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IAS 19

Approval by the Board of Actuarial Gains and Losses, Group Plans
and Disclosures (Amendment to IAS 19) issued in December 2004

Actuarial Gains and Losses, Group Plans and Disclosures (Amendment to IAS 19) was approved for issue by twelve
of the fourteen members of the International Accounting Standards Board. Messrs Leisenring and Yamada dissented.
Their dissenting opinions are set out after the Basis for Conclusions.
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Approval by the Board of IAS 19 issued in June 2011

International Accounting Standard 19 Employee Benefits (as amended in 2011) was approved for issue by thirteen of the
fifteen members of the International Accounting Standards Board. Messrs Engstrom and Yamada dissented. Their
dissenting opinions are set out after the Basis for Conclusions.
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Approval by the Board of Defined Benefit Plans: Employee Contributions
(Amendments to IAS 19) issued in November 2013

Defined Benefit Plans: Employee Contributions was approved for issue by the sixteen members of the International
Accounting Standards Board.
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Approval by the Board of Plan Amendment, Curtailment or Settlement
(Amendments to IAS 19) issued in February 2018

Plan Amendment, Curtailment or Settlement (Amendments to I1AS 19) was approved for issue by 13 of 14 members of
the International Accounting Standards Board (Board). Ms Tarca abstained in view of her recent appointment to the
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Basis for Conclusions on
IAS 19 Employee Benefits

Introduction

BC1

BC2

This Basis for Conclusions summarises the International Accounting Standards Board’s considerations in
reaching its conclusions on IAS 19 Employee Benefits. Individual Board members gave greater weight to
some factors than to others.

The Board’s predecessor, the International Accounting Standards Committee (IASC), approved TAS 19
Employee Benefits in 1998, replacing a previous version of the standard. IASC developed the revision of
IAS 19 in 1998 following its consideration of the responses to its exposure draft E54 Employee Benefits
published in 1996. Since that date, IASC and the Board have made the following amendments that are still
relevant:

@ In October 2000 IASC extended the definition of plan assets (see paragraphs BC178-BC190) and
introduced recognition and measurement requirements for reimbursements (see paragraphs BC195-
BC199).

(b) In December 2004 the Board amended the accounting for multi-employer plans and group plans (see
paragraphs BC35-BC38 and BC40-BC50).

(c) In June 2011 the Board eliminated previous options for deferred recognition of changes in the net
defined benefit liability (asset), amended where those changes should be recognised, amended the
disclosure requirements for defined benefit plans and multi-employer plans, and made a number of
other amendments (see paragraphs BC3-BC13).

Amendments made in 2011

BC3

BC4

BC5

BC6

Accounting for post-employment benefit promises is an important financial reporting issue. Anecdotal
evidence and academic research suggested that many users of financial statements did not fully understand
the information that entities provided about post-employment benefits under the requirements of 1AS 19
before the amendments made in 2011. Both users and preparers of financial statements criticised those
accounting requirements for failing to provide high quality, transparent information about post-employment
benefits. For example, delays in the recognition of gains and losses give rise to misleading amounts in the
statement of financial position and the existence of various options for recognising gains and losses and a lack
of clarity in the definitions lead to poor comparability.

In July 2006 the Board added to its agenda a project on the accounting for post-employment benefit promises
in response to calls for a comprehensive review of the accounting for post-employment benefit promises to
improve the quality and transparency of financial statements. However, a comprehensive project to address
all areas of post-employment benefit accounting could take many years to complete. Nevertheless, the Board
recognised a short-term need to provide users of financial statements with better information about post-
employment benefit promises.

Accordingly, the Board undertook a limited scope project, and in March 2008 the Board published a discussion
paper Preliminary Views on Amendments to IAS 19 Employee Benefits that included the Board’s preliminary
views on the following areas of IAS 19:

@) the deferred recognition of some gains and losses arising from defined benefit plans.
(b) presentation of the changes in the net defined benefit liability or asset.

(c) accounting for employee benefits that are based on contributions and a promised return and employee
benefits with a ‘higher of” option (contribution-based promises).

The discussion paper also asked respondents to identify:

€) any additional issues that should be addressed in this project given that its objective was to address
specific issues in a limited time frame.

(b) what disclosures the Board should consider as part of its review of disclosures.

© IFRS Foundation 7
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BC7

BC8

BC9

BC10

BC11

The IASB received 150 comment letters in response to that discussion paper. In the light of those responses,
the Board deferred its review of contribution-based promises to a possible future project. The Board
considered the additional issues raised in those responses and extended the scope of the project to include:

@ a review of the disclosures for defined benefit plans and multi-employer plans; and

(b) additional issues raised in the responses to the discussion paper and matters that had been submitted to
the International Financial Reporting Interpretations Committee (IFRIC) for interpretation that the
Board considered could be addressed expeditiously, would not require a fundamental review of defined
benefit obligation measurement and would lead to an improvement in the reporting of defined benefit
plans.

In April 2010 the Board published an exposure draft Defined Benefit Plans (the 2010 ED). The Board received
227 comment letters in response. In addition to the formal consultation provided by the 2010 ED, the Board
undertook an extensive programme of outreach activities during the exposure period with a wide range of
users and preparers of financial statements, regulators and others interested in the financial reporting of
employee benefits from a wide variety of geographical areas.

Some respondents to the 2010 ED and the discussion paper requested a comprehensive review of the
accounting for employee benefits, preferably as a joint project with the US national standard-setter, the
Financial Accounting Standards Board (FASB), and questioned why the Board was addressing employee
benefits in a limited scope project, expressing concern that successive changes could be disruptive. The Board
reiterated its previous concern that a comprehensive review of the accounting for employee benefits would
take many years to complete and that there was an urgent need to improve the financial reporting of employee
benefits in the short term, so that users of financial statements receive more useful and understandable
information.

In June 2011 the Board issued amendments to IAS 19 that targeted improvements in the following areas:

@) recognition of changes in the net defined benefit liability (asset) (see paragraphs BC65-BC100),
including:

(i) immediate recognition of defined benefit cost (see paragraphs BC70-BC72).
(i)  disaggregation of defined benefit cost into components (see paragraphs BC73-BC87).

(iii)  recognition of remeasurements in other comprehensive income (see paragraphs BC88—
BC100).

(b) plan amendments, curtailments and settlements (see paragraphs BC152-BC173).
(c) disclosures about defined benefit plans (see paragraphs BC203-BC252).
(d) accounting for termination benefits (see paragraphs BC11 and BC254-BC268).
(e) miscellaneous issues, including:
(i)  the classification of employee benefits (see paragraphs BC16-BC24).
(if)  current estimates of mortality rates (see paragraph BC142).
(iii)  tax and administration costs (see paragraphs BC121-BC128).
(iv)  risk-sharing and conditional indexation features (see paragraphs BC143-BC150).
()] some matters that had been submitted to the IFRIC for interpretation, including:
(i) IFRIC rejection March 2007—Special wage tax (see paragraphs BC121-BC124).

(ii) IFRIC rejection November 2007—Treatment of employee contributions (see
paragraphs BC143-BC150).

(iif) IFRIC rejection January 2008—Pension promises based on performance hurdles (see
paragraphs BC143-BC150).

(iv) IFRIC rejection May 2008—Settlements (see paragraph BC163).

The Board issued the amendments resulting from the 2010 ED together with amendments relating to
termination benefits resulting from the exposure draft Proposed Amendments to IAS 37 Provisions,
Contingent Liabilities and Contingent Assets and IAS 19 Employee Benefits (the 2005 ED), published in
June 2005. The Board concluded that it would be better to issue both sets of amendments together rather
than delay the completion of the amendments for termination benefits until it completed its work on IAS 37
Provisions, Contingent Liabilities and Contingent Assets.
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Matters not addressed as part of the limited scope project

Respondents to the 2010 ED and the discussion paper raised matters that were outside the scope of this project
(such as measurement of the defined benefit obligation). The Board did not consider these matters in detail.
Any project addressing issues beyond the scope of the targeted improvements would be subject to the Board’s
agenda-setting process.

In selecting issues to address, the Board discussed the following issues, but took no action in the amendments
made in 2011.

@) Contribution-based promises—The discussion paper included proposals on contribution-based
promises. The Board will consider whether to develop those proposals further if it undertakes a
comprehensive review of employee benefit accounting.

(b) Discount rate for employee benefits—The Board did not proceed with the proposals in its exposure
draft Discount Rate for Employee Benefits, published in August 2009. The Board decided it would
address issues relating to the discount rate only in the context of a fundamental review (see
paragraphs BC138 and BC139).

(c) The effect of expected future salary increases on the attribution of benefits—The 2010 ED proposed
that expected future salary increases should be included in determining whether a benefit formula
expressed in terms of current salary allocates a materially higher level of benefit to later years. The
Board did not proceed with that proposal because it is closely related to a fundamental review of the
accounting for contribution-based promises (see paragraphs BC117-BC120).

(d) Exemption for entities participating in multi-employer defined benefit plans—The Board rejected a
proposal to permit all entities participating in a multi-employer defined benefit plan to account for
these plans as defined contribution plans. The Board concluded that extending that exemption would
be contrary to its general approach of limiting exceptions. The Board also believes that such an
exemption would not be appropriate for all multi-employer plans, such as when an entity becomes a
dominant participant in a multi-employer plan, perhaps because other participants leave the plan (see
paragraph BC39).

(e) IFRIC-related matters—The Board did not incorporate into 1AS 19 the requirements of IFRIC 14
IAS 19—The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction.
Incorporating IFRIC 14 would require changes to the drafting, which could have unintended
consequences. The Board also considered other questions received by the IFRIC but concluded that it
would not amend IAS 19 at this time.

Employee Benefits Working Group

The Board established an Employee Benefits Working Group in 2007 to help by providing a variety of expert
perspectives, including those of auditors, preparers and users of financial statements, actuaries and regulators.
The group consisted of senior professionals with extensive practical experience in the operation, management,
valuation, financial reporting, auditing or regulation of a variety of post-employment benefit arrangements.

Members of the group assisted the Board by reviewing early drafts of the amendments made in 2011, and the
preceding discussion paper and exposure draft. The Board greatly appreciates the time and energy that group
members have devoted to this process and the quality of their contributions.

Classification of benefits

BC16

BC17

BC18

Short-term employee benefits: amendments issued in 2011

The amendments made in 2011 clarify that the classification of benefits as short-term employee benefits
depends on the period between the end of the annual reporting period in which the employee renders the
service that gives rise to the benefit and the date when the benefit is expected to be settled.

The Board’s objective in defining the scope of the short-term employee benefits classification was to identify
the set of employee benefits for which a simplified measurement approach would not result in measuring those
benefits at an amount different from the general measurement requirements of IAS 19.

The Board concluded that the classification of a short-term employee benefit on the basis of the timing of
expected settlement would best meet this objective and would be most consistent with the measurement basis
in IAS 19.

© IFRS Foundation 9
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BC20

BC21
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BC23
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Other alternatives that the Board considered for the basis for classification of short-term employee benefits
included:

@) The earliest possible settlement date (ie entitlement)—The Board rejected this alternative because it
would have the result that a benefit classified as a short-term employee benefit could be measured at
an amount materially different from its present value. For example, this could occur if an employee is
entitled to a benefit within twelve months, but the benefit is not expected to be settled until many years
later.

(b) The latest possible settlement date—The Board rejected this alternative because, although the latest
possible settlement date would be consistent with the Board’s objective of minimising differences
between the measurement of short-term employee benefits and the measurement of the same benefits
using the model for post-employment benefits, this would result in the smallest set of benefits that
would meet the definition.

However, classifying short-term employee benefits on the basis of expected settlement raises the following
additional concerns:

@ Unit of account—the expected settlement date is determined on the basis of a combination of the
characteristics of the benefits and the characteristics of the employees, and would reflect the actuarial
assumptions for a particular year rather than the characteristics of the benefits promised. The Board
concluded that the classification of the benefits should reflect the characteristics of the benefits, rather
than the demographic or financial assumptions at a point in time.

(b) Splitting benefits into components—some benefits are expected to be settled over a period of time.
The Board concluded that an entity should classify a benefit as a short-term employee benefit if the
whole of the benefit is expected to be settled before twelve months after the end of the annual reporting
period in which the related service was provided. This will ensure that the benefit is measured on the
same basis throughout its life and is consistent with the measurement requirements of paragraph 69.

(c) Reclassification—if the expected settlement date of a benefit classified initially as a short-term
employee benefit changes subsequently to a date more than twelve months after the end of the reporting
period, then the undiscounted amount of that benefit could differ materially from its present value.
The Board concluded that the classification of a short-term employee benefit should be revisited if it
no longer meets the definition. This maintains the objective that the benefits should not be measured
at an amount that would differ materially from their present value. However, the Board concluded that
a temporary change in expectation should not trigger reclassification because such a change would not
be indicative of a change in the underlying characteristics of the benefit. The Board noted that
reclassification of a benefit from other long-term employee benefits to short-term employee benefits
is less of a concern because in that case measuring the benefit at its undiscounted amount should not
differ materially from measuring the benefit at its present value.

Other approaches that the Board considered for addressing the concerns above included:

@) Unit of account—Dby requiring an entity to classify benefits on an employee-by-employee basis. The
Board concluded that this would not be practical and would not meet the objectives of the
classification.

(b) Reclassification—prohibiting the entity from revising the classification of a short-term employee
benefit after initial classification. This approach would maintain continuity of measurement
throughout the life of the benefit, but the Board rejected it because measuring the benefit at the
undiscounted amount could result in an amount that differs from its present value if the entity no longer
expects to settle the benefit before twelve months after the end of the annual reporting period.

Long-term employee benefits: exposure draft published in 2010

The Board considered combining post-employment benefits and other long-term employee benefits into a
single category. The main differences between accounting for other long-term benefits and accounting for
post-employment benefits were:

@ the previous option to defer recognition of actuarial gains and losses (‘the corridor’); and
(b) the previous requirement to recognise unvested past service cost over the vesting period.

As proposed in the 2010 ED, the Board removed these differences in 2011. In the light of that proposal, the
2010 ED also proposed the removal of the distinction between post-employment benefits and other long-term
employee benefits. However, many respondents to the 2010 ED did not support this removal of that
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distinction. They did not think that the recognition and disclosure requirements for post-employment benefits
were appropriate for other long-term employee benefits, because in their view:

@) the costs of applying the recognition and disclosure requirements for post-employment benefits to
other long-term employee benefits outweigh the benefits.

(b) accounting for other long-term employee benefits was not originally within the scope of the project.
Accounting for other long-term employee benefits was not an area they viewed as requiring
improvement.

After reviewing the responses to the 2010 ED, the Board decided not to combine post-employment and other
long-term employee benefits into a single category for the reasons expressed by respondents.

Short-term employee benefits

BC25

BC26

BC27

Paid absences

Some argue that an employee’s entitlement to future paid absences does not create an obligation if that
entitlement is conditional on future events other than future service. However, IASC concluded in 1998 that
an obligation arises as an employee renders service that increases the employee’s entitlement (conditional or
unconditional) to future paid absences; for example, accumulating paid sick leave creates an obligation
because any unused entitlement increases the employee’s entitlement to sick leave in future periods. The
probability that the employee will be sick in those future periods affects the measurement of that obligation,
but does not determine whether that obligation exists.

IASC considered three alternative approaches to measuring the obligation that results from unused entitlement
to accumulating paid absences:

@) recognise the entire unused entitlement as a liability, on the basis that any future payments are made
first out of unused entitlement and only subsequently out of entitlement that will accumulate in future
periods (a FIFO approach);

(b) recognise a liability to the extent that future payments for the employee group as a whole are expected
to exceed the future payments that would have been expected in the absence of the accumulation
feature (a group LIFO approach); or

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

These methods are illustrated by the following example.

BC Example 1

An entity has 100 employees, who are each entitled to five working days of paid sick leave for each year.
Unused sick leave may be carried forward for one year. Such leave is taken first out of the current year’s
entitlement and then out of any balance brought forward from the previous year (a LIFO basis).

At 31 December 20X1 the average unused entitlement is two days per employee. The entity expects, on the
basis of past experience that is expected to continue, that 92 employees will take no more than four days of
paid sick leave in 20X2 and that the remaining 8 employees will take an average of six and a half days each.

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

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

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

IASC selected method (c), the individual LIFO approach, because that method measures the obligation at the
present value of the additional future payments that are expected to arise solely from the accumulation feature.
IAS 19 notes that, in many cases, the resulting liability will not be material.

© IFRS Foundation 11
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BC29

BC30

BC31

BC32

BC33

BC34
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Distinction between defined contribution plans and defined benefit
plans

Defined contribution plans

IAS 19 before its revision in 1998 defined:

@ defined contribution plans as retirement benefit plans under which amounts to be paid as retirement
benefits are determined by reference to contributions to a fund together with investment earnings
thereon; and

(b) defined benefit plans as retirement benefit plans under which amounts to be paid as retirement
benefits are determined by reference to a formula usually based on employees’ remuneration and/or
years of service.

IASC considered these definitions unsatisfactory because they focused on the benefit receivable by the
employee, rather than on the cost to the entity. The definitions introduced in 1998 focused on the downside
risk that the cost to the entity may increase. The definition of defined contribution plans does not exclude the
upside potential that the cost to the entity may be less than expected.

Defined benefit plans: amendments issued in 2011

The amendments made in 2011 clarify that the existence of a benefit formula does not, by itself, create a
defined benefit plan, but rather that there needs to be a link between the benefit formula and contributions that
creates a legal or constructive obligation to contribute further amounts to meet the benefits specified by the
benefit formula. This amendment to paragraph 29 addressed a concern that can arise when a plan has a benefit
formula determining the benefits to be paid if there are sufficient plan assets, but not requiring the employer
to pay additional contributions if there are insufficient plan assets to pay those benefits. In effect, the benefit
payments are based on the lower of the benefit formula and the plan assets available. The amendments clarify
that such a plan is a defined contribution plan.

Multi-employer plans and state plans

An entity may not always be able to obtain sufficient information from multi-employer plans to use defined
benefit accounting. IASC considered three approaches to this problem:

@) use defined contribution accounting for some and defined benefit accounting for others;

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

(©) use defined benefit accounting for those multi-employer plans that are defined benefit plans. However,
where sufficient information is not available to use defined benefit accounting, an entity should
disclose that fact and use defined contribution accounting.

IASC believed that there was no conceptually sound, workable and objective way to draw a distinction so that
an entity could use defined contribution accounting for some multi-employer defined benefit plans and defined
benefit accounting for others. In addition, IASC believed that it was misleading to use defined contribution
accounting for multi-employer plans that are defined benefit plans. This is illustrated by the case of French
banks that used defined contribution accounting for defined benefit pension plans operated under industry-
wide collective agreements on a pay-as-you-go basis. Demographic trends made these plans unsustainable
and a major reform in 1993 replaced them by defined contribution arrangements for future service. At that
point, the banks were compelled to quantify their obligations. Those obligations had previously existed, but
had not been recognised as liabilities.

IASC concluded that an entity should use defined benefit accounting for those multi-employer plans that are
defined benefit plans. However, where sufficient information is not available to use defined benefit
accounting, an entity should disclose that fact and use defined contribution accounting. IASC applied the
same principle to state plans, observing that most state plans are defined contribution plans.

In response to comments on E54, IASC considered a proposal to exempt wholly-owned subsidiaries (and their
parents) participating in group defined benefit plans from the recognition and measurement requirements in
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their individual non-consolidated financial statements, on cost-benefit grounds. 1ASC concluded that such an
exemption would not be appropriate.

Multi-employer plans: amendments issued in 2004

In April 2004 the IFRIC published a draft Interpretation, D6 Multi-employer Plans, which proposed the
following guidance on how multi-employer plans should apply defined benefit accounting, if possible:

@) The plan should be measured in accordance with IAS 19 using assumptions appropriate for the plan as
a whole.

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

The concerns raised by respondents to D6 about the availability of the information about the plan as a whole,
the difficulties in making an allocation as proposed and the resulting lack of usefulness of the information
provided by defined benefit accounting were such that the IFRIC decided not to proceed with the proposals.

When discussing group plans (see paragraphs BC40-BC50) in 2004 the Board noted that, if there were a
contractual agreement between a multi-employer plan and its participants on how a surplus would be
distributed or a deficit funded, the same principle that applied to group plans should apply to multi-employer
plans, ie the participants should recognise an asset or liability. In relation to the funding of a deficit, the Board
regarded this principle as consistent with the recognition of a provision in accordance with IAS 37.

The Board therefore clarified that a participant in a multi-employer defined benefit plan must recognise the
asset or liability arising from that contractual agreement if the participant:

@) accounts for that participation on a defined contribution basis in accordance with paragraph 34 because
it has insufficient information to apply defined benefit accounting, but

(b) has a contractual agreement that determines how a surplus would be distributed or a deficit funded.

Multi-employer plans: exposure draft published in 2010

The Board considered and rejected a proposal to permit all entities participating in multi-employer defined
benefit plans to account for those plans as defined contribution plans. The Board concluded that extending
that exemption would be contrary to its general approach of limiting exceptions. In the Board’s view such an
exemption would not be appropriate for all multi-employer plans, such as when an entity becomes a dominant
participant in a multi-employer plan, perhaps because other participants leave the plan.

Group plans: amendments issued in 2004

Some constituents asked the Board to consider whether entities participating in a group defined benefit plan
should, in their separate or individual financial statements, either have an unqualified exemption from defined
benefit accounting or be able to treat the plan as a multi-employer plan.

In developing the exposure draft Actuarial Gains and Losses, Group Plans and Disclosures published in April
2004 (the 2004 ED), the Board did not agree that an unqualified exemption from defined benefit accounting
for group defined benefit plans in the separate or individual financial statements of group entities was
appropriate. In principle, the requirements of International Financial Reporting Standards (IFRSs) should
apply to separate or individual financial statements in the same way as they apply to any other financial
statements. Following that principle would mean amending IAS 19 to allow group entities that participate in
a plan that meets the definition of a multi-employer plan, except that the participants are under common
control, to be treated as participants in a multi-employer plan in their separate or individual financial
statements.

However, in the 2004 ED the Board concluded that entities within a group should always be presumed to be
able to obtain the necessary information about the plan as a whole. This implies that, in accordance with the
requirements for multi-employer plans, defined benefit accounting should be applied if there is a consistent
and reliable basis for allocating the assets and obligations of the plan.

In the 2004 ED the Board acknowledged that entities within a group might not be able to identify a consistent
and reliable basis for allocating the plan that results in the entity recognising an asset or liability that reflects
the extent to which a surplus or deficit in the plan would affect its future contributions. This is because there
may be uncertainty in the terms of the plan about how surpluses will be used or deficits funded across the
consolidated group. However, the Board concluded that entities within a group should always be able to make
at least a consistent and reasonable allocation, for example on the basis of a percentage of pensionable pay.
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The Board then considered whether, for some group entities, the benefits of defined benefit accounting using
a consistent and reasonable basis of allocation were worth the costs involved in obtaining the information.
The Board decided that this was not the case for entities that meet criteria similar to those in IAS 27
Consolidated and Separate Financial Statements! for the exemption from preparing consolidated financial
statements.

The 2004 ED therefore proposed the following for entities that participate in a plan that would meet the
definition of a multi-employer plan except that the participants are under common control:

@) If the entities meet the criteria as proposed in the 2004 ED, they should be treated as if they were
participants in a multi-employer plan. This means that if there is no consistent and reliable basis for
allocating the assets and liabilities of the plan, the entity should use defined contribution accounting
and provide additional disclosures.

(b) In all other cases, the entities should be required to apply defined benefit accounting by making a
consistent and reasonable allocation of the assets and liabilities of the plan.

Respondents to the 2004 ED generally supported the proposal to extend the requirements on multi-employer
plans to group entities. However, many disagreed with the criteria proposed in the 2004 ED, for the following
reasons:

@ The proposed amendments and the interaction with D6 (see paragraphs BC35-BC38) were unclear.
(b) The provisions for multi-employer accounting should be extended to a listed parent company.
(c) The provisions for multi-employer accounting should be extended to group entities with listed debt.

(d) The provisions for multi-employer plan accounting should be extended to all group entities, including
partly-owned subsidiaries.

(e) There should be a blanket exemption from defined benefit accounting for all group entities.

The Board agreed that the proposed requirements for group plans were unnecessarily complex. The Board
also concluded that it would be better to treat group plans separately from multi-employer plans because of
the difference in information available to the participants: in a group plan, information about the plan as a
whole should generally be available. The Board further noted that, if the parent wishes to comply with IFRSs
in its separate financial statements or wishes its subsidiaries to comply with IFRSs in their individual
financial statements, then it must obtain and provide the necessary information at least for the purposes of
disclosure.

The Board noted that, if there were a contractual agreement or stated policy on charging the net defined benefit
cost to group entities, that agreement or policy would determine the cost for each entity. If there is no such
contractual agreement or stated policy, the entity that is the sponsoring employer bears the risk relating to the
plan by default. The Board therefore concluded that a group plan should be allocated to the individual entities
within a group in accordance with any contractual agreement or stated policy. If there is no such agreement
or policy, the net defined benefit cost is allocated to the sponsoring employer. The other group entities
recognise a cost equal to any contribution collected by the sponsoring employer.

This approach has the advantages of (a) all group entities recognising the cost they have to bear for the defined
benefit promise and (b) being simple to apply.

The Board also noted that participation in a group plan is a related party transaction. As such, disclosures are
required to comply with 1AS 24 Related Party Disclosures. 1AS 24 requires an entity to disclose the nature
of the related party relationship as well as information about the transactions and outstanding balances
necessary for an understanding of the potential effect of the relationship on the financial statements. The
Board noted that information about each of (a) the policy on charging the defined benefit cost, (b) the policy
on charging current contributions and (c) the status of the plan as a whole was required to give an
understanding of the potential effect of the participation in the group plan on the entity’s separate or individual
financial statements.

State plan and group plan disclosures: amendments issued in 2011

The amendments made in 2011 updated, without reconsideration, the disclosure requirements for entities that
participate in state plans or defined benefit plans that share risks between various entities under common control,
to be consistent with the disclosure requirements for multi-employer plans and defined benefit plans. However,
those amendments permit an entity to include those disclosures by cross-reference to the required disclosures
in another group entity’s financial statements, if specified conditions are met.

1 The consolidation requirements in IAS 27 were superseded by IFRS 10 Consolidated Financial Statements issued in May 2011. The
criteria for the exemption from preparing consolidated financial statements were not changed.
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Defined benefit plans: recognition and measurement

Although IAS 19 before its revision in 1998 did not deal explicitly with the recognition of retirement benefit
obligations as a liability, it is likely that most entities recognised a liability for retirement benefit obligations
at the same time under the requirements in IAS 19 before and after its revision in 1998. However, the
requirements in IAS 19 before and after its revision in 1998 differed in the measurement of the resulting
liability.

Paragraph 63 of IAS 19 is based on the definition of, and recognition criteria for, a liability in IASC’s
Framework for the Preparation and Presentation of Financial Statements.? The Framework defined a liability
as ‘a present obligation of the entity arising from past events, the settlement of which is expected to result in
an outflow from the entity of resources embodying economic benefits’. The Framework stated that an item
which meets the definition of a liability should be recognised if:

@ it is probable that any future economic benefit associated with the item will flow from the entity; and
(b) the item has a cost or value that can be measured with reliability.
IASC believed that:

@) an entity has an obligation under a defined benefit plan when an employee has rendered service in
return for the benefits promised under the plan. Paragraphs 70—74 deal with the attribution of benefit
to individual periods of service in order to determine whether an obligation exists.

(b) an entity should use actuarial assumptions to determine whether the entity will pay those benefits in
future reporting periods (see paragraphs 75-98).

(c) actuarial techniques allow an entity to measure the obligation with sufficient reliability to justify
recognition of a liability.

IASC believed that an obligation exists even if a benefit is not vested, in other words if the employee’s right
to receive the benefit is conditional on future employment. For example, consider an entity that provides a
benefit of CU100% to employees who remain in service for two years. At the end of the first year, the employee
and the entity are not in the same position as at the beginning of the first year, because the employee will need
to work for only one more year, instead of two, before becoming entitled to the benefit. Although there is a
possibility that the benefit may not vest, that difference is an obligation and, in IASC’s view, should result in
the recognition of a liability at the end of the first year. The measurement of that obligation at its present value
reflects the entity’s best estimate of the probability that the benefit may not vest.

Measurement date

Some national standards permit entities to measure the present value of defined benefit obligations at a date
up to three months before the end of the reporting period. However, IASC decided that entities should measure
the present value of defined benefit obligations, and the fair value of any plan assets, at the end of the reporting
period. Consequently, if an entity carries out a detailed valuation of the obligation at an earlier date, the results
of that valuation should be updated to take account of any significant transactions and other significant changes
in circumstances up to the balance sheet date (end of the reporting period).

In response to comments on E54, IASC clarified that full actuarial valuation was not required at the end of the
reporting period, provided that an entity determined the present value of defined benefit obligations and the
fair value of any plan assets with sufficient regularity that the amounts recognised in the financial statements
did not differ materially from the amounts that would be determined at the balance sheet date.

Interim reporting: effects of the amendments issued in 2011

The 2010 ED did not propose any substantial amendments to the requirements in 1AS 34 Interim Financial
Reporting. Respondents to the 2010 ED were concerned that the requirements for the immediate recognition
of changes in the net defined benefit liability (asset) would imply that entities should remeasure the net defined
benefit liability (asset) at each interim reporting date.

The Board noted that an entity is not always required to remeasure a net defined benefit liability (asset) for
interim reporting purposes under IAS 19 and IAS 34. Both indicate that the entity needs to exercise judgement

2 References to the Framework in this Basis for Conclusions are to the IASC’s Framework for the Preparation and Presentation of Financial
Statements, adopted by the Board in 2001 and in effect when the Standard was revised.

3 In this Basis for Conclusions monetary amounts are denominated in ‘currency units (CU)’.
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in determining whether it needs to remeasure the net defined benefit liability (asset) at the end of the (interim
or annual) reporting period.

The amendments made in 2011 require an entity to recognise remeasurements in the period in which they
arise. Thus, remeasurements are now more likely to have a material effect on the amount recognised in the
financial statements than would have been the case before those amendments if an entity elected to defer
recognition of actuarial gains and losses. It follows that entities previously deferring recognition of some
gains and losses are now more likely to judge that remeasurement is required for interim reporting.

The Board considered setting out explicitly whether an entity should remeasure a net defined benefit liability
(asset) at interim dates. However, in the Board’s view, such a change would be an exemption from the general
requirements of 1AS 34 and consequently it decided against such an amendment. The Board is not aware of
concerns with the application of these interim reporting requirements for entities that applied the immediate
recognition option under the previous version of IAS 19.

Some respondents to the 2010 ED asked the Board to clarify whether the assumptions used to determine
defined benefit cost for subsequent interim periods should reflect the assumptions used at the end of the prior
financial year or for the most recent measurement of the defined benefit obligation (for example, in an earlier
interim period or in determining the effect of a plan amendment or settlement).

The Board noted that if assumptions for each interim reporting period were updated to the most recent interim
date, the measurement of the entity’s annual amounts would be affected by how frequently the entity reports,
ie whether the entity reports quarterly, half-yearly or with no interim period. In the Board’s view this would
not be consistent with the requirements of paragraphs 28 and 29 of IAS 34.

[Deleted]*

Recognition: amendments issued in 2011

The amendments made in 2011 require entities to recognise all changes in the net defined benefit liability
(asset) in the period in which those changes occur, and to disaggregate and recognise defined benefit cost as
follows:

@) service cost, relating to the cost of the services received, in profit or loss.

(b) net interest on the net defined benefit liability (asset), representing the financing effect of paying for
the benefits in advance or in arrears, in profit or loss.

(c) remeasurements, representing the period-to-period fluctuations in the amounts of defined benefit
obligations and plan assets, in other comprehensive income.

Before those amendments, 1AS 19 permitted three options for the recognition of actuarial gains and losses:

@) leaving actuarial gains and losses unrecognised if they were within a ‘corridor’ and deferred recognition
of actuarial gains and losses outside the corridor in profit or loss;

(b) immediate recognition in profit or loss; or

(©) immediate recognition in other comprehensive income. Actuarial gains and losses recognised in other
comprehensive income are transferred directly to retained earnings.

The amendments in 2011 made the following changes to the recognition requirements:
@) immediate recognition—elimination of the corridor (paragraphs BC70-BC72).
(b) redefining the components of defined benefit cost (paragraphs BC73-BC87).

(©) recognition of the remeasurements component in other comprehensive income (paragraphs BC88-
BC100).

Many respondents to the 2010 ED agreed that the Board should address within the project the disaggregation
of defined benefit cost and where the components of defined benefit cost should be recognised. However,
some respondents said that the determination of an appropriate disaggregation method was intrinsically linked
to the accounting model and should not be considered until there is a fundamental review of IAS 19. The
Board considered the components of defined benefit cost in the context of the accounting model of 1AS 19.

Plan Amendment, Curtailment or Settlement (Amendments to IAS 19), issued in February 2018, requires an entity to use updated actuarial

assumptions to determine current service cost and net interest for the remainder of the annual reporting period after the plan amendment,
curtailment or settlement when the entity remeasures its net defined benefit liability (asset) in accordance with paragraph 99.
Paragraphs BC173A-BC173F explain the Board’s rationale for the amendments. Before the amendments, IAS 19 did not require an entity
to use updated assumptions to determine current service cost and net interest for the period after the plan amendment, curtailment or
settlement. Paragraph BC64 explained the Board’s rationale for those previous requirements. Because the previous requirements no longer
apply, the Board deleted paragraph BC64.
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In the Board’s view, the disaggregation requirements are consistent with that model and provide useful
information.

Others said that the Board should not address those matters until it completes its project on financial statement
presentation, including the conceptual basis for deciding whether items should ultimately be reclassified to
profit or loss from other comprehensive income. However, the Board concluded that improving the
understandability and comparability of the changes in the net defined benefit liability or asset would be
necessary if changes are to be recognised immediately, and that improving the understandability of those
changes should not be delayed until it completes its project on financial statement presentation.

Immediate recognition: elimination of the corridor

In the Board’s view, immediate recognition provides information that is more relevant to users of financial
statements than the information provided by deferred recognition. It also provides a more faithful
representation of the financial effect of defined benefit plans on the entity and is easier for users to understand.
In contrast, deferred recognition can produce misleading information: for example,

@ an asset may be recognised in the statement of financial position, even when a plan is in deficit; or

(b) the statement of comprehensive income may include gains and losses that arise from economic events
that occurred in past periods.

In addition, eliminating accounting options makes it easier for users to compare entities.

Most respondents supported the proposal to recognise all changes in the present value of the defined benefit
obligation and in the fair value of plan assets when they occur. However, some respondents expressed
concerns about immediate recognition:

@) Measurement model requires further work—some respondents expressed the view that the
measurement model needs a comprehensive review and that it would be disruptive to move to
immediate recognition of changes arising from the measurement model in 1AS 19. However, in the
Board’s view, deferred recognition makes accounting for defined benefit plans obscure and difficult
for users to understand. Consequently, the Board decided not to delay the introduction of the
requirement for immediate recognition.

(b) Relevance of information—some respondents expressed the view that some changes to the net defined
benefit liability (asset) occurring in a period are not relevant to the measurement of a long-term
liability. This is because past gains or losses may be offset by future losses or gains. However, in the
Board’s view it is not inevitable that future gains or losses will occur and offset past losses or gains.

(c) Volatility—many respondents were concerned that volatility might result if an entity reported all
changes in the net defined benefit liability (asset) in each period and that this volatility would impede
year-on-year comparability, and would obscure the profitability of the entity’s core business.
However, the Board believes that a measure should be volatile if it faithfully represents transactions
and other events that are themselves volatile, and that financial statements should not omit such
information. In the Board’s view, that information should be presented in a way that is most useful to
users of financial statements. Therefore, the Board introduced a presentation that allows users of
financial statements to isolate remeasurements of the entity’s net defined benefit liability (asset) (see
paragraphs BC88-BC100).

(d) Behavioural and social consequences—some respondents expressed concerns that immediate
recognition might have adverse behavioural and social consequences. For example, they were
concerned that entities might try to eliminate short-term volatility by making long-term economically
inefficient decisions about the allocation of plan assets, or by making socially undesirable amendments
to plan terms. However, in the Board’s view, it is not the responsibility of accounting standard-setters
to encourage or discourage particular behaviour. Their responsibility is to set standards that result in
the provision of relevant information that faithfully represents an entity’s financial position, financial
performance and cash flows so that users of that information can make well-informed decisions.

(e) Potential effect on debt covenants—some respondents were concerned that immediate recognition
could lead to difficulties with debt covenants based on earnings or net assets, and impair entities’
ability to pay dividends because of legal restrictions based on amounts in financial statements. In the
Board’s view, it is up to the entity and the holder of a covenant to determine whether to insulate a debt
covenant from the effects of a new or amended accounting standard or to determine how they might
renegotiate any existing covenant.
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Components of defined benefit cost: service cost

The service cost component includes current service cost, past service cost and any gain or loss on settlement,
but excludes changes in the defined benefit obligation that result from changes in demographic assumptions
that are included in the remeasurements component together with other actuarial gains and losses. In the
Board’s view, including the effect of changes in demographic assumptions in the service cost component
would combine amounts with different predictive values and, consequently, the service cost component is
more relevant for assessing an entity’s continuous operational costs if it does not include changes in past
estimates of service cost. Most respondents agreed with the proposals in the 2010 ED that service cost should
exclude changes in demographic assumptions.

Components of defined benefit cost: net interest

The amendments made in 2011 require an entity to calculate net interest on the net defined benefit liability
(asset) using the same discount rate used to measure the defined benefit obligation (the net interest approach).

The amendments are consistent with the view that a net defined benefit liability is equivalent to a financing
amount owed by the entity to the plan or to the employees. The economic cost of that financing is interest
cost, calculated using the rate specified in paragraph 83. Similarly, a net defined benefit asset is an amount
owed by the plan or by the employees to the entity. The entity accounts for the present value of economic
benefits that it expects to receive from the plan or from the employees in the form of reductions in future
contributions or as refunds. The entity discounts those economic benefits using the rate specified in
paragraph 83.

In the Board’s view, a net interest approach provides more understandable information than would be the
case if finance income and expenses were to be determined separately on the plan assets and defined benefit
obligation that combine to make a net defined benefit liability (asset). The net interest approach results in an
entity recognising interest income when the plan has a surplus, and interest cost when the plan has a deficit.

The Board concluded that, in principle, the change in value of any asset can be divided into an amount that
arises from the passage of time and amounts that arise from other changes. The interest cost on the defined
benefit obligation arises from the passage of time. Consequently, the 2010 ED proposed that the net interest
component of defined benefit cost should include not only the interest cost on the defined benefit obligation,
but also the part of the return on plan assets that arises from the passage of time. In addition, the Board
concluded that, to be consistent with the principle of separating components of defined benefit cost with
different predictive implications, the net interest component should not include the part of the return on plan
assets that does not arise from the passage of time.

The Board found it difficult to identify a practical method for identifying the change in the fair value of plan
assets that arises from the passage of time, particularly for assets that do not bear explicit interest. The Board
rejected approximations to this amount using:

@) the expected return on plan assets (as required by IAS 19 before the amendments made in 2011)
because it could not be determined in an objective way, and because it might include a return that is
not simply attributable to the passage of time; and

(b) dividends (but not capital gains) received on equity plan assets and interest earned on debt plan assets.
In the Board’s view, dividends are not a faithful representation of the time value of money.

Consequently, the 2010 ED proposed that entities should calculate interest income on plan assets using the
rate used to discount the defined benefit obligation. This approach produces interest income that is equivalent
to determining a net interest on the net defined benefit liability (asset). The difference between the actual
return on assets and the interest income on plan assets is included in the remeasurements component (see
paragraph BC86).

Respondents generally agreed with the principle that the net interest component should include changes both
in the defined benefit obligation and in plan assets that arise from the passage of time. However, some
supported the approach proposed in the 2010 ED and others supported the expected return approach used in
IAS 19 before the amendments made in 2011 (ie based on the expected return on plan assets).

The Board agreed with the views of respondents who reasoned that the net interest approach is a simple and
pragmatic solution that is consistent with the presentation in the statement of financial position and, by
reflecting the underlying economics of the net defined benefit liability (asset), provides more relevant and
understandable information than the expected return approach. The net interest approach represents the
economics of the entity’s decision on how to finance the plan by reporting net interest income when the plan
is in surplus and net interest expense when the plan is in deficit.
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Respondents to the 2010 ED expressed concerns that:

@ plan assets may be made up of many different types of investments. The return on high quality
corporate bonds would be arbitrary and would not be a faithful representation of the return that
investors require or expect from each type of asset. However, in the Board’s view, using the same rate
as the rate used to discount the liability is a practical approach that:

(i)  would not require an entity to make a subjective judgement on how to divide the return on plan
assets into an interest component and a remeasurement.

(if)  results in amounts recognised in profit or loss that reflect the effect of the time value of money
on both the defined benefit obligation and on plan assets. Consequently, the amounts
recognised in profit or loss reflect the differences between funded and unfunded plans.

(b) the requirements in paragraph 83 for determining the discount rate can result in economically similar
defined benefit obligations being reported at different amounts, depending on whether there is a deep
market in high quality corporate bonds. As noted in paragraph BC13, the Board considered improving
the discount rate requirements of 1AS 19, but decided to defer consideration of the discount rate until
it decides whether to review measurement of the defined benefit obligation as a whole.

The Board considered the expected return approach, but noted that:

@) although the expected return approach is consistent with the discount rate used in the measurement of
the plan assets at fair value, the net interest approach better represents the economics of the net defined
benefit liability (asset) and consequently provides more comparable information on the changes in that
net amount presented in the statement of financial position.

(b) although the expected return approach is not theoretically more subjective than the net interest
approach, in practice it is more likely that observable information will not be available to determine
the expected return than is the case for the discount rate used for the net interest approach.

(c) the expected return approach results in the reporting of the expected performance of the plan assets,
regardless of their actual performance during the period. For a high risk investment, this has the effect
of recognising the anticipated higher return in profit or loss, and the effect of higher risk in other
comprehensive income. In contrast, the net interest approach recognises in other comprehensive
income both the higher return and the effects of higher risk.

Supporters of both the net interest approach and the expected return approach reasoned that their favoured
approach produces more relevant, comparable and understandable information. These contrasting views may
reflect how different respondents consider the net defined benefit liability (asset) recognised in the statement
of financial position as either comprising two components (the plan assets and the defined benefit obligation),
which are measured separately but presented together (the gross view), or representing a single amount owed
to, or from, the plan (the net view). These differences in views may also reflect differences in plan design,
such as the degree of an entity’s control over the plan assets. The expected return approach is more consistent
with the gross view and the net interest approach is more consistent with the net view. The Board concluded
that the net view is more consistent with the presentation of the net defined benefit liability (asset) in the
statement of financial position, and therefore the disaggregation of the defined benefit cost in the statement of
comprehensive income should also be based on the net view.

Supporters of both the net interest approach and the expected return approach reasoned that their approach
does not provide an uneconomic incentive to invest assets in a particular way. In coming to its conclusion,
the Board did not aim to encourage or discourage any particular behaviour, but considered which approach
would provide the most relevant information that faithfully represents the changes in the plan assets and
defined benefit obligation.

Components of defined benefit cost: remeasurements

As a result of the Board’s decisions on the service cost and net interest components, the amendments made in
2011 define the remeasurement component as comprising:

€) actuarial gains and losses on the defined benefit obligation;

(b) the return on plan assets, excluding amounts included in net interest on the net defined benefit liability
(asset); and

(c) any changes in the effect of the asset ceiling, excluding the amount included in net interest on the net
defined benefit liability (asset).

The definition of remeasurements differs from the definition of actuarial gains and losses in IAS 19 before the
amendments made in 2011 because the introduction of the net interest approach changed the disaggregation
of the return on plan assets and the effect of the asset ceiling.
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Components of defined benefit cost: recognition of the remeasurements component

As described in paragraphs BC70-BC72, the amendments made in 2011 eliminated deferred recognition. To
distinguish the remeasurement component from service cost and net interest in an informative way, the 2010
ED proposed that entities should recognise the remeasurements component as an item of other comprehensive
income, thus removing the previous option to recognise in profit or loss all changes in the net defined benefit
liability (asset). The Board noted that although changes included in the remeasurements component may
provide more information about the uncertainty and risk of future cash flows, they provide less information
about the likely amount and timing of those cash flows.

Most respondents agreed with the proposal in the 2010 ED to recognise remeasurements in other
comprehensive income. But some respondents expressed the following concerns:

@ Remeasurements in profit or loss—some respondents did not support the proposal in the 2010 ED
because, in their view:

(i)  there is no conceptual basis for recognising amounts in other comprehensive income, thus
recognition in profit or loss would be more appropriate.

(if)  the fact that the remeasurements component’s predictive value is different from that of other
components should not lead to the conclusion that this component should be recognised in other
comprehensive income, but instead should indicate that there is a need to present this
component as a separate line item in profit or loss.

(iii)  if changes in assumptions are not recognised in profit or loss in the same way as service costs,
this might encourage mis-estimation of service costs to achieve an accounting result.

(b) Remeasurements option—some respondents expressed the view that the Board should maintain the
option to recognise remeasurements in profit or loss:

Q) because the Board should not eliminate this option until it develops a principle for determining
which items should be recognised in profit or loss and which items should be recognised in
other comprehensive income;

(if)  because recognising remeasurements in profit or loss is the conceptually best method,;
(iii)  to keep the accounting simple for entities with small plans; and

(iv)  because recognising remeasurements in other comprehensive income may lead to an
accounting mismatch (eg for an unfunded plan, if the entity holds assets to fund the obligation,
and gains and losses on the assets are recognised in profit or 10ss).

(c) Reclassification to profit or loss—some respondents were concerned that amounts recognised in other
comprehensive income are not reclassified to profit or loss in subsequent periods because:

(i)  the amounts in other comprehensive income would never be recognised in profit or loss.

(if)  this change diverges from US generally accepted accounting principles (GAAP), because
amounts in other comprehensive income under US GAAP are subsequently reclassified to
profit or loss.

In finalising the amendments made in 2011, the Board confirmed the proposal made in the 2010 ED that an
entity should recognise remeasurements in other comprehensive income. The Board acknowledged that the
Conceptual Framework® and IAS 1 do not describe a principle that would identify the items an entity should
recognise in other comprehensive income rather than in profit or loss. However, the Board concluded that the
most informative way to disaggregate the components of defined benefit cost with different predictive values
is to recognise the remeasurements component in other comprehensive income.

The Board considered and rejected alternative approaches that would address some of the concerns expressed
in paragraph BC89(a) and (b) for the reasons discussed in paragraphs BC92-BC98. Subsequent
reclassification of amounts recognised in other comprehensive income to profit or loss is discussed in
paragraph BC99.

5 The reference to the Conceptual Framework is to the Conceptual Framework for Financial Reporting, issued in 2010 and in effect when
the Standard was amended.
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Components of defined benefit cost: other approaches to recognising
remeasurements

The Board considered the following alternatives for recognising the remeasurements component:
@ previous options in 1AS 19 for immediate recognition (paragraph BC93).
(b) recognition of all components in profit or loss (paragraphs BC94-BC96).

(c) a hybrid approach requiring recognition of the remeasurements component in other comprehensive
income or profit or loss in different circumstances (paragraphs BC97 and BC98).

Before its amendment in 2011, 1AS 19 permitted two methods for recognising actuarial gains and losses
immediately: in profit or loss or in other comprehensive income. Many respondents to the 2010 ED suggested
that the Board should permit an entity to recognise remeasurements either in profit or loss or in other
comprehensive income. Retaining those options would have allowed entities with small plans to keep the
accounting simple and would have allowed entities to eliminate the accounting mismatches noted in
paragraph BC89(b). However, the Board concluded that eliminating options would improve financial reporting.

Some respondents to the 2010 ED expressed the view that entities should recognise all components of defined
benefit cost within profit or loss, rather than using other comprehensive income for some items. They offered
the following reasons for their position:

@) Some indicated that the Framework and IAS 1 do not describe a principle that would identify the items
an entity should recognise in other comprehensive income rather than in profit or loss.

(b) Some believe that an entity should show amounts relating to defined benefit plans in aggregate, as a
single net amount arising from personnel or employment expense, in conformity with the presentation
of a single net amount in the statement of financial position.

However, most respondents to the 2010 ED expressed the view that it would be inappropriate to recognise in
profit or loss short-term fluctuations in an item that is long-term in nature. The Board concluded that in the
light of the improved presentation of items of other comprehensive income in its amendment to IAS 1 issued in
June 2011, the most informative way to disaggregate the components of defined benefit cost with different
predictive values is to recognise the remeasurement component in other comprehensive income.

Many respondents urged the Board to carry out a project to identify what items of income and expense an entity
should recognise in other comprehensive income, and whether an entity should subsequently reclassify items
recognised in other comprehensive income to profit or loss. If the Board carries out such a project, the Board
may need in due course to revisit its decisions on the recognition of the remeasurements component.

The Board noted that an accounting mismatch could arise for entities that hold assets to fund the obligation that
do not qualify as plan assets because an entity would recognise changes in the defined benefit obligation in
other comprehensive income, but changes in the carrying amount of those assets in profit or loss. The Board
considered whether to permit (or perhaps require) entities to recognise the remeasurement component in profit
or loss if that would reduce or eliminate an accounting mismatch from profit or loss.

However, the Board did not pursue such a hybrid approach because doing so would have required the Board to
add significant complexity to the requirements in IAS 19 to address matters such as the following:

@) introducing criteria to identify an accounting mismatch.

(b) determining whether to make such an election irrevocable, and whether an entity could revisit its
election if there are changes in facts (such as in the case of a plan amendment, merger or plans
switching between funded and unfunded status).

Components of defined benefit cost: reclassification to profit or loss

Both before and after the amendments made in 2011, IAS 19 prohibits subsequent reclassification of
remeasurements from other comprehensive income to profit or loss. The Board prohibited such reclassification
because:

@) there is no consistent policy on reclassification to profit or loss in IFRSs, and it would have been
premature to address this matter in the context of the amendments made to I1AS 19 in 2011.

(b) it is difficult to identify a suitable basis to determine the timing and amount of such reclassifications.

Components of defined benefit cost: cumulative remeasurements

The 2010 ED proposed to carry forward the requirement that an entity should transfer amounts recognised in
other comprehensive income directly to retained earnings. However, IFRSs do not define the phrase ‘retained
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earnings’ and the Board has not discussed what it should mean. Moreover, there exist jurisdiction-specific
restrictions on components of equity. The amendments made in 2011 permit an entity to transfer the cumulative
remeasurements within equity, and do not impose specific requirements on that transfer.

The asset ceiling

In some cases, paragraph 63 of IAS 19 requires an entity to recognise an asset. E54 proposed that the amount
of the asset recognised should not exceed the aggregate of the present values of:

@) any refunds expected from the plan; and
(b) any expected reduction in future contributions arising from the surplus.

In approving E54, IASC took the view that an entity should not recognise an asset at an amount that exceeds
the present value of the future benefits that are expected to flow to the entity from that asset. This view was
consistent with IASC’s proposal in its exposure draft E55 Impairment of Assets that assets should not be
carried at more than their recoverable amount. 1AS 19 before its revision in 1998 contained no such restriction.

Some commentators argued that the limit in E54 was not operable because it would require an entity to make
extremely subjective forecasts of expected refunds or reductions in contributions. In response to those
comments, IASC agreed that the limit should reflect the available refunds or reductions in contributions.

An additional minimum liability

IASC considered whether it should require an entity to recognise an additional minimum liability where:

@) an entity’s immediate obligation if it discontinued a plan at the balance sheet date would be greater
than the present value of the liability that would otherwise be recognised on the statement of financial
position.

(b) vested post-employment benefits are payable at the date when an employee leaves the entity.
Consequently, because of the effect of discounting, the present value of the vested benefit would be
greater if an employee left immediately after the balance sheet date than if the employee completed
the expected period of service.

(c) the present value of vested benefits exceeds the amount of the liability that would otherwise be
recognised in the balance sheet. Before the amendments made to IAS 19 in 2011 this could have
occurred where a large proportion of the benefits were fully vested and an entity had not recognised
actuarial losses or past service cost.

One example of a requirement for an entity to recognise an additional minimum liability was in the
US standard SFAS 87 Employers’ Accounting for Pensions: the minimum liability was based on current
salaries and excluded the effect of deferring some past service cost and actuarial gains and losses. If the
minimum liability exceeded the obligation measured on the normal projected salary basis (with deferred
recognition of some types of income and expense), the excess was recognised as an intangible asset (not
exceeding the amount of any unamortised past service cost, with any further excess deducted directly from
equity) and as an additional minimum liability.

IASC believed that such additional measures of the liability were potentially confusing and did not provide
relevant information. They would also conflict with the Framework’s assumption that the entity is a going
concern and with its definition of a liability. IAS 19 does not require the recognition of an additional minimum
liability. Some of the circumstances discussed in the preceding two paragraphs might have given rise to
contingent liabilities requiring disclosure under 1AS 37.

Recognition of defined benefit cost as part of an asset: amendments issued
in 2011

IAS 19 requires an entity to recognise defined benefit costs as income or expense unless another IFRS requires
or permits their inclusion in the cost of an asset. Some respondents to the 2010 ED asked the Board to clarify
whether remeasurements recognised in other comprehensive income result in income or expense that is
eligible for inclusion in the cost of an asset. Some respondents said that recognising remeasurements as part
of an asset and then recognising that asset as an expense in profit or loss would be inconsistent with the Board’s
conclusion that reclassification from other comprehensive income to profit or loss should be prohibited.

In relation to determining the cost of an asset, IFRSs include no principle distinguishing between income and
expense presented in profit or loss and income and expense recognised in other comprehensive income. In
the Board’s view, whether an item is included in the cost of an asset depends on its nature and whether it meets
the definition of cost in the relevant IFRS for that asset. Furthermore, in the Board’s view this would be
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consistent with its conclusions on the reclassification of amounts recognised in other comprehensive income
because amounts recognised as part of an asset would not be recognised in other comprehensive income first.
Accordingly, the Board added no further guidance on this matter.

Actuarial valuation method

BC108 IAS 19 before its revision in 1998 permitted both accrued benefit valuation methods (benchmark treatment)
and projected benefit valuation methods (allowed alternative treatment). The two groups of methods were
based on fundamentally different, and incompatible, views of the objectives of accounting for employee
benefits:

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

(b) projected benefit metho