
IAS 19  Summary Notes 

Page 1 of 14 (kashifadeel.com) 
 

IAS 19 Employee Benefits 

 

INTRODUCTION  

 

TYPES OF EMPLOYEE BENEFITS 

Employee benefits are all forms of consideration given by an entity in exchange for service 
rendered by employees. 

Short-term 
employee 
benefits 

are employee benefits (other than termination benefits) that are due to be 
settled within twelve months after the end of the period in which the 
employees render the related service. 

Post-employment 
benefits 

are employee benefits (other than termination benefits) which are payable 
after the completion of employment. 

Termination 
benefits 

are employee benefits payable as a result of either: 
(a) an entity’s decision to terminate an employee’s employment before 

the normal retirement date; or 
(b) an employee’s decision to accept voluntary redundancy in 
 exchange for those benefits. 

Other long-term 
employee 
benefits 

are employee benefits (other than post-employment benefits and termination 
benefits) that are not due to be settled within twelve months after the end of 
the period in which the employees render the related service. 

Share based 
payments 

Covered in IFRS 2 

 

SHORT TERM EMPLOYEE BENEFITS  

 

EXAMPLES  Wages, salaries and social security contributions 
 Short-term absences where the employee continues to be paid, for 

example paid annual  vacation, paid sick leave and paid 
maternity/paternity leave. To fall within the definition, the absences 
should be expected to occur within 12 months of the end of the period 
in which the employee services were provided; 

 Profit-sharing and bonuses payable within 12 months of the end of the 
period: and 

 Non-monetary benefits, for example private medical care, company 
cars and housing. 

Accounting 
treatment 

The short term employee benefits should be recognised as an employee 
provides the services to the entity by reference to which the benefits are 
payable (i.e. in accordance with accrual concept). A liability should be 
recognised for any unpaid amount at year-end. 

Short-term 
compensated 
absences 

Compensated absences are periods of absence from work for which the 
employee receives some form of payment and which are expected to occur 
within 12 months of the end of the period in which the employee renders the 
services. Examples of short-term compensated absences are paid annual 
vacation and paid sick leave. The leaves / absences can be accumulating or 
non-accumulating. 
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EXAMPLE 19A 

Mr. X is employee of AB Limited. His annual salary is Rs. 900,000 and he is allowed 30 paid 
leaves during the year in which working days are 300. Unused vacation is carried forward to the 
following year. During the year 2011, Mr. X used only 10 of his leaves. During 2012, Mr. X used all 
the 50 vacations.  
 
Required: 
How should the expense be recognised in the financial statements of year 2011 and 2012? 

 

PROFIT SHARING AND BONUS PLANS 

An entity should recognise an expense and a corresponding liability for the cost of providing profit-
sharing arrangements and bonus payments when: 
(i) The entity has a present legal or constructive obligation.. 
(ii) A reliable estimate of the obligation can be made. 

Legal 
obligation 

The legal obligation arises when payment is part of an employee's employment 
contract. 

Constructive 
obligation 

The constructive obligation arises  where past performance has led to the 
expectation that benefits will be payable in the current  period 

Reliable 
estimate 

IAS 19 sets out that a reliable estimate for bonus or profit-sharing arrangements 
can be made only when: 
 There are formal terms setting out determination of the amount of the 

benefit: 
 The amount payable is determined by the entity before the financial 

statements are authorised for issue; or 
 Past practice provides clear evidence of the amount of a constructive 

obligation. 

Conditions 
and 
Estimates  

Conditions may be attached to such bonus payments; commonly, the employee 
must still be in the entity's employment when the bonus becomes payable. An 
estimate should be made based on the expectation of the level of bonuses that will 
ultimately be paid. 

 

EXAMPLE 19B 

An entity has a contractual agreement to pay a total of 4% of its net profit each year as a bonus. 
The bonus is divided between the employees who are with the entity at its year end. The following 
data is relevant: 

Net profit Rs.120,00
0 

Average employees 5 
Employees at start of year 6 
Employees at end of year 4 

 
Required: 
How should the expense be recognised?  

 
  



IAS 19  Summary Notes 

Page 3 of 14 (kashifadeel.com) 
 

EXAMPLE 19C 

An entity with a 30 June year end has a past practice of paying an annual bonus to employees, 
although it has no contractual obligation to do so. Its practice is to appropriate 4% of its pre-tax 
profits, before charging the bonus, to a bonus pool and pay it to those employees who remain in 
employment on the following 30 September. 
 
The total bonus is allocated to employees in proportion to their 30 June salaries, and amounts due 
to those leaving over the next three months are retrieved from the bonus pool for the benefit of the 
entity. 
 
Past experience is that employees with salaries representing 8% of annual salaries leave 
employment by 30 September. The entity's pre-tax profits for the year ended 30 June 2005 were 
Rs.4 million. 
 
Required: 
How should the bonus be recognised in the financial statements?  

 

POST EMPLOYMENT BENEFITS PLANS  

 

Post-employment benefits plan are of two types: 

 Defined contribution plans Defined benefit plans 

Definition 

Under which an entity pays fixed 
contributions into a separate entity (a 

fund) and will have no legal or 
constructive obligation to pay further 

contributions if the fund does not hold 
sufficient assets to pay all employees 
benefits relating to employee service 

in the current and prior periods. 

All post-employment benefits plans other 
than defined contribution plans are 
considered defined benefit plans. 

Expense 
The amount of expense is reasonably 

predictable. 

The cost of providing pensions is not 
certain and varies from year to year. An 

actuary is usually appointed who 
calculates the amounts to be paid to the 
fund each year. The calculation is based 
on various estimates and assumptions 
including life expectancy, discount rate, 
investment returns, wage inflation, etc. 

Contribution 
by employer 
to fund 

Fixed Not fixed 

Benefits to 
employees 

Not fixed (in case there is any deficit 
in the fund) 

Fixed e.g. month pension equal to  
50% x avg. salary x (service yrs / 30 yrs) 

Liability of 
employer 

Restricted – to the amount of fixed 
contribution. 

Linked to the benefits payable to 
employee. In fact, the liability of the fund is 

liability of employer. 

Risk Lies with employees Lies with employer 

Presentation 
in financial 
statements 

No liability unless contribution is 
unpaid 

The net liability (or net assets) of fund are 
shown as liability (or asset). 
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EXAMPLE 19D 

Max Limited has a retirement plan, under which the pension amount payable to its employees is 
payable at 2% of last salary drawn for each year of completed service. 
Min Limited has a retirement plan for its employees. Its liability is restricted to giving each year 3% 
of the salary for all employees in service. 
 
Required: 
Identify the type of plan. 

 

ACCOUNTING – DEFINED CONTRIBUTION PLANS  

 

Expense The entity should charge the agreed pension contribution to profit or loss as an 
employment expense in each period. 

Accrual As asset or liability for pensions only arises if the cash paid does not equal the 
amount of contributions paid. 

Disclosure IAS 19 requires disclosure of the amount recognised as an expense in the period. 

 

EXAMPLE 19E 

A company makes contributions to the pension fund of employees at a rate of 5% of gross salary 
and is not liable to pay any further amounts. The contributions made are Rs.10,000 per month for 
convenience with the balance being contributed in the first month of the following accounting year.  
 
The wages and salaries for 2006 are Rs.2.7 million. 
 
Required: 
Calculate the pension expense for 2006, and the accrual / prepayment at the end of the year. 

 

ACCOUNTING – DEFINED BENEFITS PLANS  

 

Basic rule 
The net liability (or net assets) of the fund are in fact liability (or asset) of the 
entity. Therefore, the amounts are calculated in the context of the fund but 
recognized in financial statements of the entity (employer). 

Plan liability 

The plan liability is measured at present value of the defined benefit 
obligation, using the Project Unit Credit Method. This is an actuarial valuation 
method. 
 
Discounting is necessary because the liability will be settled many years in the 
future.  The discount rate used should be determined by market yields on high 
quality corporate bonds at the reporting date. 

Plan assets 

These are measured at fair value. 
 
Valuations should be carried out with sufficient regularity to ensure that the 
amounts recognised in the financial statements do not materially differ from 
actual fair values at reporting date. 

Unpaid 
contributions 

Any unpaid contributions by the entity to the plan are not included in plan assets 
as receivable. However, unpaid contributions are treated as ordinary liability in 
SFP of the entity separately. 
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IMPORTANT TERMS 

SERVICE COST COMPONENT (charged to PROFIT or LOSS) 

Current service 
costs 

is the increase in actuarial liability (present value of 
defined benefit obligation) resulting from employee 
service in current period. 

Increase in expense 
Increase in liability 

Past service 
costs 

is the increase in the actuarial liability relating to 
employee service in the previous period but only 
arising in the current period. Past service costs usually 
arise because there has been an improvement in the 
benefits being provided under the plan. 
(see below for further details) 

Increase in expense 
Increase in liability 

Gain or losses 
on curtailment 
and settlements 

Gain (loss) =  
Reduction in PV of obligation – FV of assets paid out 
 

Gain decreases the 
expense and loss 
increases the 
expense. 

NET INTEREST COMPONENT (charged or credited to PROFIT OR LOSS) 

Interest costs 
is the increase in the pension liability arising from the 
unwinding of discount as the liability is one period 
nearer to being settled. 

Increase in expense 
Increase in liability 

Return on 
assets 

is the expected return earned from the pension scheme 
assets. 

Increase in asset 
Decrease in 
expense 

REMEASUREMENT COMPONENT  
(charged or credited to OTHER COMPREHENSIVE INCOME) 

Actuarial gain 
or losses 

are increases/decreases in the pension assets/ liability 
that occur either because the actuarial assumptions 
have changed or differences between the previous 
actuarial assumptions and actual results e.g. interest is 
more than expected. The impact of asset ceiling is also 
charged in OCI (see later) 

Calculated as 
balancing figure 
(these are not 
reclassified to profit 
or loss)  

CASH FLOWS OF FUND 

Benefits paid 
The amount paid by the fund to the employees. Decrease in liability 

Decrease in asset 

Contributions The amount paid by the entity to the fund Increase in assets 
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EXAMPLE 19F 

Gold Limited (GL) is operating a defined benefit plan. All transactions are assumed to occur at the 
year-end. The present value of the obligation and the fair value of the plan assets were both 
Rs.1,000 at 1 January 2011. The relevant data for three years is as follows: 

 2011 2012 2013 
Discount rate at start of year 12% 10% 10% 
Current service costs (Rs.) 130 220 150 
Past service costs (Rs.) 40 - 110 
Benefits paid (Rs.) 150 180 190 
Contributions to the fund (Rs.) 90 100 110 
Present value of obligation at 31 December (Rs.) 
– Actuarial 

1,248 1,392 1,450 

Fair value of plan assets at 31 December (Rs.) – 
Actuarial 

1,092 1,109 1,093 

 
Required: 
(a) Determine the amount of actuarial gains or losses for the period. 
(b) Calculate the amount of liability as to be presented in statement of financial position 
(c) Calculate the charge to profit or loss and other comprehensive income 
(d) Prepare the movement in net liability recognised 

 

ACTUARIAL ASSUMPTIONS  

 

Actuarial assumption made should be unbiased and based on market expectations. 

Why? Actuarial assumptions are needed to estimate the size of the future (post-
employment) benefits that will be payable under a defined benefit scheme. 

Demographic 
assumptions 

are about mortality rates before and after retirement, the rate of employee 
turnover, early retirement, claim rates under medical plans for former employees 
and so on. 

Financial 
assumptions 

include future salary levels (allowing for seniority and promotion as well as 
inflation) and the further rate of increase  in medical costs (not just inflationary 
costs rises, but also cost rises specific to medical treatments required given the 
expectations of longer average life expectancy. 
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MULTI EMPLOYER PLANS  

 

A small company may not have the resources to run a pension plan in-house, so it pays pension 
contributions over to an insurance company which runs a multi-employer plan. A group may also 
operate a plan for the employees of all its subsidiaries. 

Classification Multi employer plan are classified as either defined contribution plans or defined 
benefit plans. 

Defined 
contribution 
plan 

Defined contribution (multi employer) plans are dealt in the same way as single 
employer plan because the employer’s cost is limited to the contributions 
payable. 

Defined 
benefit plan: 
information 
available 

Where a multi employer plan is a defined benefit plan, the entity accounts for its 
proportionate share of the obligations, benefits and costs of the plan in the usual 
way. 

Defined 
benefit plan: 
information 
NOT 
available 

Where a multi employer plan is a defined benefit plan and sufficient information 
is not available, the entity accounts for the plan as if it were a defined 
contribution plan and discloses: 
 The fact that the plan is a defined benefit plan 
 The reason why sufficient information is not available to account for the 

plan as a defined benefit plan. 

 

PAST SERVICE COSTS  

 

Past service costs arise either where a new retirement benefit plan is introduced, or where the 
benefits under an existing plans are improved.  

Vested or 
non vested 

Past service costs are recognised even if vesting conditions have not been 
completed by the employees. 

When to 
recognise? 

These are recognised at earlier of: 
 When the related restructuring costs are recognised, when it is part of 

restructuring. 
 When the related termination benefits are recognised, where it is linked to 

termination benefits 
 When the curtailment occurs; this is matter of judgment – it could be, for 

example, when the change is announced, or when it is implemented. 
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EXAMPLE 19G 

An entity operates a pension plan that provides a pension of 2% of final salary for each year of 
service. The benefits become vested after five years of service.  
 
On 1 January 2005, the entity improves the pension to 2.5% of final salary for each year of 
service. At the date of improvement, the present value of the additional benefits for service is as 
follows: 

 $ 

Employees with more than 5 years’ service on 1 January 2005 150,000 

Employees with less than 5 years’ service on 1 January 2005 120,000 

Total 270,000 

 
The average period until vesting is 3 years for employees with less than 5 years’ service. 
 
Required: 
Calculate the amount of recognised and unrecognised past service costs for the year 2005 to 
2007. 

 

CURTAILMENT AND SETTLEMENT  

 

DEFINITION AND EXAMPLE 

Curtailment 

A curtailment occurs when an entity either: 
(a) is demonstrably committed to make a material reduction in the number of 

employees covered by a plan; or 
(b) amends the terms of a defined benefit plan such that a material element of 

future service by current employees will no longer qualify for benefits, or will 
qualify only for reduced benefits. 

 
For example, an entity closes a plant or discontinues an operation. 

Settlement 

A settlement occurs when an entity enters into a transaction that eliminates all 
further legal or constructive obligation for part of or all of the benefits provided 
under a defined benefit plan. For example, sale of a subsidiary or transfer from 
defined benefit plan to defined contribution plan. 

Accounting 
treatment 

Before determining the effect of a settlement or curtailment, the standard requires 
that the obligation and the related plan assets be re-measured using current 
actuarial assumptions including current market interest rates and current market 
prices. 

When to 
recognise? 

These are recognised at earlier of: 
 When the related restructuring costs are recognised, when it is part of 

restructuring. 
 When the related termination benefits are recognised, where it is linked to 

termination benefits 
 When the curtailment occurs; this is matter of judgement – it could be, for 

example, when the change is announced, or when it is implemented. 

Gain or 
loss 

Gain (loss) =  
Reduction in PV of obligation – FV of assets paid out 

No effect 
on Profit or 
loss 

Curtailments and settlements do not affect profit or loss if they have already been 
allowed for in the actuarial assumptions; any impact would be considered part of 
the Remeasurement component. 
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EXAMPLE 19H 

Entity A will close three of its six factories and relocate 500 of its 1,000 employees. As part of the 
relocation package, the affected employees’ benefits will be frozen and new employees will not be 
covered. 
 
Entity B will discontinue all of its activities in a country. Management has agreed with the unions 
that it will make a one-off payment to all of its employees in exchange for cancelling their pension 
entitlement. 
 
Discuss the above situation in the context of curtailment and settlement. 

 

EXAMPLE 19I 

AB decides to close a business segment. The segment’s employees are made redundant and will 
earn no further pension benefits. Their plan assets will remain in the scheme so that the 
employees will be paid a reduced pension when they reach pensionable age (i.e. this is a 
curtailment without a settlement). 
 
Before the curtailment, the plan assets had a fair value of $500,000, the defined benefit obligation 
had a present value of $600,000. The curtailment reduces the present value of the obligation by 
$60,000 (because the employees will not now receive the pay rises they would have been 
awarded). 
 
What is the gain or loss arising on the curtailment? 

 

ASSET CEILING  

 

Surplus It is possible that a defined benefit plan is in surplus i.e. fair value of plan assets is 
greater than present value of obligation under the plan. 

Asset 
ceiling  

Applying the ‘asset ceiling’ means that a surplus can only be recognised to the extent 
that it will be recoverable in the form of refunds or reduced contributions in future 

 

EXAMPLE 19J 

The following information relates to a defined benefit plan: 
 Rs. 
Fair value of plan assets  950,000 
Present value of pension liability  800,000 
Present value of future refunds and reductions in future 
contributions  

70,000 

 
What is the amount of the asset that is recognised in the financial statements? 
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ACCOUNTING FOR OTHER EMPLOYEE BENEFITS  

 

Other long-term employment benefits 

There may be other long-term employment benefits, in addition to post-employment benefits. 
These include bonuses and profits shares payables 12 months or more after the reporting date, 
and long-term sabbatical leave. The standard requires these benefits to be accounted for in the 
same way as post-employment defined benefits. 

 

Termination benefits 

Termination benefits are benefits to employees arising as a consequence of termination of their 
employment. An example is the payment of a lump sum to an employee who volunteers for early 
retirement. 
 
The standard requires that these costs should be recognized in full as a liability and an expense in 
the financial period when the entity recognizes a demonstrable obligation to pay those benefits at 
some time in future. Evidence of a demonstrable obligation would be a formal plan (e.g a plan for 
voluntary redundancy) drawn up and communicated to the people affected. 
 
If the termination is to take place more than 12 months after the reporting date, the termination 
benefits should be discounted. The discount rate should be found as detailed elsewhere in the 
standard. 
 
Where an offer is made to encourage voluntary redundancy, the calculation should be based on 
the number of employees expected to accept. 
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ANSWER 19A 

Year 2011 
Dr. Expense 900,000 + 20 days x Rs. 3,000   Rs. 960,000 
Cr. Cash       Rs. 900,000 
Cr. Liability       Rs. 60,000 
 
Year 2012 
Dr. Liability       Rs. 60,000 
Cr. Expense       Rs. 60,000 
 
Dr. Expense       Rs. 900,000 
Cr. Cash       Rs. 900,000 
 

 

ANSWER 19B 

An expense should be recognised for the year in which the profits were made and therefore the 
employees' services were provided, for: 
 Rs.120,000 x 4% = Rs.4,800 
 
Each of the four employees remaining with the entity at the year end is entitled to Rs.1,200. A 
liability of Rs.4,800 should be recognised if the bonuses remain unpaid at the year end. 

 

ANSWER 19C 

The bonus to be recognised as an expense in the year ended 30 June 2005 is:  
 Rs.4m x 4% x (100 - 8) % = Rs.147,200. 

 

ANSWER 19D 

Max Limited has defined benefit plan since the amount of benefit is a pre-determined amount. 
Min Limited has defined contribution plan since the amount of contribution is fixed. 

 

ANSWER 19E 

This is a defined contribution plan. 
 
The pension expense for 2006 is: Rs.2.7 million x 5% = Rs.135,000 
The amount paid is Rs.10,000 x 12 months = Rs.120,000 
The accrual of Rs.15,000 should be presented in SFP. 
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ANSWER 19F 

 
(a) 2011 2012 2013 
Actuarial gains or losses on Liability Rs. Rs. Rs. 
Present value of obligation – 1 January 1,000 1,248 1,392 
Interest cost (12%, 10%, 10%) 120 125 139 
Current service costs 130 220 150 
Past service costs  40 Nil 110 
Benefits paid (150) (180) (190) 

Expected value 1,140 1,413 1,601 
Actuarial loss (gain) β 108 (21) (151) 

Present value of obligation – 31 December 1,248 1,392 1,450 

 
Actuarial gains or losses on Assets Rs. Rs. Rs. 
Fair value of plan assets – 1 January 1,000 1,092 1,109 
Return on plan assets (12%, 10%, 10%) 120 109 111 
Contribution received by fund 90 100 110 
Benefits paid (150) (180) (190) 

Expected value 1,060 1,121 1,140 
Actuarial (loss) gain β 32 (12) (47) 

Fair value of plan assets – 31 December 1,092 1,109 1,093 

 
Net actuarial loss (gain) Rs. Rs. Rs. 
On liability 108 (21) (151) 
On assets (32) 12 47 

Net – recognised (all) 76 (9) (104) 

 
(b) 2011 2012 2013 
Liability in SFP Rs. Rs. Rs. 
Present value of the obligation at year end 1,248 1,392 1,450 
Less: Fair value of the plan assets at year end (1,092) (1,109) (1,093) 

Net liability to be shown in SFP 156 283 357 

 
(c) 2011 2012 2013 
Charge to profit or loss Rs. Rs. Rs. 
Service cost component (CSC + PSC) 170 220 260 
Net interest component (IC – ROA) 0 16 28 

Expense recognised in the profit or loss 170 236 288 

 
Other comprehensive income:  
Not Re-classifiable 

   

Re-measurement component 76 (9) (104) 
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(d) 
Pension liability (proof) 

Date Particulars Rs.    Date Particulars Rs.  
 Cash (Contribution) 90   01.01.11 Balance b/d Nil 
      OCI 76 
31.12.11 Balance c/d 156    Profit or loss 170 

  246     246 

 Cash (Contribution) 100   01.01.12 Balance b/d 156 
 OCI 9      
31.12.12 Balance c/d 283    Profit or loss 236 

  392     392 

 Cash (Contribution) 110   01.01.13 Balance b/d 283 
 OCI 104      
31.12.13 Balance c/d 357    Profit or loss 288 

  571     571 

 

 

ANSWER 19G 

The whole of $270,000 shall be recognised immediately in year 2005 as an expense as part of 
service cost component. 
 

 

ANSWER 19H 

The negotiated settlement by Entity A is a curtailment, since the company is demonstrably 
committed to making a material reduction in the amount of benefits and the number of employees 
covered by a plan. 
 
The discontinuation in a country by Entity B is both a settlement and a curtailment, since the 
company has entered into a transaction that eliminates all liabilities (both past and future) for the 
benefits provided under the pension plan. 

 

ANSWER 19I 

The gain on curtailment is $60,000 as calculated below: 
 Before On After 
 Curtailment 
 $ $ $ 
Present value of obligation 600,000 (60,000) 540,000 
Fair value of plan assets (500,000) - (500,000) 

Net liability in SFP 100,000 (60,000) 40,000 

  
The gain on curtailment is $60,000 
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ANSWER 19J 

 
Amount Calculated as usual Rs. 
Present value of the obligation at year end 800,000 
Less: Fair value of the plan assets at year end (950,000) 

Net asset  (150,000) 

 
 

Applying asset ceiling Rs. 
Present value of future refunds and reductions in future contributions  70,000 

 70,000 

 
The asset shall be shown at Rs.70,000 (the lower amount). 

 
 
 
 

Dated: 21 August 2016 


