation is to provide the agteleenefits to current and
former employees; and

(b) actuarial risk (that benefits will cost moraithexpected) and investment
risk fall, in substance, on the entity. If actadrior investment
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experience are worse than expected, the entitylation may be
increased.

Paragraphs 29 to 42 below explain the distinchietween defined contribution
plans and defined benefit plans in the context oltiremployer plans, state plans
and insured benefits.

Multi-employer plans

An entity shall classify a multi-employer plan as defined contribution plan
or a defined benefit plan under the terms of the @n (including any
constructive obligation that goes beyond the formalerms). Where a multi-
employer plan is a defined benefit plan, an entitghall:

(a) account for its proportionate share of the defied benefit obligation,
plan assets and cost associated with the plan indtsame way as for
any other defined benefit plan; and

(b) disclose the information required by paragraphl120A.

When sufficient information is not available to use defined benefit
accounting for a multi-employer plan that is a defined benefit plan, an entity
shall:

(a) account for the plan under paragraphs 44-46 a it were a defined
contribution plan;
(b) disclose:
0] the fact that the plan is a defined benefit pla; and
(i)  the reason why sufficient information is not available to enable
the entity to account for the plan as a defined begfit plan; and

(c) to the extent that a surplus or deficit in theplan may affect the
amount of future contributions, disclose in addition:
0] any available information about that surplus or deficit;
(i) the basis used to determine that surplus or deit; and
(iii)  the implications, if any, for the entity.
One example of a defined benefit multi-employanps one where:

(a) the plan is financed on a pay-as-you-go basibk ¢hat: contributions are
set at a level that is expected to be sufficiemtayp the benefits falling due
in the same period; and future benefits earnedhdutie current period
will be paid out of future contributions; and

(b) employees’ benefits are determined by the tewdttheir service and the
participating entities have no realistic means dhdiawing from the plan
without paying a contribution for the benefits eatiy employees up to
the date of withdrawal. Such a plan creates actuagslafor the entity: if
the ultimate cost of benefits already earned atetheé of the reporting
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period is more than expected, the entity will haweeither increase its
contributions or persuade employees to accept actieth in benefits.
Therefore, such a plan is a defined benefit plan.

Where sufficient information is available abaumulti-employer plan which is a
defined benefit plan, an entity accounts for itspgartionate share of the defined
benefit obligation, plan assets and post-employrbenefit cost associated with
the plan in the same way as for any other definegfiteplan. However, in some
cases, an entity may not be able to identify i@rstof the underlying financial
position and performance of the plan with sufficieeliability for accounting
purposes. This may occur if:

€) the entity does not have access to informattoout the plan that satisfies
the requirements of this Standard; or

(b) the plan exposes the participating entitiesa¢tuarial risks associated
with the current and former employees of othertisj with the result
that there is no consistent and reliable basisfiocating the obligation,
plan assets and cost to individual entities paréitng in the plan.

In those cases, an entity accounts for the planif ai¢ were a defined
contribution plan and discloses the additional infation required by
paragraph 30.

There may be a contractual agreement betweemthiti-employer plan and its
participants that determines how the surplus inplaa will be distributed to
the participants (or the deficit funded). A papant in a multi-employer plan
with such an agreement that accounts for the pdaa @efined contribution plan
in accordance with paragraph 30 shall recogniseadiset or liability that arises
from the contractual agreement and the resulticgrime or expense in profit or
loss.

Example illustrating paragraph 32A

An entity participates in a multi-employer defineshiefit plan that does not
prepare plan valuations on an NZ IAS 19 basishdtdfore accounts for the pla
as if it were a defined contribution plan. A non-M& 19 funding valuation
shows a deficit of 100 million in the plan. Therplaas agreed under contract g
schedule of contributions with the participating éoyprs in the plan that will
eliminate the deficit over the next five years.eTntity’s total contributions
under the contract are 8 million.

-

The entity recognises a liability for the contrilmuts adjusted for the time value
of money and an equal expense in profit or loss.
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NZ IAS 37 Provisions, Contingent Liabilities and Contingenssa&tsrequires
an entity to disclose information about some cageirt liabilities. In the
context of a multi-employer plan, a contingent iidp may arise from, for
example:

(@) actuarial losses relating to other particigpimtities because each entity
that participates in a multi-employer plan shareshie actuarial risks of
every other participating entity; or

(b) any responsibility under the terms of a plafiitance any shortfall in the
plan if other entities cease to participate.

Multi-employer plans are distinct from group adistration plans. A group
administration plan is merely an aggregation ofjgremployer plans combined
to allow participating employers to pool their assfetr investment purposes and
reduce investment management and administratioms,chsit the claims of
different employers are segregated for the solesfiteof their own employees.
Group administration plans pose no particular actognproblems because
information is readily available to treat them liretsame way as any other single
employer plan and because such plans do not expesgarticipating entities to
actuarial risks associated with the current and éoremployees of other entities.
The definitions in this Standard require an entity classify a group
administration plan as a defined contribution ptana defined benefit plan in
accordance with the terms of the plan (including emystructive obligation that
goes beyond the formal terms).

Defined benefit plans that share risks between
various entities under common control

Defined benefit plans that share risks betwesmious entities under common
control, for example, a parent and its subsidiai@es not multi-employer plans.

An entity participating in such a plan shallaihtinformation about the plan as a
whole measured in accordance with NZ IAS 19 on theshafsassumptions that
apply to the plan as a whole. If there is a cottiglcagreement or stated policy
for charging the net defined benefit cost for thanpas a whole measured in
accordance with NZ IAS 19 to individual group entitiése entity shall, in its
separate or individual financial statements, retmgthe net defined benefit cost
so charged. If there is no such agreement orydle net defined benefit cost
shall be recognised in the separate or individimanftial statements of the group
entity that is legally the sponsoring employer ftbe plan. The other group
entities shall, in their separate or individualafitial statements, recognise a cost
equal to their contribution payable for the period.
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Participation in such a plan is a related paetgsaction for each individual group
entity. An entity shall therefore, in its separaténdividual financial statements,
make the following disclosures:

(a) the contractual agreement or stated policycfuarging the net defined
benefit cost or the fact that there is no suchcyoli

(b) the policy for determining the contributiontie paid by the entity.

(c) if the entity accounts for an allocation of thet defined benefit cost in
accordance with paragraph 34A, all the informationustihe plan as a
whole in accordance with paragraphs 120-121.

(d) if the entity accounts for the contribution phie for the period in
accordance with paragraph 34A, the information ablmiplan as a whole
required in accordance with paragraphs 120A(b)—{&)(n), (0), (q) and
121. The other disclosures required by paragr@®f o not apply.

[Deleted by IASB]

State plans

An entity shall account for a state plan in the &me way as for a multi-
employer plan (see paragraphs 29 and 30).

State plans are established by legislation t@rcall entities (or all entities in a
particular category, for example, a specific ind)sand are operated by national or
local government or by another body (for exampheaatonomous agency created
specifically for this purpose) which is not subjéztcontrol or influence by the
reporting entity. Some plans established by aityeptovide both compulsory
benefits which substitute for benefits that wouldenwise be covered under a state
plan and additional voluntary benefits. Such plsnot state plans.

State plans are characterised as defined bemediéfined contribution in nature
based on the entity's obligation under the plaranilstate plans are funded on a
pay-as-you-go basis: contributions are set at @ll¢vat is expected to be
sufficient to pay the required benefits falling direthe same period; future
benefits earned during the current period will biel maut of future contributions.
Nevertheless, in most state plans, the entity hdegad or constructive obligation
to pay those future benefits: its only obligatisrta pay the contributions as they
fall due and if the entity ceases to employ membéthe state plan, it will have
no obligation to pay the benefits earned by its @mployees in previous years.
For this reason, state plans are normally defireedribution plans. However, in
the rare cases when a state plan is a defined betefi, an entity applies the
treatment prescribed in paragraphs 29 and 30.

Insured benefits

An entity may pay insurance premiums to fund a pst-employment benefit
plan. The entity shall treat such a plan as a dafed contribution plan unless
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the entity will have (either directly, or indirectly through the plan) a legal or
constructive obligation to either:

(a) pay the employee benefits directly when they lladue; or

(b) pay further amounts if the insurer does not payall future employee
benefits relating to employee service in the currdrand prior periods.

If the entity retains such a legal or constructiveobligation, the entity shall
treat the plan as a defined benefit plan.

The benefits insured by an insurance contraat met have a direct or automatic
relationship with the entity’s obligation for empk®y benefits. Post-employment
benefit plans involving insurance contracts arejettbto the same distinction

between accounting and funding as other funded plans

Where an entity funds a post-employment benéfigation by contributing to an
insurance policy under which the entity (either ding indirectly through the
plan, through the mechanism for setting future puems or through a related
party relationship with the insurer) retains a legatonstructive obligation, the
payment of the premiums does not amount to a défiatribution arrangement.
It follows that the entity:

(a) accounts for a qualifying insurance policy aspkn asset (see
paragraph 7); and

(b) recognises other insurance policies as reingnuest rights (if the policies
satisfy the criteria in paragraph 104A).

Where an insurance policy is in the name of ecifipd plan participant or a
group of plan participants and the entity doeshmte any legal or constructive
obligation to cover any loss on the policy, theitgnitas no obligation to pay

benefits to the employees and the insurer hasrssfgonsibility for paying the

benefits. The payment of fixed premiums under starhtracts is, in substance,
the settlement of the employee benefit obligatiather than an investment to
meet the obligation. Consequently, the entityorayker has an asset or a liability.
Therefore, an entity treats such payments as Gatiohs to a defined

contribution plan.

Post-employment benefits: defined contribution plan S

43

Accounting for defined contribution plans is &fgforward because the
reporting entity’s obligation for each period istefenined by the amounts to be
contributed for that period. Consequently, no agal assumptions are required
to measure the obligation or the expense and tlemo possibility of any
actuarial gain or loss. Moreover, the obligatioaee measured on an
undiscounted basis, except where they do not fal @holly within twelve
months after the end of the period in which the eygéds render the related
service.
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Recognition and measurement

When an employee has rendered service to an ewntduring a period, the
entity shall recognise the contribution payable ta defined contribution plan
in exchange for that service:

(a) as a liability (accrued expense), after deductg any contribution
already paid. If the contribution already paid execeds the
contribution due for service before the end of theeporting period, an
entity shall recognise that excess as an asset (pa& expense) to the
extent that the prepayment will lead to, for exampt, a reduction in
future payments or a cash refund; and

(b) as an expense, unless another New Zealand equérdg to an IFRS
requires or permits the inclusion of the contributon in the cost of an
asset (see, for example, NZ IAS thventories and NZ IAS 16 Property,
Plant and Equipment).

Where contributions to a defined contribution pan do not fall due wholly
within twelve months after the end of the period inwhich the employees
render the related service, they shall be discourdeusing the discount rate
specified in paragraph 78.

Disclosure

An entity shall disclose the amount recognised an expense for defined
contribution plans.

Where required by NZ IAS 24 an entity disclosdsrination about contributions
to defined contribution plans for key managememnsqenel.

Post-employment benefits: defined benefit plans

48

49

Accounting for defined benefit plans is complecduse actuarial assumptions
are required to measure the obligation and theresgpand there is a possibility of
actuarial gains and losses. Moreover, the obbgatiare measured on a
discounted basis because they may be settled meeg wafter the employees
render the related service.

Recognition and measurement

Defined benefit plans may be unfunded, or they bewholly or partly funded
by contributions by an entity, and sometimes itlyees, into an entity, or
fund, that is legally separate from the reportingitg and from which the
employee benefits are paid. The payment of fundstetits when they fall due
depends not only on the financial position andittvestment performance of the
fund but also on an entity’s ability (and willingis@so make good any shortfall in
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the fund’s assets. Therefore, the entity is, instance, underwriting the actuarial
and investment risks associated with the plan. Emgumently, the expense
recognised for a defined benefit plan is not nesmdgsthe amount of the

contribution due for the period.

Accounting by an entity for defined benefit plamglves the following steps:

(@) using actuarial techniques to make a reliabléamate of the amount of
benefit that employees have earned in return feir teervice in the
current and prior periods. This requires an entitdetermine how much
benefit is attributable to the current and prior ripgs (see
paragraphs 67—-71) and to make estimates (actwsaimptions) about
demographic variables (such as employee turnovdr raartality) and
financial variables (such as future increases laries and medical costs)
that will influence the cost of the benefit (seegupaphs 72-91);

(b) discounting that benefit using the Projectedt@redit Method in order
to determine the present value of the defined lienbfigation and the
current service cost (see paragraphs 64—66);

(c) determining the fair value of any plan asssé® (paragraphs 102—-104);

(d) determining the total amount of actuarial gans losses and the amount
of those actuarial gains and losses that shouldrdm®gnised (see
paragraphs 92-95);

(e) where a plan has been introduced or changedrndeing the resulting
past service cost (see paragraphs 96-101); and

)] where a plan has been curtailed or settled,roiiténg the resulting gain
or loss (see paragraphs 109-115).

Where an entity has more than one defined benkiit, ghe entity applies these
procedures for each material plan separately.

In some cases, estimates, averages and compatashortcuts may provide a
reliable approximation of the detailed computatidhistrated in this Standard.

Accounting for the constructive obligation

An entity shall account not only for its legal oligation under the formal
terms of a defined benefit plan, but also for any @nstructive obligation that
arises from the entity’s informal practices. Informal practices give rise to a
constructive obligation where the entity has no rdsstic alternative but to
pay employee benefits. An example of a constructiv@bligation is where a
change in the entity’s informal practices would case unacceptable damage
to its relationship with employees.

The formal terms of a defined benefit plan mayngt an entity to terminate its
obligation under the plan. Nevertheless, it is Ugudifficult for an entity to
cancel a plan if employees are to be retained. refbee, in the absence of
evidence to the contrary, accounting for post-emplent benefits assumes that
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an entity which is currently promising such benefif continue to do so over
the remaining working lives of employees.

Statement of financial position

The amount recognised as a defined benefit lidiby shall be the net total of
the following amounts:

(a) the present value of the defined benefit obligmn at the end of the
reporting period (see paragraph 64);

(b) plus any actuarial gains (less any actuarial Eses) not recognised
because of the treatment set out in paragraphs 9239

(c) minus any past service cost not yet recognis€gee paragraph 96);

(d) minus the fair value at the end of the reportig period of plan assets
(if any) out of which the obligations are to be sded directly (see
paragraphs 102-104).

The present value of the defined benefit obbigats the gross obligation, before
deducting the fair value of any plan assets.

An entity shall determine the present value of dimed benefit obligations and
the fair value of any plan assets with sufficient egularity that the amounts
recognised in the financial statements do not diffematerially from the
amounts that would be determined at the end of theeporting period.

This Standard encourages, but does not reqairentity to involve a qualified
actuary in the measurement of all material postieympent benefit obligations.

For practical reasons, an entity may request aifgadhlactuary to carry out a
detailed valuation of the obligation before the ewidthe reporting period.

Nevertheless, the results of that valuation are tgoddor any material

transactions and other material changes in ciramoss (including changes in
market prices and interest rates) up to the erndeofeporting period.

The amount determined under paragraph 54 may beegative (an asset). An
entity shall measure the resulting asset at the lav of:

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

0] any cumulative unrecognised net actuarial losseand past
service cost (see paragraphs 92, 93 and 96); and

(i)  the present value of any economic benefits ailable in the
form of refunds from the plan or reductions in future
contributions to the plan. The present value of thse economic
benefits shall be determined using the discount ratspecified
in paragraph 78.

The application of paragraph 58 shall not resulin a gain being recognised
solely as a result of an actuarial loss or past séce cost in the current period
or in a loss being recognised solely as a result ah actuarial gain in the
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current period. The entity shall therefore recognse immediately under
paragraph 54 the following, to the extent that theyarise while the defined
benefit asset is determined in accordance with pagraph 58(b):

(a) net actuarial losses of the current period anghast service cost of the
current period to the extent that they exceed anyaduction in the
present value of the economic benefits specified in
paragraph 58(b)(ii). If there is no change or anricrease in the
present value of the economic benefits, the entimeet actuarial losses
of the current period and past service cost of theurrent period shall
be recognised immediately under paragraph 54.

(b) net actuarial gains of the current period afterthe deduction of past
service cost of the current period to the extent tht they exceed any
increase in the present value of the economic beitsf specified in
paragraph 58(b)(ii). If there is no change or a derease in the present
value of the economic benefits, the entire net adual gains of the
current period after the deduction of past servicecost of the current
period shall be recognised immediately under paragph 54.

Paragraph 58A applies to an entity only if ishat the beginning or end of the
accounting period, a surpili; a defined benefit plan and cannot, based on the
current terms of the plan, recover that surpluly illrough refunds or reductions
in future contributions. In such cases, past sercost and actuarial losses that
arise in the period, the recognition of which ifedeed under paragraph 54, will
increase the amount specified in paragraph 58(b){i)hat increase is not offset
by an equal decrease in the present value of edonoemefits that qualify for
recognition under paragraph 58(b)(ii), there will & increase in the net total
specified by paragraph 58(b) and, hence, a recednimin. Paragraph 58A
prohibits the recognition of a gain in these cirstemces. The opposite effect
arises with actuarial gains that arise in the pertbé recognition of which is
deferred under paragraph 54, to the extent thatattearial gains reduce
cumulative unrecognised actuarial losses.  Parhgr&BA prohibits the
recognition of a loss in these circumstances. examples of the application of
this paragraph, see Appendix C.

An asset may arise where a defined benefit plarbéan overfunded or in certain
cases where actuarial gains are recognised. An eatibgnises an asset in such
cases because:

(@) the entity controls a resource, which is thditghio use the surplus to
generate future benefits;

(b) that control is a result of past events (ctmittions paid by the entity and
service rendered by the employee); and

0

A surplus is an excess of the fair value of tlenmssets over the present value of the definadfibe

obligation.
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(c) future economic benefits are available to timgite in the form of a
reduction in future contributions or a cash refuaither directly to the
entity or indirectly to another plan in deficit.

60 The limit in paragraph 58(b) does not over-tige delayed recognition of certain
actuarial losses (see paragraphs 92 and 93) amainc@ast service cost (see
paragraph 96), other than as specified in paragkfk However, that limit
does over-ride the transitional option in paragrap(b). Paragraph 120A(f)(iii)
requires an entity to disclose any amount not reisegl as an asset because of
the limit in paragraph 58(b). [Paragraph 155 of IE&Bis not reproduced in this
Standard.]

Example illustrating paragraph 60

A defined benefit plan has the following characteristics:

Present value of the obligation 1,100

Fair value of plan assets (1,190)
(90)

Unrecognised actuarial losses (110)

Unrecognised past service cost (70)

Unrecognised increase in the liability on initial

adoption of the Standard under paragraph 155(b)* (50)

Negative amount determined under paragraph 54 (320)

Present value of available future refunds and

reductions in future contributions 20

The limit under paragraph 58(b) is computed as

follows:

Unrecognised actuarial losses 110

Unrecognised past service cost 70

Present value of available future refunds and

reductions in future contributions 90

Limit 27

270 is less than 320. Therefore, the entity rets@man asset of 270 and
discloses that the limit reduced the carrying amafrthe asset by 50 (see
paragraph 120(c)(vi)).

* [Paragraph 155 of IAS 19 is not reproduced it thfandard.]
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Profit or loss

An entity shall recognise the net total of the flmawing amounts in profit or
loss, except to the extent that another New Zealanequivalent to an IFRS
requires or permits their inclusion in the cost ofan asset:

(a) current service cost (see paragraph 63-91);
(b) interest cost (see paragraph 82);

(c) the expected return on any plan assets (see pgraphs 105-107) and
on any reimbursement rights (see paragraph 104A);

(d) actuarial gains and losses, as required in asdance with the entity’s
accounting policy (see paragraphs 92-93D);

(e) past service cost, to the extent that paragrap®6 requires an entity to
recognise it (see paragraph 96);

)] the effect of any curtailments or settlementssge paragraphs 109 and
110); and

(9) the effect of the limit in paragraph 58(b), unéss it is recognised
outside profit or loss in accordance with paragrapt93C.

Other Standards require the inclusion of cegtaiployee benefit costs within the
cost of assets such as inventories or propertyt plad equipment (see NZ IAS 2
Inventories and NZ IAS 16 Property, Plant and Equipmént Any post-
employment benefit costs included in the cost chsassets include the appropriate
proportion of the components listed in paragraph 61

Recognition and measurement: present value of
defined benefit obligations and current service
cost

The ultimate cost of a defined benefit plan mayinfluenced by many variables,
such as final salaries, employee turnover and titgrtenedical cost trends and,

for a funded plan, the investment earnings on the a@ssets. The ultimate cost of
the plan is uncertain and this uncertainty is likiel persist over a long period of
time. In order to measure the present value of pbst-employment benefit

obligations and the related current service co#t,riecessary to:

(@) apply an actuarial valuation method (see papty 64-66);
(b) attribute benefit to periods of service (sempeaphs 67—-71); and
(c) make actuarial assumptions (see paragraphsly.2—9
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Actuarial valuation method

An entity shall use the Projected Unit Credit Methd to determine the
present value of its defined benefit obligations ah the related current
service cost and, where applicable, past servicesto

The Projected Unit Credit Method (sometimes knasgnthe accrued benefit
method pro-rated on service or as the benefit/yelservice method) sees each
period of service as giving rise to an additionait wf benefit entittement (see
paragraphs 67—-71) and measures each unit sepatatdbpild up the final
obligation (see paragraphs 72-91).

Example illustrating paragraph 65

A lump sum benefit is payable on termination of &enand equal to 1% of fingl
salary for each year of service. The salary i §eia 10,000 and is assumed {
increase at 7% (compound) each year. The discatmtised is 10% per year.
The following table shows how the obligation buildsfapan employee who is
expected to leave at the end of year 5, assumatghbre are no changes in
actuarial assumptions. For simplicity, this exagrighores the additional
adjustment needed to reflect the probability thatemployee may leave the
entity at an earlier or later date.

[=]

Year 1 2 3 4 5
Benefit attributed to:
- prior years 0 131 262 393 524

- current year (1% of

final salary) 131 131 131 131 131
- current and prior years 131 262 393 524 655
Opening Obligation - 89 196 324 476
Interest at 10% - 9 20 33 48
Current Service Cost 89 98 108 119 131
Closing Obligation 89 196 324 476 655

Note:
The Opening Obligation is the present value of benefit attributed to prior years.
The Current Service Cost is the present value of benefit attributed to the current year.

The Closing Obligation is the present value of benefit attributed to current and prior
years.

An entity discounts the whole of a post-emplogtriEnefit obligation, even if part
of the obligation falls due within twelve monthstbé end of the reporting period.
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Attributing benefit to periods of service

In determining the present value of its definedenefit obligations and the
related current service cost and, where applicablgast service cost, an entity
shall attribute benefit to periods of service undetthe plan’s benefit formula.

However, if an employee’s service in later years Wilead to a materially
higher level of benefit than in earlier years, an mtity shall attribute benefit
on a straight-line basis from:

(a) the date when service by the employee first lda to benefits under the
plan (whether or not the benefits are conditional o further service);
until

(b)  the date when further service by the employeeiWlead to no material
amount of further benefits under the plan, other tran from further
salary increases.

The Projected Unit Credit Method requires antert attribute benefit to the

current period (in order to determine current sErwtost) and the current and
prior periods (in order to determine the presentuezaof defined benefit

obligations). An entity attributes benefit to pelsoin which the obligation to

provide post-employment benefits arises. Thatgalblbn arises as employees
render services in return for post-employment biesyafhich an entity expects to
pay in future reporting periods. Actuarial techm@guallow an entity to measure
that obligation with sufficient reliability to jusyi recognition of a liability.

Examples illustrating paragraph 68

1. A defined benefit plan provides a lump-sum berflLOO payable on
retirement for each year of service.

A benefit of 100 is attributed to each year. Theent service cost is the

present value of 100. The present value of theettbenefit obligation is
the present value of 100, multiplied by the numlbgears of service up to
the end of the reporting period.

If the benefit is payable immediately when the enggldgaves the entity, the
current service cost and the present value of g#fsndd benefit obligation
reflect the date at which the employee is expectésbive. Thus, because ¢
the effect of discounting, they are less than theunts that would be
determined if the employee left at the end of therte period.

2. A plan provides a monthly pension of 0.2% of ffisalary for each year of
service. The pension is payable from the age of 65

Benefit equal to the present value, at the expegtérement date, of a
monthly pension of 0.2% of the estimated final sateyable from the
expected retirement date until the expected dadeath is attributed to each
year of service. The current service cost is tlesgnt value of that benefit.
The present value of the defined benefit obligaahe present value of
monthly pension payments of 0.2% of final salary, iplidtl by the number
of years of service up to the end of the reportiagod. The current service
cost and the present value of the defined bengigation are discounted
because pension payments begin at the age of 65.

—h
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Employee service gives rise to an obligationenraddefined benefit plan even if
the benefits are conditional on future employmentother words they are not
vested). Employee service before the vesting dates rise to a constructive
obligation because, at the end of each successpating period, the amount of
future service that an employee will have to rerukfiore becoming entitled to
the benefit is reduced. In measuring its defineddfit obligation, an entity

considers the probability that some employees mely satisfy any vesting

requirements. Similarly, although certain post-esgpient benefits, for example,
post-employment medical benefits, become payablg bna specified event

occurs when an employee is no longer employed, égation is created when
the employee renders service that will provide kemient to the benefit if the
specified event occurs. The probability that thecified event will occur affects
the measurement of the obligation, but does nardene whether the obligation
exists.

Examples illustrating paragraph 69

1. Aplan pays a benefit of 100 for each year ofiser The benefits vest afte
ten years of service.
A benefit of 100 is attributed to each year. &cteof the first ten years, the
current service cost and the present value of tiigyation reflect the
probability that the employee may not complete temsyef service.

2. A plan pays a benefit of 100 for each year ofiser excluding service
before the age of 25. The benefits vest immediatel
No benefit is attributed to service before the afj25 because service before
that date does not lead to benefits (conditionalioconditional). A benefit
of 100 is attributed to each subsequent year.

The obligation increases until the date wherh&rrservice by the employee will
lead to no material amount of further benefits. r€fere, all benefit is attributed
to periods ending on or before that date. Bensfiattributed to individual

accounting periods under the plan’s benefit formutlowever, if an employee’s
service in later years will lead to a materially Heg level of benefit than in
earlier years, an entity attributes benefit on raight-line basis until the date
when further service by the employee will lead tonmaterial amount of further
benefits. That is because the employee’s serkimaigghout the entire period will
ultimately lead to benefit at that higher level.
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Examples illustrating paragraph 70

1. Aplan pays a lump-sum benefit of 1,000 thatvafter ten years of service.

The plan provides no further benefit for subseqsentice.

A benefit of 100 (1,000 divided by ten) is attrézlito each of the first ten
years. The current service cost in each of tte fen years reflects the
probability that the employee may not complete temsyef service. No
benefit is attributed to subsequent years.

A plan pays a lump-sum retirement benefit of @,@0all employees who ar|
still employed at the age of 55 after twenty yedrseovice, or who are still
employed at the age of 65, regardless of theirttenfjservice.

For employees who join before the age of 35, seffiist leads to benefits
under the plan at the age of 35 (an employee caaldd at the age of 30 an
return at the age of 33, with no effect on the amouiming of benefits).
Those benefits are conditional on further servigéso, service beyond the
age of 55 will lead to no material amount of furthenefits. For these
employees, the entity attributes benefit of 1000@divided by 20) to each
year from the age of 35 to the age of 55.

For employees who join between the ages of 35 &nsetvice beyond
twenty years will lead to no material amount of fertbenefits. For these
employees, the entity attributes benefit of 1000@divided by 20) to each
of the first twenty years.

For an employee who joins at the age of 55, servgyond ten years will
lead to no material amount of further benefits. Hustemployee, the entity
attributes benefit of 200 (2,000 divided by 10gaxh of the first ten years.

For all employees, the current service cost andpttesent value of the
obligation reflect the probability that the employeay not complete the
necessary period of service.

. A post-employment medical plan reimburses 40#noémployee’s post-
employment medical costs if the employee leaves afbre than ten and
less than twenty years of service and 50% of thostsdf the employee
leaves after twenty or more years of service.
Under the plan’s benefit formula, the entity attitibs1 4% of the present
value of the expected medical costs (40% dividegrgyto each of the first
ten years and 1% (10% divided by ten) to each@fttond ten years. The
current service cost in each year reflects the phulity that the employee
may not complete the necessary period of servicartomart or all of the
benefits. For employees expected to leave withigeans, no benefit is
attributed.

continued...

)
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...continued

Examples illustrating paragraph 70

4. A post-employment medical plan reimburses 10%noémployee’s post-
employment medical costs if the employee leaves afbre than ten and
less than twenty years of service and 50% of thostsdf the employee
leaves after twenty or more years of service.
Service in later years will lead to a materialhgher level of benefit than in
earlier years. Therefore, for employees expeaddave after twenty or
more years, the entity attributes benefit on a ghigline basis under
paragraph 68. Service beyond twenty years willlleano material amount
of further benefits. Therefore, the benefit atitdadl to each of the first
twenty years is 2.5% of the present value of tipeeed medical costs (50%
divided by twenty).
For employees expected to leave between ten antlytyesrs, the benefit
attributed to each of the first ten years is 1%hef present value of the
expected medical costs. For these employees, nditheratributed to
service between the end of the tenth year anddtiated date of leaving.

For employees expected to leave within ten yearbenefit is attributed.

Where the amount of a benefit is a constantgtimm of final salary for each
year of service, future salary increases will affeetamount required to settle the
obligation that exists for service before the efithe reporting period, but do not
create an additional obligation. Therefore:

(a) for the purpose of paragraph 67(b), salaryeases do not lead to further
benefits, even though the amount of the benefitdeisendent on final
salary; and

(b) the amount of benefit attributed to each pertod constant proportion of
the salary to which the benefit is linked.

Example illustrating paragraph 71

Employees are entitled to a benefit of 3% of fisallry for each year of service
before the age of 55.

Benefit of 3% of estimated final salary is attriblite each year up to the age of
55. This is the date when further service by thpleyee will lead to no materigl
amount of further benefits under the plan. No hierseéttributed to service
after that age.

Actuarial assumptions

Actuarial assumptions shall be unbiased and mutlig compatible.
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Actuarial assumptions are an entity’s best estismaf the variables that will
determine the ultimate cost of providing post-ergpient benefits. Actuarial
assumptions comprise:

(a) demographic assumptions about the future ctearstics of current and
former employees (and their dependants) who aggbki for benefits.
Demographic assumptions deal with matters such as:

0] mortality, both during and after employment;
(ii) rates of employee turnover, disability andlgaetirement;

(i)  the proportion of plan members with dependantso will be
eligible for benefits; and

(iv)  claim rates under medical plans; and
(b) financial assumptions, dealing with items sush a
0] the discount rate (see paragraphs 78-82);
(i)  future salary and benefit levels (see parajsa®3-87);

(i) in the case of medical benefits, future medicosts, including,
where material, the cost of administering claims dmahefit
payments (see paragraphs 88-91); and

(iv)  the expected rate of return on plan assetsgaeagraphs 105-107).

Actuarial assumptions are unbiased if they aiereimprudent nor excessively
conservative.

Actuarial assumptions are mutually compatiblethiéy reflect the economic
relationships between factors such as inflatioesraf salary increase, the return
on plan assets and discount rates. For examplessalmptions which depend on
a particular inflation level (such as assumptiobsud interest rates and salary and
benefit increases) in any given future period agstime same inflation level in
that period.

An entity determines the discount rate and dihancial assumptions in nominal
(stated) terms, unless estimates in real (inflaidjusted) terms are more
reliable, for example, in a hyper-inflationary eoany (see NZ IAS 29 Financial
Reporting in Hyperinflationary Economies), or whehne benefit is index-linked
and there is a deep market in index-linked bondh@&ame currency and term.

Financial assumptions shall be based on markekpgectations, at the end of
the reporting period, for the period over which the obligations are to be
settled.

Actuarial assumptions: discount rate
The rate used to discount post-employment bengefibligations (both funded

and unfunded) shall be determined by reference to arket yields at the end
of the reporting period on high quality corporate tonds. In countries where
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there is no deep market in such bonds, the marketiglds (at the end of the
reporting period) on government bonds shall be used The currency and
term of the corporate bonds or government bonds slilabe consistent with
the currency and estimated term of the post-employent benefit obligations.

One actuarial assumption which has a materiatteféethe discount rate. The
discount rate reflects the time value of moneyrmitthe actuarial or investment
risk. Furthermore, the discount rate does noectfthe entity-specific credit risk
borne by the entity’s creditors, nor does it reflére risk that future experience
may differ from actuarial assumptions.

The discount rate reflects the estimated tinohfenefit payments. In practice,
an entity often achieves this by applying a singééghted average discount rate
that reflects the estimated timing and amount ofiefie payments and the
currency in which the benefits are to be paid.

In some cases, there may be no deep marketndsbaith a sufficiently long

maturity to match the estimated maturity of all thenefit payments. In such
cases, an entity uses current market rates of ppeopriate term to discount
shorter term payments, and estimates the discet@tfor longer maturities by
extrapolating current market rates along the y@ldve. The total present value
of a defined benefit obligation is unlikely to barficularly sensitive to the
discount rate applied to the portion of benefitattls payable beyond the final
maturity of the available corporate or governmesmds.

Interest cost is computed by multiplying thecdimt rate as determined at the
start of the period by the present value of theingef benefit obligation
throughout that period, taking account of any makahanges in the obligation.
The present value of the obligation will differ fraire liability recognised in the
statement of financial position because the ligbis recognised after deducting
the fair value of any plan assets and because actuarial gains and losses, and
some past service cost, are not recognised imneddigAppendix A illustrates
the computation of interest cost, among other thing

Actuarial assumptions: salaries, benefits and medic al costs

Post-employment benefit obligations shall be meared on a basis that
reflects:

(a) estimated future salary increases;

(b)  the benefits set out in the terms of the plano¢ resulting from any
constructive obligation that goes beyond those ters) at the end of the
reporting period; and

(c) estimated future changes in the level of anyate benefits that affect
the benefits payable under a defined benefit planif, and only if,
either:

0] those changes were enacted before the end ofetheporting
period; or
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(ii) past history, or other reliable evidence, indtates that those
state benefits will change in some predictable mamn, for
example, in line with future changes in general pde levels or
general salary levels.

Estimates of future salary increases take adaufuinflation, seniority, promotion
and other relevant factors, such as supply and dernmsthe employment market.

If the formal terms of a plan (or a constructb@igation that goes beyond those
terms) require an entity to change benefits inrfufperiods, the measurement of
the obligation reflects those changes. This iscdse when, for example:

(a) the entity has a past history of increasingefits) for example, to mitigate
the effects of inflation, and there is no indicatithat this practice will
change in the future; or

(b) actuarial gains have already been recognisetidnfinancial statements
and the entity is obliged, by either the formalmterof a plan (or a
constructive obligation that goes beyond those sgon legislation, to use
any surplus in the plan for the benefit of plan tipgrants (see
paragraph 98(c)).

Actuarial assumptions do not reflect future bitrodfanges that are not set out in
the formal terms of the plan (or a constructiveigdilon) at the end of the
reporting period. Such changes will result in:

(a) past service cost, to the extent that they ghdenefits for service before
the change; and

(b) current service cost for periods after the gearto the extent that they
change benefits for service after the change.

Some post-employment benefits are linked toabdes such as the level of state
retirement benefits or state medical care. Thesomrement of such benefits
reflects expected changes in such variables, basegast history and other
reliable evidence.

Assumptions about medical costs shall take accduof estimated future
changes in the cost of medical services, resultifigom both inflation and
specific changes in medical costs.

Measurement of post-employment medical benediguires assumptions about
the level and frequency of future claims and the ob meeting those claims. An
entity estimates future medical costs on the besikistorical data about the
entity’s own experience, supplemented where nece$sahistorical data from
other entities, insurance companies, medical pessidor other sources.
Estimates of future medical costs consider thecef®é technological advances,
changes in health care utilisation or delivery gras and changes in the health
status of plan participants.

The level and frequency of claims is particylagnsitive to the age, health status
and sex of employees (and their dependants) ancdmagnsitive to other factors
such as geographical location. Therefore, histbdata is adjusted to the extent
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that the demographic mix of the population difffn@m that of the population
used as a basis for the historical data. It is alfjusted where there is reliable
evidence that historical trends will not continue.

Some post-employment health care plans requifdoyees to contribute to the
medical costs covered by the plan. Estimatestoféumedical costs take account
of any such contributions, based on the terms ef glan at the end of the
reporting period (or based on any constructivegatiion that goes beyond those
terms). Changes in those employee contributiossltrén past service cost or,
where applicable, curtailments. The cost of meetilagms may be reduced by
benefits from state or other medical providers (smgraphs 83(c) and 87).

Actuarial gains and losses

In measuring its defined benefit liability in acordance with paragraph 54,

an entity shall, subject to paragraph 58A, recognisa portion (as specified in

paragraph 93) of its actuarial gains and losses &scome or expense if the net
cumulative unrecognised actuarial gains and lossed the end of the previous
reporting period exceeded the greater of;

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

(b) 10% of the fair value of any plan assets at thalate.

These limits shall be calculated and applied sepately for each defined
benefit plan.

The portion of actuarial gains and losses to beecognised for each defined
benefit plan is the excess determined in accordanosith paragraph 92,
divided by the expected average remaining working ies of the employees
participating in that plan. However, an entity may adopt any systematic
method that results in faster recognition of actuaial gains and losses,
provided that the same basis is applied to both gas and losses and the basis
is applied consistently from period to period. An stity may apply such
systematic methods to actuarial gains and losseseevif they are within the
limits specified in paragraph 92.

If, as permitted by paragraph 93, an entity adpts a policy of recognising
actuarial gains and losses in the period in which &y occur, it may recognise

them in other comprehensive income, in accordance thi paragraphs 93B-
93D, providing it does so for:

(@) all of its defined benefit plans; and
(b) all of its actuarial gains and losses.

Actuarial gains and losses recognised in atberprehensive income as permitted
by paragraph 93A shall be presented in the stateofieemprehensive income.

An entity that recognises actuarial gains andsds in accordance with
paragraph 93A shall also recognise any adjustmansing from the limit in
paragraph 58(b) in other comprehensive income.
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Actuarial gains and losses and adjustments ngrisirom the limit in
paragraph 58(b) that have been recognised in attraprehensive income shall
be recognised immediately in retained earningseyT®hall not be reclassified to
profit or loss in a subsequent period.

Actuarial gains and losses may result from irsgseor decreases in either the
present value of a defined benefit obligation @ fir value of any related plan
assets. Causes of actuarial gains and losseslédhr example:

(@) unexpectedly high or low rates of employee tuenoearly retirement or
mortality or of increases in salaries, benefitstt{ formal or constructive
terms of a plan provide for inflationary benefitiaases) or medical costs;

(b) the effect of changes in estimates of futurepleyee turnover, early
retirement or mortality or of increases in salgriemnefits (if the formal or
constructive terms of a plan provide for inflatiop&enefit increases) or
medical costs;

(c) the effect of changes in the discount rate; and

(d) differences between the actual return on plasetasand the expected
return on plan assets (see paragraphs 105-107).

In the long term, actuarial gains and losses offset one another. Therefore,
estimates of post-employment benefit obligations/ tha viewed as a range (or
‘corridor’) around the best estimate. An entitypsrmitted, but not required, to

recognise actuarial gains and losses that fallimnvithat range. This Standard
requires an entity to recognise, as a minimum,ezifipd portion of the actuarial

gains and losses that fall outside a ‘corridorphfs or minus 10%. [Appendix A

illustrates the treatment of actuarial gains argbds, among other things.] The
Standard also permits systematic methods of fasteignition, provided that those
methods satisfy the conditions set out in paragé@ph Such permitted methods
include, for example, immediate recognition of adtuarial gains and losses, both
within and outside the ‘corridor’. Paragraph 196i{h explains the need to consider
any unrecognised partof the transitional liability accounting for subsequent
actuarial gains. [Paragraph 155 of IAS 19 is aptaduced in this Standard.]

Past service cost

In measuring its defined benefit liability underparagraph 54, an entity shall,
subject to paragraph 58A, recognise past service doas an expense on a
straight-line basis over the average period untilhe benefits become vested.
To the extent that the benefits are already vesteiinmediately following the
introduction of, or changes to, a defined benefit lan, an entity shall
recognise past service cost immediately.

Past service cost arises when an entity intradacelefined benefit plan that
attributes benefits to past service or changesb#resfits payable for the past
service under an existing defined benefit plan.chSchanges are in return for
employee service over the period until the benefitsicerned are vested.
Therefore, the entity recognises past service gwst that period, regardless of
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the fact that the cost refers to employee servicprévious periods. The entity
measures past service cost as the change in thidityiaesulting from the
amendment (see paragraph 64). Negative past sev#tarises when an entity
changes the benefits attributable to past sendgcthat the present value of the
defined benefit obligation decreases.

Example illustrating paragraph 97

An entity operates a pension plan that providesnaipa of 2% of final salary
for each year of service. The benefits becomesdesfter five years of service.
On 1 January 20X5 the entity improves the pensich3&o of final salary for
each year of service starting from 1 January 20XthAtdate of the
improvement, the present value of the additionakfies for service from

1 January 20X1 to 1 January 20X5 is as follows:

Employees with more than five years’ service at 1/1/X5 150

Employees with less than five years’ service at 1/1/X5

(average period until vesting: three years) 120
270

The entity recognises 150 immediately because thersefits are already vested. The
entity recognises 120 on a straight-line basis dkieze years from 1 January 20X5.

98 Past service cost excludes:

(@) the effect of differences between actual andiposly assumed salary
increases on the obligation to pay benefits foviserin prior years (there
is no past service cost because actuarial assumspditlow for projected
salaries);

(b) underestimates and overestimates of discratjgmension increases when
an entity has a constructive obligation to grarmhsimcreases (there is no
past service cost because actuarial assumptianws fdt such increases);

(c) estimates of benefit improvements that reswdinf actuarial gains that
have been recognised in the financial statemenite ieéntity is obliged, by
either the formal terms of a plan (or a constrectdbligation that goes
beyond those terms) or legislation, to use anylsarm the plan for the
benefit of plan participants, even if the bendfitrease has not yet been
formally awarded (the resulting increase in the gdilon is an actuarial
loss and not past service cost, see paragraph)85(b)

(d) the increase in vested benefits when, in therad®s of new or improved
benefits, employees complete vesting requiremetitsre is no past
service cost because the entity recognised thma&stil cost of benefits as
current service cost as the service was rendered); a

(e) the effect of plan amendments that reduce [enffr future service
(a curtailment).
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An entity establishes the amortisation schedalepfst service cost when the
benefits are introduced or changed. It would beramjicable to maintain the
detailed records needed to identify and implemertisequent changes in that
amortisation schedule. Moreover, the effect likslynaterial only where there is
a curtailment or settlement. Therefore, an enéityends the amortisation
schedule for past service cost only if there is@ailment or settlement.

Where an entity reduces benefits payable uaderxisting defined benefit plan,
the resulting reduction in the defined benefitiligpis recognised as (negative)
past service cost over the average period untitedaced portion of the benefits
becomes vested.

Where an entity reduces certain benefits payatdier an existing defined benefit
plan and, at the same time, increases other bemefjiable under the plan for the
same employees, the entity treats the changeiagla set change.

Recognition and measurement: plan assets

102

103

104

104A

Fair value of plan assets

The fair value of any plan assets is deducteddetermining the amount
recognised in the statement of financial positiowler paragraph 54. When no
market price is available, the fair value of plasets is estimated; for example,
by discounting expected future cash flows usingsaalint rate that reflects both
the risk associated with the plan assets and therityabr expected disposal date
of those assets (or, if they have no maturity, éxpected period until the
settlement of the related obligation).

Plan assets exclude unpaid contributions due the reporting entity to the fund,
as well as any non-transferable financial instrumésgued by the entity and held
by the fund. Plan assets are reduced by anyitiabilof the fund that do not
relate to employee benefits, for example, trade @thédr payables and liabilities
resulting from derivative financial instruments.

Where plan assets include qualifying insurgoaecies that exactly match the
amount and timing of some or all of the benefitggide under the plan, the fair
value of those insurance policies is deemed toHhee gresent value of the
related obligations, as described in paragraph sbjéct to any reduction
required if the amounts receivable under the insteapolicies are not
recoverable in full).

Reimbursements

When, and only when, it is virtually certain hat another party will
reimburse some or all of the expenditure required @ settle a defined
benefit obligation, an entity shall recognise itsight to reimbursement as a
separate asset. The entity shall measure the asséffair value. In all other
respects, an entity shall treat that asset in theasne way as plan assets. In
the statement of comprehensive income, the expenssating to a defined
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benefit plan may be presented net of the amount regnised for a
reimbursement.

Sometimes, an entity is able to look to anopaaty, such as an insurer, to pay
part or all of the expenditure required to settleledined benefit obligation.

Qualifying insurance policies, as defined in paspdr 7, are plan assets. An
entity accounts for qualifying insurance policiagtie same way as for all other
plan assets and paragraph 104A does not applyéegraphs 39-42 and 104).

When an insurance policy is not a qualifyingurance policy, that insurance
policy is not a plan asset. Paragraph 104A deals siich cases: the entity
recognises its right to reimbursement under therarsce policy as a separate
asset, rather than as a deduction in determiniegdiéfined benefit liability
recognised under paragraph 54; in all other respdu entity treats that asset in
the same way as plan assets. In particular, theatkbenefit liability recognised
under paragraph 54 is increased (reduced) to thenexhat net cumulative
actuarial gains (losses) on the defined benefiigabibn and on the related
reimbursement right remain unrecognised under paphg 92 and 93.
Paragraph 120A(f)(iv) requires the entity to diselasbrief description of the link
between the reimbursement right and the relatedjatidin.

Example illustrating paragraphs 104A-104C

Present value of obligation 1,241
Unrecognised actuarial gains 17
Liability recognised in statement of financial position 1,258

Rights under insurance policies that exactly match the amount
and timing of some of the benefits payable under the plan.
Those benefits have a present value of 1,092. 1,092

The unrecognised actuarial gains of 17 are theumaulative actuarial gains on
the obligation and on the reimbursement rights.

If the right to reimbursement arises underimsurance policy that exactly

matches the amount and timing of some or all oflibeefits payable under a
defined benefit plan, the fair value of the reingmment right is deemed to be the
present value of the related obligation, as deedrilp paragraph 54 (subject to
any reduction required if the reimbursement isreobverable in full).

Return on plan assets

The expected return on plan assets is one awnpof the expense recognised in
profit or loss. The difference between the expecttdrn on plan assets and the
actual return on plan assets is an actuarial gailoss; it is included with the
actuarial gains and losses on the defined bengfgation in determining the net
amount that is compared with the limits of the 1086rfidor specified in
paragraph 92.
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The expected return on plan assets is basetharket expectations, at the
beginning of the period, for returns over the entife of the related obligation.
The expected return on plan assets reflects changkes fair value of plan assets
held during the period as a result of actual cbations paid into the fund and
actual benefits paid out of the fund.

Example illustrating paragraph 106

At 1 January 20X1, the fair value of plan assets v@g80D and net cumulative
unrecognised actuarial gains were 760. On 30 Juxi&,28e plan paid benefits
of 1,900 and received contributions of 4,900. AC®kember 20X1, the fair
value of plan assets was 15,000 and the presare vélthe defined benefit
obligation was 14,792. Actuarial losses on the aliign for 20X1 were 60.

At 1 January 20X1, the reporting entity made theofeihg estimates, based on
market prices at that date:

%

Interest and dividend income, after tax payable by the fund 9.25
Realised and unrealised gains on plan assets (after tax) 2.00
Administration costs (1.00)
Expected rate of return 10.25

For 20X1, the expected and actual return on plan assets are as
follows:

Return on 10,000 held for 12 months at 10.25% 1,025
Return on 3,000 held for six months at 5% (equivalent to 10.25%

annually, compounded every six months) 150
Expected return on plan assets for 20X1 1,175
Fair value of plan assets at 31 December 20X1 15,000
Less fair value of plan assets at 1 January 20X1 (10,000)
Less contributions received (4,900)
Add benefits paid 1,900
Actual return on plan assets 2,000

The difference between the expected return ongdasts (1,175) and the actual
return on plan assets (2,000) is an actuarial gah 825. Therefore, th
cumulative net unrecognised actuarial gains are %,%260 plus 825 less 60).
Under paragraph 92, the limits of the corridor aret ¢ 1,500 (greater of
(i) 10% of 15,000 and (ii) 10% of 14,792). In tfwlowing year (20X2), the
entity recognises in profit or loss an actuarialigaof 25 (1,525 less 1,50(
divided by the expected average remaining workirig 6f the employee
concerned.

The expected return on plan assets for 20X2 will Hzsed on market
expectations at 1/1/X2 for returns over the enlffieeof the obligation.

1%

n =
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In determining the expected and actual returrplan assets, an entity deducts
expected administration costs, other than thosduded in the actuarial
assumptions used to measure the obligation.

Business combinations

In a business combination, an entity recograsssts and liabilities arising from
post-employment benefits at the present value @btligation less the fair value
of any plan assets (see NZ IFR8@&siness Combinatiops The present value of
the obligation includes all of the following, eveh the acquiree had not
recognised them at the acquisition date:

(a) actuarial gains and losses that arose beferadhuisition date (whether
or not they fell inside the 10% ‘corridor’);

(b) past service cost that arose from benefit cesngr the introduction of a
plan, before the acquisition date; and

(c) amounts that, under the transitional provisiohgaragraph 155(b), the
acquiree had not recognised. [Paragraph 155 oflBAB not reproduced
in this Standard.]

Curtailments and settlements

An entity shall recognise gains or losses on thartailment or settlement of a
defined benefit plan when the curtailment or settlement occurs. The gain or
loss on a curtailment or settlement shall comprise:

(a) any resulting change in the present value of & defined benefit
obligation;
(b) any resulting change in the fair value of the fan assets;

(c) any related actuarial gains and losses and pasgérvice cost that, under
paragraphs 92 and 96, had not previously been recoiged.

Before determining the effect of a curtailmenbr settlement, an entity shall
remeasure the obligation (and the related plan astg if any) using current
actuarial assumptions (including current market interest rates and other
current market prices).

A curtailment occurs when an entity either:

(@) is demonstrably committed to make a signifigaatuction in the number
of employees covered by a plan; or

(b) amends the terms of a defined benefit plarhaba significant element of
future service by current employees will no longealify for benefits, or
will qualify only for reduced benefits.

A curtailment may arise from an isolated event, sashthe closing of a plant,
discontinuance of an operation or termination ospsmsion of a plan, or a
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reduction in the extent to which future salary imses are linked to the benefits
payable for past service. Curtailments are ofieketl with a restructuring.
When this is the case, an entity accounts for taioment at the same time as for
a related restructuring.

When a plan amendment reduces benefits, dwlyeffect of the reduction for
future service is a curtailment. The effect of aegluction for past service is a
negative past service cost.

A settlement occurs when an entity enters int@saction that eliminates all
further legal or constructive obligation for pant al of the benefits provided
under a defined benefit plan, for example, whenrmphsum cash payment is
made to, or on behalf of, plan participants in exafe for their rights to receive
specified post-employment benefits.

In some cases, an entity acquires an insunaolagy to fund some or all of the
employee benefits relating to employee servicehedurrent and prior periods.
The acquisition of such a policy is not a settletriethe entity retains a legal or
constructive obligation (see paragraph 39) to pathér amounts if the insurer
does not pay the employee benefits specified in ithgurance policy.
Paragraphs 104A-D deal with the recognition and measent of
reimbursement rights under insurance policiesahainot plan assets.

A settlement occurs together with a curtailnieatplan is terminated such that
the obligation is settled and the plan ceasesiti.eklowever, the termination of

a plan is not a curtailment or settlement if thenpiks replaced by a new plan that
offers benefits that are, in substance, identical.

Where a curtailment relates to only some ofetim@loyees covered by a plan, or
where only part of an obligation is settled, thengar loss includes a

proportionate share of the previously unrecognisest service cost and actuarial
gains and losses (and of transitional amounts mEngaiunrecognised under
paragraph 155(b)). The proportionate share israhted on the basis of the
present value of the obligations before and atter curtailment or settlement,

unless another basis is more rational in the cistantes. For example, it may
be appropriate to apply any gain arising on a dovent or settlement of the

same plan to first eliminate any unrecognised pastice cost relating to the
same plan. [Paragraph 155 of IAS 19 is not repredi this Standard.]
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Example illustrating paragraph 115

An entity discontinues an operating segment and @yepk of the discontinued
segment will earn no further benefits. This is gailment without a settlement.
Using current actuarial assumptions (including aurrearket interest rates and
other current market prices) immediately beforedheailment, the entity has a
defined benefit obligation with a net present valti¢,000, plan assets with a fair
value of 820 and net cumulative unrecognised aelugaiins of 50. The entity had
first adopted the Standard one year before. Hueased the net liability by 100,
which the entity chose to recognise over five yéseg paragraph 155(b)). The
curtailment reduces the net present value of thigation by 100 to 900.
[Paragraph 155 of IAS 19 is not reproduced in thén&ard.]

Of the previously unrecognised actuarial gains amhsitional amounts, 10%
(100/1,000) relates to the part of the obligatibattwas eliminated through the
curtailment. Therefore, the effect of the curtailirisras follows:

Before Curtailment After
curtailment gain curtailment
Net present value of obligation 1,000 (200) 900
Fair value of plan assets (820) = (820)
180 (100) 80
Unrecognised actuarial gains 50 (5) 45
Unrecognised transitional
amount (100 X 4/5) (80) 8 (72)
Net liability recognised in the
statement of financial position 150 (97) 53
Presentation
Offset
116 An entity shall offset an asset relating to onglan against a liability relating

to another plan when, and only when, the entity:

(a) has a legally enforceable right to use a surpiuin one plan to settle
obligations under the other plan; and

(b) intends either to settle the obligations on aet basis, or to realise the
surplus in one plan and settle its obligation underthe other plan
simultaneously.

117 The offsetting criteria are similar to thostabkshed for financial instruments in
NZ IAS 32Financial Instruments: Presentation
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Current/non-current distinction

Some entities distinguish current assets afidities from non-current assets and
liabilities. This Standard does not specify whetaerentity should distinguish
current and non-current portions of assets andilitiab arising from post-
employment benefits.

Financial components of post-employment benefit cos ts

This Standard does not specify whether an eshityld present current service
cost, interest cost and the expected return on akmets as components of a
single item of income or expense in the statemeobdmprehensive income.

Disclosure

An entity shall disclose information that enable users of financial statements
to evaluate the nature of its defined benefit planand the financial effects of
changes in those plans during the period.

An entity shall disclose the following informaibn about defined benefit
plans:

(@) the entity’s accounting policy for recognisingactuarial gains and
losses.

(b) a general description of the type of plan.

*(c) a reconciliation of opening and closing balares of the present value
of the defined benefit obligation showing separatg| if applicable, the
effects during the period attributable to each of lhe following:

0] current service cost,

(ii) interest cost,

(i) contributions by plan participants,
(iv)  actuarial gains and losses,

(v) foreign current exchange rate changes on planseasured in a
currency different from the entity’s presentation currency,

(vi)  benefits paid,

(vii)  past service cost,

(viii) business combinations,
(ix)  curtailments, and

x) settlements,

*(d) an analysis of the defined benefit obligationinto amounts arising
from plans that are wholly unfunded and amounts arsing from plans
that are wholly or partly funded.
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*e)
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a reconciliation of the opening and closing Hances of the fair value
of plan assets and of the opening and closing bales of any
reimbursement right recognised as an asset in acatance with
paragraph 104A showing separately, if applicable, th effects during
the period attributable to each of the following:

0] expected return on plan assets,
(i) actuarial gains and losses,

(i) foreign currency exchange rate changes on ples measured in
a currency different from the entity’s presentationcurrency,

(iv)  contributions by the employer,

(v) contributions by plan participants,
(vi)  benefits paid,

(vii)  business combinations and

(viii) settlements.

a reconciliation of the present value of the ded benefit obligation in
(c) and the fair value of the plan assets in (e) tihe assets and liabilities
recognised in the statement of financial positiorshowing at least:

0] the net actuarial gains or losses not recogniden the statement
of financial position (see paragraph 92);

(i)  the past service cost not recognised in the aement of
financial position (see paragraph 96);

(i)  any amount not recognised as an asset, becausf the limit in
paragraph 58(b);

(iv)  the fair value at the end of the reporting period & any
reimbursement right recognised as an asset in acatance with
paragraph 104A (with a brief description of the link between the
reimbursement right and the related obligation); ard

v) the other amounts recognised in the statementf dinancial
position.

the total expense recognised in profit or loder each of the following,
and the line item(s) in which they are included:

0] current service cost;
(ii) interest cost;
(i)  expected return on plan assets;

(iv)  expected return on any reimbursement right reognised as an
asset in accordance with paragraph 104A;

v) actuarial gains and losses;
(vi)  past service cost;
(vii)  the effect of any curtailment or settlement;and
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(viii) the effect of the limit in paragraph 58(b).

the total amount recognised in other comprehemg income for each
of the following:

0] actuarial gains and losses; and

(i)  the effect of the limit in paragraph 58(b).

for entities that recognise actuarial gains andlosses in other
comprehensive income in accordance with paragraph 3&, the
cumulative amount of actuarial gains and losses regnised in other
comprehensive income.

for each major category of plan assets, whiclshall include, but is not
limited to, equity instruments, debt instruments, poperty, and all
other assets, the percentage or amount that each joa category
constitutes of the fair value of the total plan asss.

the amounts included in the fair value of planassets for:

0] each category of the entity’s own financial insuments; and
(ii) any property occupied by, or other assets usely, the entity.

a narrative description of the basis used to dermine the overall
expected rate of return on assets, including the fefct of the major
categories of plan assets.

the actual return on plan assets, as well as ¢hactual return on any
reimbursement right recognised as an asset in acaance with
paragraph 104A.

the principal actuarial assumptions used as ahe end of the reporting
period, including, when applicable:

0] the discount rates;

(i)  the expected rates of return on any plan assetfor the periods
presented in the financial statements;

(i)  the expected rates of return for the periodspresented in the
financial statements on any reimbursement right reagnised as
an asset in accordance with paragraph 104A,

(iv)  the expected rates of salary increases (and changes in an
index or other variable specified in the formal orconstructive
terms of a plan as the basis for future benefit ineases);

v) medical cost trend rates; and
(vi)  any other material actuarial assumptions used.

An entity shall disclose each actuarial assumptiomiabsolute terms
(for example, as an absolute percentage) and notguas a margin
between different percentages or other variables.
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*(0) the effect of an increase of one percentage ipb and the effect of a
decrease of one percentage point in the assumed riead cost trend
rates on:

0] the aggregate of the current service cost andnterest cost
components of net periodic post-employment medicatosts;
and

(i)  the accumulated post-employment benefit obliggon for
medical costs.

For the purposes of this disclosure, all other assaptions shall be held

constant. For plans operating in a high inflationenvironment, the

disclosure shall be the effect of a percentage ireaise or decrease in
the assumed medical cost trend rate of a significae similar to one

percentage point in a low inflation environment.

(p)  the amounts for the current annual period and pevious four annual
periods of:

0] the present value of the defined benefit obligeon, the fair
value of the plan assets and the surplus or deficih the plan;
and

(i)  the experience adjustments arising on:

(A) the plan liabilities expressed either as (1) anmount or
(2) a percentage of the plan liabilities at the endf the
reporting period and

(B) the plan assets expressed either as (1) an amowr
(2) a percentage of the plan assets at the end dfet
reporting period.

(q) the employer’'s best estimate, as soon as it camasonably be
determined, of contributions expected to be paid tdhe plan during
the annual period beginning after the end of the ngorting period.

121 Paragraph 120A(b) requires a general descrigtfothe type of plan. Such a
description distinguishes, for example, flat salpeysion plans from final salary
pension plans and from post-employment medicalglafhe description of the
plan shall include informal practices that giveeri® constructive obligations
included in the measurement of the defined beoéligation in accordance with
paragraph 52. Further detail is not required.

122 When an entity has more than one defined btgplafi, disclosures may be made
in total, separately for each plan, or in such giogs as are considered to be the
most useful. It may be useful to distinguish griogp by criteria such as the
following:

(@) the geographical location of the plans, fornepke, by distinguishing
domestic plans from foreign plans; or
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(b) whether plans are subject to materially différasks, for example, by
distinguishing flat salary pension plans from firgglary pension plans
and from post-employment medical plans.

When an entity provides disclosures in total foigrauping of plans, such
disclosures are provided in the form of weightedrages or of relatively narrow
ranges.

Paragraph 30 requires additional disclosuresutalmulti-employer defined
benefit plans that are treated as if they werenéeficontribution plans.

Where required by NZ IAS 24 an entity disclasésrmation about:
(@) related party transactions with post-employnbemiefit plans; and
(b) post-employment benefits for key managemergqerel.

Where required by NZ IAS 37 an entity disclosgsrmation about contingent
liabilities arising from post-employment benefitigations.

Other long-term employee benefits

126

127

Other long-term employee benefits include, f@maple:

(a) long-term compensated absences such as lovigeser sabbatical leave;
(b)  jubilee or other long-service benefits;

(c) long-term disability benefits;

(d) profit-sharing and bonuses payable twelve moatheore after the end of
the period in which the employees render the relséedice; and

(e) deferred compensation paid twelve months or naftex the end of the
period in which it is earned.

The measurement of other long-term employeefiiens not usually subject to
the same degree of uncertainty as the measurerhposbemployment benefits.
Furthermore, the introduction of, or changes tdjeptlong-term employee
benefits rarely causes a material amount of pasicgecost. For these reasons,
this Standard requires a simplified method of aotiog for other long-term
employee benefits. This method differs from thecamting required for post-
employment benefits as follows:

(@) actuarial gains and losses are recognised inateddand no ‘corridor’ is
applied; and

(b) all past service cost is recognised immediately
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Recognition and measurement

The amount recognised as a liability for othefong-term employee benefits
shall be the net total of the following amounts:

(a) the present value of the defined benefit obligamn at the end of the
reporting period (see paragraph 64);

(b) minus the fair value at the end of the reportig period of plan assets
(if any) out of which the obligations are to be sded directly (see
paragraphs 102—-104).

In measuring the liability, an entity shall apply paragraphs 49-91, excluding
paragraphs 54 and 61. An entity shall apply paragrnah 104A in recognising
and measuring any reimbursement right.

For other long-term employee benefits, an entitshall recognise the net total
of the following amounts as expense or (subject tparagraph 58) income,
except to the extent that another Standard requiresor permits their
inclusion in the cost of an asset:

(a) current service cost (see paragraphs 63-91);
(b) interest cost (see paragraph 82);

(c) the expected return on any plan assets (see pgraphs 105-107) and
on any reimbursement right recognised as an assetsde
paragraph 104A);

(d) actuarial gains and losses, which shall all becognised immediately;
(e) past service cost, which shall all be recognéénmediately; and

)] the effect of any curtailments or settlementssge paragraphs 109 and
110).

One form of other long-term employee benefloigy-term disability benefit. If
the level of benefit depends on the length of sernvén obligation arises when the
service is rendered. Measurement of that obligatédlects the probability that
payment will be required and the length of timevidrich payment is expected to
be made. If the level of benefit is the same for disabled employee regardless
of years of service, the expected cost of thoseefitsnis recognised when an
event occurs that causes a long-term disability.

Disclosure

Although this Standard does not require spediiclosures about other long-
term employee benefits, other Standards may regliggosures, for example,
where the expense resulting from such benefits ienmahand so would require
disclosure in accordance with NZ IAS 1. When requibgdNZ IAS 24, an entity

discloses information about other long-term empdoybenefits for key

management personnel.
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Termination benefits

132

133

134

135

136

This Standard deals with termination benefifsasgtely from other employee
benefits because the event which gives rise to digation is the termination
rather than employee service.

Recognition

An entity shall recognise termination benefits @.a liability and an expense
when, and only when, the entity is demonstrably comitted to either:

(a) terminate the employment of an employee or grqu of employees
before the normal retirement date; or

(b) provide termination benefits as a result of aroffer made in order to
encourage voluntary redundancy.

An entity is demonstrably committed to a termin&ion when, and only when,
the entity has a detailed formal plan for the termnation and is without
realistic possibility of withdrawal. The detailed dan shall include, as a
minimum:

(a) the location, function, and approximate numberof employees whose
services are to be terminated;

(b)  the termination benefits for each job classifiation or function; and

(c) the time at which the plan will be implemented.Implementation shall
begin as soon as possible and the period of time tocomplete
implementation shall be such that material change$o the plan are
not likely.

An entity may be committed, by legislation, lmntactual or other agreements
with employees or their representatives or by a ttoctive obligation based on
business practice, custom or a desire to act dguitédo make payments (or
provide other benefits) to employees when it terteimdheir employment. Such
payments are termination benefits. Terminationefiehare typically lump-sum
payments, but sometimes also include:

(a) enhancement of retirement benefits or of offtest-employment benefits,
either indirectly through an employee benefit pdamlirectly; and

(b) salary until the end of a specified notice péiif the employee renders no
further service that provides economic benefitheoentity.

Some employee benefits are payable regardfabe oeason for the employee’s
departure. The payment of such benefits is ceffsibject to any vesting or
minimum service requirements) but the timing ofith@ayment is uncertain.
Although such benefits are described in some castras termination
indemnities, or termination gratuities, they arestgemployment benefits, rather
than termination benefits and an entity accountsttfiem as post-employment
benefits. Some entities provide a lower level afdji for voluntary termination
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at the request of the employee (in substance, agnosloyment benefit) than for
involuntary termination at the request of the gntitThe additional benefit
payable on involuntary termination is a terminatiemefit.

137 Termination benefits do not provide an entitthwuture economic benefits and
are recognised as an expense immediately.

138 Where an entity recognises termination beneffite entity may also have to
account for a curtailment of retirement benefitsothver employee benefits (see
paragraph 109).

Measurement

139 Where termination benefits fall due more than 2 months after the reporting
period, they shall be discounted using the discountate specified in
paragraph 78.

140 In the case of an offer made to encourage volamy redundancy, the
measurement of termination benefits shall be basedn the number of
employees expected to accept the offer.

Disclosure

141 Where there is uncertainty about the numbezngployees who will accept an
offer of termination benefits, a contingent liatyiliexists. As required by
NZ IAS 37 an entity discloses information about tlteigent liability unless
the possibility of an outflow in settlement is remot

142 As required by NZ IAS 1, an entity discloses tatire and amount of an expense
if it is material. Termination benefits may resmltan expense needing disclosure
in order to comply with this requirement.

143 Where required by NZ IAS 24 an entity disclosgerimation about termination
benefits for key management personnel.

144-152 [Deleted by IASB]

Transitional provisions

153-156 [Paragraphs 153 to 156 have not been repedd The transitional provisions in
IAS 19 are not applicable to entities adopting NZ 5]

Effective date

157 This Standard becomes operative for an entfigancial statements that cover
annual accounting periods beginning on or aftearfudry 2007. Early adoption
of this Standard is permitted only when an entitjmwptes with NZ IFRS TFirst-
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time Adoption of New Zealand Equivalents to Inteomat! Financial Reporting
Standardsfor an annual accounting period beginning on wraf January 2005
or an entity complies with this Standard in accoogawith FRS-40lransitional
Arrangements for the Early Adoption of the New Zedl&quivalent to IAS 19
Employee Benefits

158-159 [Paragraphs 158 to 159 have not been nepedd The operative dates of

1598

159C

159D

160

161

revisions to IAS 1®Retirement Benefit Cos(&993) are not applicable to entities
adopting NZ IAS 19.]

An entity that early adopts New Zealand equivaléo IFRSs shall apply the
amendments in paragraphs 32A, 34-34B, 61 and 120r2annual periods
beginning on or after 1 January 2006. Earlier igpfibn is encouraged. If an
entity applies these amendments for a period béginmefore 1 January 20086, it
shall disclose that fact.

The option in paragraphs 93A-93D may be usedrinual periods ending on
or after 16 December 2004. An entity that earlyomtd New Zealand
equivalents to IFRSs and uses the option for anpaebds beginning before
1 January 2006 shall also apply the amendmentsiagpaphs 32A, 34—-34B,
61 and 120-121.

Paragraphs 7, 8(b), 32B, 97, 98 and 111 weended and paragraph 111A was
added byimprovements to NZ IFR$ssued in June 2008. An entity shall apply
the amendments in paragraphs 7, 8(b) and 32B furaperiods beginning on or
after 1 January 2009. Earlier application is p#edi If an entity applies the
amendments for an earlier period it shall disckbse fact. An entity shall apply
the amendments in paragraphs 97, 98 and 111 andl tbléhanges in benefits
that occur on or after 1 January 2009.

NZ IAS 8 applies when an entity adopts New Zealapivalents to IFRSs prior
to 1 January 2006 and subsequently changes itsiatbeg policies to reflect the
changes specified in paragraphs 159-159D. In applythose changes
retrospectively, as required by NZ IAS 8, the erttidats those changes as if they
had been applied at the same time as the resisoSthndard. The exception is
that an entity may disclose the amounts requiregdmagraph 120A(p) as the
amounts are determined for each annual period potisply from the first
annual period presented in the financial statemémtsvhich the entity first
applies the amendments in paragraph 120A.

NZ IAS 1 (as revised in 2007) amended the terlo@yo used throughout
New Zealand equivalents to IFRSs. In addition it adesl paragraphs 93A-93D,
106 (Example) and 120A. An entity shall apply thoseeadments for annual
periods beginning on or after 1 January 2009. Ifeatity applies NZ IAS 1

(revised 2007) for an earlier period, the amendmehiall be applied for that
earlier period.
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Appendix
Amendments to other Standards

The amendments in this appendix shall be appliedrioual periods beginning on or after
1 January 2006. If an entity applies the amendm@ntdS 19 for an earlier period, these
amendments shall be applied for that earlier period.

Fkkkk

The amendments contained in this appendix when thended Standard was issued in
2004 have been incorporated into the text of IFR&d IASs 1 and 24 published in this
volume.
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