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Issue 12 — Employee Benefits

Both IFRS and Canadian GAAP are principle based frameworks, and from a conceptual standpoint many of the
general principles are the same. However, the application of those general principles in IFRS can be significantly
different from Canadian GAAP. Therefore, to understand the magnitude of the differences between the two, it is
essential to look beyond the general principles and examine the detailed guidance provided in the standards. This
is our twelfth issue in a series of publications which will provide detailed information on the key differences between
IFRS and Canadian GAAP with respect to employee future benefits.
In this issue the focus will be on the recognition and measurement of employee benefits, including:
e Which entities and benefits the standard applies to;
e Short-term employee benefits, termination benefits and other long-term benefits;
e Post employment benefits;

e Defined contribution plans;

e Defined benefit plans;

e  Multi-employer plans; and
e  First time adoption of IFRS issues.

Be advised that this publication is a guide to the differences between Canadian GAAP and IFRS and is not meant to be a comprehensive
manual. Please contact a BDO Dunwoody representative for specific details and information.

References

IFRS: IAS 19, Employee Benefits; IFRIC 14, IAS 19 — The Limit of a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction.

Canadian GAAP: Section 3461, Employee Future Benefits; EIC 134 Accounting for Severance and Termination Benefits.

This is a publication of BDO Dunwoody LLP on developments in the area of Audit and Accounting. This material is general
in nature and should not be relied upon to replace the requirement for specific professional advice. The information in this
document is current as of April 15, 2009.



Scope

Canadian GAAP and IFRS are similar standards in that they both apply to benefits earned by employees.
However, there are differences in when the standard is applicable.

Canadian GAAP IFRS

Section 3461 applies to benefits earned by employees IAS 19 deals specifically with the determination of the
currently rendering service to the entity ("active cost of retirement benefits and accounting by employers
employees”) and expected to be provided to them in their financial statements.

when they are no longer providing active service. S 19 dines enplopss sondiis e aill o of

consideration given by an entity in exchange for service
rendered by employees. This includes 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.

Employees also include directors and other management
personnel.

As above, Section 3461 does not apply to benefits 1AS 19 applies to short-term employee benefits and applies
provided by an entity to employees during their to an employee that provides services on a full-time,
active employment. Therefore, the section does part-time, permanent, casual or temporary basis.

aoit aipiply T Stock based compensation arrangements are accounted

* Salaries, wages, bonuses, fringe benefits, and  for in accordance with IFRS 2: Share-based Payments.
similar items;

e Sick days and vacation days that do not vest
or accumulate beyond twelve months after the
current reporting period; and / or

e Benefits provided under stock-based compen-
sation arrangements.

Short-Term Employee Benefits

Section 3461 does not include guidance on Short-Term Employee Benefits, including wages, salaries, paid
annual leave and paid sick leave due to be settled within 12 months after the end of the period in which the
employees render the related employee service. IAS 19 provides guidance on these short-term employee
benefits. Guidance is also included in IAS 19 on profit-sharing and bonus plans. Although these topics are both
excluded from the scope of Section 3461, the IAS 19 guidance is consistent with Canadian GAAP requirements.

When applying IAS 19, the entity recognizes the undiscounted amount of short-term employee benefits
expected to be paid in exchange for that service as:

(a) A liability (accrued expense) or asset (prepaid expense); and

(b) An expense, unless another standard requires or permits the inclusion of the benefits in the cost of an
asset (e.g. IAS 2, Inventories).

IAS 19 also includes guidance on how this requirement should be applied for short-term employee benefits in
the form of compensated absences (i.e. periods of no service by the employee to the employer but benefits are
still paid / payable) and profit-sharing and bonus plans.

Short-term accumulating compensated absences (benefits that are carried forward and can be used in future
periods if the current period’s entitlement is not used in full) are recognized when the employees render
service that increases their entitlement to future compensated absences; and in the case of non-accumulating
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compensated absences (benefits lapse if not used and therefore do not carry forward), are recognized when
the absences occur. This is due to the fact the employee’s service does not increase the amount of the benefit.
Although not covered by Section 3461 the IAS 19 guidance is consistent with Canadian GAAP requirements.

In relation to profit-sharing and bonus plans that are due for payment within twelve months after the end
of the period in which the employees render the related service, Canadian GAAP requires an expense to be
recognized in the period in which the service has been rendered, provided payment is probable and can be
reliably estimated. IFRS requires recognition when the entity has a present legal or constructive obligation to
make a payment (i.e. no realistic alternative but to make the payment) as a result of past events; and a reliable
estimate of the obligation can be made. The presence of a constructive obligation may result in more expenses
being recognized under IFRS.

Termination Benefits

Canadian GAAP and IFRS have similar requirements in relation to the obligation to make payments
(or provide other benefits) to employees when the entity terminates their employment. However, Canadian
GAAP, specifically Section 3461 and EIC 134; Accounting for Severance and Termination Benefits includes
more detail guidance than IFRS as Canadian GAAP separates benefits into different types and provides
different accounting guidance for each.

Canadian GAAP IFRS

Section 3461 separates termination benefits into Under IAS 19 termination benefits arise only on
two categories: the termination of employment, rather than during

e Contractual termination benefits: benefits employment.
required to be provided under the existing
terms of a benefit plan when a specified event
occurs (e.g. a plant closing); and

e Special termination benefits: benefits that are
not contractual termination benefits and that
are offered to employees for a short period of
time, normally not exceeding twelve months,
in exchange for employees’ voluntary or
involuntary termination of employment.

An entity that is required by the existing terms of [AS 19 requires an entity to recognize termination benefits
a benefit plan to provide contractual termination as a liability and an expense when, and only when, the
benefits to employees should recognize a liability = entity is demonstrably committed, which may be legal or
and an expense when it is probable that employees a constructive commitment, to either:

will be entitled to benefits and the amount can be o Terminate the employment of an employee or group
reasonably estimated. of employees before the normal retirement date; or

The cost of termination benefits recognized as a e Provide termination benefits as a result of an offer
liability and an expense includes the amount of made in order to encourage voluntary redundancy.
any lump-sum payments and the present value of

To be demonstrably committed to termination benefits
any expected future payments.

an entity is required to have developed a detailed formal
plan for the termination and is without realistic possibility
of withdrawal of the plan.
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Canadian GAAP

An entity that offers special termination benefits
to employees for voluntary terminations should
recognize a liability and an expense when
employees accept the offer and the amount of the
special termination benefits can be reasonably
estimated.

A liability for termination benefits is recognized
where an entity offers special termination benefits
to employees to leave voluntarily but then
terminates the employment of other employees if
target reduction levels are not achieved.

The liability recognized is for all targeted
terminations when the criteria for involuntary
termination benefit recognition are met.

Any excess cost of voluntary termination benefits
over the cost of involuntary termination benefits is
recognized only when:

e Employees accept the offer; and

e The amount can be reasonably estimated.

Post Employment Benefits

IFRS

An obligation to pay termination benefits is measured
according to the requirements of IAS 19. Therefore, the best
estimate of the expenditure required to settle the obligation.

Termination benefits that fall due more than 12 months
after the balance sheet date, are discounted using a
discount rate based on a yield of a high quality corporate
bond, or where this is not possible market yields on
government bonds.

In the situation where an entity makes an offer to
encourage voluntary redundancy, the measurement of
termination benefits is based on the number of employees
expected to accept the offer.

Both Canadian GAAP and IFRS require post-employment benefit plans to be classified as either a defined
contribution plan or a defined benefit plan, depending on the economic substance of the plan established by
its principal terms and conditions. Also, both standards recognize that in practice additional benefits may
be provided outside of the strict plan terms and conditions. The standards have a different approach to what
other informal practices or constructive obligations need to be included.

Canadian GAAP

A benefit plan may contain characteristics of both
defined benefit and defined contribution plans but is,
in substance, one or the other. For example, a benefit
plan may stipulate the basis of contributions on
which future benefits are determined and, because of
this, appear to be a defined contribution plan.

However, the plan may make the entity responsible
for specific employee future benefits or a specified
level of future benefits. This results in the plan
being, in substance, a defined benefit plan.

When an entity attempts to change from using a
defined benefit plan to a defined contribution plan it
usually allows employees a choice of remaining in the
defined benefit plan or switching to the new defined
contribution plan. Depending on how this is structured
the entity’s benefit plan may actually incorporate both
a defined contribution component and a defined
benefit component. These components are accounted
for separately according to their substance.

IFRS

Post-employment benefit plans are classified as either
defined contribution plans or defined benefit plans,
depending on the economic substance of the plan as
derived from its principal terms and conditions.

Constructive obligations may also need to be taken into
account when making the classification of the benefit plan.

An entity cannot split the accounting for components
of a plan.

A benefit plan is accounted for as if it was a defined
benefit plan unless the entity can prove that all actuarial
risk and investment risk falls on the employee (i.e. the
plan is a defined contribution plan).
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Post Employment Benefits — Defined Contribution Plans

Both Canadian GAAP and IFRS require an entity to determine its obligation for each period under defined
contribution plans by the amounts to be contributed for that period. Consequently, no actuarial valuation is
required to measure the liability or the cost. However, Canadian GAAP provides more specific guidance than

IFRS with respect to what is or is not included within the contribution obligation.

Canadian GAAP

Fora defined contribution plan, an entity recognizes
a cost for a period comprised of:

e The current service cost for the period;

e The interest cost for the period on the
estimated present value of any contributions
required in future periods related to employee
services rendered during the current period or
prior periods;

e The amortization for the period of past service
costs; and

e A reduction for the interest income for the
period on any unallocated plan surplus.

The definition of a defined contribution plan
requires the allocation of an entity’'s contributions
to specific individuals.

As above, an entity’s cost for the period includes an
amortization of past service costs.

These costs are required to be amortized in a
rational and systematic manner over the period
during which the entity expects to realize economic
benefits from the plan initiation or amendment.
This period is likely to be the average expected
remaining service period of active employees
under the plan, however, in certain situations it
may be more appropriate to use a shorter period.

IFRS

When an employee has rendered service to an entity
during a period, the entity recognizes the contribution
payable to a defined contribution plan as:

e A liability (or accrued expense), after deducting any
contribution already paid. Any excess is recognized
as an asset (prepaid expense) to the extent that
the prepayment will lead to a reduction in future
payments or a cash refund; and

e An expense, unless another standard requires or
permits the inclusion of the contribution in the cost
of an asset (e.g. IAS 2, Inventory).

IAS 19 does not specify that an entity’s contributions
must be allocated to specific individuals.

IAS 19 does not prescribe any specific requirements for
accounting of past service costs or curtailment in relation
to defined contribution plans. The IASB believed that
these issues are not relevant for this type of plan.

For defined benefit plans, past service costs are expensed
immediately if no vesting period, or over the vesting period.
This should also apply for defined contribution plans.

Post Employment Benefits — Defined Benefit Plans

Both Canadian GAAP and IFRS recognize that the entity is at risk with respect to the amount of the benefit
that each employee will receive due to not knowing with certainty the amount until the benefits have all been
paid or cease (actuarial risk — benefits will cost more than expected). The entity is also at risk with respect to
the investment returns on any assets set aside to pay for the cost of the benefits because any shortfall from
expected returns must be funded by the entity (investment risk). However, there are some differences in how
the defined benefit obligation is recognized and measured under each standard.

Canadian GAAP

For a defined benefit plan an entity accounts not only
for its legal obligation under the formal terms of the
plan, but also for any informal obligations the entity
is a party to.

IFRS

An entity accounts not only for its legal obligation

under the formal terms of a defined benefit plan, but
also for any constructive obligation that arises from
the entity’s informal practices.
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Canadian GAAP

The cost of a defined benefit plan for a period comprises:

e Current service cost;

e [nterest cost;

e Expected return on plan assets;

e Amortization of past service costs;

e Amortization of a net actuarial gain (loss);

e Amount recognized as a result of a temporary
deviation from the plan;

e Increase ordecrease in a valuation allowance against
the carrying amount of an accrued benefit asset;

e Gain or loss on a settlement or curtailment;

e Expense recognized for a termination benefit;

e Amortization ofatransitional asset ortransitional
obligation; and

e Amortization of an amount carried forward
arising on the initial application of this Section
related to the limit on the carrying amount of an
accrued benefit asset.

IFRS

These informal practices giving rise to a constructive
obligation (where the entity has no realistic
alternative but to pay employee benefits). These
obligations may be wider in scope than informal
plans under Canadian GAAP.

An example of a constructive obligation is where a
change in the entity’s informal practices would cause un-
acceptable damage to its relationship with employees.

An entity recognizes the net total of the following
amounts in profit or loss, except to the extent that
another standard requires or permits their inclusion
in the cost of an asset:

e  Current service cost;
e [nterest cost;

e Expected return on any plan assets and on any
reimbursement rights;

e Actuarial gains and losses, as required in
accordance with the entity’s accounting policy;

e Past service cost;
e The effect of any curtailments or settlements; and

e The effect of the limit, commonly referred to as
the asset ceiling, in relation to negative defined
benefit obligations, unless it is recognized
outside profit or loss.

IAS 19 provides separate guidance on how any
termination benefits are accounted for.

An entity is limited in its ability to offset assets and
liabilities of different plans. Offsetting can only be
done when the entity:

e Hasa legally enforceable right to use a surplus in one
plan to settle obligations under the other plan; and

e Intends either to settle the obligations on a
net basis, or to realize the surplus in one plan
and settle its obligation under the other plan
simultaneously.

Thisrequirement is similartoIAS 32, Financial Statements
Presentation requirements on offsetting items.

IAS does not specify whether an entity needs to split
into current and non-current portions of assets and
liabilities arising from post-employment benefits.

Also not specified is whether an entity splits current
service cost, interest cost and the expected return on
plan assets as components of a single item of income
or expense on the face of the income statement.
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Canadian GAAP

IFRS

Actuarial Assumptions

The discount rate used to determine the accrued
benefit obligation should be an interest rate
determined by reference to either:

e Market interest rates at the measurement date
on high-quality debt instruments with cash flows
that match the timing and amount of expected
benefit payments; or

e The interest rate inherent in the amount at
which the accrued benefit obligation could be
immediately settled (e.g. the purchase of an
insurance contract, such as an annuity contract).

This discount rate is re-evaluated at each measu-
rement date.

For benefit plans providing medical coverage, an
assumption that governmental programs will continue
as provided by the present law and by other providers
pursuant to their present plans is to be made.

Changes affecting the level of benefits enacted in the
law or amendments to the plans of other health care
providers are taken into account. However, future
law changes concerning medical costs covered by
governmental programs and future changes in the
plans of other providers are not anticipated.

The rate used to discount post-employment
benefit obligations (both funded and unfunded) is
determined by reference to market yields at the end
of the reporting period on high quality corporate
bonds.

Where there is no high quality corporate bonds the
requirements are consistent with Canadian GAAP.
The inherent interest rate alternative method is not
permitted under IAS 19.

Assumptions used about medical costs must take
into account estimated future changes in the cost of
medical services, resulting from both inflation and
specific changes in medical costs.

Measurement Date

The amount of an obligation for employee future
benefits is determined from actuarial valuations
performed periodically.

In the years between valuations, an extrapolation of
the actuarial valuation of the obligation is performed
by management.

If the effect of any change is significant, such as a
plan amendment, settlement or curtailment occurs,
a new valuation may be necessary.

The plan assets and the accrued benefit obligation
should be measured as of the date of the annual
financial statements, except that they may be
measured as of a date not more than three months
prior to that date provided the entity adopts this
practice consistently from year to year.

While in practice actuaries are used in the
measurement of all material post-employment
benefit obligations, IAS 19 only encourages, but does
not require, an entity to involve a qualified actuary.

An entity is required to determine the present value
of defined benefit obligations and the fair value of
any plan assets with sufficient regularity that the
amounts recognized in the financial statements do
not differ materially from the amounts that would be
determined at the balance sheet date.

The plan assets and the accrued benefit obligation
should be measured as at the reporting date (e.g.
the balance sheet date) and are based on market
expectations at the reporting date.
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Canadian GAAP

IFRS

Attribution

Accounting by an entity for a defined benefit plan
includes attributing the cost of benefits to employee
service periods in order to determine the accrued
benefit obligation and the current service cost.

The entity is required to determine its accrued benefit

obligation using:

e The projected benefit method prorated on
services (also known as the projected unit
method), when future salary levels or cost
escalation affect the amount of the employee
future benefits; or

e The accumulated benefit method, when future
salary levels and cost escalation do not affect the
amount of the employee future benefits.

Each obligation for employee future benefits is
attributed to each year of service in the attribution
period. This is based on the plan’s benefit formula,
except when the plan does not state or imply a benefit
formula or when an employee’s service in later years
will lead to a significantly higher level of benefit than
in earlier years.

In those circumstances, the obligation is attributed
on a straight-line basis to each year of service in the
attribution period.

IAS 19 does not provide a choice of methods to
determine its accrued benefit obligation.

The benefit is discounted using the Projected Unit
Credit Method only in order to determine the present
value of the defined benefit obligation and the
current service cost.

In general this method is very similar to the projected
benefit method used in Canadian GAAP. However,
an entity should have an actuary review the existing
actuarial valuation to determine if any adjustment
is required.

An entity attributes benefits to periods of service
under the plan’s benefit formula. However, similar
to Canadian GAAP, if an employee’s service in later
years will lead to a materially higher level of benefit
than in earlier years different rules apply. When
this is the case the entity attributes the benefit on a
straight-line basis from the date when:

e Service by the employee first leads to benefits
under the plan (whether or not the benefits are
conditional on further service); until

e Further service by the employee will lead to no
material amount of further benefits under the
plan, other than from further salary increases.

Qualifying Plan Assets

When an entity has settled an accrued benefit
obligation through the purchase of an insurance
contract, the benefits provided or funded by the
insurance contract are excluded from the accrued
benefit obligation and the insurance contract
is excluded from plan assets, except for any
participation right.

Other arrangements with an insurance enterprise
do not meet the definition of an insurance contract
because the insurance enterprise does not assume an
unconditional legal obligation to provide specified
benefits to specified individuals. In those cases the
entity accounts for its obligations without regard to
the insurance arrangement.

Where plan assets include qualifying insurance policies
that exactly match the amount and timing of some
or all of the benefits payable under the plan, the fair
value of those insurance policies is deemed to be the
present value of the related obligations, (subject to any
reduction required if the amounts receivable under the
insurance policies are not recoverable in full).

An entity recognizes a right to reimbursement from
a qualifying insurance policy only where there is
virtual certainty of reimbursement of some or all of
the expenditure required to settle a defined benefit
obligation. If this is not virtually certain the qualifying
policies are treated as plan assets.

If the insurance arrangement does not meet
the definition of a qualifying insurance policy,
that insurance policy is not a plan asset and
offsetting prohibitions are similar to disclosure and
presentation requirements included in IAS 32.
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Canadian GAAP

IFRS

However, in the income statement, the expense
relating to a defined benefit plan may be presented
net of the amount recognized for a reimbursement.

Actuarial Gains / Losses

An entity should recognize amortization of
actuarial gains or losses on a consistent basis. The
amortization may be performed:

e Using a corridor approach and / or over expected
average remaining service life (EARSL); or

e |n full in the income statement.

Canadian GAAP does not permit recognition of
actuarial gains or losses in OCI.

Actuarial gains or losses may be recognized in one of
three ways:

e [n full in the income statement;

e Over a longer period, when the ‘corridor
approach is applied, possibly over EARSL; or

e In full as they arise, outside profit or loss, in
other comprehensive income (‘OCI').

These limits should be calculated and applied
separately for each defined benefit plan. We would
also expect that entities apply this policy consistently
to all actuarial gains and losses.

The corridor approach is the same as prescribed in
Section 3461 except that IAS 19's approach does not
permit an entity to use a market-related value. The
entity must use a fair value amount.

Where an entity recognizes actuarial gains and losses
in OCI, any adjustments arising from the asset limit
are also recorded in OCI. These OCI amounts are
not subsequently recycled to profit and loss, but are
transferred directly to retained earnings.

Past Service Costs

An entity amortizes past service costs by assigning
an equal amount to each remaining service period
up to the full eligibility date of each employee active
at the date of the plan initiation or amendment, who
was not yet fully eligible for benefits at that date.

When all, or almost all, of the employees are no
longer active the past service costs are amortized on
a straight-line basis over the average remaining life
expectancy of the former employees.

However, an entity is permitted to use an alternative
amortization —approach that amortizes past
service costs more rapidly. Where an accelerated
amortization is applied this must be consistently
applied from year to year.

A reduction in the accrued benefit obligation arising
from an amendment to the plan is applied first
to reduce any existing unamortized past service
costs and then to reduce any existing unamortized
transitional obligation.  The excess, if any, is
amortized on the same basis as specified above.

In measuring its defined benefit obligation an entity
recognizes past service cost as an expense on a
straight-line basis over the average period until the
benefits become vested (i.e. unvested past service
costs are recognized over the vesting period).

An entity amends the amortization schedule for
past service cost only if there is a curtailment or
settlement.

Past service costs are recognized immediately to
the extent that the benefits are already vested
immediately following the introduction of, or
changes to, a defined benefit plan.

Where an entity reduces benefits payable under an
existing defined benefit plan, the resulting reduction
in the defined benefit liability is recognized as
(negative) past service cost over the average
period until the reduced portion of the benefits
becomes vested.
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Canadian GAAP

IFRS

If the entity reduces certain benefits payable under
an existing defined benefit plan and, at the same
time, increases other benefits payable under the plan
for the same employees, the entity treats the change
as a single net change.

Expected Return on Plan Assets

The expected return on plan assets should be based
on the expected long-term rate of return on plan
assets and:

e The fair value of plan assets; or
e A market-related value of plan assets.

The standard provides guidance on how to determine
a market value. Additional guidance on the
determination of fair value of financial instruments
is provided in Section 3855, Financial Instruments —
Recognition and Measurement.

The expected return on plan assets should be based
on the expected long-term rate of return on plan
assets and the fair value or plan assets. IAS 19 does
not permit the use of a market-related value.

The fair value and expected return on any plan assets
is based on market expectations, at the beginning of
the period.

When no market price is available, the fair value of
plan assets is estimated; for example, by discounting
expected future cash flows using a discount rate that
reflects both the risk associated with the plan assets
and the maturity or expected disposal date of those
assets (or, if they have no maturity, the entire life of
the related obligation).

See also IAS 39, Financial Instruments Recognition
and Measurement requirements in relation to
determining fair value.

Settlements and Curtailments

Gains and losses are not recognized until the planned
action occurs.

A curtailment loss is recognized in income when it
is probable that a curtailment will occur and the net
effects are reasonably estimable.

A curtailment gain is recognized in income when an

event giving rise to a curtailment has occurred.

A curtailment gain or loss generally comprises:

e Any unamortized past service costs; and

e The increase or decrease in the accrued benefit
obligation.

For a settlement the gain or loss comprises:

e Any resulting change from re-measuring the
accrued benefit obligation;

e Any resulting change from re-measuring plan
assets at the date of settlement; and

e Any related unamortized actuarial gain or loss.

Gain or losses on curtailment or settlement are
recognized when the curtailment or settlement occurs.

The gain or loss is determined after the obligation
and plan assets have been re-measured using current
actuarial assumptions. The gain or loss is comprised of:

e Any resulting change in the present value of the
defined benefit obligation;

e Any resulting change in the fair value of the plan
assets; and

e Any related actuarial gains and losses and past
service cost not previously been recognized.

A curtailment is deemed to occur when an entity either:

e [sdemonstrably committed to make a significant
reduction in the number of employees covered
by a plan; or

e Amends the terms of a defined benefit plan so that
a significant material element of future service
by current employees will no longer qualify for
benefits, or will qualify only for reduced benefits.
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Canadian GAAP

However, unrecognized past service costs are not
recognized at the date of settlement since employees
will continue to provide services in the future.

Guidance is also provided relating to whether a
settlement or curtailment takes precedence when
these occur simultaneously.

IFRS

Curtailments are often linked with a restructuring.
When this occurs an entity accounts for a curtailment
at the same time as for a related restructuring.

If the curtailment relates to only some of the employees
of a plan, or where only part of an obligation is settled,
the gain or loss includes a proportionate share of the
previously unrecognized past service cost and actuarial
gains and losses. The proportionate share is determined
on the basis of the present value of the obligations
before and after the curtailment or settlement, unless
another basis is more rational in the circumstances.

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

A settlement occurs when an entity enters into
a transaction that eliminates all further legal or
constructive obligation for part or all of the benefits.

Asettlement and curtailment occurs if a plan is terminated
(i.e. the obligation is settled and the plan ceases to exist).
However, the termination of a plan is not a curtailment or
settlement if the plan is replaced by a new plan that offers
benefits that are, in substance, identical.

Defined Benefit Assets / Asset Ceiling

When a defined benefit plan gives rise to an accrued
benefit asset, an entity recognizes a valuation
allowance for any excess of the adjusted benefit asset
over the expected future benefit. This effectively
limits the defined benefit asset to what can be
realized or offset in the future.

The accrued benefit asset may become impaired
when there is a plan surplus that the entity is not
entitled to benefit from in full. For example, there
may be a regulatory moratorium on pension surplus
withdrawals or uncertainties as to an entity's legal
right to use a plan surplus.

When the expected future benefit exceeds the adjusted
benefit asset (the portion of the accrued benefit asset
that will not be amortized to future periods’ income),
the accrued benefit asset is not impaired and,
accordingly, no valuation allowance is required.

The amount that may be recognized as an asset is
restricted to the total of any cumulative unrecognized
net actuarial losses and past service costs and the
present value of any economic benefits available in
the form of refunds from the plan or reductions in
future contributions to the plan.

Under additional criteria an entity immediately
recognizes:

e Net actuarial losses of the current period and
past service cost of the current period to the
extent that they exceed any reduction in the
present value of the economic benefits in the
form of refunds from the plan or reductions in
future contributions to the plan; and

e Net actuarial gains of the current period after the
deduction of current period past service cost to
the extent that they exceed any increase in the
present value of the economic benefits in the
form of refunds from the plan or reductions in
future contributions to the plan.
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Canadian GAAP

IFRS

The present value of these economic benefits is
determined using the discount rate based on a yield
of a high quality corporate bond.

Where a defined benefit plan has minimum funding
requirements a valuation allowance may also be
required to restrict the amount of the asset that is
recorded. The amount of valuation allowance will
be influenced by how the asset, or economic benefit
is available to the entity (e.g. by way of refund or
contribution holiday). Also, an entity may be required
to recognize an onerous obligation where the defined
benefit plan has minimum funding requirements.

Multi-Employer and Multiple-Employer Benefit Plans

Canadian GAAP

No asset or liability is recognized for multi-employer
or multiple employer plans based on an agreement

IFRS

An asset or liability is recognized when defined
contribution accounting is applied and there is an

agreement on how a surplus is to be distributed or a
liability is to be funded.

or policy to allocate or split the costs.

Where a multi-employer plan is a defined benefit
plan but insufficient information is available the plan
is accounted for as a defined contribution plan.

Where there is an agreement or policy an entity
recognizes its share of the net defined benefit cost.
However, where there is no agreement or policy then
the entity deemed to be sponsoring the benefit plan
recognizes 100% of the cost.

Similar to Canadian GAAP where a multi-employer
plan is a defined benefit plan but insufficient
information is available, the plan is accounted for as
a defined contribution plan.

Other Long-Term Employee Benefits

Section 3461 includes limited guidance on the recognition of other long-term employee benefits, including
long-term compensated absences such as long-service or sabbatical leave; jubilee or other long-service
benefits; long-term disability benefits; profit-sharing, bonuses or deferred compensation payable twelve
months or more after the end of the period in which the employees render the related service or is earned.

Under IAS 19 a simplified method of accounting for other long-term employee benefits is prescribed where:

e Actuarial gains and losses are recognized immediately and no ‘corridor’ is applied; and
e All past service cost is recognized immediately.

The recognition under Canadian GAAP is similar to IAS 19 guidance.

First Time Adoption Issues

At the date of transition to IFRSs, an entity must retrospectively apply IAS 19 in measuring net employee
benefit assets or liabilities under defined benefit plans. To apply retrospectively, an entity is required to split
the cumulative actuarial gains and losses, from the inception of the plan until the date of transition to IFRSs,
into a recognized and unrecognized portion. This may be a complex task for entities whose plans have been in
effect for a long period of time, or who have a number of different plans.

IFRS 1 First-time Adoption of International Financial Reporting Standards (IFRS 1) provides some relief for
entities. Under IFRS | an entity may elect to recognize in opening retained earnings all cumulative actuarial
gains or losses from the inception of the plan until the date of transition to IFRSs. This option is available to
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an entity even if the entities accounting policy for employee benefits under IAS 19 will be to use the corridor
approach for subsequent actuarial gains and losses. If elected, this practice must be applied to all plans and
the entity recognizes the full net pension asset or liability on the balance sheet. An entity cannot pick and
choose to recognize net actuarial losses on one plan and not recognize net actuarial gains on another plan (or
vice versa).

An entity’s first IFRS financial statements will require measurement of employee benefit obligations at three
dates. For a calendar year end entity these are January 1, 2010 - the date of transition to IFRS, December 31,
2010 - the comparative period end date, and December 31, 2011 - the first IFRS reporting date. To minimize
costs an entity may request a qualified actuary perform a detailed actuary valuation at any one or two of those
days and adjust the valuations for any material transactions or events occurring between the valuation dates.

The entity’s actuarial assumptions at the date of transition to IFRSs are also required to be consistent with
actuarial assumptions made for the same date under Canadian GAAP (after adjustments to reflect any difference
in accounting policies), unless there is objective evidence that those assumptions were in error. The impact
of any later revisions to those assumptions is an actuarial gain or loss of the period in which the entity makes
the revisions. However, upon transition to IFRSs it may also be necessary to make some actuarial assumptions
that were not previously required under Canadian GAAP. If this is the case then the assumptions should reflect
conditions at the date of transition to IFRS and not reflect any conditions or events arising after the date of
transition. For example, at the date of transition to IFRSs the entity’s actuarial assumptions about future
employee turnover rates should not reflect a significant increase in estimated employee turnover rates as a
result of a curtailment of the pension plan that occurred after the date of transition to IFRSs.

Whether or not to adopt the exemption for actuarial gains and losses is an important consideration for an
entity adopting IFRSs for the first time. It may significantly impact the amount of assets, liabilities, and equity
recorded on the balance sheet at the date of transition and also impact future earnings. If an entity does not
elect to use the exemption, then past actuarial gains and losses will need to be separated into recognized and
unrecognized portions from the date of the plan’s inception until the date of transition to IFRSs.

The Future of Employee Benefits under IFRS

The International Accounting Standards Board (IASB) is currently conducting a detailed project in relation
to employee benefits. A discussion paper was issued in March 2008, and according to the IASB work plan an
exposure draft is expected to be issued in the second half of 2009, with a final standard being issued in 2011.

The discussion paper sets out some significant changes in how future employee benefits are accounted for. The
IASB's preliminary views are to remove the options for deferred recognition of gains and losses in defined benefit
plans (all changes in the value of plan assets and in the post-employment benefit obligation would be recognized
in the period in which they occur and entities would recognize unvested past service costs immediately).

The new standard is likely to be effective after the adoption of IFRS in Canada although early adoption is likely
to be permitted. If this is the case then a Canadian entity may want to adopt the revised standard early to avoid
a potential double change in accounting (i.e. i) on adoption of IFRS and ii) on adoption of the revised standard
a year or so after adopting IFRS).

Conclusion

In general, the principles relating to accounting for employee benefits under Canadian GAAP and IFRS have
a lot of similarities. However, when looking at the details of each standard there are also some significant
differences which an entity needs to be aware of and needs to determine whether these differences will have
an impact on the way employee benefits are accounted for upon moving to IFRS.

If you require further guidance on leases under IFRS or any other IFRS information or reference sources, please
contact your local BDO Dunwoody LLP office or visit www.bdo.ca/ifrs.
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