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545 Fifth Avenue, 14th Floor Tel: (212) 286-9344

INTERNATIONAL FEDERATION New York, New York 10017 Fax: (212) 286-9570

OF ACCOUNTANTS Internet: http:/ /www.ifac.org
DATE: 25 MAY 2006
MEMO TO:. MEMBERS OF THE IPSASB
FROM: JOHN STANFORD
SUBJECT: EMPLOYEE BENEFITS-GOVERNMENT EMPLOYEES

ACTION REQUIRED

The Members are asked to:

. Consider the revised draft of an IPSAS, ED XX, “Employee Benefits” and approve
for issue or give directions for further development.

AGENDA MATERIAL
Pages
10.2 Revised draft EDXX, “Employee Benefits” marked up 10.7 - 10.111
version

ED OF IPSAS XX, EMPLOYEE BENEFITS BASED ON IAS 19

Agenda Item 10.2 is a revised draft of an ED on Employee Benefits, based on I1AS 19,
“Employee Benefits”. The ED is presented in marked-up format, highlighting changes from
the preliminary draft ED considered at the Tokyo meeting. A clean copy is available from
staff on request.

The revised ED maintains the approach in the preliminary ED of retaining the illustrative
examples in IAS 19 with narrative change only to reflect the different terminology used by
the IPSASB. The ED reflects a number of minor modifications and editorial changes
highlighted both at the Tokyo meeting and out of session by Members and Technical
Advisers.

Further issues are highlighted as follows:

(a) Discount Rate
At the Tokyo meeting it was agreed that further advice should be sought from those with
expertise and experience in identifying the discount rate for determining the present value of
liabilities relating to obligations arising from defined benefit pension plans, which applies
the principles in IAS 19 to the public sector. Advice was sought on 3 issues:

1. The appropriate discount rate for discounting obligations related to public sector
defined benefit plans which adopts the principles of 1AS 19;

2. Whether different tiers of government (eg, national/state/local) should use different
discount rates; and

3. The appropriate rate for jurisdictions that do not have a deep market in government
bonds.
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With the support of members and observers input has been (is expected to be) received from
the following:

OECD Pensions Committee;

South African Actuary with Links to IASB;

Actuary suggested by staff of UK Accounting Standards Board,;

Actuary involved in implementation of IAS 19 in Swiss public sector; and

Actuary who presented to the Task Force on Employers Retirement Schemes (still to
come).

Staff are grateful to the Swiss Public Member, the South African and US members and the
OECD Observer for their help in liaising with actuaries and the input received. A summary
of the Staff interpretation of the views of these individuals is shown below. Further
comments received between the date of this memorandum and the Paris meeting will be
interpreted and tabled. Copies of correspondence are available from Staff on request.

Consultee Issue 1 Issue 2 Issue 3
OECD Pensions Government Bonds | Same rate for all tiers | No View Given
Committee
South African Same for both Same rate for all tiers | Acknowledges
Actuary with links | sectors-high quality topicality and
to IASB corporate bonds complexity of issue.
Leave to preparers to
determine
UK Actuary No View Given Same rate for all tiers | No View Given
Swiss Actuary Same for both Same rate for all tiers | High quality
sectors-high quality corporate bonds if
corporate bonds available

Two of the three respondents who put forward a view on the appropriate discount rate could
see no rationale for adopting a discount rate for public sector entities that differs for profit-
oriented entities and public sector entities. The UK Actuary declined to comment on all but
the issue of different discount rates on the basis that he did not have sufficient expertise in
the public sector.

The South African Actuary suggested that there is no persuasive rationale for having a
different rate for the public and private sector. However, this expert also considered that “it
is arguable that the appropriate discount rate would be the yield on government bonds that
match the term of the liabilities” for both public sector and private sector schemes.

The Swiss actuary recommended the use of high quality corporate bonds, but also said that
he was unclear why the IASB decided to use high quality corporate bond yields rather than
government bond yields. The Swiss actuary also noted that in Switzerland there is no deep
market in corporate bonds, so the discount rate actually used is derived from the yield in
government bonds with an adjustment to reflect a risk premium between government bonds
and AA corporate bonds.
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Conversely, the OECD Pensions Committee considered government bonds to be the
appropriate discount rate. Staff and the OECD Observer have sought further input on the
underlying rationale for this view and will provide any update at the forthcoming meeting.

Issue 1
Based on these responses Staff considers that there are 3 options:

1. Retain the requirement in the preliminary draft ED considered at Tokyo that the
discount rate should be based on the yield on government bonds;

2. Adopt the requirement in IAS 19 that the discount rate should be based on the yield
on high quality corporate bonds; or

3. Specify that the discount rate should be a risk-free rate reflecting the time value of
money, noting that, dependent upon prevailing circumstances in particular
jurisdictions, this might be based on either high quality corporate bonds or
government bonds.

Staff are of the view that Option 3 is potentially the best approach. Staff has strong
reservations whether in the public sector in many jurisdictions, particularly those with
developed economies, the risk-free rate will be best represented by yields on high quality
corporate bonds. However, it is possible that there may be jurisdictions where the yield on
government bonds is not the best representation of the risk-free rate, and therefore reliance
on government bonds for determining the discount rate might lead to the use of high
discount rates leading to unrealistically low carrying amounts for post employment benefit
obligations.

Whilst Staff favors Option 3, it is questionable whether there is a public sector specific
reason to depart from IAS 19. The responses from two of the experts, whilst suggesting
some reservations about the use of a risk-free rate based on the yield on high quality
corporate bonds, did not suggest that there should be different requirements for public sector
and private sector entities. Staff has therefore adopted the requirements and commentary in
IAS 19 (with modifications to reflect standard terminology in IPSASSs) and have inserted
alternative paragraphs providing the appropriate wording.

If Option 3 is adopted it will be necessary to include a definition of a risk-free discount rate.
Therefore a boxed definition has been inserted at paragraph 10. Staff also considers that it
would be appropriate to include additional and revised disclosure requirements in paragraph
140, requiring entities to disclose:

. the basis on which the discount rates have been determined including the jurisdiction
from which the rates have been derived where this is external to that in which the
entity is reporting; and

. the discount rate that would have been applied and the amount of the liability had the
discount rate been based on yields on high quality corporate bonds (where yields on
government bonds have been used) or yields on government bonds (where yields on
high quality corporate bonds have been used).
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These requirements have also been included in boxes in the text after paragraph 140. If these
additional and revised disclosure requirements are adopted the numbering of the other
disclosure items in paragraph 140 will be revised.

Paragraph BC6 of the Basis for Conclusions has been drafted to reflect a requirement that
the discount rate is based on high quality corporate bonds. Boxed alternative paragraphs
have been inserted if a decision is taken to depart from the approach in IAS 19 for discount
rates.

Issue 2

All respondents agreed that there is no rationale for different discount rates for different tiers
of government. Consistent with this response staff have not revised the ED to insert
differential discount rate requirements.

Issue 3

IAS 19 does not provide guidance on this issue, so entities reporting under IFRS need to
establish a policy. In this proposed IPSAS staff considers that in such cases it would be
useful to provide guidance on the most appropriate approach to determining a discount rate.
In the view of Staff such commentary would state that entities should determine a discount
rate. based on either the yield on high quality corporate bonds or the yield on government
bonds in a jurisdiction, which has similar economic characteristics to that in which the entity
is operating, where there is a deep market. However, as with Issue 1, it is questionable
whether there is a public sector specific reason to insert such commentary. Suggested
commentary paragraphs are in boxes.

Members are asked to determine which of the approaches should be adopted or to provide
alternative directions.

(b) Reimbursements
At the Tokyo meeting it was decided that there was no public sector reason to delete or
modify the sections of IAS 19 on “Insurance Benefits” and “Reimbursements”. Although the
black letter paragraph of the section of IAS 19 dealing with reimbursements is written in
general terms the grey letter that follows focuses exclusively on reimbursements from
qualifying insurance policies.

Discussions with stakeholders suggest that in the public sector reimbursements might arise
from the legally binding commitments of other public sector entities. The commentary in
paragraph 120 has therefore been modified to illustrate such public sector circumstances by
using the example of a supra-national public sector body, whose national member
governments have entered into a legally binding commitment to pay part or all of the
expenditure required to settle defined benefit obligations of the supra-national body.

Members are asked to confirm the revised approach in the ED for reimbursements or provide
alternative directions.
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(c) 1AS 19 Presentational Requirements for Actuarial Gains and Losses
Like IAS 19 this proposed IPSAS allows recognition of actuarial gains and losses in full in
the period in which they occur outside net surplus and deficit provided that this is done
consistently for all defined benefit plans and all actuarial gains and losses. In IAS 19 such
actuarial gains and losses are presented in a “statement of recognised income and expense”.

This presentational requirement was effected by a consequential amendment in IAS 19 to
IAS 1 in 2004. This amendment requires that a statement of changes in equity that comprises
only certain specified items is titled a statement of recognised income and expense:

The requirement in 1AS 19 also imposes a further constraint by prohibiting the inclusion of
other items on the face of the statement of recognised income and expense when it is used to
present actuarial gains and losses. Such items, which include the amounts of transactions
with equity holders acting in their capacity as equity holders and changes in retained
earnings, must be shown in notes rather than on the face of the statement.

This amendment was not part of the IASB’s Improvements Project and therefore post-dated
the December 2003 cut-off point for ED 26. It is therefore not reflected in the proposed
revised IPSAS 1 in ED 26. This proposed IPSAS, at paragraph 95, has been revised to reflect
the requirement in 1AS 19 and a consequential amendment has been made to IPSAS 1
(revised version in ED 26). The rationale is explained in paragraph BC8 of the Basis for
Conclusions.

Members are asked to confirm the approach in the ED or provide alternative directions.

(d)Transitional Provisions
IAS 19 provides a transitional provision in relation to the liability computed under its
provisions for obligations related to defined benefit plans. This transitional provision
requires an entity to determine a transitional liability and deduct any liability already
recognized under an existing accounting policy in order to obtain the increase in the liability.
The increase in the liability can be expensed either immediately or over a period up to 5
years from the date of adoption of IAS 19. Any decrease in a liability is recognized
immediately.

Although there is no wide-ranging evidence on the approach of public sector entities to the
recognition of liabilities related to obligations arising from defined benefit plans it seems
likely that many entities are not recognizing such liabilities at present and that, if so, a
requirement to recognize the very substantial amounts arising from the requirements of this
Standard over a 5 year period may create difficulties, particularly for the interface between
financial reporting and .longer-term budgeting and other longer-term prospective
information. Staff are of the view that a longer transitional period is justifiable and therefore
suggests that a 10 year transitional period is appropriate. The requirement in paragraph
example following paragraph 168 has been revised to illustrate an entity expensing the
transitional liability over a ten year period. The rationale is explained in the Basis for
Conclusions at paragraph BC10. A specific matter for comment (7) has been included on this
issue.
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The Standard includes two further transitional provisions relating to IAS 19 introduced by
IFRS 1,” First Time Adoption of International Financial Reporting Standards”. The first in
paragraphs 169 and 170 provides a further transitional provision for entities electing to use
the corridor approach for the recognition of actuarial gains and losses. This relief allows a
first time adopter to choose to recognize all cumulative actuarial gains and losses at the date
of transition to IFRS. If the entity makes this election the accounting policy must be applied
to all defined benefit plans. If it does so, the entity is not precluded from adopting the
corridor approach for subsequent actuarial gains and losses. The second at paragraph 174
provides relief from disclosures requiring trend data for four years prior to the reporting
period and allows such trend information to be built up prospectively.

Staff have also inserted a further transitional provision at paragraph 173 in respect of
disclosures relating to defined benefit plans which require reconciliations between opening
and closing balances on the basis that many entities will not have systems in place to provide
opening balances and that it would be inappropriate for them to defer reporting under this
proposed Standard. The rationale is provided at paragraph BC12 of the Basis for
Conclusions.

The current IPSAS 1, “Presentation of Financial Statements” provides general relief from the
inclusion of comparative information for all first time adopters of IPSASs. Paragraph 171
extends this relief to all first time adopters of this Standard. The rationale is provided in
BC11of the Basis for Conclusions.

A general question on whether any of the transitional provisions included in the ED are
unnecessary or additional transitional provisions are needed has been included as Specific
Matter for Comment 8.

Members are asked to agree the approach to transitional provisions or provide alternative
directions.
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EMPLOYEE BENEFITS

REQUEST FOR COMMENTS

The International Public Sector Accounting Standards Board, an independent standard-
setting body within the International Federation of Accountants (IFAC), approved this
Exposure Draft, Employee Benefits, for publication in May 2006. This proposed
International Public Sector Accounting Standard may be modified in light of comments
received before being issued in final form.

Please submit your comments, preferably by email, so that they will be received by
September 30, 2006. All comments will be considered a matter of public record.
Comments should be addressed to:

The Technical Director

International Public Sector Accounting Standards Board
International Federation of Accountants
545 Fifth Avenue, 14th Floor
New York, New York 10017 USA

Email responses should be sent to: publicsectorpubs@ifac.org

Copies of this exposure draft may be downloaded free-of-charge from the IFAC website
at http://www.ifac.org.

Copyright © May-July 2006 by the International Federation of Accountants. All rights
reserved. Permission is granted to make copies of this work to achieve maximum
exposure and feedback provided that each copy bears the following credit line:
“Copyright © January-July 2006 by the International Federation of Accountants. All
rights reserved. Used with permission.”
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EMPLOYEE BENEFITS

ACKNOWLEDGMENT

This Exposure Draft of an International Public Sector Accounting Standard is drawn primarily from
International Accounting Standard 1AS 19 (2004), “Employee Benefits” published by the
International Accounting Standards Board (IASB). Extracts from IAS 19 are reproduced in this
publication of the International Public Sector Accounting Standards Board of the International
Federation of Accountants with the permission of the IASB.

The approved text of the IFRSs is that published by the IASB in the English language, and copies
may be obtained directly from IASB Publications Department, 30 Cannon Street,, London
EC4M 6XH, United Kingdom.

E-mail: publications@iasb.org.

Internet: http://www.iash.org.

IASs, Exposure Drafts and other publications of the IASC and IASB are copyright of the IASCF.

“IAS”, “lASB”, “IASC”, “IASCF” and “International Accounting Standards” are trademarks of
the IASCF and should not be used without the approval of the IASCF.
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INTRODUCTION TO THE INTERNATIONAL PUBLIC SECTOR
ACCOUNTING STANDARDS

The International Federation of Accountants’ International Public Sector Accounting
Standards Board (IPSASB) develops accounting standards for public sector entities
referred to as International Public Sector Accounting Standards (IPSASs). The IPSASB
recognizes the significant benefits of achieving consistent and comparable financial
information across jurisdictions and it believes that the IPSASs will play a key role in
enabling these benefits to be realized. The IPSASB strongly encourages governments and
national standard-setters to engage in the development of its Standards by commenting on
the proposals set out in these Exposure Drafts.

The IPSASB issues IPSASs dealing with financial reporting under the cash basis of
accounting and the accrual basis of accounting. The accrual basis IPSASs are based on
the International Financial Reporting Standards (IFRSs), issued by the International
Accounting Standards Board (IASB) where the requirements of those Standards are
applicable to the public sector. They also deal with public sector specific financial
reporting issues that are not dealt with in IFRSs.

The adoption of IPSASs by governments will improve both the quality and comparability
of financial information reported by public sector entities around the world. The IPSASB
recognizes the right of governments and national standard-setters to establish accounting
standards and guidelines for financial reporting in their jurisdictions. The IPSASB
encourages the adoption of IPSASs and the harmonization of national requirements with
IPSASs. Financial statements should be described as complying with IPSASs only if they
comply with all the requirements of each applicable IPSAS. .

The IPSASB encourages governments to progress to the accrual basis of accounting and
to harmonize national requirements with the IPSASs prepared for application by entities
adopting the accrual basis of accounting. Entities intending to adopt the accrual basis of
accounting at some time in the future may find other publications of the IPSASB helpful,
particularly Study 14, “Transition to the Accrual Basis of Accounting: Guidance for
Governments and Government Entities 2nd Edition”.

Due Process and Timetable

An important part of the process of developing IPSASs is for the IPSASB to receive
comments on the proposals set out in IPSAS Exposure Drafts from governments, public
sector entities, auditors, standard-setters and other parties with an interest in public sector
financial reporting. Accordingly, each proposed IPSAS is first released as an Exposure
Draft, inviting interested parties to provide their comments. Exposure Drafts will usually
have a comment period of four months, although longer periods may be used for certain
Exposure Drafts. Upon the closure of the comment period, the IPSASB will consider the
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EMPLOYEE BENEFITS
comments received on the Exposure Draft and may modify the proposed IPSAS in the
light of the comments received before proceeding to issue a final Standard.

Purpose of the Exposure Draft

This Exposure Draft proposes requirements for accounting for employee benefits,
including post-retirement benefits.

Request for Comments

Comments are invited on any proposals in the Exposure Draft by X<X>0<><December
31 2006. The IPSASB would prefer that respondents express a clear overall opinion on
whether the Exposure Draft in general is supported and that this opinion be supplemented
by detailed comments, whether supportive or critical, on the specific issues in the
Exposure Draft. Respondents are also invited to provide detailed comments on any other
aspect of the Exposure Draft (including materials and examples contained in appendices)
indicating the specific paragraph number or groups of paragraphs to which they relate. It
would be helpful to the IPSASB if these comments clearly explained the issue and
suggested alternative wording, with supporting reasoning, where this is appropriate.

Specific Matters for Comment
The IPSASB would particularly value comment on whether you agree that:

1. The definition of the—composite social security schemes in paragraph 10 is
appropriate. If you do not agree that the definition is appropriate can you
suggest an alternative definition?-

2. The accounting requirements for the—composite social security schemes in
paragraphs 46-48 are appropriate. Under the proposed accounting requirements
reporting entities are required to account for obligations under composite social
security schemes, which relate to consideration in exchange for service rendered
by employees and ex-former employees of the reporting entity, in the same way
as for multi-employer plans. If you do not think that these requirements are
appropriate can you suggest what the requirements are-appropriatefor composite
social security schemes should be?-

3. The discount rate used to discount post-employment benefit obligations should
be determined by reference to market yields at the reporting date on high quality
corporate bonds consistent with the currency and estimated term of the post-
employment benefit obligations. (paragraph 90) , If you do not think that the
discount rate should be based on market yields on high quality corporate bonds
what approach do you think should be adopted in this proposed Standard?

Item 10.2 ED XX Employee Benefits
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EMPLOYEE BENEFITS

Alternative Question 3 if Decision Made to Adopt Requirement That Discount Rate be
a Risk-Free Rate Determined Either By Reference to High Quality Corporate Bonds or
Government Bonds

3. The discount rate used to discount post-employment benefit obligations should
be a risk free rate. determined by reference to yields at the reporting date on either high
quality corporate bonds or government bonds of a currency and term consistent with
the currency and estimated term of the post-employment benefit obligations (paragraph
90). If you do nor agree with this requirement what approach do you favor for
determining the discount rate for discounting post-employment benefit obligations?

4. Where there is not a deep market in central government bonds, entities should
use their judgment in adopting a discount rate based on yields at the reporting
date on central government bonds in a jurisdiction where there is deep market
for such bonds_(paragraph 93).- If you do not agree with this approach what
approach do you think that entities should adopt in determining a discount rate
where there is not a deep market in their jurisdiction?

(Staff Note 1: Question 4 will not be necessary if decision is taken to be silent on this

Issue)

5. Reporting entities should be permitted to adopt a policy of fully recognizing
actuarial gains and losses in the period in which they occur in the Statement of
Changes in NewAssets/EquityRevenue and Expense in accordance with
paragraph 106. If you do not think that such a policy is appropriate what
requirements in relation to actuarial gains and losses should be reflected in the
Standard?

6. The disclosures required for post-employment benefits in paragraph 140 are
appropriate. If you consider that they are unduly onerous what disclosures
would you not require?- Conversely, if you think that the disclosures are
inadequate what further disclosures would you include?

7. The transitional arrangements-provision in paragraph 166, whereby an entity has
ten years from the date of first adoption of this Standard in which to recognize
the excess between the “transitional liability” determined under the
requirements of this ED and any liability recognized under the previous
accounting policy for the recognition of liabilities related to defined benefit
plans, are—is appropriate. If you do not think that they—arethis transitional
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EMPLOYEE BENEFITS
provision is —appropriate what transitional provisions should be adopted in
relation to liabilities related to defined benefit plans?

8. The other transitional provisions in paragraphs 169-175 are appropriate. If you
think that certain of these transitional provisions are unnecessary or additional
transitional provisions are needed please indicate what those provisions are.
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EMPLOYEE BENEFITS
INTERNATIONAL PUBLIC SECTOR ACCOUNTING
STANDARD IPSAS XX

EMPLOYEE BENEFITS
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International Public Sector Accounting Standard ED xx “Employee Benefits” is set out in
paragraphs xx-xx1-176. All the paragraphs have equal authority except as note otherwise.
IPSAS XX. should be read in the context of its objective, the Basis for Conclusions, and
the “Preface to International Public Sector Accounting Standards”. IPSAS1
1,”Presentation of Financial Statements” provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.-
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Introduction

INL. The Standard prescribes the accounting and disclosure by public sector entities
for employee benefits. It is based on IAS 19, Employee Benefits. The Standard
does not deal with reporting by retirement benefit plans (see the relevant
international and national accounting standard dealing with accounting and
reporting by retirement benefit plans).

IN2. The Standard identifies four categories of employee benefits:

@) short-term employee benefits, such as wages, salaries and social
security contributions, paid annual leave and paid sick leave,
profit-sharing and bonuses (if payable within twelve months of the end
of the period) and non-monetary benefits (such as medical care,
housing, cars and free or subsidised goods or services) for current
employees;

(b) post-employment benefits such as pensions, other retirement benefits,
post-employment life insurance and post-employment medical care;

(c) other long-term employee benefits, including long-service leave or
sabbatical leave, jubilee or other long-service benefits, long-term
disability benefits and, if they are payable twelve months or more after
the end of the period, performance related bonuses , profit-sharing
bonuses and deferred compensation; and

(d) termination benefits.

IN3. Benefits in all these categories are commonplace for public sector entities

globally.

IN43. The Standard requires an entity to recognizse short-term employee benefits
when an employee has rendered service in exchange for those benefits.

IN54.  Post-employment benefit plans are classified as either defined contribution plans |
or defined benefit plans. The Standard gives specific guidance on the
classification of multi-employer plans, state plans, the composite social security
scheme and plans with insured benefits. In addressing composite social security
schemes the Standard states that that are not consideration in exchange for
service rendered by public sector employees are not within the scope.

IN65. Under defined contribution plans, an entity pays fixed contributions into a
separate entity (a fund) er—inte—a—notienalfund-and will have no legal or
constructive obligation to pay further contributions if the fund er-netional-fund
does not hold sufficient assets to pay all employee benefits relating to employee
service in the current and prior periods. The Standard requires an entity to
recognizse contributions to a defined contribution plan when an employee has |
rendered service in exchange for those contributions.
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| IN76. All other post-employment benefit plans are defined benefit plans. Defined
benefit plans may be unfunded, or they may be wholly or partly funded. The
Standard requires an entity to:

(@)

(b)

(©)

(d)

(€)

(f)

(@)

(h)

account not only for its legal obligation, but also for any constructive
obligation that arises from the entity’s practices;

determine the present value of defined benefit obligations and the fair
value of any plan assets with sufficient regularity that the amounts
recognizsed in the financial statements do not differ materially from the
amounts that would be determined at the reporting date;

use the Projected Unit Credit Method to measure its obligations and
costs;

attribute benefit to periods of service under the plan’s benefit formula,
unless an employee’s service in later years will lead to a materially
higher level of benefit than in earlier years;

use unbiased and mutually compatible actuarial assumptions about
demographic variables (such as employee turnover and mortality) and
financial variables (such as future increases in salaries, changes in
medical costs and certain changes in state benefits). Financial
assumptions should be based on market expectations, at the balance
reporting sheet date, for the period over which the obligations are to be
settled;

determine the discount rate by reference to market yields at the balanee
sheetreporting date on central government bonds of a currency and
term consistent with the currency and term of the post-employment
benefit obligations. \Where an entity is operating in a jurisdiction where
there is not an active and liguid market in central government bonds the
entity should use its judgment in selecting a discount rate by reference
to market yields on central government bonds of a jurisdiction with an
active and liquid market in central government bonds ;

deduct the fair value of any plan assets from the carrying amount of the
obligation. Certain reimbursement rights that do not qualify as plan
assets are treated in the same way as plan assets, except that they are
presented as a separate asset, rather than as a deduction from the
obligation;

limit the carrying amount of an asset so that it does not exceed the net
total of:

(1) any unrecognizsed past service cost and actuarial losses; plus
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(i) the present value of any economic benefits available in the
form of refunds from the plan or reductions in future
contributions to the plan;

(1) recognizse past service cost on a straight-line basis over the average |
period until the amended benefits become vested;

() recognizse gains or losses on the curtailment or settlement of a defined |
benefit plan when the curtailment or settlement occurs. The gain or loss
should comprise any resulting change in the present value of the
defined benefit obligation and of the fair value of the plan assets and
the unrecognizsed part of any related actuarial gains and losses and past |
service cost; and

(K) recognizse a specified portion of the net cumulative actuarial gains and |
losses that exceed the greater of:

(1) 10% of the present value of the defined benefit obligation
(before deducting plan assets); and

(i) 10% of the fair value of any plan assets.

The portion of actuarial gains and losses to be recognizsed for each |
defined benefit plan is the excess that fell outside the 10% *corridor’ at
the previous reporting date, divided by the expected average remaining
working lives of the employees participating in that plan.

The Standard also permits systematic methods of faster recognition,
provided that the same basis is applied to both gains and losses and the
basis is applied consistently from period to period. Such permitted
methods include immediate recognition of all actuarial gains and losses
in net surplus_or /deficit.- In addition, the Standard permits an entity to
recognizse all actuarial gains and losses in the period in which they
occur outside net surplus_or /deficit in the statement of changes in net

assetsfequity-revenue and expense for the year.

IN87. The Standard requires a simpler method of accounting for other long-term
employee benefits than for post-employment benefits: actuarial gains and losses
and past service cost are recognizsed immediately.

IN98. Termination benefits are employee benefits payable as a result of either: an
entity’s decision to terminate an employee’s employment before the normal
retirement date; or an employee’s decision to accept voluntary redundancy in
exchange for those benefits. The event which gives rise to an obligation is the
termination rather than employee service. Therefore, an entity should recognizse |
termination benefits when, and only when, the entity is demonstrably committed
to either:
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@ terminate the employment of an employee or group of employees
before the normal retirement date; or

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

An entity is demonstrably committed to a termination when, and only when, the
entity has a detailed formal plan (with specified minimum contents) for the
termination and is without realistic possibility of withdrawal.

Where termination benefits fall due more than 12 months after the balanee
sheetreporting date, they should be discounted. In the case of an offer made to
encourage voluntary redundancy, the measurement of termination benefits
should be based on the number of employees expected to accept the offer.

The Standard is effective for accounting periods beginning on or after (a-date-te
be—determinedl January 2008). Earlier application is encouraged. On first
adopting the Standard, an entity is permitted to recognizse any resulting increase
in its liability for post-employment benefits over not more than five-ten years. If
the adoption of the standard decreases the liability, an entity is required to
recognizse the decrease immediately.
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INTERNATIONAL PUBLIC SECTOR ACCOUNTING
STANDARD XX

EMPLOYEE BENEFITS

The standards, which have been set in bold type, shall be read in the context of the
commentary paragraphs in this Standard, which are in plain type, and in the context of
the “Preface to International Public Sector Accounting Standards.” International Public
Sector Accounting Standards (IPSASs) are not intended to apply to immaterial items.

Objective

1.

(@)

(b)

Scope
21,

34-

The objective of this Standard is to prescribe the accounting and disclosure for
employee benefits. The Standard requires an entity to recegriserecognize:

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

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

This Standard shall be applied by an employer in accounting for all
employee benefits, except share based transactions (see the relevant
international or national accounting standard dealing with share based
transactions).

This Standard does not deal with reporting by employee retirement benefit plans
(see the relevant international or national accounting standard dealing with
employee retirement benefit plans)._This Standard does not deal with benefits
provided by composite social security schemes that are not consideration in
exchange for service rendered by public sector employees.

The employee benefits to which this Standard applies include those provided:

@) under formal plans or other formal agreements between an entity and
individual employees, groups of employees or their representatives;

(b) under legislative requirements, or through industry arrangements,
whereby entities are required to contribute to national, state, industry ,
or other multi-employer plans or where entities are required to
contribute to the composite social security scheme; or

(©) by those informal practices that give rise to a constructive obligation.
Informal practices give rise to a constructive obligation where the
entity has no realistic alternative but to pay employee benefits. An
example of a constructive obligation is where a change in the entity’s
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informal practices would cause unacceptable damage to its relationship
with employees.

Employee benefits include:

@) short-term employee benefits, such as wages, salaries and social
security contributions, paid annual leave and paid sick leave,
profit-sharing and bonuses (if payable within twelve months of the end
of the period) and non-monetary benefits (such as medical care,
housing, cars and free or subsidised goods or services) for current
employees;

(b) post-employment benefits such as pensions, other retirement benefits,
post-employment life insurance and post-employment medical care;

(c) other long-term employee benefits, including long-service leave or
sabbatical leave, jubilee or other long-service benefits, long-term
disability benefits and, if they are not payable wholly within twelve
months after the end of the period, profit-sharing, bonuses and deferred
compensation; and

(d) termination benefits.

Because each category identified in (a)-(d) above has different characteristics,
this Standard establishes separate requirements for each category.

Employee benefits include benefits provided to either employees or their
dependants and may be settled by payments (or the provision of goods or
services) made either directly to the employees, to their spouses, children or
other dependants or to others, such as insurance companies.

An employee may provide services to an entity on a full-time, part-time,
permanent, casual or temporary basis. For the purpose of this Standard,
employees include key management personnel as defined in IPSAS 20, “Related
Party Disclosures”.-

This Standard applies to all public sector entities other than Government
Business Enterprises.

The Preface to International Financial Reporting Standards issued by the
International Accounting Standards Board (IASB) explains that International
Financial Reporting Standards (IFRS) are designed to apply to the general
purpose financial statements of all profit-oriented entities. GBEs are profit-
oriented entities. Accordingly, they are required to comply with IFRSs and
International Accounting Standards.
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Definitions

910.

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

Actuarial gains and losses comprise:

@ experience adjustments (the effects of differences between the
previous actuarial assumptions and what has actually occurred);
and

(b) the effects of changes in actuarial assumptions.

Assets held by a long-term employee benefit fund are assets (other than
non-transferable financial instruments issued by the reporting entity) that:

@) are held by an entity (a fund) that is legally separate from the
reporting entity and exists solely to pay or fund employee benefits;
and

(b) are available to be used only to pay or fund employee benefits, are
not available to the rep