IAS 19 Employee benefits requires the following disclosures in respect of defined benefit schemes:
· In the Statement of Financial Position, the net pension asset/liability.
· In the Statement of Profit and Loss, the current service cost, the net interest income/expense, past service costs and any gain/loss on settlement.
· In the Statement of Other comprehensive income, the net of the return on plan assets and actuarial gains.

The nature of defined benefit schemes is that the basis of the pension which members will receive is pre-determined and is not determined by the returns achieved by monies in invested in pension plans (as is the case with defined contribution schemes). The employer is making a “promise” to the scheme members about the level of pension they can expect and is responsible for ensuring the scheme is properly funded to meet such obligations. The amount of the plan obligation is discounted to its present value recognising that the liability will crystallise over a period of time. The extent of the plan obligation can fluctuate over a period of time as the liability will be calculated based on various demographic and financial assumptions such as rates of return from scheme assets, age expectancy, rates of salary increases etc.

The measure of the entitlement accrued each year through scheme members’ employment in a year is referred to as the current service cost. This is calculated by an actuary applying the projected unit credit method. Contributions into the scheme and benefits paid out of the scheme annually are not income or expenses to be recognised in the entity’s SOP&L but as movements in the scheme assets and plan obligation on an annual basis.

In the scenario presented there is a curtailment arising from the sale of the subsidiary and the transfer of pension benefits. There is a gain on settlement arising of £150,000 representing the difference between the amount transferred out of the scheme and the reduction in the present value of the plan obligation. This £150,000 is reported as part of service costs.

The use of the returns from high quality corporate bonds represents the expected rates of returns from plan assets and the “unwinding” of the discount on the plan obligation. To the extent actual returns fall short of or exceed expected returns is reflected in the return from plan assets. This together with the fluctuations which arise in the re-measurement of the plan obligation (arising out of changes to actuarial assumptions) is reported in other comprehensive income. Both amounts are effectively balancing figures.
Marking – 3 marks for relevant points from the above


	Year ended 30 June 2020
	Fair value of plan assets
	Present value of plan obligation
	Mark allocation

	
	£m
	£m
	

	Fair value/Present value at beginning of year
	7.0
	8.0
	

3.5 marks overall

	Interest @ 10%
	0.7
	0.8
	

	Current service cost
	
	0.6
	

	Contributions
	0.8
	
	

	Benefits paid
	(0.5)
	(0.5)
	

	Settlement
	(0.4)
	(0.55)
	

	Return on plan assets/Actuarial (gain)/loss
	(0.1)
	(0.15)
	

	Present value at end of year
	7.5
	8.2
	



	
	Year ended 30 June 2019
	Mark allocation

	
	£m
	

	Statement of Financial Position
	
	

	Fair value of plan assets
	7.5
	
0.5 mark

	PV of obligation
	(8.2)
	

	Net asset/(liability)
	(0.7)
	

	
	
	

	Statement of Profit or loss
	
	

	Current service cost
	0.6
	

0.5 mark

	Gain on settlement
	(0.15)
	

	Net interest on defined benefit liability/(asset)
	 0.1
	

	Expense recognised
	0.55
	

	
	
	

	Other comprehensive income
	
	

	Actuarial gain/(loss) on obligation
	(0.15)
	
0.5 mark

	Return on plan assets
	(0.1)
	

	Net loss
	(0.25)
	




