
Chapter 14

Employee benefits

Introduction
This chapter is mainly concerned with IAS19 Employee Benefits. This standard
prescribes accounting and disclosure requirements for all forms of benefits that
are provided by employers to their employees (except those covered by IFRS2
Share-based Payment). The categories of employee benefits identified in IAS19
are:

(a) short-term employee benefits
(b)post-employment benefits (e.g. pensions)
(c) other long-term employee benefits
(d) termination benefits.

This chapter explains the accounting treatment required for each of these
categories. A brief summary of the requirements of IFRS2 is given at the end of
the chapter.

Objectives
By the end of this chapter, the reader should be able to:

define each of the main categories of employee benefits which are identified
in international standard IAS19 Employee Benefits
explain and apply the required accounting treatment for short-term employee
benefits
explain the term “post-employment benefit plan” and distinguish between
defined contribution plans and defined benefit plans
explain and apply the required accounting treatment for defined contribution
plans and for defined benefit plans



outline the IAS19 rules relating to other long-term benefits and termination
benefits
list the main disclosures that should be made in the financial statements in
relation to employee benefits
summarise the requirements of IFRS2 Share-based Payment.

Short-term employee benefits
IAS19 defines short-term employee benefits as “employee benefits (other than
termination benefits) that are expected to be settled wholly before twelve months
after the end of the annual reporting period in which the employees render the
related service”. This means that short-term employee benefits are those which
fall due either during the period in which the employee provides services to the
employer or within twelve months of the end of that period. The definition of
short-term employee benefits covers items such as:

(a) wages, salaries and employer’s social security contributions
(b) short-term holiday pay and sick pay
(c) profit-sharing payments and bonuses payable within twelve months of the

end of the period in which the related employee services are performed
(d) non-monetary benefits (e.g. medical care, company cars) for current

employees.

In general, accounting for short-term employee benefits presents no great
difficulties. If an employee has rendered services to an employer during an
accounting period, the employer’s financial statements for that period should
usually recognise:

(a) an expense equal to the amount of the short-term employee benefits due in
exchange for those services, and

(b) a liability (accrued expense) equal to any part of this expense that has not
been paid by the end of the period.

An exception to the requirement to recognise an expense arises if another
standard requires or permits the cost of the benefits to be recognised as an asset.
For instance, IAS16 requires employee benefits to be capitalised if they arise
directly from the construction or acquisition of an item of property, plant or
equipment (see Chapter 5).

Note that short-term employee benefits are measured on an undiscounted basis,
since the required payments are made either during the relevant accounting period



or within twelve months of its end, so that the effect of discounting would be
minimal.

Short-term paid absences
IAS19 uses the expression “short-term paid absences” to refer to paid employee
absences (e.g. paid holidays and paid sick leave) which occur during the period in
which the related employee services are performed or which are expected to
occur within twelve months of the end of that period. Entitlement to paid
absences falls into two categories:

(a) “accumulating” paid absences, which can be carried forward and used in a
future period if the current period’s entitlement is not used in full

(b) “non-accumulating” paid absences, which cannot be carried forward.

In the case of accumulating short-term paid absences, the employer’s statement of
financial position should show a liability equal to the expected amount payable
during the following twelve months as a result of unused entitlement carried
forward.

EXAMPLE 1

A company has 1,000 employees, each of whom is entitled to ten days of paid sick leave in each
calendar year. Unused sick leave at the end of each year may be carried forward for up to one
further calendar year. Sick leave is taken first out of the current year’s ten-day entitlement and
then out of any unused entitlement brought forward.

At 31 December 2017, the average unused entitlement is six days per employee. Based on past
experience, the company expects that 85% of employees will take no more than ten days sick
leave in the forthcoming year but that the remaining 15% of employees will each take an
average of twelve days.
Assuming an average cost to the company of £120 per day of paid sick leave, calculate the
liability which should appear in the company’s statement of financial position at 31 December
2017 in relation to paid sick leave.

Solution
850 employees are not expected to make use of their unused entitlement and therefore the
amount expected to be paid in relation to these employees is £nil. The remaining 150 employees
are each expected to use two days of their unused entitlement. Therefore the liability which
should appear in the company’s statement of financial position as at 31 December 2017 is
£36,000 (150 x 2 x £120).

Profit-sharing and bonus payments



Profit-sharing and bonus payments payable within twelve months of the end of
the period in which the employees render the related services are short-term
employee benefits and should be recognised as an expense in that period, so long
as:

(a) there is a present obligation to make the payments as a result of past events,
and

(b) a reliable estimate of the obligation can be made.
A “present obligation” exists when the employer has no realistic alternative but to
make the payments concerned. This may be a legal or a constructive obligation. A
constructive obligation is not legally enforceable but derives from the entity’s
actions (see Chapter 12).

Profit-sharing and bonus payments which fall due more than twelve months after
the end of the period are treated as “other long-term employee benefits” (see later
in this chapter).

Disclosures relating to short-term employee benefits
IAS19 makes no specific disclosure requirements relating to short-term employee
benefits. However, certain disclosures are required by other standards. For
instance:

(a) IAS1 Presentation of Financial Statements requires disclosure of the total
employee benefits expense for each accounting period (see Chapter 3), and

(b) IAS24 Related Party Disclosures requires disclosures relating to benefits
provided for key management personnel (see Chapter 21).

Post-employment benefits
Post-employment benefits consist mainly of retirement benefits, such as pensions.
In some cases, the post-employment benefits scheme is administered directly by
the employer. In other cases, a separate entity (a pension fund) is set up to receive
contributions and pay employee benefits. In either case, the requirements of
IAS19 should be applied.

IAS19 distinguishes between two types of pension scheme or “plan”:

(a) Defined contribution plans. Defined contribution plans are post-
employment benefit plans where an employer pays fixed contributions into
a pension fund each year and is not obliged to make any further
contributions, even if the pension fund’s assets are insufficient to pay the



expected level of employee benefits. The risk that benefits will be less than
expected falls upon the employees, not the employer.

(b) Defined benefit plans. Defined benefit plans are post-employment benefit
plans where the employer is obliged (either legally or constructively) to
provide an agreed level of post-employment benefits. The employer’s
contributions are not limited to any fixed amount and these contributions
may need to be increased if the pension fund has insufficient assets to pay
the agreed level of benefits. The risk of having to make further contributions
is borne by the employer, not the employee.

Accounting for defined contribution plans
Accounting for defined contribution plans is straightforward and the required
accounting treatment is very similar to that required for short-term benefits. In
general, if an employee has rendered services to an employer during an
accounting period, the employer’s financial statements for that period should
recognise:

(a) an expense equal to the amount of the contributions payable by the
employer into the defined contribution plan in exchange for those services,
and

(b) a liability (accrued expense) equal to any part of this expense that has not
been paid by the end of the period.

If the contributions already paid exceed the amount due to date, the excess should
be recognised as an asset (prepaid expense) to the extent that this prepayment will
lead to either a reduction in future payments or a cash refund. Note also that:

(a) As for short-term employee benefits, the requirement to recognise an
expense may be over-ruled by another standard which requires or permits
the contributions to be included in the cost of an asset.

(b) Contributions to a defined contribution plan are measured on an
undiscounted basis unless they fall due more than twelve months after the
end of the period in which employees render the related services.

(c) The amount recognised as an expense in relation to defined contribution
plans should be disclosed in the notes which form part of the employer’s
financial statements.

Accounting for defined benefit plans



Accounting for defined benefit plans is a complex matter and much of IAS19 is
devoted to this topic. The complexity arises because the expense recognised in
each accounting period should be the cost to the employer of the retirement
benefits that will eventually be paid to employees as a result of the services that
they have provided during that period. The problem is that these benefits may be
payable in many years’ time and their cost will depend upon a number of factors
which are difficult to determine in advance, such as employee mortality rates and
future returns on investments. The employer is exposed to both the “actuarial
risk” that employees will live longer than expected (which increases the cost of
providing benefits) and the “investment risk” that assets invested in the plan will
be insufficient to pay the required benefits.

In these circumstances, the calculation of the expense which should be recognised
in an accounting period in relation to a defined benefit plan is not straightforward.
Furthermore, a liability (or asset) must be shown in the employer’s financial
statements in relation to the plan and the amount of this liability or asset also has
to be calculated. A simplified summary of the main features of these calculations
is given below.

Main steps in the defined benefit calculations
Accounting for defined benefit plans in accordance with the requirements of
IAS19 involves the following main steps:

(a) At the end of each accounting period, reliable estimates must be made of:
(i) the amount of the accumulated benefits which past and present

employees have earned in return for their services to date and which will
be payable to them in the future (“the defined benefit obligation”)

(ii) the extra amount of such benefits that employees have earned in return
for their services during the current period (the “current service cost”).

These estimates involve the making of assumptions with regard to such
matters as employee mortality rates and future salary increases. Employers
are encouraged (but not required) by IAS19 to engage a qualified actuary to
make the necessary estimates.

(b) These estimates are discounted so as to determine the present value of the
defined benefit obligation and the present value of the current service cost.

(c) The “interest cost” for the period is calculated. This is equal to the increase
during the current accounting period of the present value of the defined
benefit obligation which was calculated at the end of the previous period
(adjusted if part of that obligation has now been discharged as a result of



benefit payments). This increase arises because the accumulated benefits
which employees had earned at the end of the previous period are now one
period closer to being paid.

(d) “Actuarial gains and losses” with regard to the defined benefit obligation
may now be calculated. These are caused by:
(i) differences between actuarial assumptions which were made at the end

of the previous period and events that actually occurred during the
current period

(ii) changes in actuarial assumptions between the start and end of the
period.

The overall actuarial gain or loss with regard to the defined benefit
obligation for an accounting period is calculated by summarising the
changes in that obligation during the period and inserting a balancing figure,
as illustrated below:

(e) The final step in the process is to determine the fair value of the plan assets
(if any) at the end of the accounting period and to reconcile this figure with
the fair value of plan assets at the start of the period. The reconciliation is as
follows:



Note that:
(i) The “interest income” for the period is obtained by multiplying the fair

value of plan assets at the start of the period by the interest rate used
when calculating the interest cost (but taking account of changes in plan
assets during the period).

(ii) Return on plan assets is defined as “interest, dividends and other income
derived from the plan assets, together with realised and unrealised
gains or losses”, less interest income for the period.

These calculations provide all the figures required in order to compute the defined
benefit expense for the period and the defined benefit liability (or asset) at the end
of the period. The way in which these amounts are derived is explained below.

The defined benefit expense and the defined benefit
liability
The defined benefit expense which is shown in the statement of comprehensive
income when calculating profit or loss for an accounting period is arrived at by
adding:

(a) the present value of the current service cost for the period
(b) interest cost for the period and then subtracting:

and then subtracting:

(c) the amount of any employee contributions made during the period (since
these have helped to fund the current service cost)

(d) interest income for the period.

IAS19 requires that any actuarial gains or losses and the return on plan assets
(less interest income) should be shown in other comprehensive income. These



amounts may not be reclassified to profit or loss in a subsequent accounting
period (see Chapter 3).

The defined benefit liability (i.e. deficit) shown in the statement of financial
position is equal to the present value of the defined benefit obligation at the end
of the period, less the fair value of the plan assets at that date. A surplus is
recognised as an asset.

EXAMPLE 2

A company which prepares annual accounts to 31 December has operated a defined benefit
pension scheme for many years. The scheme is non-contributory (i.e. employees are not
required to make contributions). At 31 December 2016, the company’s statement of financial
position showed a defined benefit liability of £575,000, made up as follows:

The following figures relate to the year to 31 December 2017:

Calculate the defined benefit expense for the year to 31 December 2017. Also calculate the defined
benefit liability (or asset) which should be shown in the company’s statement of financial position
as at that date.

Solution
Calculation of actuarial gains or losses:



Reconciliation of the fair value of plan assets:

The amounts which should be shown in the company’s financial statements for the year to 31
December 2017 are as follows: Defined benefit expense:

Defined benefit liability:



The defined benefit expense for the year is £470,000 in total, but employer contributions were only
£450,000. This is why the defined benefit liability (i.e. deficit) has increased by £20,000 during the
year, from £575,000 to £595,000.

Disclosures relating to defined benefit plans
IAS19 makes extensive disclosure requirements with regard to defined benefit
plans. The main disclosures required are as follows:

(a) Information which explains the characteristics of each of the entity’s defined
benefit plans and the risks associated with that plan:
(i) the nature of the benefits provided by the plan
(ii) a description of the regulatory framework within which the plan

operates
(iii) a description of any other entity’s responsibilities for governance of the

plan
(iv) a description of the risks to which the entity is exposed because of the

plan.
(b) Information which identifies and explains the amounts in the entity’s

financial statements which relate to defined benefit plans:
(i) a reconciliation between the opening and closing balances of the defined

benefit liability (or asset), showing separate reconciliations for the plan
assets and for the present value of the defined benefit obligation

(ii) an analysis of the fair value of the plan assets into classes which
distinguish the nature and risks of those assets, subdividing each class
into assets which have a quoted price in an active market and those that
do not

(iii) the fair value of the entity’s own financial instruments held as plan
assets and the fair value of any plan assets consisting of property
occupied by the entity or other assets used by the entity

(iv) the significant actuarial assumptions used to determine the present value
of the defined benefit obligation.

(c) Information which describes how the entity’s defined benefit plans may
affect the amount, timing and uncertainty of its future cash flows:



(i) a sensitivity analysis for each significant actuarial assumption used to
determine the present value of the defined benefit obligation, showing
how the obligation would have been affected by changes in each
assumption

(ii) a description of funding arrangements that affect future contributions
(iii) the expected contributions to the plan for the next annual accounting

period
(iv) information about the maturity profile of the defined benefit obligation,

such as a maturity analysis of benefit payments.

Other long-term employee benefits
“Other long-term employee benefits” include items such as:

(a) long-term paid absences such as long-service leave and sabbatical leave
(b) long-term disability benefits
(c) profit-sharing and bonus payments

as long as these are not expected to be settled wholly before twelve months after
the end of the period in which the employees render the related services.

The accounting treatment of these benefits is similar to the treatment required for
defined benefit post-employment plans. The employer’s financial statements for
an accounting period should recognise:

(a) a liability equal to the present value at the end of the period of the
accumulated long-term benefits to which employees are entitled in return
for their services to date, less the fair value of any assets out of which this
obligation is to be settled

(b) an expense, equal to the extra amount of such benefits that employees have
earned in return for their services during the current period (the current
service cost) adjusted for interest cost, interest income, return on assets and
actuarial gains/losses.

IAS19 requires that the whole of the above expense should be taken into account
when calculating the employer’s profit or loss, with none of it recognised in other
comprehensive income. However, as is the case for short-term employee benefits
and post-employment benefits, the requirement to recognise an expense may be
over-ruled by another standard which requires or permits the cost of the benefits
to be included in the cost of an asset.



IAS19 does not contain any specific disclosure requirements with regard to other
long-term employee benefits. However, certain other standards (e.g. IAS1 and
IAS24) require a number of disclosures relating to employee benefits (see earlier
in this chapter).

Termination benefits
Termination benefits are defined by IAS19 as “employee benefits provided in
exchange for the termination of an employee’s employment …”. These may arise
because an entity decides to terminate an employee’s employment or because of
an employee’s decision to accept an offer of benefits in exchange for the
termination of employment.

IAS19 requires that an entity should recognise a liability and an expense for
termination benefits at the earlier of the following dates:

(a) when the entity can no longer withdraw the offer of those benefits
(b) when the entity recognises costs for a restructuring that is within the scope

of IAS37 (see Chapter 12) and which involves the payment of termination
benefits.

Termination benefits that are expected to be settled wholly before twelve months
after the end of the period in which they are recognised should be measured in the
same way as short-term benefits (i.e. on an undiscounted basis). Otherwise,
termination benefits should be measured in the same way as other long-term
employee benefits.

IAS19 does not contain any specific disclosure requirements with regard to
termination benefits. However, as mentioned above, certain other standards (e.g.
IAS1 and IAS24) require a number of disclosures relating to employee benefits.

Share-based payments
The objective of IFRS2 Share-based Payment is to prescribe the accounting
treatment of payments made by an entity either:

(a) in the form of shares (including share options), or
(b) in cash, where the amount of cash payable depends upon the company’s

share price.



Share-based payments could be made in exchange for any goods or services
received by an entity but the emphasis in this chapter is on share-based payments
made to employees.

In this situation, it is important to distinguish between the date on which an entity
and an employee agree to a share-based payment arrangement (the “grant date”)
and the date on which the employee becomes entitled to receive the payment
concerned (the “vesting date”). The employee will normally have to satisfy
certain “vesting conditions” during the intervening period (the “vesting period”)
to be eligible for the payment. The main requirements of IFRS2 in relation to
share-based payments to employees are as follows:

(a) In the case of payments which take the form of equity instruments (i.e.
shares or share options) the entity should measure the fair value of each
equity instrument at the grant date. Once made, this measurement is fixed
and is not adjusted to reflect any changes in share values (or share option
values) during the vesting period.

(b) It is then presumed that the employees concerned will render services to the
entity during the vesting period in order to earn their share-based payments.
Therefore the cost of providing such payments is written off as an expense
over that period, with a corresponding increase in equity. This will involve
the use of an equity account entitled “shares to be issued” or something
similar.

(c) Estimates of the number of equity instruments to be issued on the vesting
date may vary during the vesting period as employees satisfy (or fail to
satisfy) the vesting conditions. Such changes are accounted for
prospectively in accordance with IAS8 Accounting Policies, Changes in
Accounting Estimates and Errors (see Chapter 4).

(d) Any remaining balance on the “shares to be issued” account after vesting
has occurred must remain in equity but may be transferred to another
component of equity (e.g. retained earnings). This would occur if employees
who satisfy the vesting conditions and receive share options then decide not
to exercise those options.

(e) In the case of share-based payments which are to be settled in cash, the
entity should measure this liability at fair value at the grant date and then re-
measure the fair value of the liability at each reporting date during the
vesting period. Any changes in this fair value during an accounting period
are recognised in the calculation of the entity’s profit or loss for that period.

(f) As is the case for equity-settled share-based payments, the cost of providing
cash-settled share-based payments is written off as an expense over the



vesting period.

EXAMPLE 3

On 1 January 2018, a company which prepares accounts to 31 December grants 5,000 share
options each to twelve of its senior employees. The fair value of one share option at 1 January
2018 is £9. The specified vesting date is 31 December 2020 and the grant is conditional upon the
achievement of certain performance targets by that date.
On 31 December 2018, it is estimated that all twelve of the employees will achieve their
performance targets by the vesting date. However, by 31 December 2019 this estimate has fallen
to eleven employees and in fact only ten of the employees actually achieve their targets by 31
December 2020.

Show how these transactions should be treated in the company’s financial statements.

Solution
At 31 December 2018, the total cost of the options is expected to be £540,000 (12 × 5,000 × £9).
One third of the vesting period has expired by 31 December 2018. So an expense of £180,000
(1/3rd of £540,000) should be recognised in the company’s financial statements for the year to
31 December 2018 and equity should be increased by £180,000.
At 31 December 2019, the total cost of the options is expected to be £495,000 (11 × 5,000 × £9).
Two thirds of the vesting period has now expired so the expense to date is £330,000 (2/3rds of
£495,000). An expense of £180,000 was recognised in the previous year so a further expense of
£150,000 (£330,000 – £180,000) should be recognised in the financial statements for the year to
31 December 2019 and equity increases by £150,000.

At 31 December 2020, the final cost of the option scheme is calculated as £450,000 (10 × 5,000 ×
£9). Previously recognised expenses are £330,000 so an expense of £120,000 (£450,000 –
£330,000) should be recognised in the financial statements for the year to 31 December 2020
and equity should be increased by £120,000.
The amount of £450,000 shown in equity for the share options will be transferred to share
capital (and possibly share premium) when the options are exercised by the successful
employees. If any of these employees decide not to exercise their options, any remaining balance
in the “shares to be issued” account may be transferred to retained earnings.

Disclosures relating to share-based payments
IFRS2 makes extensive disclosure requirements. In summary, an entity which
undertakes share-based payment transactions should disclose information that
enables the users of the financial statements to understand:

(a) the nature and extent of any share-based payment arrangements that existed
during the accounting period

(b) how the fair value of equity instruments granted during the period was
determined



(c) the effect of share-based payment transactions on the entity’s profit or loss
for the period and its financial position at the end of the period.

Summary
Short-term employee benefits are employee benefits (other than termination
benefits) that are expected to be settled wholly before twelve months after
the end of the period in which they are earned. They are recognised as an
expense in that period.
An employer should recognise a liability for the expected amount payable in
relation to employees’ unused entitlement to accumulating short-term paid
absences.
Post-employment benefits consist largely of pensions. A pension scheme or
plan may be a defined contribution plan or a defined benefit plan.
A defined contribution plan is one where the employer’s contributions are
fixed. The employer’s financial statements should show an expense equal to
the agreed amount of contributions for the period.
A defined benefit plan is one where the employer is obliged to provide an
agreed level of post-employment benefits. It is necessary to make actuarial
estimates of the accumulated post-employment benefits which employees
have earned to date and the extra amount of such benefits that employees
have earned during the current period.
Actuarial gains or losses with regard to the defined benefit obligation may be
caused by experience adjustments or by changes in actuarial assumptions.
The defined benefit expense for an accounting period is basically equal to
the present value of the extra benefits that employees have earned during
that period. But this is adjusted to reflect interest cost, interest income and
employee contributions.
Actuarial gains or losses and the return on plan assets (excluding interest
income) are shown in other comprehensive income.
The defined benefit liability at the end of an accounting period is equal to the
present value of the defined benefit obligation less the fair value of the plan
assets.
The accounting treatment of other long-term employee benefits (e.g. long-
term paid absences) is similar to the treatment required for defined benefit
plans.
Termination benefits should be recognised as a liability and as an expense
when the employer can no longer withdraw the offer of those benefits, or



when the employer provides for restructuring costs which involve the
payment of termination benefits.
IFRS2 Share-based Payment prescribes the accounting treatment of
payments which take the form of shares, share options or amounts of cash
which depend upon a company’s share price.

Exercises
14.1List the four main categories of employee benefits which are identified by

international standard IAS19 and give examples of each category.

14.2A company has 10,000 employees. Each employee is entitled to twenty
days of paid holiday per calendar year. Up to five days of this entitlement
may be carried forward and taken in the following year but cannot be
carried forward any further. Employees are not paid for any holidays which
they fail to take.
As at 31 December 2017, a total of 9,130 employees had used their full
holiday entitlement for 2017. The remaining employees are carrying
forward an average of three days per employee. Based on past experience,
it is expected that these employees will each use an average of two of these
three days before the end of 2018.
Each day of paid holiday costs the company an average of £150. Calculate
the liability which should appear in the company’s statement of financial
position at 31 December 2017 with regard to paid holiday entitlement.

14.3 (a) Distinguish between defined contribution pension plans and defined
benefit pension plans.

(b) A company’s agreed contributions to a defined contribution plan for
2017 are £350,000. Of this sum, the company had paid £320,000 by the
end of the year. It is becoming clear that the pension fund assets will be
insufficient to finance the expected level of employee benefits and that
the company would have to increase its annual contributions by 50% if
employee expectations were to be met.
Calculate the expense which should be shown in the statement of
comprehensive income for the year to 31 December 2017 in relation to
this plan. Also calculate the amount of the liability which should appear
in the statement of financial position.

(c) Explain why accounting for a defined benefit plan is much more
difficult than accounting for a defined contribution plan.



14.4 (a) With regard to defined benefit pension plans, explain each of the
following terms:
(i) defined benefit obligation
(ii) current service cost
(iii) interest cost
(iv) actuarial gains and losses.

(b) Identify the main components of the defined benefit expense which
should be shown in an employer’s statement of comprehensive income.

(c) Identify the main components of the defined benefit liability which
should appear in the employer’s statement of financial position.

14.5Northerley plc prepares accounts to 31 December each year and has
operated a defined benefit pension scheme for many years. At 31 December
2016, the present value of the defined benefit obligation was calculated to
be £22.5m and the fair value of plan assets was £21.9m. The following
information relates to the year to 31 December 2017:
(a) The present value of the current service cost for the year is £3.7m. This

is before deducting employee contributions.
(b) Interest cost and interest income for the year have been calculated at

£1.8m and £2.1m respectively.
(c) The return on plan assets (before deducting interest income) was

£2.9m.
(d) Northerley plc made contributions of £3.8m into the plan. Employees

contributed a further £1.5m.
(e) The plan paid out benefits to past employees amounting to £1.9m.
(f) At 31 December 2017, the present value of the defined benefit

obligation is £27.4m and the fair value of plan assets is £28.2m.
Calculate the defined benefit expense which should appear in the
company’s statement of comprehensive income for the year to 31
December 2017 and the defined benefit asset or liability which should
appear in the statement of financial position at that date. Also reconcile the
expense for the year to the employer contributions made during the year.

*14.6Prentiss plc operates a defined benefit pension plan and prepares financial
statements to 31 March each year. The financial statements for the year to
31 March 2017 showed that the present value of the defined benefit
obligation on 31 March 2017 was £140m and the fair value of the plan
assets on that date was £147m. The following information relates to the
year to 31 March 2018:



(i) The company made contributions of £18.4m into the plan. Employee
contributions were £7.3m.

(ii) Benefits paid in the year were £19.6m.
(iii)The return on plan assets (before deducting interest income) was

£5.9m.
(iv) The present value of the current service cost for the year is estimated

at £19.2m. (v)
(v) The interest cost for the year was £9.8m and interest income was

£10.3m.
At 31 March 2018, the company’s actuary estimated that the present value
of the defined benefit obligation was £158m. The fair value of plan assets
was £159m.
Required:
(a) Identify the main difference between a defined benefit pension plan

and a defined contribution pension plan.
(b) Explain the terms “defined benefit obligation” and “current service

cost” in relation to defined benefit pension plans. Also explain why
the amounts of these items can only be estimated.

(c) Explain the terms “interest cost” and “actuarial gains and losses”.
(d) Calculate the defined benefit expense which should be shown in the

company’s statement of comprehensive income for the year to 31
March 2018. Explain why the amount of this expense is not equal to
the £18.4m contributed by the company during the year.

(e) Calculate the defined benefit asset or liability which should be shown
in the company’s statement of financial position at 31 March 2018.
Reconcile this amount to the equivalent amount at 31 March 2017.

*14.7On 1 January 2018, a company which prepares accounts to 31 December
grants “share appreciation rights” to 30 of its employees. By virtue of
these rights, the employees concerned will become entitled to a cash
payment on 31 December 2020 on condition that they are still employees
of the company at that date. The amount of this cash payment will depend
upon the overall increase in the company’s share price over the three years
between 1 January 2018 and 31 December 2020.
On 31 December 2018, the company estimates that 29 of the employees
will remain with the company until 31 December 2020. The fair value of
the share appreciation rights at 31 December 2018 is £2,400 per
employee.



On 31 December 2019, the company estimates that 26 of the employees
will remain with the company until 31 December 2020. The fair value of
the share appreciation rights at 31 December 2019 is £3,000 per
employee.
On 31 December 2020, 24 of the employees are still employed by the
company. The fair value of the share appreciation rights on that date is
£2,150 per employee.
Show how these transactions should be treated in the company’s financial
statements.


