CA Final - Financial Reporting

IND AS 19

IND AS 19 — EMPLOYEE BENEFITS

lllustration 1 - Non-Vested Accumulating Benefits — (MTP — April, 2021)

Mr. Niranjan is working for Infotech Ltd. Consider the following particulars:

Year 20X0-20X1 Year 20X1-20X2
Annual salary ¥ 30,00,000 % 30,00,000
No. of working days during the year 300 days 300 days
Leave allowed 10 days 10 days
Leave taken 7 days 13 days
Leave unutilized carried forward to next year 3 days NIL

of 20X0-20X1 in 20X1-20X2.

for both the years.

Based on past experience, Infotech Ltd. assumes that Mr. Niranjan will avail the unutilized leaves of 3 days

Infotech Ltd. contends that it will record % 30,00,000 as employee benefits expense in each of the years
20X0-20X1 and 20X1-20X2, stating that the leaves will, in any case, be utilized by 20X1-20X2.

Comment on the accounting treatment proposed to be followed by Infotech Ltd. Also pass journal entries

(8 Marks)
Solution:
Particulars 'Year 20X0 - 20X1 |Year 20X1 - 20X2
Annual Salary %.30,00,000 % 30,00,000
No. of working days (A) 300 days 300 days
Leaves Allowed 10 days 10 days
Leaves Taken (B) 7 days 13 days
Therefore, No. of days worked (A — B) 293 days 287 days
Expense proposed to be recognized by Infotech Ltd. ¥.30,00,000 ¥.30,00,000

X1 as compared to 20X1-20X2.

of the accrual concept.

The expenditure to be recognized will be as under:

Based on the evaluation above, Mr. Niranjan has worked for 6 days more (293 days — 287 days) in 20X0-

Since he has worked more in 20X0-20X1 as compared to 20X1-20X2, the accrual concept requires that the
expenditure to be recognized in 20X0-20X1 should be more as compared to 20X1-20X2.

Thus, if Infotech Ltd. recognizes the same expenditure of % 30,00,000 for each year, it would be in violation

Particulars Year 20X0-20X1 Year 20X1-20X2

Annual salary (A) ¥ 30,00,000 % 30,00,000

No. of working days (B) 300 days 300 days

Salary cost per day (A + B) % 10,000 per day % 10,000 per day

No. of days worked (from above) 293 days 287 days

Expense to be recognised:

In 20X0-20X1: ¥ 30,00,000 + [ 10,000 per day x

3 days (leaves unutilized expected to be utilized

subsequently)] % .30,30,000
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In 20X1-20X2: X 30,00,000 — [X 10,000 per day —
3 days (excess leave utilized in 20X1-20X2)] %29,70,000

Journal Entry for 20X0-20X1

Employee Benefits Expense Account Dr. 30,30,000
To Bank Account 30,00,000
To Provision for Leave Encashment 30,000

Journal Entry for 20X1-20X2

Employee Benefits Expense Account Dr. 29,70,000

Provision for Leave Encashment Account Dr. 30,000
To Bank Account 30,00,000

lllustration 2

Acer Ltd. has 350 employees (same as a year ago). The average staff attrition rates observed during past
10 years represents 6% per annum. Acer Ltd. provides the following benefits to all its employees:

Paid vacation - 10 days per year regardless of date of hiring. Compensation for paid vacation is 100% of
employee's salary and unused vacation can be carried forward for 1 year. As of 31st March, 20X1,
unused vacation carried forward was 3 days per employee, average salary was ¥ 15,000 per day and
accrued expense for unused vacation in 20X0-20X1 was ¥ 65,00,000. During 20X1-20X2, employees took
9 days of vacation in average. Salary increase in 20X1-20X2 was 10%.

How would Acer Ltd. recognize liabilities and expenses for these benefits as of 31st March,
20X27?. Pass the journal entry to show the accounting treatment.

Solution:
Paid Vacation:
Step 1: Calculation of Unused Vacation in man-days as on 31st March, 20X2:

A. No. of Employees in service for the whole year (94%):

Particulars Man-days

Unused vacation as on 31stMarch, 20X1

3 days per employee

Entitlement to vacation for 20X1-20X2

10 days per employee

Average vacation availed in 20X1-20X2

(9) days per employee

Unused vacation as on 31stMarch, 20X2
(being unused leaves of 20X1-20X2 on FIFO basis)

4 days per employee

Total Unused vacation as on 31stMarch, 20X2 - (A)
(350 employees x 94% x 4 days per employee)

1,316 man-days

B. Newcomers (6%):

Particulars

Man-days

Entitlement to vacation for 20X1-20X2

10 days per employee

Average vacation availed in 20X1-20X2

(9) days per employee

Unused vacation as on 31stMarch, 20X2
(being unused leaves of 20X1-20X2 on FIFO basis)

1 day per employee
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Total Unused vacation as on 31stMarch, 20X2 - (B) 21 man-days
(350 employees x 6% x 1 day per employee)
Total unused vacation as on 31stMarch, 20X2 (A + B) 1,337 man-days

Step 2: Calculation of average salary per day:

Particulars Amount (%)
Average salary per day as on 31stMarch, 20X1 15,000
Salary increase in 20X1-20X2 10%
Average salary per day as on 31stMarch, 20X2 16,500

Step 3: Calculation of provision for unused paid vacation:

Particulars Amount (%)
Calculation of provision for unused paid vacation 2,20,60,500
20X1-20X2: (1,337 man-days x ¥ 16,500)

Provision for unused paid vacation 20X0-20X1 65,00,000

Step 4: Accounting treatment
Provision for 20X1-20X2
Employee Benefits Expenses A/c Dr. 2,20,60,500

To Provision for Leave Encashment 2,20,60,500

Settlement of Liability of 20X0-20X1
Provision for Leave Encashment Alc Dr. 65,00,000
To Cash / Bank 65,00,000

Illustration 3

AJ Ltd is engaged in the business of trading of chemicals having a net worth of ¥ 150 crores. The
company’s profitability is good and hence the company has introduced various benefits for its employees to
keep them motivated and to ensure that they stay with the organization. The company is an associate of RJ
Ltd which is listed on Bombay Stock Exchange in India.

The company initially did not have any HR function but over the last 2 years, the management set up that
function and now HR department takes care of all the benefits related to the employees and how they can
be structured in a manner beneficial to both the employees and the objectives of the company.

One of the employee benefits involves a lump sum payment to employee on termination of service and that
is equal to 1 per cent of final salary for each year of service. Consider the salary in year 1 is ¥ 10,000 and is
assumed to increase at 7 per cent (compound) each year. Taking a discount rate at 10 per cent per year,
you are required to show

(a) benefits attributed (year on year) and

(b) the obligation in respect of this benefit (year on year)
For and employee who is expected to leave at the end of year 5
Following assumptions may be taken to solve this:

e There are no changes in actuarial assumptions.
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o No additional adjustments are needed to reflect the probability that the employee may leave the
entity at an earlier or later date.

Solution
a. Computation of benefit attributed to prior years and current year:

Amountin¥

Year 1 2 3 4 5
Benefit attributed to:

- Prior years - 131 262 393 524

- Current year (Refer W.N.1) 131 131 131 131 131

Total (i.e. current and prior years) 131 262 393 524 655

Amount in ¥

Year 1 2 3 4 5

Opening obligation (A) - 89 196 324 475
Interest at 10% B = (A X 10%) - 9 20 32 47
Current service cost (C) (Refer WN 2) 89 98| 108 | 119| 131
Closing obligation D = (A+B+C) 89| 196 | 324 | 475| 653

Figures have been rounded off in the above table.

Working Notes:

1. A lump sum benefit is payable on termination of service and equal to 1 per cent of final salary for each

year of service. The salary in year 1 is ¥ 10,000 and is assumed to increase at 7 per cent (compound)
each year.

The year on year salary would be as follows:

Year 1 2 3 4 5
Salary 10,000 10,700 11,449 12,250 13,108
(10,000 x107%) | (10,700 x107%) | (11,449 x107%) (12,250 x107%)

Accordingly, for the purpose of above mentioned employee benefit, 1% of final salary to be considered for
each year of service would be ¥ 131

2. Computation of current service cost:

Year 1 2 3 4 5
1% salary at the end of year 5 - - - - 131
PV factor at the end of each year 0.683 0.751 0.826 0.909 1.000
to be considered at 10% p.a. (E)
PV at the end of each year 89 98 108 119 131
(131 xE) |(131 xE) (131 x E) (131 x E) (131 x E)

Accordingly, for the purpose of above mentioned employee benefit, 1% of final salary to be considered for
each year of service would be ¥ 131.
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lllustration 4

RKA Private Ltd is an old company established in 19XX. The company started with a very small capital
base and today it is one of the leading companies in India in its industry. The company has an annual
turnover of ¥ 11,000 crores and planning to get listed in the next year.

The company has a large employee base. The company provided a defined benefit plan to its employees.
Following is the information relating to the balances of the fund’s assets and liabilities as at 1st April, 20X1
and 31st March, 20X2.

Rinlacs
Particulars 1st April, 20X1 31st March, 20X2
Present value of benefit obligation 1,400 1,580
Fair value of plan assets 1,140 1,275

For the financial year ended 31st March, 20X2, service cost was % 55 lacs. The company made a
contribution of an amount of ¥ 111 lacs to the plan. No benefits were paid during the year. Consider a
discount rate of 8%.

You are required to —

(a) Compute the balance(s) of the company to be included its balance sheet as on 31st March, 20X2 and
amounts to be recognized in the statement of profit and loss and other comprehensive income for the
year ended 31st March, 20X2.

(b) Give the journal entries in respect of amount(s) to be recognized.
Solution

(a) Extract of the Balance Sheet of RKA Private Ltd as at 31st March, 20X2 % in lacs Closing net defined
liability (1,580 — 1,275) 305 lacs

Extract of the Statement of Profit or Loss of RKA Private Ltd for the year ended 31st March, 20X2

Particulars R in lacs
Service cost 55
Net interest (Refer W.N.1) 21
Profit or loss 76

Other comprehensive income:
Remeasurements (Refer W.N.2) 80
Total 156

(b) Journal entries in the books of RKA Private Ltd

Particulars Z in lacs R in lacs
Profit & Loss Dr. 76
Other comprehensive incomeDr. 80

To Cash (Contribution) 111

To Net defined benefit liability (Refer WN 3) 45

Working Notes:
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1. Computation of Net interest taken to the Statement of Profit or Loss
= Discount rate x Opening net defined benefit liability
= 8% x (1,400 — 1,140) lacs
= 8% x 260 lacs
= 21 lacs (Rounded off to nearest lacs)
2. Computation of Remeasurements
Defined Benefit Obligation Account
Particulars Tinlacs Particulars ¥in lacs
To balance c¢/d (given) (closing 1,580 By balance b/d (given) (opening 1,400
balance) balance)
By Current Service Cost (given) 55
By Interest on Opening Liability 112
(1,400 x 8%)
By Actuarial loss (bal. figure) 13
1,580 1,580
OR
Statement to calculate Actuarial gain or loss on defined benefit liability:
Particulars R in lacs
Opening balance of liability 1,400
Current service cost 55
Interest on opening liability (1,400 x 8%) 112
/Actuarial loss (Bal. fig) 13
Closing balance of liability 1,580
Plan Assets Account
Particulars ¥in lacs | Particulars Tinlacs
To balance b/d (given) (opening 1,140 | By balance c/d (given) 1,275
balance) (closing balance)
To Bank Account 111
(contribution for the year)
To Surplus / Actual Return (bal.
figure) _24
1,275 1,275
OR
Statement to calculate Actual return on plan assets:
Particulars R in lacs
Opening balance of asset 1,140
Cash contribution 111
Actual return (Bal. fig) 124
Closing balance of asset 1,275
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Net interest on opening balance of plan asset = X 91 lacs (i.e. ¥ 1,140 lacs x 8%) (Rounded off to nearest
lacs)

Hence there is a decrease in plan assets due to remeasurement for which computation is as follows:
Actual Return — Net interest on opening plan asset

=% 24 lacs —% 91 lacs =% 67 lacs.

Net remeasurement would be computed as follows:

Actuarial loss on liability + Loss on return

=3 13 lacs + % 67 lacs =¥ 80 lacs

3. Computation of increase/ decrease in net defined benefit liability:

Particulars Rin lacs
Opening net liability (X 1,400 lacs — % 1,140 lacs) 260
Closing net liability (% 1,580 lacs — % 1,275 lacs) 305
Increase in liability | 45

lllustration 5 — (Past Exam — Nov 2020)

Cisca Pvt. Ltd. has a headcount of around 1,000 employees in the organisation in 20X0-20X1. As per the
company policy, the employees are given 35 days of privilege leave (PL), 15 days of sick leave (SL) and
10 days of casual leave. Out of the total PL and sick leave, 10 and 5 can be carried forward to next year.
On the basis of past trends, it has been noted that 200 employees will take 5 days of PL and 2 days of SL
and 800 employees will avail 10 as PL and 5 as SL. Also the company has been incurring profits since
20XX. It has decided in 20X0-20X1 to distribute profits to its employees @ 4% during the year. However,
due to the employee turnover in the organisation, the expected pay-out of the Cisca Pvt. Ltd. is expected to
be around 3.5%. The profits earned during 20X0-20X1 is ¥2,000 crores.

Cisca Pvt. Ltd. has a post-employment benefit plan also available which is the nature of defined
contribution plan where contribution to this fund amounts to ¥100 crores which will fall due within 12 months
from the end of accounting period.

The company has paid %20 crores to its employees in 20X0-20X1.

What would be the treatment for the short-term compensating absences, profit-sharing plan and the defined
contribution plan by Cisca Pvt. Ltd?

6 Marks
Solution

(i) Cisca Pvt. Ltd. will recognise a liability in its books to the extent of 5 days of PL for 200 employees and
10 days of PL for remaining 800 employees and 2 days of SL for 200 employees and 5 days of SL for
remaining 800 employees in its books as an unused entitlement that has accumulated in 20X0-20X1.

(ii) Cisca Pvt. Ltd. will recognise % 70 crores (2,000 x 3.5%) as a liability and expense it books of account.

(iii) When an employee has rendered service to an entity during a period, the entity shall recognise the
contribution payable to a defined contribution plan in exchange for that service:
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Under Ind AS 19, the amount of ¥ 80 crores will be recognised as a liability (accrued expense), after
deducting any contribution already paid (100-20) and an expense in the statement of profit and loss.
However, if the contribution already paid would have exceeded the contribution due for service before the
end of the reporting period, an entity shall recognise that excess as an asset (prepaid expense).

It can also be seen that the contributions are payable within 12 months from the end of the year in which
the employees render the related service, they will not be discounted. However, where contributions to a
defined contribution plan do not fall due wholly within twelve months after the end of the period in which the
employees render the related service, they shall be discounted using the discount rate.
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