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PREFACE

Financial Reporting Pronouncement 4 (FRP 4) has been issued by The Financial
Reporting Standards Coundil (FRSC). 1t is applicable fo companies within the ambit
of the Companies Act 71 of 2008 applying international Financial Repording
Standards (IFRB).

This FRP provides guidence under IFRS on the application of IFRIC 14 -~ IAB 18 -
The Limit on & Defined Benefit Assef Minmum Funding Regulrements and thelr
interaction In Bouth Africa In relation to defined benefit pension obligations (governed
by the Pension Funds Act, 1856 (the Act)) within the scope of IAS 18 - Employee
Benefits. Accordingly, this FRP applies to the employer entily and not to the pension
fund. This FRP should be read together with IFRIC 14 and 1A8 19,

FRP 4 only focuses on the following issues:

«  YWhat are minimum funding requirements?

«  When should refunds be regarded as available In accordance with the definition
of the asset celling in paragraph B of IAS 19 and how should they be measured?

«  When should reductions in fulure contributions be regarded as availsble In
acoordence with the definition of the asset celling in paragraph 8 of 1AE 18 and

how should they be measured? And
«  When would minimum funding requirements give rise 0 an additional liablity?

There is no equivalent pronouncement for entities applying IFRE for 8MEs because
IFRS for BMEs doas not condaln an eguivalent fo IFRIC 14,

With referance o Preface lo Financial Reporting Pronouncements and Guides issued
by the FRSC, the FRSC may lssue Financial Reporling Pronouncements (FRPs) o

provide authoritative guidance fo preparers, audiiors and users of financial
statements, thus Tacilitating the standardization of financial reporting.

This FRP has the same authorly as IFRS
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THE LIMIT ON A DEFINED BENEFIT ASSET, MINIMUM
FUNDING REQUIREMENTS AND THEIR INTERACTION
UNDER IFRS IN THE SOUTH AFRICAN PENSION

FUND ENVIRONMENT

Paragraph .16 of IAS 1 — Presentation of Financial Statements, requires an entily
whose financial statements comply with IFRSs to make an explicit and unreserved
statement of such compliance in the notes. Finsncial siatements shafl not be
described as complying with IFRSs unless they comply with all the requirements of
IFRSs. Paragraph .7 states that assessing whether an omission or misstatement
could influence economic decisions of users, and 80 be malerisl, regquires

consideration of the characteristics of those users.

References

IFRIC 14 — IAS 19 — The Limit on a Defined Benefit Assel, Minimum Funding

a)
Requirements and their Interaction

b) IAS 8~ Accounting Policies, changes in Accounting Estimates and Errors

¢} A8 18~ Employee Benefits

d) Pension Funds Acl, 1856

Circular PF Mo, 88 — Section 18 of the Pension Funds Act, 1956: Fund not in a
sound financial condition

Background

1. The Accounting Practices Board (APB) issued AC 504~ The Limit on a Defined
Benefit Assel, Minimum Funding Requirements and thelr Interaction in the South
African Pension Fund Environment in Oclober 2010 as 2 local interpretation,
Following the withdrawal of Statements of Generally Accepted Accounting Practice
(GAAP) in 2012, SAICA issued the local interpretation as Financlal Reporting Guide
3 after making necessary revisions to reflect the changes made to IFRIC 14 and IAS
18 in 2011. The Financial Reporting Standards Council (FREC) has considered the
content of this Guids and has issued it as a Financial Reporting Pronouncement

(FRP).
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2. FRP 4 has been issusd o provide guidence on the application of IFRIC 14 ~
IAS 19 ~ The Limit on & Defined Benefit Assel, Minimum Funding Reguirements
ang thelr Inferaction In South Afrca In relation o & defined bensfit pension
obligations {governsd by the Pension Funds Act, 1858 {the Act) within the scope
of IAS 19 ~ Employes Benefits. Accordingly, this FRP applies to the emplover

antity and nol o the pension fund,
3. FRP 4 should be read fogether with IFRIC 14 and IAS 18.

4. Paragraph 83 of IAS 18 requires an sniity 1o recognise the net defined benefi
{pension) liabllity/ssset in the stalement of financial position,

5 The net defined beneflit labilib/asset is the defich or surplus adjusted for any
effect of applying the asset celling limit.

6. The defich or surplus is:
a. The present value of the defined benefil obligation less

b, The fal value of plan assels

7. The assel ceiling s defined as the present valus of any sconomic benefits
avaliable in the formm of refunds from the plan or reductions in fulure
contributions to the plan,

&, IFRIC 14 provides guidancs on the following issues:

« When refunds or reductions in fulure contributions should be regarded as
‘avallable’ In accordance with the definition of the assel celling.

= How s minimum funding requirement mighl affect the availability of
recuctions in fulure conlributions,

» When a minimum funding requirement might give riss o an additiona! liability,

9. Secton 18 of the Act requires the financial condliion of a fund 1o be determined
{al 2 minimum} every three years by a gualified actuary. Such veluations are
known as statulory valuations. Slatutory valualions are also used as the basis
for determining the level of conirbutions. For the purpose of this FRP, any
gefichs adsing fom such valustions are referred to s "sislulory defichs’ and
any surpluses as ‘slstutory surpluses’. The veluation is performed in terms of
section 16 of the Act and Professional Guidance Nole 201 lssusd by the

Actuarial Sociely of South Africs.
18, The present value of the defined benefll obligation delermined In accordance

with 148 19 lsss the fair value of the plan assels, I posilive, is referrad o as the
‘mecounting deficlt’ and, ¥ negative, is referred (0 as the ‘accounting surplus’ for

the purpose of this FRP.
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11, The weguirements Tor delermining the sccounting deficlh or surplus may not
necessarily be the same ss the requbements and guidelines used iIn
determining the statutory deficll or surplus. The main resson for the differences
siems from the faod thel the 1A 18 valugtion reflecls the financial position of the
fund st 8 point By Hme, whils the purpose of the shetislory valustion s o
determine the appropriate level of funding for the long-lerm pension obligation,

12, Given the long-term nature of the obligation and the variables which may affeg
the amount and ming of the cash outflows as well as the variables which may
affeol the amount and Sming of the cash inflows of the assets of the fund, the
net financial posilion may fuctusle quile sioniicantly over ime. Thiz could result
iy fuctusting contribulion levels, To achisve g more slable contribution level, the
Act permils cerlaln reserves {0 be oreated in the delermination of the statulory

daficit or surplus,

Ruch reserves may  inchude solvency resarves;) conlingendy  ressrves
condribulion reserves; and dale, sk and processing swor ressrves. The
determingtion of the accounting defich or surplus s set oul In parsgraph 10 of

fhis FRF.IAS 18 doas nol permil the recognition of labillles for such reserves,
not doss § permit the plen aseels lo be messured 8l an amound other than Tl

valim,

15, As 2 resull of the above, the accounting delict or swplus mey be quile different
from the stehulory delic or surplus, This FRP focuses on the aooouniing deficlt
or surplus? since this amount forms part of the net defined benefil lisbilitv/asset

required 1o be recognised in terms of paragraph 83 of IS 18,

Scope
4. This FRP considers ondy defined benefll penslon plens govemad by the At
fromn the perspective of the employer,

15, The word ‘smplover s used in the South Afrlcen refirement funds Industry 1o
denote the ‘enlily’ In IFRIC 14 and 188 18 The words are used Intlerchangeably

in thiz FRP,

issues

18, This FREP only focuses on the following lssues In the application of IFRIC 14 by
Penslon Punds Act

L.issue 1: What are minimum funding requirements?

Pisferances 1o sncounting defich or surplus b include g il posiion where the defined beneflt oblipetion is aoust
b tha Tade velue of the plan assets
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i, issus 2: When should refunds be regarded as avallable in
accordance with the definillon of the assset celling In paragraph 8§ of
1A% 18 and how should they be measured?

in this FRP, four possible scenarios are considersd fo flustate the
application of IFRIC 14 in & South Africen context. (i Is not relevant
whether a surplus apportionment exercise has besh completed in terms of
the Pension Funds Second Amendment Act, 2001.) The scenarios are as

follows:

¢  Seansrio 1~ the rules of the fund are silent regarding statulory surplus
allocations {l.e. steiulory surplus alfocations are made at the discretion

of the frustess),

Scenarin 2 - the nides of the fund indicate thal all slatulory surpluses
are o be sliocated o the employer;

»  Scenarip 3 - the rules of the fund indicale that ol statulory surpluses
are to be sllocated fo the members of the fund; and

»  Spenario 4 ~ the rules of the fund indicate that all stalutory surpluses
ars 1o be sllocated in a specified proporlion betwesn the employér and
members of the fund Hor sxample 80% o the emplover and 40% to the

members).

i lssue 3: When should reductions In future contributions be regarded
as available In sccordance with the definition of the asset caelling In
paragraph 8 of 1A8 19 and how should they be measured?

be. Issue 4@ When would minimum funding requlrements ghve vise to an
gddiional Hablity?

Consensus

issue 1 Minlmum funding reguirements

17.  As outlined in paragraph 2 of FRIC 14; "Minimum funding requirements exist in
many vountries to improve the security of the post-employment benelit promise
made fo members of an employee benefit plan. Buch requirements normally
stipufate & minimum amount or Jevel of contributions that must be made o &

plan over & given period.”

18, Paragraph § of IFRIC 14 states that, for the purpose of that interpretation, *...
minimum  funding requirements sre any reguirements to fund a post
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employment or other long-term defined benefif plan.” (emphasis added),

19. Parsgraph 18 of FRIC 14 requires an snlily fo ... analyse any minimum
funding reguirement &l g given dale into contributions that ere required to cover
(&) any existing shorlfall for past service on the minimum funding basis and (B}

futurs service”,

20, in 2 South Afvican pension fund contex!, the condributions required o “bring the
furd into & financially sound condiion within a reasonable period” In scoordance
with the requirements of section 18 of the Act constitule & minimum funding
reguirement gs contemplated in paragraph 18{e) of FRIC 14 {Le. a minimum
funding requirement o cover any exising shortfall for past service on the
mindmum funding basls). {The contribulions being referred 1o here are only
those which are required In order to bring the fund into a financially sound
condition, Le. they exclude any contributions which will be pavable o cover
fulure service.) This type of minimum nding requirement is relevant for the
purposes of considering whether an additions! llability may be required fo be

recognised (refer o lssus 4),

21, in a South African pension fund conlext, “the confribution rate the valustor
repommsnds  be  pavable by the emplover, faldng inlo  account the
clroumstances of the fund and lgnoring any swrplus or deficll’, as referred fo in
the definiion of a “contribution holldey” In section 1 of the Acl constilules g
minimum funding reguirement as contemplated in paragraph 18(0) of IFRIC 14
(l.e. a minimum funding requirement to cover fulure service). This type of
minimum funding reguirement s relevant in delermining the avallability of
economic benefils In the form of reductions in fulure conlributions (refer to Issue
33

22, In some Instances, the rules of the fund may specily the conbribution rate
payable by the employer. In such inslances, this rele would be the minimum
funding recuirement {0 cover fulure service unless the contrbulion male the
valuator would recommend be pavable Is higher, In which case the higher rate
would constitule such 8 minimum funding reguirement,

23. As noted in paragraph 18 of IFRIC 14, actuaries/ valuators will be required o
anslyse an entity's conbibutions betwesn those desoribed in paragraph 18 ()
and {b} for the anlity to be able o apply FRIC 14,

issue 2 Avallabllity of an economic beneflit in the form of a refund In
accordance with the definiion of the ssset calling In paragraph 8 of 1A8 19 and

fts mensursment

24. Paragraph 11 of FRIC 14 stales that a “refund s svallable fo an entlly only if
the entity has an uncondiional right to g refund”.
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25. The amount of any accounting surplus® that represents an economic benefit
avaliable as & refund s considered 1o be the following in the four scengrios

putined In paragraph 17() of this FRP:

+  Beenarin 1 ~ The balance of any Emplover Surplus Account (ESA) ot the
reporting date (Iimited to the accounting surplus) less any costs that would
be incurred upon reglisalion.

= Spenaric 2 - The accounting surplus at the reporling datle less any costs
that would be incurred upon realisation,

s Besnario 3 - The balance of any ESA® at the reporting date (imited o the
aopounting  surplus® less any cosis that would be Incurred upon

reatisgtion.

o Bgenario 4 - The actounting surplus? at the reporting date less any cosls
that would be incurred upon reslisation,

issue 3: Avallability of an economic benefit In the form of a reduction in future
sontributions In accordance with the definition of the asset celling In

paragraph § of AR 19 amil s messurement

26. in accordance with paragraph 20 of IFRIC 14, if there is & mindimum funding
requirement for contributions relating to fulure service, the economic benefit
available as 8 reduction in fulure confribufions should be calculated as the sum
of:

a) any smount that reduces future minimum  funding requirement
contributions for future service because the entlty made e prepayment (i.e.
pald the amount before being required o do so); and

b} the sstimated fulure 1AS 18 service cost lo the enlily In each pericd over
tha shorter of the expedied life of the plan and the expected life of the
sntity, less the estimated minimum funding requirement contribulions that
would be required for fulure sewvice In those periods I there were no
prepayment as described In a) The fulure service cost o the entily

sxciudes smounts that will be borme by emplovees.

27, na South Arican pension fund contexd, prepayvments of contributions for fulurs

i pocordance with 1A% 18 any swpluses to be aliocated o the mambers noease the defined benefl obligation and
henge meul in s reducsd socounting surplus. For example, if the acoounding surphse 1 100 before considering any
alionations and the amowyt io be sllocaied o members {besed on the rules and Including any adsting Member Surplss
Sucourt IMBAS balarcs) s 30, e meulling sccounting swplus is 70 slter consliferation of such slivcations. B is tis
syt that s being referred 1o when elzrence is mats b detervining the exent to which the accounting surplus is

ayailable v an sontmic benefl,
This could be e case for sxample whers an EBA sxisted al the dete the rdes shenged tv requlrs subsegusnt

surpluges o be alioested 0 the members,

18
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services are nol something thal s contemplated In terms of the Aol Bhould an
enfity pay more than the conlrbution required © be pald In & particuler vear, s
most lkely that such addiions! peyment would be oredifed o the ESA This s o
ansure that the sniily relalng the rghi I aocess those funds In sccordance with

Swolion 18E (1) of the AL

Since the Adt does nol conlemplate prepaymenis of contributions for fulurs
sarvice, i s Hkely thal any such payments would not automatically reduce the
fulure minimum furgding requirement contributions for fulure service (e the
coniribution rale recommendsd by the valuator), However, singe the addiional
poyment would be oredited o the EBA, the snlily would be able o use such
gmounis o ke a contribulion holiday, For this resson, even ¥ thers & a8
prapayment, the amount In paragraph 20 8)will be nll The balence on the ESA
wioul! be taken into sooount in delermining the sconomic bene® avallable In the

form of 8 refund {refer o issus 2}

28, With regard to the fouwr scenarios ouliined In Issue 2 (paragraph 1601, the
amount of any scoounting suplus® thal represents an sconomib benefit
avaliable ag g reduction in fulure conibulions for sach scenario is considersd

iy b

¢ the sstimated fulure 1A 19 service cost o the antily in each peviod over the
shorter of the expected Hle of the plen and the expected Hife of the entily,

lmns

«  the estimated contributions that the valualor recommands be payebls by the
employer (laking Into sccount the clroumnstances of the furd but ignoring
any sislustory surplus or deficlt) in that vear or the contribulions specified in
the rules ¥ that is higher than the conirbulions that the valuaior would

gtherwise have recommandsd,

Since a ‘cortribution holiday as defined In seclion 1 of the Aol can only be
imken by using amounts aliccalad 1o the employer, he bensfils fo the emplover
of 8 conirbution holidey have In sssence besn laken inlo account in the
calcudation of the amount available In the form of a refund discussed under
msue 2. Therslors, the oslimaled contribulion rmale thet the welustor
moommsnds be pavable (aking inlo scoount the circumstances of the fund but
fgnoring any stalutory surplus or defioltl, as eferred o In paragraph 28, should
ignors the effects of any contribution holiday (i any) that has been agreed fo by
the fusioss.

Chherwize, such 8 beneflt would be regerded s both an sconomic benefit
available s o refund and as 8 reduction In fulre coniribulions which would
rasull In g double-counting of such 8 benefil Reler o parsgraph 31
Aflernatively, 1o avold double-counting, in calnulaling the benal available ps a
refurid {refer fo lssue 2), any approved confribution holiday should be teken into
aenount by reducing the ESA

7
W

i1
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30. The benefit that ls being calculaled as the reduction In fulure contributions
effectively represents the expected ulilisation of the current accounting surplus
to fund the shorlfall between the present valus of the Tulure 1AS 19 service cost
and the present value of the minimum funding requirement for fulure service.
For example, assume the accounting surpius s 120, the present value of the
future 145 19 service cost is 500 and the present value of the minimum funding

requirement for future service Is 400

All things being equal, in order to fund the fulure IAS 19 service cost, the future
contributions should be 500, However, because of the surplus, the fulure
contributions of BOD thet would otherwise be required o be paid can be reduced
o 400. Therefore, 100 would represent the benefil avallable in the form of a
raduction In future contributions In accordance with paragraph 20 of IFRIC 14.

31, As noted in paragraph © of IFRIC 14, an eniily needs o delermine the
maximum sconomic benefit that is avallable from refunds, reductions in fulure
contributions, or & combination of beth. I 8 not appropriale fo consider
soonomic benefits from a combination of refunds and reductions In future
contributions based on assumptions which are mutually exclusive,

Therefore, continuing the example in paragraph 30, ¥ the amount avallable as &
refund is 70 (which include any amount of the ESA 10 be used to take &
coniribution holiday), the meximum benefit would be 120 and not 170. This is
because the accounting surplus is only 120, therefors it i3 not possible o oblain
g refund of 70 and benefit from a reduction in fulure conbribulions o the exient
of 100. Howaver, i the amouni available as a refund is B {which includes any
amount of the ESA io be used io take s contribution holiday), the maximum

bensfif would be 108,

issue 4 When minkmum funding reguirements might give rise to an additienal
liability
32. As noted in paragraph 19 of this FRP, minimum funding requirements need fo

be anslysed between those thal are required fo cover (8) any existing shortfall
for past service on the minimum funding basis and (b) future servics.

33, In determining whether & minimum funding requirement may give rise to an
additional lisbility, paragraph 23 of IFRIC 14 only considers minimum funding
requirements “to pay contributions to cover an existing shortfall on the minimum
funting basis In respect of services slready received”. Such minimum funding
requirements are those referred to in paragraph 18{a) of IFRIC 14.

34. As noted in paragraph 20 of this FRP, when a fund is notin g financially sound
condition it is required fo submit & scheme o the Registrar of Pension Funds
setting out the contributions which are required o be made in order to bring the
fund Inte s financislly sound condiion within a8 ressonable period. (The
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coniributions being referred fo hers are only those which ave reguired iIn order o
bring the fund inlo a financlally sound condition, Le. they exclude any
coniributions which wil! be payable o cover fulre servios.) Such contributions
consiiuie & minivwm inding reguirement o cover an axdisting shortfall on the
minimum funding besls In respect of servicss slready received 88 confemplated

in paragraph 18{a) of IFRIC 14,

A5, ¥ anoentily s required 1o make condibulions o cover an existing shorifell in
respeot of services already recebved {conbibutions under parsgreph 18 of
FRIC 14), # neads to sssess lo whal exient § will beneft from them. In other
words, ¥ the pavment of such conbribulions would resull in the creslion or
norsasse of an accounting surplus, the entily needs o determing the maximum
sconomic benefll avallable as g refund, redustion iy future contributions or &
sombination of both, This should be done following the puidanos provided i

FRIC 14 and in this PRP,

38, To the exient that the contribulions pavable fo ocover an axisting shortiell in
eapect of services already recelved (contributions under parsgraph 18} of
FRIC 14) will not be available to the enlily afler they have been paid info the
plan, the enily should recognise g Habilily & the reporting date. The basls for
such a Habilty s founded on the principles of an onerous contract. The labiliy
should reduce any net defined beneft assel or horease any nel defingd beneflt
Hahifity {refer lo peragraph 24 of FRIC 14}

Effective Date

87, An ertlly shall apply this FRP for annug! periods beginning on o after oo,
Earlier application & parmitled and encouraged. ¥ an enfily appliss this FRP for
an sarber pariod, # shall discloss that faot

G8. This FRP shall be spplied retrospectively sublect o the provisions of 1A &
Accounting Polivies, changes in Accounting Bstimates and Erors.

* proposed effective date is ennual periods beginning on or after 1 January 2018,

i3
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Appendix A

The following fable summarises the application of the asset ceiling under IAS 18 1o the
four scenarios contemplated in this FRP based on the consensus reached regarding

the availabliity of 2 refund or reduction in future coniributions.

Rules of the fund | Accounting Accounting surpius
surplus available as 2
available as a reduction in future

, refund contributions

Seenario 1 | Silenton the | BSA halance (i The diflerence T éach year
treatment of | any) between the estimated
statutory {imited fo the!IAS 18 service cost and
surpluses {l.s. aecounting the conkibution mile
statutory surplus} less costs g‘gﬁ;ﬁ”}fgﬁz&r by the
surplus of realisation ¥
allocsation is at
the discration of
the trustees)

Gcenario 2 | Al - Accouniing The difference In éachi year
statutory surplus less batween the estimated
surplusses costs of realisation | IAS 18 service cost aend
fo b the ﬁméﬁ%uﬁng rg;;e

recommends &
;a;}zmaieﬁ to actuarnyfvaluaior, Y
@

gralover .

Scenario 3 | All statutory LA bamnce  (H|THEE diérence i gach vear
surpluses fo be |, any) between the estimated
allocated to the | (limited {0 the éﬁ.& 189 se%r*}gc? cost as";ﬁ

aceountin & CORNDUEDH rais
members of the surnlus gfﬁﬁ cosis recommendad by the
fund P } + Jvaluat
of realisation Lt L
“Ecenario 4 | Stanglory | Accouniing The difference in each vear
surpiuges to surplus less between the estimated

e slloceted v g | cosis of realisation | (A% 10 service ocost and

specifisd the  conlribulion  rmate
proportion recommended by the

| betwesan the actuary/valuator
employer and

the membears of

the fund
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Hustrative ex

These sxamples accompany, but are not part of this FRP,

Example 1 - Effect of the minimum funding requirement (paragraph 18 (s} of
FRIC 14) when there is an accounting surplus and the minimum funding
contributions payable are fully refundable fo the entity

IE1 An eniity has submilted & scheme, In accordance with the requirements of
saction 18 of the Act, to the Registrar of Pension Funds fo bring the fund inlo &
financially sound condition within & reasonable period. Under the minimum
funding requirement, the enlity has an obligation to make additional
soniributions o the refirement fund over the next three years to make good the
deficit, The present value of those contributions amounts fo 200 at the reporting
date, The relirement fund rules require all statulory surpluses fo be allocated fo
the employer. Thers is no Member Surplus Account {MBA). The year-end IAS
19 valuations for the retirement fund are set out below,

Fair value of plan assets 1,200

Frasont value of defined benefit
obligation under 1AS 18 _ {1,400

100

Accounting surplus

Met defined bensfit asset (before
considergiion of the minimum funding 160
reguiremnent)

Applivation of maubements

IE2  Paragraph 24 of IFRIC 14 requires the entity 1o recognise a liabllity to the exient
that the contributions payable are not fully avaliable. Payment of the
contributions with a present value of 200 will increase the accounting surplus
from 100 o 300, Under the rules of the refirement fund all statutory surpluses
are required to be allocated to the emplover and there is no MSA, therefore this
amourt would be fully refundsble b the eniity with no associaled costs.
Therefore, no labiity s recognised for the obiigation to pay the contributions in
raspect of past service. In respect of the accounting surplus, the entity would
recognise a net defined benefit asset of 100 since all surpluses are required to
be aliocated to the smployer, Hence, 100 s available as an sconomic banefit in

the form of a8 refund,

18
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Example 2—Effsct of minimurs funding reguirements {paragraphs 18(a) and (b}
of IFRIC 14} when there is an accounting deficit snd the minimum funding
contributions pavable would not be fully available

IE3 An entity has submitted 2 scheme o the Reglstrar of Pension Funds fo bring
the fund Info a fingncially sound condition within a reasonable perind. Under the
minimum funding requirement, the entity has an obligation to make additional
contributions o the relirement fund over the nexd thres vears lo melke good the
deficit. The present valus of those contributions amounts to 300 st the reporting

date,

The retirement fund ries provide for surplus allocalion to the Emplover Burplus
Acocount (ESA) at the trustees’ discretion. Mo amounts have been allocaled o
the ESA or MSA at the reporting date. The estimaled contribution rate that the
valuator would recommend teking inlo account the clroumsiances of the fund,
but gnoring any statulory deficit or surplus happens 10 equal the future 1AS 18
service cost io the entity. The year-end 1AS 18 valuations for the refirement fund

are set ol balow,

Falr value of plan assels 3,000

Prasent valus of defined benaefil
ghbiipation under
AS 18 {4,160}

{1003}

Accounting deficlt

Net defined benefit ability (before
consideration of the minkmum
funding requirermant}

{100}

Application of requirements

4 The payment of the confribution with & present value of 300 would change the
accounting deficlt of 100 to & surplus of 200, However, of this remaining 200,
nothing is refundable untll it has been formally aliocated fo the ESA. Also, the
amouni available as a reduction In futurs contributions Is nll because the entlly
is not permited to reduce its coniibutions below the contribulion rate
recommaended by the valuator {taking account of the circumsiances of the fund,
but ignoting any statutory surplus or deficit), which happens o equal the fulure

A% 19 servics cost to the enlily.

IES Therefore, of the contributions with a present value of 300, 100 eliminats the
accounting deficit, but the remaining 200 is not avallable as an economic benefit

to the entily.

E6 Paragraph 24 of {(FRIC 14 requires the enity to recognise & Babllily 1o the extent
6
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that the additional contributions payable to fund the deficl are not available o il

IE7 Therefors, the entity increases the nel defined benefil liability by 200. No other
fiability is recognised In respect of the stalutory obligation to pay contributions
with & present value of 300 1o fund the deficll,

Surmmary
Fair value of plan assels 1,000
Present value of defined benefit {1,100}
abligation under A8 18
Accounting deficit {100}
Met defined benell lability (before {1003
sonsideration of the minimum
funding reguirement)
Adjustrnent in respect of minimum {200}
funding reguirsment
Net liebility recognized - {300)

IE8 Al things being equal, when the confributions with a present value of 300 are
paid Into the retirement fund, the net liability recognised will become 0 {300 -

300).

Example 3-Effect of 2 minimum funding requirement {paragraphs 18 {a) and
{b) of IFRIC 14) when the contributions payable would not be fully available and
the sffect on the economic benellt svallable as 2 reduction In fulwe

contributions

IES The sniity's valugior has recommended a funding Jeve! which is measured on a
different basis from the service cost under 1AS 19, The entlly has also submited
a scheme o the Registrar of Pension Funds to bring the fund into & finencially
sound condiion within a reasonable period. The recommendsad coniributions
are therefore required 1o make good the defich on the minimum funding

reguirement basis (shortfall) and 1o cover future service.

=40 The retirement fund has an accounting surplus &t the repoding date of 50, The
retirement fund rules provide for surplus aliocation fo the Employer Surplus
Account (ESA) at the frustess’ discretion. No amounts have been allocated to

the ESA or MSA at the reporting date.

17
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IE11 The nominal amounts of the contributions required to safisfy the minimum
funding requirements In respect of the shortfall and the fulure service for the

nexi three years are set out below.

Year Total contributions for Contributions Contributions required o
minimum funding required to make |cover fulure service
requirement good the shortfall

1 135 20 18
2 125 112 13
3 115 104 11

Application of requirements

IE12 The enfity’s present obligation In respect of services ailready received only
includes the contributions required fo make good the shorifall. This is a
minimum funding requirement under paragraph 18(a) of IFRIC 14, The
rscommended contributions reguired fo cover fulure service constifule a
minimum funding requirement under paragraph 18(b} of IFRIC 14.

IE13 The present value of the entity’s defined benefit obligation in respect of services
already received, assuming a discount rate of 6 percent per year, is
approximately 300, calculated as foliows:

[120/{1.06) + 112 /(1.06)2 + 104/(1.08)°]

{E14 When these contributions are paid inlo the retirement fund, the accounting
surpius {i.e. the fair value of plan assets less the present value of the defined
bensfit obligation) would, other things being equal, increase from 50 to 350 (300

+ 50},
{E15 Howsver, since the rules are silent on the allocation of surpluses and nothing

has been allocated to the entity yet, the entity does not have an unconditional
right to a refund, although the accounting surplus may be available as a

reduction in future coniributions.

{E16 In accordance with paragraph 20 of IFRIC 14, the economic benefit available
as a reduction in future contributions is the sum of:

»  Any amount that reduces future minimum funding requirement contributions for
fulure service because the entity made a prepayment {i.e. paid the amount
18
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before being required to do so); and

« The esimated future service cost In each peried in accordance with paragraphs
16 and 17, less

+  The estimated minimum funding requirement contributions that would be required
for fulure service in those periods if there wers no prepayment as described in
the first bullet point.

IE17 in this example thera is no prepayment. The amounts avallable as a reduction
in future contributions are set out below.

Year IAS 19 service cost Minimum Amount available as
contributions coniribution reduction
required {o cover
future service

1 13 15 (2)
2 13 13 o
3 13 11 2
4+ 13 k-] 4

IE18 Assuming a discount rate of 6 percent per year, the present value of the
sconomic benefit available as a reduction in fulure contributions is egual to:

2V (1.06) + 0/(1.06)2 + 2/(1.06)° + 4(1.06)*+ ... +4/(1.06)°%+ .... = 56.

Thus, the asset ceiling, which is the present value of the economic benefil
avaliable from future contribution reductions, is 86.

IE19 Paragraph 24 of IFRIC 14 requires the entity to recognise a liability to the extent
that the additiona! confributions payable to fund the deficit will not be fully
available. Therefore, the entity reduces the net defined benefit asset by 204 (50
+ 300 ~ 58), resulting in the recognition of a net defined benefit liability of 244
Mo other fiability is recognised in respect of the obligation o make contributions
to fund the minimum funding shortfall.

Summary
Accounting surplus 50
Net defined benefit asset (before 50

consideration of the minimum funding
requirement)

Adjustment in respect of minimum funding requirement
284
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Met liability recognized (244}

IE20 When the contributions with 2 present value of 300 are paid into the retirement
fund, the net defined benefit asset recognised will become 56 (300 - 244),
which represents the amount available as a reductlon in fulure contributions,

since no refund is available fo the entily.

20
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Basis for Conclusions

This Basis for Concluslons acoompanies, bul Is not part of the FRP.

BCY The Basis for Conclusions summarises the considerations in reaching the
CONBENSUS.

Boope

BC2 The applicabllity of FRIC 14 o postvetirement medical benefits (PRME) was
considerad in the drafling of this FRP. In the South Afrlcan environmant there s
no statutory requirement to fund a PRMB by transferring funds inlo a separate
fund or entity. In some cases entities may lake oul ingurance policies in order fo
fund their PRMB, but they are not required by slatute lo do so. There oould be
Instances where there may be conbraciugl requirements fo fund & PRME. In
such clrcumstances an entily shouwld consider the applinebility of IFRIC 14,
Howaver, since # was not expscled thet IFRIC 14 would be relevant o all
PRME, 1 was decided 1o Imi the scops of this FRP 1o defined benefit pension

plans,
Insue 1 Minlmum funding requirements

BC3 As oullined in paragraph 2 of IFRIC 14: "Minimum funding requirements exist in
many countries fo improve the securlty of the post-employment benefit promise
made to members of an employes bensfit plan, Such requirements normally
stipulate & minimum amount or favel of contributions thet must be made to a

plan over & given period.”

BC4 1t is necessary fo know what ‘'minimum funding requirements’ are in the South
African refirement funds envitonment because thess might reguire an additional
liability to be recognised by the entity and/or thess might affect the availability of

reductions in fulure contributions,

BCS Paragraph 18 of FRIC 14 requives an enlily to °... enalyse any minimum
funding requirement af a given date into conlribulions thet are required to cover
{8} any existing shortfall for past service on the minimum funding basis and (b)

future servips”.

BOS In terme of section 18 of the Act, when & fund & not In a finencially sound
condition {as clarified by Circular PF No.88), it is required fo submit a scheme o
the Registrar of Pension Funds, selling out the coniributions which will be made
to bring the fund into a financially sound condition within @ reasonable period,
The statutory deficit is usually required to be sliminaled within three years. The
minimum  funding reguirements are & slatulory requirement and are
independent of the status of the fund as determined undsr 1AS 18, Therefore,
the conirbutions required to bring the fund into a financially sound condition

within & regsonable period constifule & minimum funding requirement as
2%
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contemplated In paragraph 18(a) of IFRIC 14 {le. a minimum funding
requirement fo cover any existing shortfall for past service on the minimum

funding basis).

BCY Ssction 18A of the Act states thal all siatutory surpluses in the fund belong @
the fund and that afler 7 December 2004 the only portion of the assels of the
fund that may be ulllised by, or for the benefit of, the employer is any credit
balance in the Employer Surplus Account (ESA). One possible usage of the
ESA s to teke a contribution holiday. A contribution holiday is defined in section
1 of the Adl, for & defined bensfit calegory of g fund, as "the payment by #he
employer of less than the contribufion rate the valualor recommends be payable
by the employer taking info account the circumsiances of the fund and ignoring

any surplus or deficit”

Sinoce the only way In which the emplover can reduce contributions below the
rate recommended by the acluaryivaluator is to follow the legal route of isking 8
contribution holiday, the coniribution rate the velualor recommends be payable
by the emplover to fund future service constitules a minimum funding
requirement o fund future servics as contemplated in paragraph 18{b) of IFRIC
14, In instances where the rudes of the fund specify the conlribution rale, such &
rale would be the minimum funding requirement {0 cover fulurs service unless
the contribulion rale the valuator would recommend be payable is higher, in
which case the higher rate would constitute such a minimum funding

requirement.

issue 2 Avallebility of an economic benefit in the form of a refund In
accordance with the definition of the asset celling In paragraph 8 of IAS 18 and

its megsurement

BC8 Paragraph 11 of IFRIC 14 states thal a “refund is avaifable lo an entily only i
the entily has an unconditional right to a refund’.

BCH in tarms of section 184 of the Adt, all slalutory surpluses in the fund bslong to
the fund. However, the employer acquires cerlain rights fo the statulory surplus

that has been aliocated to the ESA,

BC10 Any statutory surplus in a fund ai the surplus apportionment date {(as specifiad
i terms of section 188 of the Ast) Is required to be apportioned belween
stakeholiders. The Act specifies the process fo be followsd to delermine the
allocation but does not specify the amount {0 be aliocated o each siakeholder,
This may resuli in an amount being allocated io the ESA by the frustess of the

fund.

BC11 The apportionment of any sletulory surplus avising afler the sumplus
apportionment daie between the ESA and Member Surplus Account (MSA) is
determined in accordancs with the rules of the fund and section 15C of the
Act. it should be noled that all amendments or additions o the rules of & fund
requirs the approval of the Registrar of Pension Funds. I the rules are silent,

22
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the fund's board of rustees would delerming the apportionment gt s own
disoration,

BOAZ The stetdlory sumplus alibealed (o the ESA [sither In ferms of the rules or as
determined by the Yusless) may be used by the emplover for the Tollowing

oUrnoses, 8 set oul n section 188 (1) of the Act

{ay funding & conbibution holidey frefer o paragraph 18 above, for the
dafinifion of 3 conbribulion holiday);

{b} payment of pengions, or an increase In pensions In course of pavment, so
a8 o compansals mambers for the loss of any subsidy from the amplover
of thelr madical costs after retirement;

{oy meeling, In full or in part, expenses which the emplover s obliged o pav in
terms of the rules of the fund;

(¢} Improving the benelils payable fo all members, or & category of members
as defined In the rules, s determined by the emplover,

{oy transferring part, or ol of the ESA In torms of seclion 18B(2) of the Act to
the E8A In another fund whers the smplover is & particlpating emplover,

() on Hguidation of the fund In terms of seclions 28 or 28, poyment in cash o
the smplover in lemms of section 18

{o} in order to avold retrenchment of & significant proporiion of the worldores,
paymeant in cash o the employer in terms of section 184, and

{h) transferring parl, or all, of the EBA o the MBA In the sams fund.

BOAS Applving the above o each of the four scermrios oullined In lssue 2, the
amount of any accounting swplus thet reprasenis an economic baenefl
available as a refund s considersd to be the following:

¢ Hesnarin T~ The balance of any ESA af the reporiing dale {imiled i the
accounting surplus) less any cosls thel would be Inoured upon reslisation,
This is becauss the enlity has an uncondiional right fo acoess only the
amount i the BESA, Since the rustses nead o delarming the sliocation of
the surplus, until an amount has been aliocated o the ESA, the enilly
doss not have an unconditional right fo that amount, In addition, ¥ ¥ so
happens that there s an uneliocated surplus upon louldetion of a fund, the
sniity will only be entitled fo the amount in the EBA sl that date. The
unaflocated swplus would nsed lo be alliocaled by the liquidaior 1o the
mambars who lofl within 12 months prior to Souidstion,

s Seengrio 2 - The sccounting surplus less any costs thal would be Incurred
upon reslisation. This s besause the rules require all slalutory surpluses
o be alloceled to the smplover. Although the siatulory surplus might be

different from the accounting surplus at the reporting dale for the reasons
2%
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given in paragraphs 11 to 132 of this FRP, the accounting surplus should
be used. From an accounting perspactive, the acoounting surplus reflects
the best sstimate, at the reporiing dale, of the slatutory surplus that will
exis! in the plan essuming the gradual setlement of plan oblipations over
time until all members have lefl. Given that the rules require all statutory
surpluses  fo be allocaled o the emplover, the emplover hss en
uncondiioral rght to 8 refund sgual o the accounting surplus. As
discussed in the foolnote 2 on page 10, the accounting surplus being
referred 1o is the amount of the surplus affer any allocations of surpluges

i the members.

+  Sgenario 3 ~ The balance of any ESA at the reporting date (limited io the
socounting surplus) less any costs that would be Incurred upon reslisation,
There may have been an amount allocated o the ESA as o resull of the
first surplus apportionment after the surplus apporfionment dale, In this
scenario the rules require all stalulory surpluses arising after sumplus
apportionment fo be allocated to the members, with the result that no
refund (other than that which may have been aliocated to the ESA) is

available to the entily.

+  Besnario 4 - The gcoounting surplus less any sosts that would be Inourred
upon realisation. As discussed In the foolnote 2 on page 10, the
sccounting surplus being referred to is the amount of the suwiplus affer any

allocations of surpluses o the members,

Isgue 3 Avallabliity of an sconomic benefit In the form of g reduction in future
contributions In scocordance with the definition of the assel celling In

paragraph 8 of IAS 18 and s messurement

BOA4 FRIC 14, BCTY slales thal the amount of the contribution reduction availeble
to an entity should be measured with reference to the amount that the entity
would have been required {0 pay had there been no accounting surplus. The
IFRIC believes that this is represented by the fulure 1AS 19 service cost o the

antity.

BC1S in ters of paragraph 18 of IFRIC 14, If there s no minimum funding
requirement for contributions relating to fulure service the economic benefit
available as & reduction in future contributions is:

+  the fulure AT 19 service cost to the entily for sach period over the shorter
of the expected life of the plan and the expected life of the entity._The
future service cost o the entity exciudes amounts that will be bome by

employess.
BC16 In terms of paragraph 20 of FRIC 14, i there 5 2 minimum funding
reguirement for contributions relsling to fulure sevice, the sconomic benefit

avallable as g reduction In flure conbributions is the sum of
24

This gazette is also available free online at www.gpwonline.co.za




98 No. 41503

GOVERNMENT GAZETTE, 16 MARCH 2018

FRP 4 THE LT ON & DEFINED DENEFIT ABSET, MININMUN FUNDING REQUIREMENTS
AND THEIR INTERACTION UNDER IFRE IN THE BOUTH AFRICAN PENSION PUND

ENVIRONMENT

2 Any smount thal reduces  fulure  mindmusn funding  requirsment
contributions for future service because the enlily made a prepayment {Le,
pald the smount before being reguired o do su); and

by The estimated fulure 1AB 18 service cost io the enlily in each period over
the shorter of the axpecied e of the plan and the sxpscied e of the
aniity, less the sstimated minbnom funding requirement contrtbutions Tor
future servics In those periods I thers were no orepaviment desoribed in

al

BOYY As congluded i parsgraph BOY, the contribulion mele the valusior
meommends be pavable by the amplover o fund the fulure scorusl of
benefis, taking into account the clroumstances of the fund and ignoring any
surplus or deficl, or § higher, any rale specified In the rules, congtituies &
mindraum funding reguirement in respect of fulurs services as contemplated In

paragraph 180} of FRIC 14,

BOAE In tlerms of paragraph 22 of WFRIC 14 "When sn soflly determines e smount
deserbed in paregreph 2006, K the Julure minimum funding requlrement
contributions for idure service exceeds the fulure IAS 18 service cost in eny
given perind, el excese reduces the smount of the soonomic benefi
avaflable ay & reduction in Rdure contrbutions Mowever, the amount
descrbed in parsoreph 200h) can never be less then zero”

BOAS The FRIC consldered whethar an ssest should be recognised in respect of
raductions iy future conlributions only to the extent thet there wes g formal
agreemant betwesn the bustess and the enlily speciving contributions
pavable lowsr than the fulure 1AS 18 service cost. The IFRIC did not agres
with this and concluded thel * e enlily o entifed fo assume el In goneral
i owilt not be reguired o meke contribulions o s plan b order Yo meliiain g
surpdus and henoe thet I will be able {o reduce conlribulions i the plan hed o
surpius.” (Refer o paragrash BOIB of IFRIC 14}

BO20 With regard o prepayments of conbibutions for Julure serving, thess are not
coptempdated in the Ach Should an enilly pey mors then the contribution
reguired to be pald in 2 partiouisr vesr, B s most Bkely that such additiong!
pavment would be orediied o the E8A. This s tv ensure that the enlily relains
the dght 1© sccess those funds In accordence with Beation 18 B of the Acl
Since the Act doss nol contemplale prepayments of condributions for fulure
aervice, §is Hkely that any such payments would nol sulomatioslly reduss the
future mindmum funding renulrement contributions for fulure service {Le. the
sontrihullon mte recommendad by the valuglon), Mowever, sincs the addilions!
payment would be cradited o the EBA, the enilly would be gble 1o use such
amounis fo ke & coniibulion holidey, For this reason, sven | thers 8 &
prepayment, the amount in peragreph 200) of IFRIC 4 will be nil The
balanos on the E8A would be taken Inlo sccount in determining the sconomio
benefl availabls In the form of g refund {refer lo Issue 23

BOZY The amount of any sccounting swplus thel represenis an sconomic banefit
25
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available as a reduction in fulure coniributions is therefore considered to be
the following for all four scenarios:

The difference between the estimated future IAS 19 service cost 1o the entity
and the estimated confributions that the valuator would recommend be
payable by the employer {taking into account the circumstances of the fund
but ignoring any statutory surplus or deficit), or, if higher, any contributions
payable as specified in the rules, in each pericd (over the shorter of the
expected life of the plan and the expecied life of the entity). This is because
the employer is only required o pay the contributions recommended by the
valuator (or the contributions specified in the rules) and not the 1AS 10 service

cost.

28
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