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Corporate Guidance # 8 — Employee Benefits

This corporate guidance will cover the followingis with respect to employee benefits:

» Guidelines on accounting for self-insurance fundd #or the United Nations Staff Mutual Insurance
Society (UNSMIS) (self insurance programme in Genésection 8);

» Guidance for accounting for ASHI, annual leave édmination of the nature of the liability whethersi
short-term or long-term), repatriation grant, ApgienD death benefits (treatment of contributionmnir
other UN agencies, and principal / agent and teustensiderations, presentation in the financial
statements (FS) as currently this benefit is exaduth UNSAS FS), home leave, security allowance,
termination benefit¢section 4-7);

* Guidelines on cut-off procedures for new staff i@ssent grant, relocation grant, et¢refer to
Corporate Guidance #2 Delivery Principle)

» Guidelines on the note disclosures for employeefitsifsection 9-10).

» Guidelines on how to determine the appropriate adist rate for actuarial valuation of employee
benefits(section 8.5).

* Guidelines for accounting treatment for staff thed de facto UN staff, however they are hired under
UNDP contracts, and UN took them into their actlaraluation considerations (section 1).
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1 Introduction

Before reviewing and assessing how employee bersfiuld be reflected in the United Nations
Secretariat’'s (United Nations) financial statemetits question ofvhat qualifies as an employee benefit
needs to be answered.

While the different categories of employee benefitsrelatively straight forward and explainedectson
3, they only qualify as employee benefits, if tlaeg provided to employees.

One therefore needs to understand what individar@€onsidered to be employees. This aspect is
considered to be especially important within thetéthNations System as individuals often transfer
between member organizations and are not alwagdlyegmployed by the organization for which they
work.

The most important thing to take note off is the definition of an employee under IPSAS is muctiewi
than the United Nations’ definition of staff.

As per Staff Rules of United Nations, all individsiashose employment and contractual relationshep ar
defined by a letter of appointment subject to ratjohs promulgated by the General Assembly pursteant
Article 101, Paragraph 1 of the Charter of the eahiNations are considered to be staff.

For purposes of IPSAS accounting, employees arsidered to be individuals providing services to an
entity on a full-time, part-time, permanent, casmalemporary basis.

Unlike the United Nations’ framework, IPSAS themefaloes not focus on the legal aspects of emplogmen
but rather focuses on tisebstance of the arrangemenibetween the individual and the employer when
determining what falls under the term “employee”.

Therefore, the United Nations should considerwahsindividuals as employees and consequently axtcou
for all their benefits in accordance with IPSASEYaployee Benefitsvhere the organization éxposed to
risks consistent with a contract of employment irreléw@whether there is an actual arrangement ineplac
or not or whether the employment agreement is gdex/by another United Nations organization.

While this assessment is generally relatively givaforward regarding United Nations staff, the gfien
becomes more complex regarding contractors, cargsland similar types of individuals and a thotoug
assessment of each of these individuals shouléftrerbe made to assess whether payments madest th
fall under the scope of IPSAS Employee Benefits

Confidential information for the sole benefit and use of PwC’s Client 8
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Example — Overview of United Nations’ employees

An initial assessment of the different types ofiwitlials working for the United Nations has beerdm#o
assess whether payments made to such individdbistier the scope of IPSAS Enployee Benefitsr

not.

Type of individual

Additional information

Within scope of IPSAS 257

Staff

As defined in the charter of the United Na$id

Yes

Staff transferred in
and out

On a regular basis, staff is transferred betwe
different United Nations organizations. The
guestion arises which organization should
account for them as employees and
consequently should account for short-term
benefits, other-long term benefits, post-

employment benefits and termination benefitsheir benefits. This decision

such individuals are entitled to.

en Yes

While the expectation would be
that such individuals qualify as
employees, the question is which
organization should account for

generally depends on the
arrangements between the
receiving and releasing
organizations. An example of thi
is provided in section 11.1.11.

1°2)

Individual consultants

An indiviudal consultant is an individual wha
is a recognized authority or specialist in a
specific field of study engaged by the Uniteg
Nations under a temporary contract only for

specific period to deliver a specific output, as

specified in the Terms of Reference, in and
advisory or consultative capacity.

Based on the information
rovided, the expectation is that
hese individuals qualify as

employees under IPSAS. The

United Nations should however

assess for each individual

consultants, whether it is expose
to risks consistent with a contract
of employment.Generally for
individual consultants the offices
have observed and commented
that:

« The contract with the
individual contractor does
not give an indication on
their status

Individual consultants get

monthly pay based on

submission on bill with
number of days worked in

a month.

UN does not face similar

Confidential information for the sole benefit and use of PwC’s Client
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risks for these individuals
however UN may provide
appendix D benefit on
account of moral
obligation

Individual consultants are
in substance not treated
like UN employees.

e Performance of Staff membe
of UN is reviewed through a
robust performance appraisa
system, however this is not
applicable for individual
consultants.

Institutional
consultants

Institutional consultants are consulting
companies generally hired by the Procurem
Division.

As the individual consultants supporting the
United Nations are employed by the consult
company, they do not fall under the scope 9
IPSAS 25 for the purpose of the United
Nations’ financial statements.

=0

ng

No

Contractor

An individual contractor is an indivalu
engaged by the organization from time to tin
under temporary contract for specified perio
of time to provide expertise, skills or
knowledge, similar to those of staff member
to meet additional workload or for a tempora
vacancy, for the performance of a specific tg
or piece of work.

ne

dBased on the information
provided, the expectation is that

sthese individuals qualify as

irgmployees under IPSAS. The

1dinited Nations should however
assess for each contractor,
whether it is exposed to risks
consistent with a contract of
employment.

Generally for contractors the
offices have observed and
commented that:

The contract with the
contractors does not give
an indication on their
status

Contractors get monthly
pay based on submission

Confidential information for the sole benefit and use of PwC’s Client
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on bill with number of
days worked in a month or
completion of a
deliverable.

UN does not face similar
risks as for their staff
members however UN
may provide appendix D
benefit on account of
moral obligation.
Contractors are in
substance not treated like
UN employees.

UN do not perform the
performance appraisal of
individual’s work
processes. Normally
remuneration is linked
with deliverables of the
contract

Key management
personnel

IPSAS 25.7 specifically states that key
management personnel fall under the scope of
employee benefits.

A definition of key management personnel i$
included in IPSAS 20 Related Party
Disclosures and is as follows

Key management personnelare
(a) All directors or members of the governing
body of the entity; and
(b) Other persons having the authority and
responsibility for planning, directing, and
controlling the activities of the reporting
entity. Where they meet this requiremer
key management personnel include:
0] Where there is a member of the
governing body of a whole-of-
government entity who has the
authority and responsibility for
planning, directing, and controlling

—

Yes

! Please also refer to Corporate Guidance #14 Repatebs for further information.
2 Corporate Guidance #14 Related parties providedtailed overview of the individuals considered éoley management

personnel.

Confidential information for the sole benefit and use of PwC’s Client
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the activities of the reporting entity

that member;
Any key advisors of that member;
and

(i)
(iii)
senior management group of the
reporting entity, including the chig

executive or permanent head of the

reporting entity.

Unless already included in (a), the

—h

Volunteers (United
Nations Volunteers
(UNV) Programme)

On a regular basis, Peacekeeping incorporates
volunteers in its operations and the question is
therefore whether these individuals fall underBased on the information

the scope of IPSAS 25.

The agreement between the UNV and the
Department of Peacekeeping Operations
includes the following information on the
status of volunteers:

UNVs are not staff members, but are accord

the normal privileges and immunities requireq Generally for UNV's the
for the independent exercise of their functions
during their assignment, and are provided with
identification materials reflecting such status.

Other than their contractual differences, no

distinction should be made between UNVs and are considered as National
other United Natioms staff with regard to their
professional and international status and the

services and support provided to them.

In this section, it is specifically mentioned th
the only difference between United Nations

staff and UNVs is the contractual arrangement half month at the time of

in place.

As IPSAS goes beyond the legal arrangements
for purposes of IPSAS 25, any benefits paid to
volunteers would therefore fall under the scope
of this standard as long as the United Nations accumulated annual leave

is exposed to risks consistent with a contragt of cannot be commuted to cash

employment.

Yes

provided, the expectation is that
these individuals qualify as
employees under IPSAS. The
United Nations should however
assess, whether it is exposed to

&fhmployment.

offices have observed and
commented that:
. After selection, UNV’s

Volunteer candidate.
. UNV gets some settling
in ( equal to one month VLA)

at
and resettlement allowance @

separation. Annual leave of
2.5 days is accrued by UN

'volunteer every month during
the period of service. But

—

the time of separation.

. UNVs are entitled to
medical insurance benefits
during the period of service
and can patrticipate in life

risks consistent with a contract of

moving and travel entitlement

insurance plans

Confidential information for the sole benefit and use of PwC’s Client
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. UNV'’s in substance

may be treated like employees.

. UNVs do not undergo
through the regular

performance appraisal review
similar to UN staff.

Fellowship / Study
participant

A Fellowship in the United Nations system i$
specially tailored or selected training activity
that provides a monetary grant to qualified
individuals for the purpose of fulfilling specia
learning objectives.

A Study Tour is an award for a development
cooperation activity, commonly given to an
individual or group of individuals to visit pre-

arranged sites and institutions in one or moref the United Nations is exposed

8 risks consistent with an

weeks and never exceeding two months. The
employment contract, because for

selected countries - normally no more than t

objective is to observe developments, gathe
information and exchange experiences with
counterparts in fields pertaining to specific
country agreements or project documents.

=

a Maybe

The decision whether an
individual participating in the
fellowship or study tour program
qualifies as an employee under
IPSAS 25, depends on the
arrangement between the Unitec
Nations and the individuals.

instance the indiviuduals also fal

|
under one of the other categories

mentioned in this table, the
individuals would be considered
as employees. If the United

Nations is not exposed to any such

risks, the individuals would not
qualify as an employee .

United Nations is not exposed to
any such risks regarding
fellowship or study participant. In
substance,They are not
considered as an employee of U

Please note that with regards to the accountingrigrloyee benefits under IPSAS, the source ofuhdd
whether budgetary or extra-budgetary, is irrelevant

Generally, the expectation would be that the actogrior all employee benefits is done in collakima by
Human Resources (HR) and the Accounts Division. @irtke key requirements for the correct accounting
for employee benefits is the availability of acdarand detailed data. Detailed records of the requnput
information for all benefits should therefore bgke

Confidential information for the sole benefit and use of PwC’s Client
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2 Definitions

Below is a list of the definitions provided in IPSAwhich are relevant to this Corporate Guidancether
information on each term is provided in the reldsettion within the body of the paper.

General terms

Employee benefitsare all forms of consideration given by the Uniiations in exchange for service
rendered by its employees.

Short-term employee benefitsare employee benefits (other than termination bex)ehat are due to be
settled within twelve months after the end of tkeeiqd in which the employees render the relatedicer
Please refer to section 4 for further information.

Post-employment benefiplans are formal or informal arrangements undechvthe United Nations
provides post-employment benefits for one or monpleyees. Post-employment benefits are employee
benefits (other than termination benefits), whiok payable after the completion of employment. $dea
refer to section 5 for further information.

Other long-term employee benefitare employee benefits (other than post-employienefits and
termination benefits) that are not due to be sktilghin twelve months after the end of the peiilmavhich
the employees render the related service. Pleésetoesection 6 for further information.

Termination benefits are employee benefits payable as a result ofreithe

* An entity’s decision to terminate an employee’s Eyment before the normal retirement date; or
* An employee’s decision to accept voluntary redugtan exchange for those benefits.

Please refer to section 7 for further information.

Post-employment benefits (section 5)

Defined contribution plans are post-employment benefit plans under whicH.thiged Nations pays fixed
contributions into a separate entity (a fund) amntlhave no legal or constructive obligation to dayther
contributions if the fund does not hold suffici@ssets to pay all employee benefits relating toleyee
service in the current and prior periods.

Defined benefit plansare post-employment benefit plans other than défematribution plans.

Confidential information for the sole benefit and use of PwC’s Client 14
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Plan assetsomprise:
* Assets held by a long-term employee benefit fund; a
* Qualifying insurance policies.

Assets held by a long-term employee benefit funare assets (other than non-transferable financial
instruments issued by the United Nations reporginity) that:
* Are held by an entity (a fund) that is legally sejta from the United Nations reporting entity and
exists solely to pay or fund employee benefits; and
* Are available to be used only to pay or fund emetienefits, are not available to United Nations
reporting entity own creditors (even in bankrupt@nd cannot be returned to the United Nations
reporting entity, unless either:
* The remaining assets of the fund are sufficiemhét all the related employee benefit obligations
of the plan or the United Nations reporting entday;
« The assets are returned to the United Nations tiagantity to reimburse it for employee benefits
already paid.

A gualifying insurance policy is an insurance policy issued by an insurer thabt a related party (as
defined in IPSAS 2®Related Party Disclosurg®sf the reporting entity, if the proceeds of tiadiqy:
» Can be used only to pay or fund employee bendfiteua defined benefit plan; and
* Are not available to the reporting entity’s ownditers (even in bankruptcy) and cannot be paidhéo t
reporting entity, unless either:
* the proceeds represent surplus assets that aneeded for the policy to meet all the related
employee benefit obligations; or
* the proceeds are returned to the reporting ertitgitnburse it for employee benefits already paid.

Thereturn on plan assetss interest, dividends and other revenue derivexhfthe plan assets, together
with realized and unrealized gains or losses opliue assets, less any costs of administeringltdregnd
less any tax payable by the plan itself.

The present value of a defined benefit obligatiors the present value, without deducting any pksets,
of expected future payments required to settletiigation resulting from employee service in tiuerent
and prior periods.

Projected Unit Credit Method (PUCM): The Projected Unit Credit Method is a methodetednine the
present value of defined benefit obligations aredrtHated current service cost and, where appkcaiaist
service cost.

The Projected Unit Credit Method sees each periggvice as giving rise to an additional unit ehbfit

entitlement and measures each unit separatelyiloh iquthe final obligation.

Current service costis the increase in the present value of the défbenefit obligation resulting from
employee service in the current period.

Confidential information for the sole benefit and use of PwC’s Client 15
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Interest costis the increase during a period in the presentevaf a defined benefit obligation which arises

because the benefits are one period closer tesetit.

Past service cosis the increase in the present value of the ddfbenefit obligation for employee service

in prior periods, resulting in the current periodn the introduction of, or changes to, post-emplegt

benefits or other long-term employee benefits. Bastice cost may be either positive (where benafi

introduced or improved) or negative (where exisbegefits are reduced).

Actuarial gains and losses comprise:

. Experience adjustments (the effects of differer@ds/een the previous actuarial assumptions and
what has actually occurred); and

. The effects of changes in actuarial assumptions.

Vested employee benefitare employee benefits that are not conditiondliture employment.

3 Classification of United Nations employee benefits

3.1 Employee benefit categories

Under IPSAS 25, all employee benefits are clasbifieder one of the followinfpur categories:

» Short-term employee benefits;

* Post-employment benefits;

* Other long-term employee benefits;
* Termination benefits.

Each of these categories has different charadgterishd requirements and drives the accountingnteat
for employee benefits.
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Flowchart — Classification of employee benefits

Transaction falling under the
scope of IPSAS 25 Employee
Benefits?

No—» Use applicable IPSAS

Yes
A A A A
Short term employee Other long term employee
benefits benefits - § Termination benefits Arise
Due to be settled within twelve th_‘I)t due totrl.)e sf?m?g W|thc|1n ¢ ';°5t glmplf?yment lbet.neflt? from entity decision to terminate
months after the end of the et\ﬁemgzodsiﬁ v?r:ichetﬁg o ayable a elr compte ion © before retirement, or voluntary
period in which the employees I p der the related employmen redundancy
render the related service employees ren 'ert e relate
service
A A
Recognize as Recognize when entity
Recognize as service rendered, on demonstrably committed i.e.
service is rendered a defined benefit detailed formal plan with no
basis. realistic possibility of
withdrawal
A
Sub-category:
compensated v $
absences
Defined benefit plan: recognize

as service rendered, on a

Defined contribution plan:
recognize contribution payable
as service rendered

defined benefit basis i.e.
liability is present valued, and
recorded net of the fair value of

any plan assets.

Can unused
entitlement be carried forward to
future periods?

Yes

v

Recognize expected costs that
arise from entitlement to future
compensation absences as
service is rendered.

N Recognize cost as absence
oceurs

A brief overview of each category is as follows:
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3.1.1 Short-term benefits

Short-term employee benefitsare employee benefits (other than termination tshevhich fall due
wholly within twelve months after the end of theipd in which the employees render the service ghads
rise to the benefit.

Short-term employee benefits provided by the UniNetions includé

Short-term employee benefits paid by the United iNas$

» Assignment grant » Special operations living ¢ Secondary dependant « Paternity leave

* Initial shipment (if other allowance allowances « Compensatory time off for
country) * Special allowances for » Education grant overtime (non-

» Travel to new post higher post (including travel) accumulating compensated

» Rental agent/ broker's fee * Special allowance for » Safe driving bonus absences)

 Salary and post adjustment  interpreters payments + Sick leave (accumulating

« Organization contributions * Rental subsidy * Family visit compensated absences)
to medical insurance plans * Danger pay « Restand recuperation ¢ Sabbatical leave

¢ Mobility allowance e Language allowance » Reimbursement of taxes ¢ Malicious Act Insurance

» Non-removal allowance ¢ Spouse dependency e Maternity leave Plan Premiums

+ Hardship allowance allowance « Adoption leave * Low (or no) interest

« Daily subsistence + Dependant children « Night differential advances and loans
allowance allowances + Residential security * Home leave (where

« Certain travel costs for ~ * Overtime allowance eligible once every 12
non-resident judges monthsj

3.1.2 Post-employment benefits

Post-employment benefit plansare arrangements under which the United Natioogiges benefits for
employees after the end of their employment.

IPSAS 25Employee Benefitequires all post-employment benefits to be clesbas either a defined
contributions plan or a defined benefit plan, dejpeg on theeconomic substanad the plan as derived
from its principal terms and conditions.

Under a definedontribution plan:

® Please note that the list provided does not repteseexhaustive list and that benefits providedrtployees, which are not
included in this list might also qualify as shagth employee benefits.

* An example of such a benefit would be the allowgpaie to the President and Vice-President of thileuhal.

® As some United Nations employees are entitled toehlzave every 12 months and others every 24 matthdenefit is
classified as a short-term and long-term benefieunPSAS. However, for practicality purposes, theted Nations has decided
to treat the entire home leave benefit as if itergishort-term benefit. The calculation, presemtadind disclosure of benefits and
any liabilities will therefore follow the guidander short-term employee benefits.
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* The_obligation of the United Nations to pay an esypk post-employment benefits is limited to the
amount it contributed to the plan for the individamployee. The amount of the post-employment
benefits received by the employee is consequertigrohined by the amount of contributions paid by
the United Nations (and perhaps also the emplage&)post-employment benefit plan or to an
insurance company, together with investment retarissng from the contributions; and

» Considering the substance of this arrangementaatuarial risk (that benefits will be less than
expected) and investment risk (that assets invegiede insufficient to meet expected benefitd)
the employee (and the post-employment plan / imagr@ompany). The employer (United Nations) has
no further obligation to the employee.

Under a definetbenefit plan:

* The United Nations is obliged to provide the agreedefits to current and former employees; and

* Any actuarial risk (that benefits will cost morathexpected) and investment risk fall, in substaoge
the United Nations. If actuarial or investment exgrece are worse than expected, the entity’s
obligation may be increased.

Post-employment benefits provided by the Unitediblas include:

* Pension (see 3.1.2.1) + Repatriation benefifs » Ex-gratia payment to Ad-litem judges
» After-service health insurance « Death benefit » Compensation for death attributable
(ASHI) to performance of duties

3.1.2.1 Pension benefits provided by the United Nations

While most of the United Nations’ employees papiate in the United Nations Joint Staff Pension Fund
(UNJSPF), additional schemes exist for very fewniloldials, such as judges of the International Cofirt
Justice and former Secretary-Generals (SGs).

While all these schemes are generally considerbeé tiefined-benefit schemes and should therefore be
accounted for as such, some exceptions exist egards to UNJSPF.

® Please note that the list provided does not repteseexhaustive list and that benefits providedrtployees, which are not
included in this list might also qualify as postgayment benefits.
e Repatriation benefits include repatriation graratyél costs and relocation expenses.
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Under IPSAS, UNJSPF is considered to be a multiteyen benefit plan and while it is structured as a
defined benefit plan, the specific circumstanceglire that each organization participating in thenp
including the United Nations, account for UNJSPH #svas a defined contribution plan.

In summary: All of the United Nations’ post-emplogm benefits reviewed in this paper are class#ied
defined benefit plans and accounted for as sudh, the exception of UNJSPF, which is accountedfoif
it were a defined contribution plan.

3.1.3 Other long-term employee benefits

Other long-term employee benefitsare employee benefits (other than post-employienefits and
termination benefits) which do not fall due wholjthin twelve months after the end of the perioavimch
the employees render the service giving rise td#refit.

Other long-term employee benefits paid by the Udit¢ations includé:

e Annual leave « Home leave (where eligible once every 24 mofiths)
» Compensation for injury attributable to performanée .
duties

3.1.4 Termination benefits

Termination benefits are employee benefits payable as a result ofreithe

* An entity’s decision to terminate an employee’s Eyment before the normal retirement date; or

" Please note that the list provided does not repteseexhaustive list and that benefits providedrtployees, which are not
included in this list might also qualify as otheng-term employee benefits.

8 As some United Nations employees are entitled toenteave every 12 months and others every 24 matidenefit is
classified as a short-term and long-term benefieunPSAS. However, for practicality purposes, theted Nations has decided
to treat the entire home leave benefit as if iteneishort-term benefit. The calculation, presemtatind disclosure of benefits and
any liabilities will therefore follow the guidander short-term employee benefits.

® Under Appendix D, the United Nations provides engpks with long-term illness and disability benefitéhile one could
presume that this benefit is an other long-ternefiermanagement decided that it would be accouftteds a post-employment
benefit.
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* An employee’s decision to accept voluntary redusglan exchange for those benefits.

Termination benefits paid by the United Nations inde™:

» Termination indemnity » Paymentin lieu of notice

4 Recognition and measurement of short-term benefits

Compared to post-employment benefits discussedwhde accounting treatment for short-term bengits
relativelystraight forward . In very simple terms, the expense for these lisnsfrecognized in the
statement of financial performance when incurrezl {he corresponding service is delivered by the
employee) and the statement of financial positsoarnily affected when there is a timing differeneenzen
when the expense is incurred and when paymenhésetbenefits is made.

4.1 Statement of financial performance

Similarly to all other employee benefits, the Uditéations recognizes the expense for short-ternafiisn
when it is incurred, i. e. when the employee presithe service, which entitles him/her to the hienef
Consequently, the cost is recognized in the statepfdinancial performance as the employee works
throughout the year, or more specificaltyery month.

4.2 Statement of financial position

Even though the nature of short-term benefitsas payments are generally made shortly after aramee
earns the right to the benefit, i.e. when he presithe service, it can happen that at the endeojehr not
all payments have been made and that consequently Benefits earned by United Nations employees
during the year remaimnpaid.

Such amounts need to be recognized labdity in the United Nations’ financial statements.

Example — Accounting for home leave

1% please note that the list provided does not repteseexhaustive list and that benefits providedrtployees, which are not
included in this list might also qualify as ternioa benefits.
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As United Nations employees can carry forward ammpé leave benefit that has accumulated but remai
unused at the end of the financial period, the @thilations should reflect a liability in its finaak
statements for this earned, but unpaid, employaeflie

The basis for measuring the expense and the tyabliould be the amount the United Nations expiects
pay out in the future for the leave entitlement thes accumulated at the end of the year.

Generally, there are two ways to calculate thalltglio be included in the statement of finangalsition:
* On an employee by employee basis
* Using models to calculate the liability in aggregat

Employee by employee:

Background of the example:

John started working with a United Nations peacpkegfield mission on 1 April 2013. His home leave
destination is Italy. He is eligible for home ledy@nefit once every twelve months of qualifyingvess to
visit his home country at United Nations expengdlie purpose of spending a reasonable periodrafan
leave in that country. His entitlement includesgpsuse and his two children.

He exercises his first home leave entitlement inlA®14. In April 2014, his total home leave erpe is
$10,000. His next home leave entitlement is dupgril 2015.

At the end of 2014, the question arises as pattefear-end closing process whether an accrudbkrteebe
created for John’s home leave benefit.

As mentioned in this paper, home leave is geneaaltpunted for as a short-term benefit and accrual
therefore only needs to be created in the annoahféial statements, if the employee has earnedefibe
that has not been paid yet.

Since his last home leave, John has been accrointg fhome leave benefit on a monthly basis. Dleisefit
has not been paid by the United Nations as his Imaexte leave is only coming up in 2015. Consequeatiy
accrual needs to be included in the 2014 year-@aa¢ial statements. The starting point for setingh an
accrual would generally be the prior year expegenc

The specifics would be as follows:

» Employee last home leave entitlement in April 2@idount: $10,000

* Reasons for significant change in expense incdoeldst trip (e.g. significant increases in aidin
tickets, additional child, etc. ): None

« Estimated amount of next home leave entitlementinldgril 2015: $10,000
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Based on these details, the home leave expenke stdtement of financial performance recognizedhi®
period ended 31 December 2014 and the home leavétli recorded in the statement of financial piosi
as at 31 December 2014 will be calculated as falddt0,000/12* 8 (May — December) = $ 6,667.

Using models:

As mentioned above, the United Nations can use ldd&alculate its employee benefit liabilitiesh®
included in the statement of financial positiorxamples of where it currently uses such modelstangost-
employment benefits, where actuarial valuationseceived.

As part of each model, many assumptions are madievhan deciding to use such models, the United
Nations therefore needs to ensure that the assomsgtiuses are reliable and auditable.

5 Recognition and measurement of post-employment befiis **

5.1 Post-employment defined benefit schemes

Most of the United Nations’ post-employment bersedite classified asefined benefit plans.Defined
benefit accounting is compldrecause actuarial assumption and valuation metredsquired to measure
the position in the statement of financial positibhe United Nations promises to pay a fixed surtinéir
employees at a point in the future. At the timeltinited Nations makes that promise, management miates
know how long any individual employee will work, ether they will reach retirement age, how long they
will live beyond retirement age and what their fisalary will be when they retire.

The accounting for post-employment defined bersefitemes attempts to estimate this uncertainty and
spreads the expense over the years that the enephlalfevork for the United Nations.

5.1.1 Statement of financial position

Thenet positionin the statement of financial position is deterediras follows:

" The post-employment benefits covered in this papecifically, include ASHI, repatriation grant agielath benefit (The
United Nations pays 2 types of death benefits: tAdwlsum payment upon death and a continuous paymeependants through
its workers’ compensation scheme (see section B/4jle details on the workers’ compensation arevigied in section 8.4, the
benefits provided under the scheme are also indludthis section in order to link them to the riggd accounting treatment).
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* The_present value (i.e. adjusted for the time valumoney) of the defined benefit obligation at the
reporting date;

* Minusthe fair value at the reporting date of plan as&étany) out of which the obligations are to be
settled directly.

5.1.1.1 Present value of defined benefit obligation

The United Nations’ defined benefit liabilities feach defined benefit plan are determined by aiesiand
take into consideration the followirtigree aspects:

» Attribute benefits to periods of service (currest prior periods);

* Make actuarial assumptions ;
» Discount the benefit to present value using thgegeted Unit Credit Method.

Attribute benefits to period of service

IPSAS 25 requires the United Nations to attribwgadiits to the current period (in order to deteemin
current service cost) and the current and prioiogsr(in order to determine the present value efdéfined
benefit obligation). An entity attributes benetibsperiods in which the liability to provide postiployment
benefits arise. That liability arises as employeggler services in return for post-employment henef
which the United Nations expects to pay in futugearting periods.

Make actuarial assumptions

In order to calculate the overall benefit obligatiactuaries make a number of estimates or assomgpti
about key variables. Generally, actuarial assumptean be split into two categories: demographit an
financial assumptions.

Example — Demographic and financial assumptions

Demographic assumptions:
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- Mortality, both during and after employment;

- Rates of employee turnover, disability and eegtyrement;

- Age, sex and marital status of membership;

- The proportion of plan members with dependants whi be eligible for benefits.

Financial assumptions:

- The discount rate;

- Future salary and benefit levels;
- Price inflation.

When making such assumptions, it is important sugesthat all assumptions are unbiased and mutually
compatiblé?.

Discount the benefit to present value using thgdeted Unit Credit Method (PUCM)

IPSAS 25 requires the defined benefit obligatianbe discounted to present value, in order to take into
consideration the time value of money. Followingogiunting, the obligation consequently reflectsayosl
value of expected future payments to retirees.

The present value calculation should be done ubie@UCM, which follows the principle that for each

year of service an additional credit unit shoulddde=n into account in valuing the benefits graraed the
liabilities resulting from it.

5.1.1.2 Fair value of plan assets

If a post-employment scheme is funded, i.e. hastasgisat meet the definition of plan assets und8AIS,
IPSAS 25 requires that such plan assets are rexeyaifair value with anyexpected returnon such
assets recognized in teatement of financial performanceas part of the benefit cost for the relevant
scheme.

Fair value reflects the amount for which an aseatdcbe exchanged in an arm's length transactitmeasa
knowledgeable and willing parties.

The expected return on plan assets is generalgdoas market forecasts at the beginning of the atowy
period. The accounting treatment for the differebegveen expected and actual return on plan assets

'2 please note that all assumptions relevant for thited Nations’ schemes will be made by the Accoitgsion.
'3 Additional guidance on the discount rate to be wsedbe found in section 8.6.
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follows the accounting treatment for actuarial gaand losses. Consequently, for the United Natiibres,
difference would be recognized in trstatement of financial performance (see section 5.2

However, as mentioned, the accounting guidanceigedvin this section only applies, if the assetentiee
definition of plan assets:

Plan assetsomprise:
a) Assets held by a long-term employee benefit fund; a
b) Qualifying insurance policies.

Assets held by a long-term employee benefit funare assets (other than nontransferable financial
instruments issued by the reporting entity) that:
a) Are held by an entity (a fund) that is legally seqte from the United Nations and exists solelydyg p
or fund employee benefits; and
b) Are available to be used only to pay or fund emetienefits, are not available to United Nations’
own creditors (even in bankruptcy), and cannotdberned to the United Nations, unless either:
i. The remaining assets of the fund are sufficiemhéet all the related employee benefit obligations
of the plan or the United Nations; or
ii. The assets are returned to the United Nationsraborese it for employee benefits already paid.

In both cases above, the assets are held solellgdgurpose of paying or funding employee benafits
cannot be used by the employer for any other pa;gosluding settlement of liabilities on the emy#os
liquidation. This point is important as some planatain clauses that may give a liquidator acoegdan
assets. In such circumstances, the assets in guesé not plan assets for the purposes of IPSAS 25

Following initial analysis, all of the United Natie’ post employment schemes (ASHI, repatriatiangr
and death benefit scheme) are unfunded plansi@.plan assets as defined by IPSAS 25 exist) and
consequently, the position in the statement ofrfoma position reflects the present value of thieneel
benefit obligation.

Having said that, the money received for each seh@hether in the form of contributions or budggtar
allocations, needs to be accounted for. Pleasetefeorporate Guidance #9 Financial instruments fo
guidance on how to account for financial instrursent

As mentioned, the United Nations’ benefit obligatfior ASHI, repatriation grant and its death betsaf
established by consulting actuaries. The valugtravided by the consulting actuaries on an annasisb
forms the basis of the United Nations’ accountingyies to reflect its liabilities in the financisiatements.

Example —Repatriation grant
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The latest actuarial valuation obtained by the &thiNlations for its repatriation grant indicated: tihe
present value of its defined benefit obligation 887,133,000 as of 31 December 2011 (2010:
$211,644,000).

This amount is included in full as a liability ineg United Nations’ financial statements.

5.1.1.3 Accounting for benefit payments

While the establishment for the defined benefiigdilon and the consideration of any plan assédtsys
when assessing the reflection of any post-employinenefits in the statement of financial positione
also needs to bear in mind that the balance indlirdéhe statement of financial positions is atepacted
by any benefit payments made.

As described in section 5.1.2, movements in thenddfbenefit obligation are generally due to the
following:

1) Current service costs;

2) Interest costs;

3) Past service costs;

4) The effect of any curtailments and settlements;
5) Actuarial gains and losses.

6) Benefit payments

While 1-5 are explained in section 5.1.2, somerimgtion is provided here on benefit payments ak suc
transactions only affect the statement of finangpaaition.

As explained, the cost to provide post-employmemeiits is recognized during the active servicéogeof
an employee and is therefore included in the fir@mstatements during that time. The expense for

providing such benefits has therefore already lveeognized. Consequently, when the point in tinee®
that benefits are paid out, the payment shouldebegnized as an expense as that would result inlelou
recognition of the expense. Instead the paymenildii® made by reducing the defined benefit olileat

The double-entries for such transactions wouldds®ikows:
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Accounting for benefit payments

Dr/ Cr | Primary financial statement Account Amount
Dr Statement of financial position Post-employmietiility Benefit payment
Cr Statement of financial position Cash Reimbursame

5.1.2 Statement of financial performance

As part of accounting for its defined benefit ohligns, the United Nations needs to recognizedhewing
componentsin its statement of financial performance:

akrwnNPRE

Current service costs;
Interest costs;

Past service costs;
The effect of any curtailments and settlements;
Actuarial gains and losses.

All components of the defined benefit cost are aggted and presented as a single net amount flanting
the employee benefits expense line on the fackeo$tatement of financial performance.

Example — Costs incurred on repatriation grant

The latest actuarial valuation obtained by the &thiNations for its repatriation grant indicated tha2011,
the following costs arose:

Service costs: $25,922,000
Interest costs: $11,969,000
Actuarial losses: $101,958,000

Together with any payments made, these amountsaiexple move in the defined benefit obligation sinc
the previous valuation.

The total of these costs is booked in the statemwieimancial performance as repatriation grantses

follows:
Dr/Cr Primary financial statement | Account Amount
D Stat t of fi ial Empl benefits — triati
r atement of financia mpoyee. enefits — repatriation $25.922 000
performance grant service costs
Dr Statement of financial Employee benefits — repabn $11,969,00(

)
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performance grant interest costs
Dr Statement of financial Employee bgneflts — repatriation $101,958,00(
performance grant actuarial losses
tat t of fi ial R triati t defi
Cr Sa.etmen of financia epa_rla |qn gran defined $139.849,00(
position benefit obligation

For illustrative purposes, an overview of the moeairin the defined benefit obligation from 201@fil 1
is as follows:

Obligation at the end of 2010 $211,644,00(C
Repatriation grant service costs $25,922,000
Repatriation grant interest costs $11,969,000
Repatriation grant actuarial losses $101,958,00(
Benefits paid (net of participant contributions) ($24,360,000
Obligation at the end of 2011 $327,133,00(

The report provided by the consulting actuarietuihes details on the different components andddtsis
of the journal entries posted by the United Natiamitt regards to its defined benefit obligations.

A brief overview of each of the different comporergcognized in the statement of financial perforoea
is as follows:

5.1.2.1 Current service costs

Current service costis the present value of the pension benefit eabydtie active employees in the
current period and is recognized in full in theest@ent of financial performance.

5.1.2.2 Interest costs

Interest costis the increase during a period in the presentevaf a defined benefit obligation which arises
because the benefits are one period closer tesetit. In order to calculate interest cost, thegmevalue

of the pension obligation at the beginning of teequ is multiplied by the discount rate.

Interest costs are recognized in the statememandcial performance in full in the year they arise

5.1.2.3 Past service costs
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Past service costsesult from changes or amendments made icdh@nt period to post-employment
benefits affecting defined benefit obligations étation to employee services renderegrior periods. Past
service cost may be either positive (where benafgsntroduced or improved) or negative (wheretaxgy
benefits are reduced).

To the extent that the benefits are already vasterediately (almost always the case) following the
introduction of, or changes to, a defined bendéihpthe United Nations recognizes past servicé cos
immediately in the statement of financial performan

5.1.2.4 The effect of any curtailments and settlements

Curtailment gains or losses occur when the United Nations restuc

* The number of employees covered by the plan; or
* The future benefits they will earn.

A settlementoccurs when the defined benefit obligation is elated in its entirety. For example, the
United Nations makes a lump-sum cash payment tdog@@s in return for giving up their defined benhefi
plans, or when assets and liabilities are transfieimto a defined contribution plan.

Effects of curtailments or settlements are recagphin full in the statement of financial performarwehen
incurred.

5.1.2.5 Actuarial gains and losses

Actuarial gains and lossesrise due to:

» Differences between the actuarial assumptionsdrptbvious valuation and what has actually occyrred

and
» Changes in actuarial assumptions year on year.

Example — Events causing actuarial gains and losses
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* Actual or estimated mortality rates or the propmrtof employees taking early retirement will alies
period for which an entity will be required to mabkenefit payments. For example, accelerating
technological change might cause the United Natiomeduce its workforce gradually by offering
early retirement to a number of employees.

» Estimated salaries or benefits will alter the amaireach benefit payment. For example, a softwars
developer might decide to increase its salariesibge than the rate of inflation to retain its sidl
work force.

The United Nations has decided to recognize a@bugains and losses in full in the statement ohgles in
net assets through reserves in the period in whiey occur. This approach is followed consisteftyall
of the United Nations’ defined benefit liabilities.

5.2 Post-employment defined contribution schemes

As mentioned in section 3.1.2.1, the UNJSPF isidensd to be a multi-employer plan for accounting
purposes and is accounted for on a defined cotitvibbasis.

Compared to the accounting requirements for defbetfit schemes, the accounting for defined
contribution schemes is relatively straight forward

5.2.1 Statement of financial performance

The amount to be recognized as an expense eaddpsrithe contribution to the plan, which the eoypke
earned throughout the period.

Example — Contributions to UNJSPF
Every month, the United Nations contributes an am&NJSPF.

This contribution should be recognized in the fitiahstatements as follows:

Dr/Cr Primary financial statement Account

Dr Statement of financial performance Employee bene contributions to
UNJSPF

Cr Statement of financial position Payable to UNB$Punpaid) or cash (if
paid)
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5.2.2 Statement of financial position

The United Nations would only recognize a liabilityits statement of financial position for the
contributions to UNJSPF, if part of the contribuiso due for the period, remain unpaid at the erttief
financial period.

6 Recognition and measurement of other long-term berfiés **

The accounting for other-long term benefits germefallows the defined benefit plan accounting
requirements summarized in section 5.1.1, i.epteeent value of the entity’s defined benefit aduliign is
calculated by actuaries and the report providechgathe basis of the United Nations’ accountingiestr
related to other long-term benefits. IPSAS 25 dumsever incorporate some simplifications regarding
amounts recognized in the statement of financidbp@ance which make the accounting less complex.

6.1 Statement of financial position

Thenet positionin the statement of financial position for othend term benefits is calculated as follows:

» The present value of the defined benefit obligatibthe reporting date;

* Minusthe fair value at the reporting date of plan as&étny) out of which the obligations are to be
settled directly.

Themeasurementof the other long-term benefits follows the samagiples as the measurement of the
defined benefit obligation for post-employment Héaeind consequently the information provided in
section 5.1 also applies here.

Please note that while some of the other-long teenefit plans have dedicated sources of fundinge rad
these funds meet the definition of plan asseteati5AS 25 and consequently the fair value of plssets
is zero and the liability to be recognized is capusmtly the present value of the defined benetigabion
at the reporting date.

The United Nations requests an actuarial assesdoratg annual leave benefit liability, which ised to
include the United Nations’ liability in the statent of financial position.

% The other long-term benefit considered in this papers to the annual leave benefit. While thérerannual leave benefit will
be accounted for as an other long-term benefitpfesentation purposes, it will be shown as curtdotre on that can be found in
section 9.3.
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Example — Annual leave

The latest actuarial valuation obtained by the &thiNations for its annual leave indicated thatptesent
value of its defined benefit obligation was $158200 as of 31 December 2011 (2010: $146,654,000)

This amount is included in full as a liability ine UN’s financial statements.

6.2 Statement of financial performance

With regards to other long-term benefits, IPSAS&fuires the recognition of the followitgms in the
statement of financial performance:

*  Current service costs;

* Interest costs;

* Actuarial gains and losses;

* Past service costs;

* The effect of any curtailments and settlements.

Where an actuarial valuation is obtained, all infation required to reflect the different itemshe t
statement of financial performance is providedhmy ¢onsulting actuaries in their report.

We refer to section 5.2 above for a detailed disicursof the different statement of financial penfi@nce
components.

One importantlifference (simplification) exists compared to how the Unitéations accounts for it defined
benefit post-employment benefits:

« Past service costs are always recognized in faliénstatement of financial performafitehen
incurred.

Example — Annual leave

The latest actuarial valuation obtained by the &hilations for its annual leave indicated thatda? the
following costs had arisen:

Service costs: $38,300,000

Interest costs: $7,948,000

15 post employment benefits: Past service costsdegaunvested benefits are recognized in the senewnf financial
performance over the vesting period.
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Actuarial gains: $13,293,000

Together with any payments made, these amountaiexple move in the liability since the previous

valuation.

The total of these three types of costs is bookdle statement of financial performance as anleask
expense, as follows.

Dr/Cr Primary financial statement | Account Amount

Dr tatement of financial Empl nefits — annual
Statement of financia poyee_be efits — annua $38.300.000
performance leave service costs

Dr tatement of financial Empl nefits — annual
Statement of financia pqyee benefits — annua $7.948.000
performance leave interest costs

Cr Statement of financial Employee bgnefltg —annual $13,293,000
performance leave actuarial gains

r tatement of financial Annual | ligation
C Statement of financia ual leave obligatio $32.955,000

position

For illustrative purposes, an overview of the moeairin the obligation from 2010 to 2011 is as fako

Obligation at the end of 2010

$146,654,00(

Employee benefits — annual leave service c¢

DStS

$38,300,000

Employee benefits — annual leave interest ¢

DStS

$7,948,000

Employee benefits — annual leave actuarial

gains

($13,293,000

Benefits paid (net of participant contributions

)

($28,361,000

Obligation at the end of 2011

$151,248,00(

7 Recognition and measurement of termination benefits

While the idea of termination benefits can be uatterd as similar to post-employment benefits, tiere
one key difference: Theventthat gives rise to the benefit.
For post-employment benefits, the event that giisesto the benefit is the service provided by the

employee. For termination benefits however, thenege/ing rise to the cost is not the service pded by
the employee, but rather the termination of thelegge.
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With regards to the recognition of termination féseit is therefore key to identify the actuatrtenation
event.

7.1 Identification of termination event

Before the United Nations can recognize terminatienefits two requirements need to be met:

1. The United Nations is demonstrably committed t@taited, formal plan to either
* Terminate an employee or employees before the nogtieement date;
* Provide termination benefits in return for voluptaedundancyAND

2. There is_no realistic possibility that the Unitedtldns can withdraw from the plan.

Or, in simpler terms, the United Nations shouldetze of termination benefits when it has commaiad
its plan of terminating employees to those affected

Example — Events that could give rise to terminatibenefits
Examples of events that could lead to the recagmivif termination ebnefits are:

* Downsizing strategy and termination of employees;
» Early liquidation of mission and termination of eloyees;
* Termination of individual employee.

7.2 Statement of financial position

Once the United Nations has established thatcibmsmitted to pay out termination benefits, it shbul
recognize the amount payable dmhility in its statement of financial position.

Having said that, one of the requirements of recogg a liability is that it can be reliably measdr
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Consequently, the United Nations should only recga liability for termination benefits, if it is

comfortable it cameliably measurethe full extent of the obligation. If no reliabdenount can be
established (in rare cases), the circumstancesdetais should be disclosed (see section 10.4).

7.3 Statement of financial performance

The recognition of termination benefits in the stagént of financial performance follows the sameraagh
as detailed for the statement of financial positiosection 7.2.

If the United Nations is committed to pay out tamation benefits and can reliably measure the amount
payable, themount should be recognized aseapensen the statement of financial performance.

8 Specific topics

PLEASE NOTE THAT THE ACCOUNTING GUIDANCE PROVIDED IN SECTIONS 8.1 - 8.5 DEPENDS
ON THE DETAILS OF EACH PLAN. THE ACCOUNTING IS CONSEQUENTLY SUBJECT TO CHANGE,
IF SOME OF THE PLAN DETAILS NEED TO BE UPDATED FOLLOWING CONFIRMATION OF TERMS
AND CONDITIONS.

Before diving into the details for each of the spectopics reviewed (self-insured health insuraride
insurance, commercial insurance / MAIP and workeoshpensation), please find attached an overview of
the various schemes and the accounting for them:

Scheme Employee benefit? IPSAS 25 classification
Self-insured health insurance - before Yes — with regards to| Short-term benefit
retirement employer contributiong
Self-insured health insurance - after Yes — with regards to| Post-employment benefit
retirement employer contributions (defined benefit)
Life insurance Yes — with regards toShort-term benefit

top-up premiums

Commercial insurance (MAIP) Yes Short-term benefit
Appendix D workers’ compensation Post-employment benefit
(death benefit and illness and long-term Yes (defined benefit)
disability benefit)
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8.1 Self-insured health insurante

Instead of providing health insurance to its slafbugh an insurance company, the United Natioss ha
decided to provide the health insurance to it staftself and only rely on the insurance comparia
occasional administrative support. Such an arraegénesults in multiple accounting consequences;twh
are all dealt with in this paper.

Specifically:

* Accounting for contributions made by the employssction 8.1.3.1.1 for active staff and 8.1.3.112 fo
retired staff. Please note that employees alsaiboté to the United Nations’ health insurance sohe
but as that contribution does not qualify as anlegge benefit, it is not covered separately in this
paper. Where relevant, reference to such paymsmsde;

» Assessing the existences of a organization widlityafor benefits to be paid (section 8.1.3.2);

* Assessing, how to account for the contributions enaglother member organizations (section 8.1.3.3)

One complicating effect with regards to the se#furance health insurance is that it is not onlyioled to
active staff, but also to retired staff and as #spect has significant impact on the accounting,also
covered in this paper. Having said that, it onBllseimpacts the accounting for the employer cdmittions
and has no impact on the overall organization wad#lity discussed in section 8.1.3.2.

8.1.1 Background: Accounting for self-insurance funds

If an entity takes out insurance to cover poterititire losses, the cost is accounted for annwallthe
basis of the premium paid. However, if an entitgsloot take out insurance cover, but instead dectae
self-insure, the question arises as to how thisilshioe accounted for. Generally, the accountingstah
schemes falls under the scope of accounting forigions.

IPSAS 19Provisions, Contingent Liabilities and ContingerssAtsonly allows a provision to be recognized
if there is an obligation at the reporting date,ahdrefore, no provision should be recorded untélevant
obligating event has occurred. However, in decidivegextent to which obligating events have ocallng
the reporting date, the entity can take into actany additional evidence provided by events talaét

place after the reporting date. For example, whearentity self-insures some of its risks, at thmoréng

date a provision will be made for claims that amearted post year end but occurred before, andrfor
estimate of those that have been incurred buttélrast yet reported.

!® please note that some United Nations organizatiomsiot part of the self-insured health insurafoe.example, the
International Court of Justice does not participatthe self-insured health insurance scheme, asifits own insurance
arrangement. This insurance arrangement is ndf-tnsared scheme, but covered by an external arste company and
consequently the guidance provided in this sedatioself-insured health insurance would not apphe Tontributions made by
the employer to the scheme would be classifiechag-¢erm employee benefits and accounted for els.su
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Example — Self-insurance

The United Nations decides not to insure itselhvatthird party for the risk of minor accidents to
employees. Instead it opts to self-insure. Its paperience suggests it will pay $200,000 a yeaespect
of such accidents.

An obligation to another party does not arise wuith time as an accident occurs. This means tiukgru
IPSAS 19 rules a provision of a larger amount ttiencost of the actual accidents is not permitted.
Therefore, if no accidents have occurred as ayelae end, there is no present obligation to anqihgy
and hence no provision should be made.

Clearly, where an accident has happened the UNigidns might not know of its occurrence, but this
itself does not preclude it from making a provisiés long as the entity has a track record of ctaim
experience from which it can estimate the levedadidents that have occurred but which have nobgen
reported (Incurred but not reported claims (IBNRirls)) it may make a provision for its estimateheaf
obligation”.

Therefore, the United Nations should make provisarthe expected cost of all accidents that have
occurred before the reporting date, including thfosevhich the employee has yet to make a claim.
During the period between the United Nations’ y&ad and the date on which its financial statemergs
finalized, a number of IBNR claims might have saeid which means that a firmer estimate for thesiend
can be made. However, it will still be necessargdbmate those that have not yet been reportethatiare
likely to be, where these arise from events thatuoed before the year-end date and hence qualify f
provision.

Under IPSAS 19, provision must be booked, Hll of the following conditions are miét

* An entity has a present obligation (legal or cangive) as a result of a past event;

» Itis probable that an outflow of resources embongyconomic benefits or service potential will be
required to settle the obligation; and

* Areliable estimate can be made of the amounteptiovision.

With regards to the United Nations’ self-insure@llieinsurance, an assessment therefore needstade
as to whether the above criteria are met and whatpeovision should consequently be booked.

A brief assessment of the above criteria and tbpgsed accounting treatment for the United NatiseH’
insured health insurance scheme is included bedeatibn 8.1.3.2).

7 please note that some organizations decide tosatsss self-insurance provision actuarially.
'® please note that additional, detailed guidancéeratcounting for provisions is available in CogierGuidance #7 Provisions
and (contingent) liabilities.
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8.1.2 United Nations self-insured health insurance platads

Instead of paying contributions to & Barty health insurance company, the United Nati@ssdecided to
self-insure its employees with regards to healslmiance. The benefits are provided to active enegley
and retirees and administered through two schemes:

- A New York managed scheme; and
- A Geneva managed scheme called UNSMIS.

While the two schemes differ with regards to sonhmiaistrative details, the main approach in terrins o
benefits provided is similar and the accountingtfoth therefore follows the same approach.

The specifics are as follows:

* Both schemes do not only cover employees from thieed Nations Secretariat, but also employees
from other organizations. The understanding is dimae other organizations have paid their premiums
to the United Nations Secretariat, the risk hassierred and full coverage is to be provided by the

United Nations Secretariat. Consequently, expeaseseimbursed by the United Nations Secretariat to

all members of the health insurance scheme, nbitguswn employees.

* Under both schemes, the premiums payable by théogegs, the United Nations and other member
organizations are set with the aim to maintainréagereserve in the accounts. Consequently, if
expense reimbursements made are significantly hidja@ premiums received, premiums for the
following period are increased. If it happens tiat surplus is getting higher, the United Nations
Secretariat usually grants employees and memban@ations a "payment holiday", i.e. grants a
"premium-free" period of timé.

* Payments to cover medical expenses are either tnadsurance companies where insurance
companies are involved for administrative purpasemade directly to employees to reimburse them
for their expenses.

* Under both schemes, premiums for active employeepaid by employee and employer:

. Employee premiums are withheld from individualdases;
. Employer premiums from the United Nations Secratare charged monthly as an expense.
. Contributions from member organizations are reageime a monthly basis and recognized as

revenue under UNSAS.

* Under both schemes, premiums for retired emplogeeslso paid by employee and employer:

!9 please note that the granting of such premiumgez®ds of time can lead to certain accounting equences to assure
appropriate cut-off. Further information can berfdun Corporate Guidance paper #2 Delivery prireipl
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. The employee contributions for retired employeesdaducted from monthly pension payments
made by UNJSPF to the individuals.
. The employer contributions for retired employeesdue on a monthly basis. Under UNSAS,

the portion due for United Nations Secretariat expgés is charged on a monthly basis to the
statement of financial performance and contribigidne from other organizations are invoiced
on a regular basis and recognized as revenue.

Within the context of the United Nations, the béngfovided to retirees (coverage of employer pramns)
underboth schemess known as After-Service-Health-Insurance (AS&hyl assessed by actuaries.

The liability established by actuaries for the emygles of a reporting entity is included in the fioial
statements of each reporting entity. Consequethigyliability shown in Volume 1 covers employeeshad
United Nations Secretariat only.

8.1.3 Accounting for United Nations self-insured heatthurance

As mentioned above, when considering the accoufdingelf-insurance funds, it is important to
differentiate between the contributions paid bylthéted Nations for its employees every month dred t
accounting for the overall liability of the orgaation as it provides insurance to employees itastead of
paying the premiums over to an insurance comparhiléeithe former falls under the scope of employee
benefits, the latter is generally accounted fdma with IPSAS 19Provisions, Contingent Liabilities, and
Contingent Assets.

8.1.3.1 Accounting for monthly employer contributions t-gesured health insurance

As mentioned above, the payment of employer cautinbs for the self-insured health insurance fatider
the scope of employee benefits. While contributioragle to active staff can be considered as shont-te
benefits, contributions for retired staff qualify post-retirement benefits. As the accounting reguents
for both are different, they will be discussed safly.

8.1.3.1.1 Accounting for employer contributions to self-insdithealth insurance for active staff

The contributions paid by the United Nations ferattive employees every month are considered to be
employee benefits and are classified as a sharttbenefit under IPSAS 25. The accounting for these
premiums therefore generally follows the guidanae/ioled in section 4.
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One unique aspect exists with regards to thesefiberaes the contributions are not paid over tonsurance
company, but kept within the United Nations. Theaamting for these premiums is summarized in the
following example.

Example — Contributions for self-insured health insance

Every month, the United Nations contributes an amowlits self-insured health insurance, whichissble
on each individual's pay slip.
This premium should be recognized in the finansiatements as follows:

Dr/Cr Primary financial statement Account

Dr Statement of financial performance Employee bene health insurance
premiums

Cr Statement of financial position Self-insuredltremsurance liability

While the premiums contributed by the employedfita® not considered to be employee benefits as th
employee pays such amounts, the accounting tredimeetiuded for illustrative purposes:

Dr/Cr Primary financial statement Account Amount

Dr Statement of financial performance = Employee bene Gross salary

Cr Statement of financial position Self-insuredltiea Employee premium
insurance liability amount

Cr Statement of financial position Salaries pagdbl Net amount
employees

8.1.3.1.2 Accounting for employer contributions to self-insgdihealth insurance for retired staff

As mentioned above, the employer contributionéoself-insured health insurance for retired stedf
considered to be a post-employment benefit. Thewading for such benefits should therefore be dume
an aggregate basis as described in section 5.

Instead of recognizing the specific contributioosdach employee on a monthly basis in the income
statement, the United Nations receives an actuaalahtion for its defined benefit obligation and
recognizes it on an aggregate basis. With regartiset United Nations, this defined benefit obligatis
referred to as the ASHI liability, which is recoged in the financial statements of each reportimgye

As explained in section 5, a defined benefit oltigyafor post-employment benefits is reduced when t
benefits are paid. With regards to the self-insurealth insurance, the benefit is the paymentef th
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contribution and consequently, with regards toAR# | liability, the defined benefit liability woulthe
reduced, when the contributions are due.

However, as mentioned for the short-term bendfé,dontributions are not paid over to an insurance
organization, but are collected by the United Nadito cover any benefit payments.

The double-entry for the recognition of monthly tdyutions is as follows:

Example — Reduction of ASHI liability

As mentioned, employer contributions for retireaffshre due every month and the actuarial liabibty
therefore reduced by the corresponding amount eventh.

Dr/Cr Primary financial statement Account
Dr Statement of financial position ASHI liability
Cr Statement of financial position Self-insuredltremsurance liability

The consequence of treating contributions as sumethin this section is that a liability is creatadhe
accounts, which will be used to make any benefipgents. More detail on this is provided below as th
contributions made by other organizations also riedx incorporated here.

8.1.3.2 Accounting for United Nations wide liability fromlEinsurance health insurance

As summarized above in the background for selfsissce schemes (section 8.1.1), the accountingefbr s
insurance schemes generally follows provision actng.

As mentioned in section 8.1.1, in order to recogrprovision in the financial statements, three
requirements need to be met:

* An entity has a present obligation (legal or cangive) as a result of a past event;
e ltis probable that an outflow of resources embogyconomic benefits or service potential will be
required to settle the obligation; and

* Areliable estimate can be made of the amounteptiovision.

Existence of present obligation as a result of jpasint

Considering the nature of these insurance scheangsaccident by or iliness of an employee covered b
the health insurance plan is considered ta bast eventgiving rise to an obligation.

While a past event therefore exists, which gives to an obligation, the question is whether tHeyation
is the obligation of the United Nations or of themrber organization of the employee that experietizes
accident or illness.
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As the arrangements between the United Nationghenchember organizations with regards to the self-
insured health insurance scheme are generally lwastte approach taken over recent years instead of
specific terms and conditions between the orgaioiast it is difficult to assess whether the Unilations
is legally obliged to cover the entire liability only the share for its own employees.

However, IPSAS 19 specifically also menti@mhstructive obligationsas a basis for a provision and
considering the circumstances of the self-insurslth insurance and the current administration
arrangements, the understanding is that the UNgtbns has a constructive obligation for the entir
liability, not only the share for its own employees

The obligation shown in the financial statementsildherefore be the entire liability for all clagm

Economic outflow probable

As mentioned in section 8.1.1, one of the requirgso recognize a provision is that economic outfis
probable. In order for something to be probable, it needsetanore likely than not (more than 50%
probability).

The obligation for the United Nations’ self-insuregalth insurance schemes is considered to be lpmba
as the United Nations has information on claimstted after the year end relating to the priorryaad
as detailed historic information is available oei@ge claims per year.

Reliable measurement of provision

Generally, there is a time lag between the occog@h an accident or illness and the submissianladalth
insurance claim. Consequently, when the finana@alyends, the United Nations might not know abbut a
the claims that will be submitted relating to ewettiat occurred during the financial year.

One might therefore conclude that the liability maibe measured reliably. This is not the positiat
IPSAS takes. Instead, as detailed in the backgrmmfodmation provided in section 8.1.1, the general
opinion is that therovision can be measuredy using claims that are submitted after the répgdate
and before the moment the financial statementswmitted that relate to the prior year that is\gei
reported upon and by using historical data.

In order to measure the provision for the healgfuiance schemes, the United Nations should thef&for

» Consider such claims submitted in trewfinancial year relating to accidents / illnesdwest t
occurred in therior year. While this might only be possible for a pdrof 1-2 months, it provides
an indication of the number of claims and amouelating to the prior financial year.

%0 please note that the year-end liability for thé ismlurance schemes is established by the Accdimtsion.
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* Review historical data as to how many claims wheceived on average for one financial year and
what the average total expenditure for accidentbn@sses per year was.

Once the necessary year-end provision has beemat®d, the United Nations should make sure that th
existing self-insured health insurance liability @mployer and employee contributions (see 8.1@.1
United Nations employees and 8.1.3.3 for emplopégarticipating organizations) is integrated ie gear
end reconciliation to ensure that total amount shaw liability reflects the total provision requréor
expected claims.

The recognition of any adjustments to the liabiliprovision should be accounted for as follows:

» Shortfall in liability : If the liability is not sufficient to cover thequired provision, the difference
should be made up by charging an expense for #re gttributable to the United Nations Secretayiat’
employees and a receivable from other participatitgginizations for the share related to their staff

» Excess of liability. If the liability exceeds the provision necessdng, difference should be recognized
against the employee expense recognized for Uhiggtbns employees during the year and as a ligbilit
to other participating organizations for the shettebutable to their employeés.

8.1.3.3 Accounting for contributions by participating orgaations

When considering the accounting for the self-indurealth insurance by member organizations, ondsnee
to differentiate between the accounting done ilmheaember organization and the accounting done &y th
United Nations Secretariat with regards to the buations received. The accounting done by eacihnbee
organization is in line with the guidance provided.1.3.1, except that the liability created i$ fov the
self-insured health insurance itself but a liapitd the United Nations.

The accounting to be done by the United Natiorasifollows:

As mentioned in section 8.1.2, participating orgations submit their contributions to the Unitedibias,
which in return recognizes the entire obligationrfeedical benefits to be paid in its accounts.

Based on the guidance provided in section 8.1.8.the recognition of the contribution expenses taed
actuarial liability, it is clear that each membeganization, including the United Nations Secretiamnly
recognizes the expense for its own employees. Qoesely, the contributions received from the member
organizations cannot be seen as a reduction axpense the United Nations Secretariat is recaggiand
should consequently be recognized as a stateméntotial position transaction only.

%! please refer to section 11 for a detailed example.
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Example — Contributions received from member orgaaiions

Dr/Cr Primary financial statement Account Amount

Dr Statement of financial position Cash Contribnsigeceived

Cr Statement of financial position Self-insuredltremsurance| Contributions received
liability

As mentioned in section 8.1.3.2 the amount recaghas a liability with regards to the member
organizations contributions will be incorporatedhe year-end assessment of the required provisite.
total amount shown as liability should reflect th&al provision required for expected claims.

8.2 Life insurance

8.2.1 United Nations life insurance plan details

Under this scheme, only the employees make cotiiiis \While being employed, employees from various
member organizations pay premiums to the UnitedoNat which in return forwards the premiums to the
external insurance company along with premiumst$oown staff. Unlike for the self-insured health
insurance plan, the insurance company then covgrpay-outs under the insurance. While this sounds
similar toa generic insurance arrangementit is further complicated by the fact that theurance

company and the United Nations have a kind of pg#faring agreement and as a consequence, the
insurance company pays back excess net incomeaaedrlimit to the United Nations. This money iptke

by the United Nations with the understanding thatWnited Nations will use the mongy to cover eithe
employee’s life insurance premiums once the indialds retired or to attenuate or postpone any rate
increase requested by the insurer, especiallyiatig a year with a high loss ratio.

The extent of coverage under the scheme depentiiee samuneration of the individual, with a maximum
ceiling established in the policy.

8.2.2 Accounting for life insurance

When accounting for the life insurance scheme,rm®eals to differentiate between the accountinghfer t
contributions made by the employee during theietmhemployment and the payment of the premiums
made by the United Nations for its employees araes.

Finally, one also needs to consider how to acctarrthe contributions received by member organozeti
with regards to this scheme.
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8.2.2.1 Accounting for employee contributions to scheme

The first main thing to realize is that the conitibns paid by the employees themselves are noltogep
benefits and are therefore not accounted for mWwith IPSAS 25.

For ilustrative purposes, the double-entries reglare included and are as follows:

Example — Employee contributions to life insurance

Dr/Cr Primary financial statement Account Amount

Dr Statement of financial performance Employee bene salary | Gross salary
costs

Cr Statement of financial position Payable to iasge Employee premium
company amount

Cr Statement of financial position Salaries pagdbl Net amount
employees

8.2.2.2 Accounting for benefits provided by United Natiansl consideration of system-wide liability

In order to summarize the accounting approachhieremployee benefits provided by the United Nations
under its life insurance scheme, the scheme hias byoken down into its different parts with varyin
characteristics:

* Payment of premiums of retirees (United Nations leyges and employees of member organizations);
* Payment of certain premium increases of employdagdd Nations employees and employees of
member organizations).

Payment of certain premiums of employees

In certain situations, the United Nations will mglka@yments to the life insurance scheme on behalf of
current employees of the United Nations and of othember organization. The timing and extent oféhe
payments is irregular and depends on differentionstances so that it generally has an ad-hoc ot-shron
nature.

Following this thought process, the payments maoels be categorized abort-term benefitsand
accounted for in line with section 4.
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As under 8.2.2.1, the United Nations is expectanasie these payments and is consequently exposed to
risks consistent with an employment contract.

Consequently, all such payments should be accodoted short-term benefits.

8.2.2.3 Accounting for contributions by member organizasion

As mentioned in section 8.2.1, member organizatsaisnit their contributions to the United Nations,
which in return recognizes the entire benefit addiign in its accounts.

By recognizing the total benefit obligation in gitement of financial position, the United Natiahso
recognizes the entire expense in its statemembancial performance. However as part of the expéns
technically borne by the other member organizatitimes contributions received by the United Natioas
be considered as a reduction of the United Natierpense and should consequently be credited to the
expense accoufit

Example — Contributions received from member orgaaiions

Dr/Cr Primary financial statement Account Amount

Dr Statement of financial position Cash Contribnsigeceived

Cr Statement of financial performance Employee bene life Contributions received
insurance expense

8.3 Commercial insurance (Malicious Act Insurance P{RHAIP))

8.3.1 United Nations MAIP plan details

The purpose of the MAIP is to cover eligible indivals in designated duty stations for death orbdisa
caused by a malicious act.

Generally, this plan is set up as@mmoninsurance scheme: Various member organizationppagiums
for the insurance to the United Nations, which tbhgewith its own premiums forwards the total amiaion
the insurance company. The insurance company #hkes bver the administration of the plan and makes
pay-outs where needed.

2 This accounting treatment is based on the assumfitat the actuarial valuation is not adjustedttierreceipt of contributions
from other participating organizations.
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However, the arrangement with the insurance company ingltige existence of$m deductiblefor the
United Nations and member organizations. In sinnaeds, the first $2m of pay-outs every year arbeo
covered by the United Nations organizations.

As the scheme covers multiple member organizatibies$2m is not only the United Nations’ deductjble
but also the deductible of all other member orgations and consequently the United Nations invoszah
member organization its proportionate share ab#dggnning of the year and is obliged to return ampunt
that remains unspent at the end of year to th@warmnember organization on a proportionate bashslew
payments at the beginning and end of the year adeeran a proportionate basis, pay-outs made thoutigh
the year are not allocated to a member organizaétised on the employee the payment is for, but is
considered to be made out of the general pot.

8.3.2 Accounting for commercial insurance

When considering the accounting treatment for MAt®mmercial insurance, one needs to differentiate
between the following transactions:

. Premiums paid for United Nations employees;

. Accounting for premiums received from other memirgianizations for their employees;
. Accounting for deductible.

8.3.2.1 Accounting for premiums for own employees

The premiums paid by the United Nations to thenestor its own employees are considered to beoa-sh
term benefit as they are paid regularly in linehwithen the individual provides services. They stoul
consequently be recognized as an expense and amuons unpaid at the end of the year should be
recognized as a liability.

Example — United Nations employer contributions¢ommercial insurance

Dr/Cr Primary financial statement Account Amount

Dr Statement of financial performance Employee bene Employee premium
contributions to amount
commercial insurance

Cr Statement of financial position Payable to iasge Employee premium
company amount
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8.3.2.2 Accounting for premiums received from member ogions

Those premiums received from other member organizmand forwarded to the insurer should be
accounted for as statement of financial positiangactions only.

Example — Amounts received from member organization

Dr/Cr Primary financial statement Account Amount

Dr Statement of financial position Cash Total ciimitions
received

Cr Statement of financial position Payable to iasge Total contributions

company

received

8.3.2.3 Accounting for deductible

In terms of thedeductible, the amounts received from member organizationsldibe recorded as
liability at the beginning of the year. To assure the ediuttible is available on a proportionate basks, th
United Nations should recognize its own share asxpense at the beginning of the year and incrib&se
liability by the same amount.

Example — Creation of deductible at beginning ofaye

Dr/Cr Primary financial statement Account Amount
Dr Statement of financial position Cash Member aig@tions’
share of deductible
Dr Statement of financial performance Employeechies— UN'’s share of
commercial insurance deductible
deductible
Cr Statement of financial position Commercial irmsae Total ($2m)

deductible

Throughout the year this liability is reduced whegrea pay-out is made.

To reflect the fact that any remainder of the $8mepayable to the various member organizatioes, th
liability should be reconciled and turned imtayablestowards the various participating member
organizations on a proportionate basis atthg-of the financial year The United Nations’ share of the
remainder should be recorded as a reduction aghimstxpense recorded at the beginning of the year.
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Example — Release of deductible at year-end

Dr/Cr Primary financial statement Account Amount

Dr Statement of financial position Commercial irsswe Amount remaining at
deductible year-end

Cr Statement of financial performance Employee bene UN'’s share of
commercial insurance remaining deductible
deductible

Cr Statement of financial position Payable to membe Member organizations’
organizations share of remaining

deductible

Similarly to the self-insured health insurance refieed above in section 8.1, the full extent of-pais due
at the end of the year is often unknown until a feanths, sometimes even years, following the ertief
period. When reconciling the remainder of the déblecand splitting it into payables to the various
participating member organizations, the UN Seci&tahould therefore incorporate information avaia
from prior periods as to how much of the deductikées paid out on average and how much is expected t
be returned to participating member organizationa\eerage.

8.4 Appendix D - workers compensation scheme

8.4.1 Appendix D — workers compensation plan details

The United Nations provides compensation for emgedgy which coverdeath, illnesses or injury if
service-incurred. Benefits paid can be in the fofma lump sum payment for a permanent loss of fangt
but are usually made in the form of recurring pagta@ver future years for situations of death sadility.

In certain cases, part of the benefit paymentsrade by the UNJSPF and the United Nations only fgag/s
remainder of the benefit.

The level of coverage generally depends on the @epls remuneration at the time of death or actiden

While the benefits provided to individuals are Hagne, the plan can be split ificar slightly different
arrangements:
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Pay as you go

Under this plan, a certain amount of the budgatlccated to workers’ compensation every year aed t
amount is used to pay out benefits on an ad hds bd®n money is due or when an event occurs.

The budget amount is determined by assessing agyteom payments that will be made during the
financial period and making an estimate of add#lorew cases.

This 'pay as you go’ arrangement is only availdbleemployees of the United Nations funded from the
Regular Budget and not available to employeestodranember organizations.

Reserve approach ‘own’ employees

Under this approach for employees funded from #wcBkeeping budget or from extra budgetary fumgs, t
United Nations contributes to the scheme and wringthe United Nations pays out benefits followarg
entitling event.

The premiums payable are set with the aim to hasextain reserve of funds in the accounts to coogn
the pay-as-you-go costs and the established lnhlilipayments made are not sufficient to cover tleeds,
premiums for the following period are increasedioe versa.

Reserve approach employees of member organizations

The set-up of this plan is identical to the resepproach mentioned for own employees, but hereroth
member organizations pay premiums to the UnitedoNat The United Nations pools the money and pays
out benefits to individuals where required.

The understanding is that once other organizatianwe paid their premiums to the United Nations risle
has transferred and full coverage is to be provimethe United Nations.

The premiums payable by the other member organizafire set with the aim to have a certain res#rve
funds in the accounts to cover both the pay-asgmuests and the established liability. If paymengsie
are not sufficient to cover the needs, premiumgHerfollowing period are increased or vice versa.

Completely separate member organizations
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Some member organizations are providing workersipensation to their employees by themselves and
therefore don’t pay premiums to the United Natidtiawever they use the United Nations’ established
administrative structure in order to understandtiwiean individual is entitled to a payment and houch
the payment should be. In return they pay a febddJnited Nations.

Please note that this arrangement is not consideriadl under employee benefits.

8.4.2 Accounting for workers’ compensatfgn

When considering the accounting for the Appendix Workers compensation scheme, one has to consider
two aspects:

» Accounting for the benefits provided by the Unité¢ations and consideration of system-wide liability;

* Accounting for benefit payments;

* Accounting for the contributions received from me&mnbrganizations where the United Nations
includes employees of other organizations in iteese.

8.4.2.1 Accounting for benefits provided and consideratibsystem-wide liability

As mentioned in section 8.4.1, the scheme makesfib@ayments in case diath, illnessor long-term
disability. While one might presume that the death beneftiggowould be classified as a post-
employment benefit and the illness or long-ternabikty benefit payments as other long-term besefit
respectively, management believes that the long-tisability benefit is subject to similar uncentyi as
the death benefit and has therefore decided toctdssify it as a post-employment benefit.

The accounting treatment for these benefits wduddetfore follow the guidance provided in sectidios
post-employment benefits.

Having said that, the added complexity with regdodhe workers compensation plans is that it caes
only cover United Nations employees, but also eyg#s from other member organizations. The question
whether the liability relating to employees of atheember organizations should be included in thi#ddn
Nations* accounts in addition to the liability regozed for the United Nations’ employees therefugeds

to be assessed as follows:

% The benefits provided under the Appendix D worlemmpensation include_a death benefit and long-tisability benefit.
While these arrangements can be categorized apgdbyment benefits and therefore follow the goaprovided in section
5, the arrangement is covered separately undespibefic topics for a more detailed overview.
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Provision relating to employees of other memberarzations

Under accrual accountingpaovision should be recognized,all of thefollowing conditions are met:

* An entity has a present obligation (legal or cangive) as a result of a past event;
» Itis probable that an outflow of resources embongyconomic benefits or service potential will be
required to settle the obligation; and

* Areliable estimate can be made of the amounteptiovision.

Existence of present obligation

The United Nations and other member organizatioosgige these benefits to their employees in retarn
the services provided by them throughout the yleahis circumstance, the provision of service is
considered to be the past event giving rise tolbdigation.

While a past event therefore exists which gives tasan obligation, the question is whether thégalkibn
is the obligation of the United Nations or of trerieus member organization,

As the arrangements between the United Nationshenthember organizations with regards to these
benefits are generally based on the approach @kamnrecent years instead of specific terms anditions
between organizations, it is not possible to asststher the United Nations is legally obliged twer the
entire liability or only the share for its own eropées.

However, IPSAS specifically also mentiozenstructive obligationsas a basis for a liability and
considering the circumstances of the benefit promiand the current administration arrangements, th
understanding is that the United Nations has atoacts/e obligation for the entire liability, nonty the
share for its own employees.

The obligation shown in the financial statementsidherefore be the entire liability for all empées
(United Nations and participating member organaag). In addition, the proportionate liability st be
recognized in the financial statements of partid@porganizations and UN will show the correspoigdi
receivable from each participating entity in itsancial statements.

Economic outflow probable

As mentioned above in this section, one of theireqents to recognize a provision is that economic

outflow isprobable. In order for something to be probable, it needsa more likely than not (more than
50% probability).
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As mentioned, the death benefit, illness benefit e long-term disability benefit are categoriasc
post-employment benefits and are assessed by atteuation. As part of the actuarial valuatitime
probability of payments for these benefits is assdsnd incorporated and the assessed valuatibn wil
reflect the probable outflow.

Reliable measurement of provision

As the liabilities for both benefits are assessgddiuarial valuation and they are considered teebably
measurable.

As mentioned in certain cases the benefit is ppidlHJSPF and the United Nations only pays the
remainder. This is not considered an issue aathemgement is considered as part of the actuarial
valuation. The liability calculated by the actuarialuation consequently represents the Unitedadxiati
liability.

Based on this assessment, the requirements favasmn are met and the United Nations should floege
record the full benefit obligation in its accounts.

8.4.2.2 Accounting for benefit payments

As explained in section 5.1.1 of this paper, thgnpent of an actual benefit such as a death bereliiing-
term disability benefits under the workers compé&neashould not be recognized as an expense as the
expense has effectively been recognized as péneahclusion of the post-employment benefit lidpil

Instead any benefit payment should be debitede@ttuarial liability recognized and consequergijyuce
that liability.

8.4.2.3 Accounting for contributions by member organizasion

As mentioned in section 8.4.1, member organizatsasnit their contributions to the United Nations,
which in return recognizes the entire benefit addiigns in its accounts.

By recognizing the total benefit obligation in gitement of financial position, the United Natiaihso
recognizes the entire expense in its statementban¢ial performance. However as part of the expéns
technically borne by the other member organizatitives contributions received by the United Natioas
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be considered as a reduction of the United Natierpense and should consequently be credited to the
expense accoufit

Example — Contributions received from member orgaaiions
Dr/Cr Primary financial statement Account Amount
Dr Statement of financial position Cash Contribnsigeceived
Cr Statement of financial performance Employee bene Contributions received
workers’ compensation
expense

8.5 Recognition of proportionate liability in financigtatements of participating organizations

As mentioned in sections 8.2.2.2 and 8.4.2, theddriNations Secretariat recognizes the entireliigtbor
the workers compensation scheme provided for its employees and employees of other organizations in
its financial statements.

The question addressed in this section is whekigevdrious participating organizations should also
recognize a liability for their proportionate shaiehe total obligations.

As indicated, the accounting for such benefitseisegally based on the approach taken over recans,ye
instead of specific terms and conditions. It igé¢fere difficult to assess whether the other pgrditng
organizations maintain a certain responsibilitptovide such benefits, even though they have fatedr
the contributions to the United Nations Secretariat

In this situation, the recommended approach isttowW the prudence principle included in IPSAS and
recognize the liabilities in each set of the finahstatements.

Consequently, at the end of each financial yeah eaganization participating in the plans admanstl by
the United Nations Secretariat should include igigility applicable to its own employees in itsdircial
statements.

Example — Recognition of proportionate benefit lidiby in financial statements of participating
organizations

* This accounting treatment is based on the assumfitat the actuarial valuation is not adjustedttierreceipt of contributions
from other participating organizations.
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Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee bene Proportionate amount
of benefit obligation

Cr Statement of financial position Liability Propionate amount
of benefit obligation

8.6 Choosing the appropriate discount rate

As mentioned in sections 5.1 and 6.1, IPSAS 25iresg|the defined benefit obligation for post-emphant
and other long-term benefits to iscountedto present value, in order to take into considenahe time
value of money.

Determining the right discount rate to use is caitias it can have a significant impact on therafibenefit
obligation included in the financial statement.

Theonly aim of the discount rate is to take accountha time value of money |t does not reflect
investment risk or actuarial risk, since other agl assumptions deal with these items.

IPSAS 19 provides guidance on how to establishpgnogriate discount rate and requires employers to
establish discount rate on a plan by plan bastsaalsof establishing one discount rate for all fiep&ans.

The standard recommends that entities look to yiefdyovernment bonds and high quality corporatedso
when establishing the appropriate discount rates¢o In addition, when looking at such bonds, the
standard mentions 2 aspects that should be coedider

* Timing; and

* Currency.

Timin

The United Nations should only consider such yigltiere the term of the underlying bond correspdads
the timing of the expected benefit payments.

One should identify multiple bonds with paymentrisrcorresponding to the expected payment pattern of
the specific benefit and calculate the weightedaye of yields on these bonds.

This approach would be replicated for each defimeakfit obligation to assure the discount rate ehos
reflects the pattern of that specific benefit.
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Example — Timing of benefit payments

The United Nations currently provides its employesgh after service health insurance and deathfitene
As the timing of benefit payments under these s@sevaries greatly (one paid after an employeeesetir
and one potentially starting in the following y@ad continuing for many years to come), the United
Nations should establish discount rates for bokles® independently of each other and considerrdifte
bonds for each of the schemes.

Currency

When assessing various bonds to establish theutdiscate to be used, it is key to assine currency of
such bonds corresponds to the currency the beaeétpaid in.

For each scheme, one should identify multiple bahdscorrespond to the currencies the benefitpaick
in and calculate a weighted average of the yieldurh benefits.

This approach would be replicated for each defimeakfit obligation to assure the discount rate ehos
reflects the pattern of that specific benefit.

Example — Repatriation Benefit

The United Nations provides its employees a regi@n benefit , which is paid in many different @mncies
depending where the individual is located and ddpgnon where the travel is made. The discount rate
used to discount the defined benefit obligationtf@r repatriation benefit should take the différen
currencies into consideration.

As both, timing and currency, are considered k@geis when determining the appropriate discoust rat
for each benefit plan, the United Nations shaodé&htify bonds that correspond to both, the timing of
benefit payment and the currency benefits are ipai@nd calculate the weighted average of the yielu
these bonds.

% As the United Nations pays benefits in many défgrcountries and currencies, an assessment@iradincies used is
considered unpractical. The recommendation woultbtanalyze each benefit scheme and to createvantiory of all of the
plans based on similar characteristics. For eatheoplans, the United Nations should then considech discount rate is most
relevant to the currency of each plan.
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8.7 Cut-off procedures for new and separating employees

Information on how to assure that expenses incdmedew and separating employees is includeden th
right accounting period (correct cut-off) is incedlin Corporate Guidance #2 Delivery Principle.
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9 Presentation considerations

The following section provides information on hawkiilities for employee benefits should be preseire
the statement of financial position. This is cors@dl key as the classification of an employee litinéd
one of the four categories does not automaticatigér the presentation of the resulting liability.

For example, just because a benefit is classifseotlaer-long term, does not require the presematidhe
resulting obligation as non-current.

9.1 Short-term benefits

Due to the nature of short-term benefits, any ligbéxisting at the end of the year should be gatzed as
a current liability on the statement of financiakgion.

9.2 Post-employment benefits

As for other long-term benefits, the question rdgey presentation of post-employment benefits i Ito
should be classified in the statement of finanpi@ition: Current, non-current or split betweenhoThe
available accounting guidance states that thelillshould be classified depending on when itegdlly
payable, or in other words when the United Natiomsld be forced to pay it and not when it is ugupdid.

9.2.1 Post-employment defined benefit schemes

When looking at the United Nations’ post-employmeetined benefit schemes, part of it is legally gddg
in the next 12 months and part of it is payableraftore than 12 months.

In order to represent the most accurate informattbe United Nations should therefore carve-out the

liability relating to the next 12 months and refléas a current liability with the remainder shoas a non-
current liability in the statement of financial jgtamn.
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The necessary information to do so is generallwides in the actuarial valuations as the reportw&ho
benefit payments expected in the following year.

Example — Classification of ASHI benefit obligation

The actuarial valuation as of 31 December 2011igesvthe following information:

Exhibit 1 - UN Principal Valuation Results
{In $1,000's)

ASHI

Fizcal Year Ending December 31 2010 2011 2012 :
Change in present value of obligation

Obligation at end of prior year 2,304,197 2,472,664 3,654,426
Senice cost 95,420 101,145 200,107
Interest on obligation 136,353 146,249 162,794
Pricr sendce cost 1] (258,364 n
Benefitz paid (net of participant contributions) (63,306) (70,372)
Actuarial {gain)loss i] 1,263,104 [0
Obligation at end of year § 2,472,664 § 3,654,426 § 3,843,737

According to this table, the total defined benefhtigation is $3,654,426,000. The benefit paymeipieeted
in the following year is $73,590,000 and shouldsamuently be shown as a current liability. The rieoher
of the total liability ($3,580,836,000) should b@wn as a non-current liability.

9.2.2 Post-employment defined contribution schemes

As mentioned in section 5.2, a liability related WUNJSPF would only be included in the statement of
financial position, if any contributions remain wigh. Considering the nature of such a potentidilits,
the expectation is that this liability would besddied as current.

9.3 Other long-term benefits

Another question regarding disclosure of such benef how it should be classified in the statemeint
financial position: Current, non-current or spldtlween both? While one might assume the naturehefr o
long-term benefits would trigger a classificatioh reon-current liabilities on the statement of fica
position, the available accounting guidance sttitasthe liability should be classified dependimgvehen it
is legally payable and not when it is usually paid.
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With regards to the United Nations’ other long-tebenefits such as annual leave and home leave, the
suggested presentation is as follows:

Annual leave: As mentioned in this paper, the annual leave Iiewdf be accounted for as an other long-
term benefit. Having said that, for presentatiorppses, the liability will be shown as current las United
Nations could be obliged to make payments withertext 12 months.

Home leave While the home leave benefit is technically dfesg as a short-term and other long-term

benefit, management has decided to account faf dllas a short-term benefit. In line with sect@n, the
presentation of this benefit should consequentlgureent.

9.4 Termination benefits

The presentation of termination benefits dependtherspecific circumstances of the benefit. If papins
expected to be required within the next 12 mortties)iability should be classified as current.

10 Disclosure requirements

10.1 Short-term benefits

While IPSAS 25 does not require specific disclosure short-term benefits, other IPSAS standardsineq
the following information to be disclosed in thedncial statements:

* [PSAS 20Related party disclosureagquires disclosure of aggregate remunerationu@ntg short-
term benefits) of key management persoffnel

* IPSAS 1Presentation of Financial Statementsquires information on_nature of total expenses
incurred including employee benefits and consedyshbrt-term benefits to be disclosed.

10.2 Post-employment benefits

Unlike as for other employee benefits, the disalesaquirements for post-employment benefits are
extensive especially for defined benefit plans, which dltlee United Nations’ plans are.

% This paper includes multiple references to addéialisclosure requirements under IPSASR¥lated party disclosuresith
regards to key management personnel. Please oe@orporate Guidance paper #14 on related padidsifther information.
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10.3 Defined benefit plans

As the United Nations has multiple defined bengins, it can either provide the below discloswtes for
each of its plans on_a separate basis or can giopfans into relevant groups and provide theldsae
notes on an aggregate basis.

The key requirements can be grouped into the fatligwategories:

General information

In its disclosure notes to the financial statemethis United Nations should disclose at least tiewing
information on its defined benefit plans:

* A general description of its plans;
» The_accounting policy for its plans, especially venthe standard offers entities a choice (e.g
recognition of actuarial gains and losses);
» Best estimate of contributions expected to be paét the next 12 months;
» Actuarial assumptions used for the valuation, iditig:
» Discount rates;
» Basis for determining discount rate;
» Expected rates of salary increase and changesimdar or other variable specified in the plan as
the basis for future benefits;
* Medical cost trend rates.
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Defined benefit obligation

In its disclosure notes, the United Nations needwdvide a reconciliation of the opening and ¢igsi
balance of its defined benefit obligations.

Example — Reconciliation defined benefit obligation

20X2 20X1
$'000 $'000

At 1 January

Current service cost

Interest cost

Employee contributions
Actuarial gains / losses
Exchange differences (if any)
Past service costs

Benefits paid

Curtailments / settlements

XX X X X X X X X X
XX X X X X X X X X

At 31 December

Expense recognized

In addition to reconciling the defined benefit gfaliion, the United Nations should also provide itketan
the overall expense recognized in the statemeimaricial performance with regards to its defined&fit
plans.

Example — Breakdown of expenses recognized

20X2 20X1
$'000 $'000

Current service cost

Interest cost

Actuarial gains / losses

Past service costs

Losses on curtailments / settlements

XX X X X X
XX X X X X

Total included in employees costs
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ASHF’ sensitivity analysis

In addition to the above information, the UnitedtiNias should also disclose the effect of an inceaw
decrease of 1% in the assumed medical cost treesl oa:

* The aggregate of the current service and inteass ©f post-employment medical costs;
* The accumulated post-employment benefit liabildyhedical costs.

Example — ASHI sensitivity analysis
The effect of a 1% movement in the assumed medastltrend rate is as follows:

Increase  Decrease
$'000 $'000

Effect on the aggregate of the current service aodtinterest cost X X
Effect on the defined benefit obligation X X

Additional disclosures might be required by IPSABR2Iated party disclosuresith regards to key
management personfgl

Finally, regarding benefit schemes the United N&tiSecretariat administers for many participating
organizations, it is recommended that informat®priovided on the nature and circumstances of the
arrangements with participating organization s¢ tha reader can understand the benefits theitiabil
cover.

10.4 Defined contribution plans (UNJSPF)

As mentioned in section 3.1.2.1, while UNJSPF ¢bmécally a defined benefit scheme, it is accourioed
as a defined contribution scheme and disclosuresrsitould consequently be provided on that basis.

The specific requirements are as follows:

. Include the fact that the plan is a defined benq@éih and why it is accounted for as if it wereefirted
contribution plan.
. Include the amount recognized as an expense fatafieed contribution plan.

" After-service-health-insurance (ASHI).

i key management personnel is included in the @/émited Nations wide schemes, instead of haeirsgparate plan, the
calculation of post-employment benefit informattorbe disclosed for related party purposes cariffieutt. The
recommendation is that reliable and supportablerapsons are made and that the post-employmentfib@xfermation is
allocated on that basis.
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Additional disclosures might be required by IPSASR2Ilated party disclosurasith regards to key
management personnel.

10.5 Other long-term benefits

While IPSAS 25 does not require specific discloswa other long-term benefits, other IPSAS starslard
require the following information to be disclosedlihe financial statements:

* IPSAS 20Related party disclosuregquires disclosure of aggregate remuneratioriu@iveg other
long-term benefits) of key management persdiinel

 IPSAS 1 Presentation of financial statementsquires information on_nature of total expenses
incurred including employee benefits and consedyether long-term benefits to be disclosed.

10.6 Termination benefits

As mentioned in section 7, a termination benedibility is only recognized if it can be reliably asired. If
uncertainty exists around the liability, it mighdtrmeet the recognition criteria and is insteadsatered to
be a contingent liability. IPSAS 19 requires thgctbsure of such liabilities.

With regards to termination benefits actually ratagd in the financial statements, IPSAS 25 dods no
provide detailed guidance on what information stidaé disclosed. However, similar to short-term fiese
other standards provide some information:

. IPSAS 20 requires disclosure of aggregate remupardincluding termination benefits) of key
management personnel;
. IPSAS 1 requires information on nature of total enges incurred including employee benefits and

consequently termination benefits to be disclosed.

10.7 Disclosure requirements for restricted funds

The United Nations Secretariat administers varamgployee benefit schemes for other participating
organizations as summarized in section 8, whictwarded in different ways. As these funds are gaher
earmarked for the various employee benefit schemdgherefore might not be available to cover other

2 I key management personnel is included in the @i/émited Nations wide schemes, instead of haersgparate plan, the
calculation of other long-term benefit informatitmbe disclosed for related party purposes cariffieult. The recommendation
is that reliable and supportable assumptions aderaad that the other long-term benefit informat@allocated on that basis.
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cash needs, they might have to be shown separattig financial statements to point out that tHesels
are restricted.

Besides providing information on whether the fundsluding investments and cash, are restrictad, it
important to assess whether those funds in the &rcash meet the definition of cash and cash edgms
and should consequently be disclosed as such.

IPSAS 2Cash flow statementsovides the following definitions and guidance ¢ash and cash
equivalents:

Cashcomprises cash on hand and demand deposits.
Cash equivalentsare short-term, highly liquid investments that ier&dily convertible to known amounts of
cash and which are subject to an insignificant ofskhanges in value.

In other words, only such items available to méetrssterm cash commitments should be classifiechah
and cash equivalents.

Consequently, only such funds received for empldyareefit purposes that meet the above definitions
should be shown as cash and cash equivalents fimé#reial statements. If the funds do not meet the
definition, the United Nations should consider prasg the funds in a separate line item such laer ot
assets in the statement of financial positionne lvith guidance provided in IPSAStesentation of
Financial Statements.

In any case, as mentioned above in this sectidormmation should be provided in thiésclosurenotes of
the financial statements on any funds held (incigaiash and cash equivalents and investments) entses
is restricted to certain purposes. This information should atisimum include details on the relevant
amounts and nature of the restricfion

10.8 Disclosure requirements for participating organioas

As per section 8.5, the recommendation is thatenthié United Nations Secretariat recognizes tla tot
liability for the self-insurance, and workers’ cpamsation scheme, the participating organizatiboslg
also include their proportionate liability in théimancial statements. In addition to recognizing liability,
it is also recommended that each participating egdion provides detailed disclosures on the reatund
circumstances of the arrangement with the UnitetioNa Secretariat. UN would also disclose the matur
and circumstances of the arrangement with thegyaating entity in addition to recognition of
proportionate receivable from each participatintitgn

% As mentioned in this section, the funds receivedefaployee benefits are generally earmarked fon pucposes. The
expectation is therefore that the balances relatemnployee benefits are indicated as “restrictedhe financial statements.
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11 Appendices

11.1 Case study: Employee benefits provided to an erapltyoughout his lifé

Background:

John Smith, aged 45 years, citizen of New Zealandorking with Government of New Zealand as a senio
economic advisor. On 15 November 2014, he recewvesffer to work in the Secretariat of the United
Nations in New York. His effective date of appoietmt is 15 December 2014 for the position of Inter-
regional Advisor in Department of Economic and &baffairs.

11.1.1 Initial travel costs

John Smith is coming to New York for the first tinra@d he intends to bring his family with him. He
requests the United Nations to send him one-waskitickets for his family for travel on 5 Deceml2&14

so that he can settle his family in New York beftiree and can join the office beginning 15 December
2014.

The United Nations books the travel tickets for laind his family members.

Accounting treatment — Initial travel costs

Under IPSAS, an expense is recognized when itisried. The travel expense for John and his faisily
incurred when he comes to New York and consequshtiyld be recognized at that point in time (5
December 2014).

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee bene travel costs| Total travel costs

Cr Statement of financial position Payable (if udpar cash (if Total travel costs
paid)

* This case study describes how specific benefitaglesUnited Nations employee receives should lmeaated for under
IPSAS. As the accounting for employee benefitsmemployee by employee basis can be very time ooimgy it is possible
that certain educated and well supported assungpticmmade on a benefit by benefit basis thatsiviiplify the practical
application of the accounting requirements incluthetthis paper.
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11.1.2 Shipping costs

Then he decides to use the entitlement of shipfniaginaccompanied baggage by asking the United
Nations to arrange the shipment of his goods fragrcbuntry. The shipment leaves New Zealand on 4
December. The invoice has not arrived in New Yakoh31 December 2014.

Accounting treatment — Shipping costs

Following the guidance provided in section 4, thgging costs paid by the United Nations qualifyaas
short-term benefit and consequently, the expenssagnized in the statement of financial perforagan
when incurred. In this specific situation, the dsshcurred on 4 December 2014, when the shiprheanes
New Zealand and consequently, the United Natioogrds an expense in its financial statements at tha
point in time. As no invoice is received, an estienaf the expense is made and included as an ddcrilne
statement of financial positidhfor the year ending 31 December 2014.

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee bne shipping Estimate of total cost
costs

Cr Statement of financial position Accruals Estienat total cost

11.1.3 Assignment grant

On 15 December 2014, after submission of his paisalocuments to office of Human resource
Management of the United Nations he receives diali@ppointment personal action. His assignmeahgr
is released by the United Nations on 26 Decemb#&4.20

Accounting treatment — Assignment grant

The release of his assignment grant entitles JoRrbenefits:
» Daily allowance for thirty days,
* Lump-sum payment.

While the accounting for both follows the guidafaeshort-term benefits as detailed in sectiorh4, t
specifics for each of these benefits are slighifiigent and therefore covered separately.

% please note that the accrual included in the filmdstatements can be adjusted to reflect the bictwaice amount, if the
invoice is received before the financial statemangsfinalized.
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Daily allowance:

As the name implies, the entitlement to this beéngfon a daily basis from the starting day and
consequently John is entitled to the daily alloveaftom 15 December 2014 onwards. Therefore, from g
technical perspective, the daily amount shoulddigkbd in the financial statements, every singlefday
thirty days, starting from 15 December 2014. As thinot practical, the United Nations will boole tttaily
allowance on an aggregate basis on the day theoge®ls first entitled to it.

On 15 December 2014:

Dr/ Cr | Primary financial statement Account Amount
Dr Statement of financial performance Employee bene Daily allowance for 15
assignment grant daily December 2013 - 14
allowance January 2015
Cr Statement of financial position Payable to emgéo(if unpaid)| Daily allowance for 15
or cash (if paid) December 2013 - 14
January 2015

Even though part of the payment can be consideprd@ayment for the days relating to 2015, for ficat
reasons, the United Nations will recognize thererdgkpense when the expense first arises.

Lump-sum allowance:

Unlike as for the daily allowance, John is entittedhe_full lump-sum grant on the day entitlemient
granted (26 December 2014). Consequently, thé@rikfit should be booked then as follows:

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance Employee bene Lump sum
assignment grant lump-sum

Cr Statement of financial position Payable to emgéo(if unpaid)| Lump sum
or cash (if paid)

11.1.4 Health insurance

He receives a notification from his office on 15c@mber 2014 to enroll in health insurance plansier
family. He enrolls himself and his family in Blueoss/blue shield insurance program and Cigna Dental
program on 18 December 2014 valid effective frodatuary 2015.
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Accounting treatment — Health insurance

Under the United Nations’ self-insured health irsuwe, the employer and the employee, John, make
monthly contributions. These amounts can be founthe pay slip as “Medical Insurance Contributions”
under deductions and “UN Medical Insurance Subsidyder Organization’s Contribution.

The accounting for these contributions is as foow

Employer contributions

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee biene health Monthly contribution
insurance contribution

Cr Statement of financial position Health insurahakility Monthly contribution

Employee contributions

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee bene gross salary Gross salary costs
Cr Statement of financial position Payable to empé Net salary

Cr Statement of financial position Health insurahakility Monthly contribution
11.1.5 Salary

At the end of December he receives a statemerdroiregs and deductions (Pay slip) for 15-31 Decembe
2014. The amount of pay check is deposited intdargk account on 31 December 2014.

Accounting treatment — Salary

John’s regular salary is a typical short-term birefd the expense should consequently be includhezh
incurred, i.e. when he provides the service. OD8&ember 2014, the expense for 16 days of hiscgervi
should be included in the financial statementdews:

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee btne salary costy Salary costs

Cr Statement of financial position Payable to emppo(if unpaid) | Salary costs
or cash (if paid)
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11.1.6 Rental subsidy and real estate agent commission

He finds a house in New York with the help of reaslate agent. He pays a commission to real egjatd a
for finding the house. He submits the bill of reatate agent to United Nations office. He pays migment
for the house. The house owner agrees to waivérdtdnalf month rent as part of one year leaseagent
beginning on 1 January 2014. With effect from 1buday 2015, he is entitled to receive a monthlytaken
subsidy to pay his house rent.

Accounting treatment — Rental subsidy

Following the guidance provided in section 4, bogmefits, the monthly rental subsidy and the ofie of
payment of the real estate agent commission, assifiled as short-term benefits.

The double entries for each of these are as follows

Real estate agent commission:

When John signs the rental agreement, and the cgsioniconsequently becomes payable, the United
Nations should recognize:

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance  Employee bitne real estate | Commission amount
agent commission

Cr Statement of financial position Payable to empdo(if Commission amount
reimbursed) or payable to real
estate agent (if paid directly)

Rental subsidy:

While the rental subsidy is also a short-term bienefs recognized on an ongoing, monthly basid aot
just once as the real estate agent commissiohelfirst month, only half of the monthly rental sidy is
paid and booked as John is only entitled to hafréntal subsidy.

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance  Employee bene rent subsidy Rental subsidy

Cr Statement of financial position Payable to emeéo(if unpaid) | Rental subsidy
or cash (if paid)
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11.1.7 Education grant

He is not able to find a good school for his daeglm New York. He decides to send his daughtea to
boarding school in New Zealand. She is going to fbat school from 1 February 2015. She will lek\av
York on 28 January 2015 for school.

He decides to send his son James Smith to Bostoretdity for doing his business degree. Jamesjauiit
his college on 15 February 2015. John is entitteceteive the education grant entitlements fokids. He

receives the education grant on 5 February 2015)dtn Smith for one semester (February 2015-May

2015). He receives education grant and educatameltmoney on 25 January 2015 for Lena Smith fiotla
year period of February 2015-January 2016.

Accounting treatment — Education grant

Daughter:

As specified, on 25 January 2015, John receivesdheation grant for year and the education trenggley
for his daughter’s return trip to and from New Zeal.

While both of these benefits are considered slom-benefits, the accounting slightly differs as o
them is a one-off cost and the other one is a eggaionthly benefit.

Education travel money double-entries when amaupaid to John (25 January 2015):

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee bene education | Total payment
travel money

Cr Statement of financial position Cash Total pagin

Even though part of the payment can be considepdmayment for the return journey, for practical
reasons, the United Nations will recognize thererdgkpense when the expense first arises.

Education grant double-entries when amount is fgadbhn (25 January 2015):

Generally, an expense should be recognized whemniturred. Applied to the education grant foreah
fees, this would in theory be every month the chdeés to school. Amounts paid up front would
consequently be recognized as a prepayment arakseelenonthly.

Having said that, the United Nations has decidaedke a more practical approach. Those costs ¢haterto
the current financial year will be recognized immagely instead of on a monthly basis. All costatielg to
the next financial year will be recognized as gppyenent.
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The education grant received for the daughter cotrer period February 2015 to January 2016. 1"éf2
the cost therefore relate to the current year (R04Bile 1/12" relates to the next financial year (2016).

Dr/ Cr | Primary financial statement Account Amount
Dr Statement of financial performance  Employee Eitne education | 11/12" of school fees
grant paid
Dr Statement of financial position Prepayment T/@Pschool fees
paid
Cr Statement of financial position Cash School fees
Son:

As specified, on 25 January 2015, John receivesdheation grant for one semester for his son'legel
The accounting treatment is very similar to theoating for the education grant for his daughter:

Education grant double-entries when amount is fgadbhn (25 January 2015):

As the son’s school term is entirely within the safnancial year, there is no need to recognize a
prepayment, but instead the expense will be reeeglnin full.

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance = Employee bitne education | Total school fees
grant

Cr Statement of financial position Prepayment Tetdlool fees

11.1.8 Post adjustment allowance

On 25 December 2015, post adjustment allowance ooe of salary for United States is changed from
67% to 70%. United Nations office has already reelshis salary with 67 per cent of post adjustment
allowance on 31 December. The office decided totpayalance allowance with January 2016 salary.

Accounting treatment — Post adjustment allowance

While the accounting for post adjustment allowagererally follows the information provided for régu
salaries above, some specific aspects have torsedeved when changes to the benefit are made.

The details provided state that the post allowamagcreased in December 2015, but only paid iudan
2016. Under accrual accounting, this increase shioalreflected in the period in which it occurred15).
At the end of 2015, the following entry should ceqsently be made;

Dr/Cr | Primary financial statement Account Amount
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Dr Statement of financial performance = Employee bene post Post adjustment
adjustment allowance allowance increase fof
25-31 December 2015

Cr Statement of financial position Payable to empéo(if unpaid) | Post adjustment
or cash (if paid) allowance increase fof
25-31 December 2015
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11.1.9 Post-employment benefits

By joining the United Nations on 15 December 2(1eljs also entitled to certain post employment sagch
ASHI, repatriation grant and death benefit.

Accounting treatment — Post-employment benefits

While the accounting for short-term benefits carbliken down by individual, as described in section
and this section, the accounting for post-employimseegenerally done on an aggregate basis andynot b
employee.

As mentioned, the United Nations receives an aictinaaluation for all of these benefits, except tizene
leave and uses these as the basis for its accgurgatment.

In order to roll the defined benefit obligation lmded in the previous year’s statement of financial
performance forward to the current year, the foltapinformation is needed for each benefit sch€me

* Current service costs;

* Interest costs;

» Past-service costs;

* The effect of any settlements or curtailmentsriy)a
* Actuarial gains and losses.

Using these amounts, found in the actuarial vadmatihe year-end accounting entry to roll forwaadreof
the benefit obligations for post-employment besaftas follows:

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance Employee bene current As per actuarial
service costs (e.g. ASHI) valuation

Dr Statement of financial performance Employee bene interest costs As per actuarial
(e.g. ASHI) valuation

Dr Statement of financial performance Employee bitne past service | As per actuarial
costsfully vestede.g. ASHI) valuation

Dr/ Cr | Statement of financial performance Emplolgeaefits — settlements| As per actuarial
or curtailments (e.g. ASHI) valuation

Dr/ Cr | Statement of financial performance Emplolgeaefits — actuarial As per actuarial
gains and losses (e.g. ASHI) valuation

Cr Statement of financial position Defined benebtigation (e.g. | As per actuarial
ASHI) valuation

* please note that all of these costs can be foutiteiactuarial valuation.
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11.1.10 Other-long term benefits

By joining the United Nations on 15 December 2(1gljs also entitled to certain other-long term ligse
such as annual leave and home leave.

Accounting treatment — Other-long term benefits

Similarly to post-employment benefits, the accoumfior other long-term benefits is generally doneaa
aggregate basis and not by employee.

As mentioned, the United Nations receives an aicinaaluation for all of these benefits, except ioene
leave and uses these as the basis for its accgurgatment.

In order to roll the defined benefit obligation lmded in the previous year’s statement of financial
performance forward to the current year, the folfapinformation is needed for each benefit sch¥me

»  Current service costs;

* Interest costs;

» Past-service costs;

* The effect of any settlements or curtailments ifiy)a
* Actuarial gains and losses.

Using these amounts, found in the actuarial vadmatihe year-end accounting entry to roll forwaadreof
the benefit obligations for other long-term bersef# as follows:

Dr/Cr | Primary financial statement Account Amount

Dr Statement of financial performance Employee bene current As per actuarial
service costs (e.g. Annual Leave)aluation

Dr Statement of financial performance Employee bitne interest costs As per actuarial
(e.g. Annual Leave) valuation

Dr Statement of financial performance Employee bene past service | As per actuarial
costsall valuation

(e.g. Annual Leave)

Dr/ Cr | Statement of financial performance Emplolgeaefits — settlements| As per actuarial
or curtailments (e.g. Annual valuation
Leave)

Dr/ Cr | Statement of financial performance Emplolgeaefits — actuarial As per actuarial
gains and losses (e.g. Annual | valuation

Leave)
Cr Statement of financial position Defined benebtigation (e.g. | As per actuarial
Annual Leave) valuation

34 please note that all of these costs can be foutittiactuarial valuation
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Other-long term benefits — Specific example
A specific example for this approach is providedtgy following scenario:

In March 2016, John goes for a Mission assignmebélhanon. He gets an injury on his right hand when
his car is struck by a pickup truck in the Lebardactor advises him to take three months rest.ilds &
claim for injury under Appendix D workers compemsatwith the UN. Under this scheme, he is entitied
a lump sum payment, which is made in January 2017.

As described in section 8.4, the long-term disgbilnder the workers’ compensation scheme is dladsas
a post-employment benefit and the accounting caresgty follows the double-entries provided in seati
11.1.9.

In January 2017, when John’s lump-sum is paiddthéle-entry made looks as follows:

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial position Defined benefitigation Lump-sum payment
made

Cr Statement of financial position Cash Lump-surynpent
made

11.1.11 Employees on secondment

After getting clearance from his office, he is imfeed that he can be seconded to another orgamzanod
his contractual relationship with the releasingamigation will be suspended until the expiry of Hweed

period of secondment, or until December 2018. Hik earry with him all his entitled or accumulated
benefits as per terms dfter-organization agreement concerning transfegcandment or loan of staff

among the organization applying the United Natioosxmon system of salaries and allowance

Example — Employees on secondment

Generally, the accounting for benefits of seconglegloyees depends on the arrangement betweenahe
organizations. Details for most benefits are inellich thelnter-organization agreement concerning

transfer, secondment or loan of staff among thewization applying the United Nations common sysiem

salaries and allowance.
Some specific examples for John’s situation ar@k®vs:

Short-term benefits - Salary and allowances:

tw

TheInter-organization agreement concerning transgagondment or loan of staff among the organization

applying the United Nations common system of sedaand allowancelearly state¥ that the receiving

% Paragraph 33.a.
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organization shall bear the cost of the employsalary and allowance and consequently the receiving
organizations shall apply the guidance providedaswbunt for John’s benefits and entitlements

Repatriation grant:

The following information is included in tHater-organization agreement concerning transgagondment
or loan of staff among the organization applying thnited Nations common system of salaries and
allowancewith regards to repatriation grant benéfits

a) If during a period of secondment the services stbf member are terminated both by the receiving
and the releasing organization, or if the he resigpm both organizations, or if he dies, his
entitlements will be determined under the rulethefreleasing organization as if all his service ha
been with it.

Based on this information, the releasing orgamzeis still liable for the repatriation grant inseaJohn is
terminated, dies or resigns. Consequently, Johualdhee included in the actuarial valuation of tekasing
organization.

b) If during a period of secondment the services stif member are terminated by the receiving
organization but not by the releasing organizatoynf he resigns from the receiving organizatiouat
not from the releasing organization, his entitleta¢a the repatriation grant, will be as follows:

Entitlement to repatriation grant, if amyjll be determined solely on the basis of servidéhthe
receiving organizations. A period of service inp@s of which a repatriation grant was paid by the
receiving organization will not be reckonable todvany subsequent entitlement to the grant from tt
releasing organization.

Similarly to the situation under a), the fact thatindividual goes on secondment, does not reliase
releasing organization from its liability to proeidepatriation benefits. The individual on secondime
should therefore be included in the actuarial assesat. Having said that, the period the indivicspénds
with the other organization does not qualify fgpatriation grant with the releasing organizatiod #re
actuaries should therefore be informed of any iildials on secondment.

Post-employment and other long-term benefits:

As mentioned in section 5 and 6, the accountingpést-employment and other long-term benefits isedo
on an aggregate basis. A secondment of an emptbgeefore does not change the actual accountimgesr
required to update the defined benefit obligatiothie financial statements.

ne

—

% Paragraphs 20 and 21.c.
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Instead the key aspect here is, under which orgtaizthe secondee should be included for the aatua
valuation.

While general information on this is included irct$en 1, this aspect also depends on the detatlseof
arrangement between organizations. With regardsha, the organizations agreed that all entitlement
(including accumulated entitlements) should bedi@med to the receiving organization.

Consequently the receiving organization should enthat John is included in its actuarial valuation

11.1.12 Benefit payments upon retirement

John Smith comes back and joins his original jositmm in New York in December 2018. After that he
works happily for 10 more years and receives haslagr salary entitiements for his services. In Delger
2028, He decides to opt for early retirement befosaeal retirement date i.e. year 2031.

Example — Benefit payments upon retirement

Once an employee retires, all the post-employmefiheld benefit obligations built up over the tinfe o
service are released as follows:

Dr/ Cr | Primary financial statement Account Amount
Dr Statement of financial position Defined beneftigation Benefit
Cr Statement of financial position Cash Benefit
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11.2 Case study: self-insured health insurance

Included below is an overview of the different ameting entries necessary for the United Nationt sel
insured health insurance.

As there are various different components to thfeirsgured health insurance, the following topics a
covered separately:

« Accounting for monthly contributions by employer fxtive and retired staff;
e Accounting for monthly contributions by active amdired employees;

e Accounting for contributions made by participatimganizations;

« Accounting for reimbursements to insurance comnie

« Accounting for year-end organization wide provision

11.2.1 Accounting for monthly contributions by employer

As mentioned in section 8.1.3.1, the accountingefaployer contributions depends whether the
contribution is for active staff or whether it mrfretired staff.

11.2.1.1Accounting for monthly contributions by employerdotive staff

Every month, the United Nations makes a contributar each employee to its self-insured health
insurance. This payment is classified as a shomt-teenefit and the amount is visible on the pay a8 “UN
Medical Insurance Subsidy”.

The double-entries for such contributions undeAB8%re as follows.

Accounting for monthly contributions by employer gelf-insured health insurance

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance Employee hiene health Monthly contribution
insurance contribution

Cr Statement of financial position Health insurahakility Monthly contribution
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11.2.1.2Accounting for monthly contributions by employerrftired staff

On a monthly basis, contributions to the schemeaks@ made for retired staff. However, unlike as fo
active staff, the expense is not a current yeae®es@, but instead is charged against the actliabdity
established for the after-service health insurdASH]).

The double-entries for such contributions undeAB8%re as follows.

Accounting for monthly contributions by employer gelf-insured health insurance

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial position After-servicaahhb insurance Monthly contribution
(ASHI) actuarial liability

Cr Statement of financial position Health insurahakility Monthly contribution

11.2.2 Accounting for monthly contributions by employee

Similarly to the monthly contributions by the emydo, contributions by staff are made during emplegim
(Active staff) and after employment (retired staffjhile neither of these contributions qualifiesaas
employee benefit, the accounting is included fanpleteness purposes.

11.2.2.1Accounting for monthly contributions by active eoyeke

An active employee makes contributions to the séhema monthlyasis. On the pay slip these are
included under deductions and labeled “Medical iasae Contribution”.

The double-entries for such contributions underAB8%re as follows.

Accounting for monthly contributions by employee s$elf-insured health insurance

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial performance Employee hiene gross salary| Gross salary costs
Cr Statement of financial position Payable to empéo Net salary

Cr Statement of financial position Health insurahakility Monthly contribution
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11.2.2.2Accounting for monthly contributions by retired dayge

As explained above, a retired employee still makeathly contributions to the health insurance. Ehes
premiums are deducted from the pension paid by th&SPF and should be recorded as balance sheet
transactions by the United Nations.

11.2.3 Accounting for contributions made by participatioiganizations

On a regular basis, participating organizationgvésd their own contributions and the contributiohsheir
employees to the United Nations Secretariat as é#meployees are covered under the scheme admeadster
by the United Nations.

The double-entries for such contributions underAB8%re as follows.

Accounting for monthly contributions by participatig organizations

Dr/ Cr | Primary financial statement Account Amount
Dr Statement of financial position Cash Contribnsigeceived
Cr Statement of financial position Health insurahakility Contributions received

11.2.4 Accounting for reimbursements to insurance comganie

While the scheme is a self-insured scheme, theedmifations relies on insurance companies for the
processing of claims and reimburses the insuraooganies on a regular basis. Whenever such a
reimbursement is made, the transaction should teuated for as follows:

Accounting for reimbursements to insurance compasie

Dr/ Cr | Primary financial statement Account Amount
Dr Statement of financial position Health insurahability Reimbursement
Cr Statement of financial position Cash Reimbursame
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Should the liability recognized in the statementimdincial position not be sufficient for the reiorbement,
the entry would look as follows:

Accounting for reimbursements to insurance compasie

Dr/ Cr | Primary financial statement Account Amount
Dr Statement of financial position Health insurahability Total liability
Dr Statement of financial performance Employee hiene health Shortcomings of
insurance costs liability for United
Nations employees
Dr Statement of financial position Receivable frpatticipating Shortcomings of
organizations liability for employees
of participating
organizations
Cr Statement of financial position Cash Reimburgsgme

11.2.5 Accounting for year-end organization wide provision

As explained in section 8.1.3.2, the United Natinasds to recognize a provision at the end of dae for
those amounts it expects to pay for claims relainipe closing financial period.

To establish this provision, it should consideirakreceived by the insurance company since thegrah
and amounts that are still expected to come iringldo the financial period that is being closedually
the latter is assessed by looking at historicakerpce. For example:

. Throughout the year reimbursements over $10,000)@96 made to the insurance company;

. The insurance company has received claims sincgelieend over $3,000,000;

. In prior years, the total health insurance reimenomsnts made per financial year were usually around
$15,000,000.

Based on these facts, the United Nations shoulddeca provision of $5,000,000 in its financialtetaents
to cover the $3,000,000 already known by the instgaompany and the $2,000,000 still expected rweco
in considering historical experience and trends.

When establishing the year-end provision in itsesteent of financial position, the United Nationgsla
incorporate the existing liability for health inance in its accounts, which has been created thoaughe
year from its own contributions, employee contribng and contributions received from participating
organizations, as the total liability in its acctaishould be $5,000,000 and not just the proviaimount.

Facts:
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+ Provision needed: $5,000,000;
- Health insurance liability as of 31 December 28X$1,200,000.

« Of the difference of $3,800,000, $800,000 relatestaff of the United Nations Secretariat and the
remainder relates to staff of other participatingamizations.

In order to establish the full provision over $)@DO, the following double-entries should be made:

Accounting for reimbursements to insurance compasie

Dr/ Cr | Primary financial statement Account Amount

Dr Statement of financial position Health insurahability $1,200,000

Dr Statement of financial performance Employee hiene health $800,000
insurance costs

Dr Statement of financial position Receivable frpatticipating $3,000,000
organizations

Cr Statement of financial position Provision foahk insurance $5,000,000

In the unlikely event, that the year-end liabiigyhigher than the required provision, the liakishould be
reduced by crediting the expense account for theeshttributable to United Nations staff and ailigbfor
the share attributable to staff of other partidgipgbrganizations.

Facts:

* Provision needed: $5,000,000;
« Health insurance liability as of 31 December 26X $6,200,000.
» Of the difference of $1.2m, $200,000 relates to legges of the United Nations Secretariat.

In order to establish the full provision over $)@DO, the following double-entries should be made:

Accounting for reimbursements to insurance compasie

Dr/Cr | Primary financial statement Account Amount

Dr Statement of financial position Health insurahability $6,200,000

Cr Statement of financial performange Employee fiene health $200,000
insurance costs

Cr Statement of financial position Payable to jggotting $1,000,000
organizations

Cr Statement of financial position Provision foahk insurance $5,000,000

¥ The health insurance liability is created from thenthly employer and employee contributions andiced by
reimbursements made. See 11.2.1-11.2.4.
*® The health insurance liability is created from thenthly employer and employee contributions andiced by
reimbursements made. See 11.2.1-11.2.4.
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PwC performed and prepared the Information at tiafirection and exclusively for client’s sole laéih
and use pursuant to its client agreement. THE IRMATION MAY NOT BE RELIED UPON BY ANY
PERSON OR ENTITY OTHER THAN PWC'S CLIENT. PWC MAKENO REPRESENTATIONS OR
WARRANTIES REGARDING THE INFORMATION AND EXPRESSLYDISCLAIMS ANY
CONTRACTUAL OR OTHER DUTY, RESPONSIBILITY OR LIABILTY TO ANY PERSON OR
ENTITY OTHER THAN ITS CLIENT.

The Information was performed or prepared in acaoceé with the Standards for Consulting Serviceb®f
American Institute of Certified Public Accounts (@PA") and, where applicable, the AICPA Standanis
Reports on the Application of Accounting Principteghe AICPA Statements on Standards for Tax
Services. The Information does not constitutelleginvestment advice, broker dealer servicegiméss
or solvency opinion, an estimate of value, an aaglitexamination of any type, an accounting or tax
opinion, or other attestation or review serviceagnordance with standards of the AICPA, the Public
Company Accounting Oversight Board or any othefgssional or regulatory body. PwC provides no
opinion or other form of assurance with respec¢h&lnformation. Client, in consultation with its
independent accountants, is responsible for theeptation and preparation of its financial statesmand
related disclosures.

The Information shall be maintained in strict cdefice and may not be discussed with, distributed or
otherwise disclosed to any third party, in wholemopart, without PwC'’s prior written consent, nmoay the
Information be associated with, referred to or gdah any way in any offering memorandum, prospecty
registration statement, public filing, loan or atlagreement.

The Information was not intended or written to Isedj and it may not be used, for the purpose atlang
U.S. federal, state or local tax penalties, or sufopg the promotion or marketing of any transacsior
matters addressed in the Information. Client lwasbiigation of confidentiality with respect to any
information related to the tax structure or tavatneent of any transaction.
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