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Simple Guide to IAS19
IAS19 is issued by the International Accounting Standards Board
(IASB) and gives directions on the accounting treatment of defined
benefit assets and liabilities.

Balance Sheet
The main balance sheet items are:

Fair value of plan assets –•	  Must be the market price (where 
available) and based on the bid value of quoted securities. 

Present value of defined benefit obligations –•	  This is the value 
of the past service liabilities, calculated on service to date but 
with allowance for pay increases through to retirement (or earlier 
leaving).  This calculation must be carried out using a discount 
rate based on market yields on high-quality corporate bonds. 

Some adjustments are then possible:

Unrecognised past service cost – •	 If a benefit improvement is 
granted that does not vest immediately, then the cost of this 
benefit improvement can be spread and charged to the profit and 
loss account over a number of years.  The amount of this cost 
which has not yet been charged to the income statement is the 
unrecognised past service cost.

Unrecognised gains (or losses) –•	  Companies have the option 
under IAS19 to reduce balance sheet volatility by recognising 
only a portion of the actuarial gains (or losses).  If the cumulative 
unrecognised actuarial gain is greater than 10% of the assets 
and 10% of the past service liabilities then the amount in excess 
of this 10% corridor can be unrecognised.  Companies can 
then spread this unrecognised amount as a charge through the 
income statement.  Companies are permitted (but not required) 
to recognise gains or losses that fall within the 10% corridor.

Unrecognised transition obligation –•	  Companies that did not 
recognise the full amount of the net liability on first adoption 
of IAS19 will have an unrecognised transition obligation.  This 
unrecognised amount is spread and charged to the income 
statement over a period up to five years.

Asset ceiling adjustment – •	 The fair value of plan assets must be 
limited if there are surplus assets in excess of the past service 
liabilities and these surplus assets are greater than the amount 
which can be recovered either by means of a refund or in the 
form of a contribution reduction.

Income Statement
The main items charged to operating profit are:

Current service cost – •	 This is the present value of the benefits 
arising during that year calculated using the projected unit 
credit method (i.e. with allowance for pay increases through to 
retirement or earlier leaving).

Past service cost – •	 This is the present value of any benefit 
improvement that vests immediately.

Amortisation of unrecognised amounts – •	 The balance sheet 
impact of unrecognised amounts, as discussed above, can 
be spread over a number of years (usually over the expected 
average working lives of participating employees).  If this applies 
then a portion of the unrecognised amount is charged each year 
to the profit and loss account.

Curtailment and settlement gains (or losses) – •	 The gain (or 
loss) recognised is the net change in the assets/liabilities plus the 
proportionate share of unrecognised amounts. 

The main items charged to other finance expense include:

Return on assets – •	 This is the expected return on assets based 
on market expectations at the beginning of the year allowing for 
expected cash flows during the year.

Interest cost – •	 This is interest charged on the liabilities at the 
beginning of the year (at the discount rate used to value the 
liabilities), allowing for expected cash flows during the year, as 
the benefit payments are one year closer to settlement.

Statement of Recognised Income and
Expense (SORIE)
The items recognised here are:

Actual return less expected return on plan assets – •	 This is an 
actuarial gain (or loss) and applies when the company has opted 
for immediate recognition of all actuarial gains or losses.

Experience gains/losses on liabilities –•	  Again this applies only 
when the company has opted for immediate recognition of all 
actuarial gains or losses.

Changes in assumptions – •	 This is the change in liabilities arising 
from any changes in the actuarial assumptions.  Again this applies 
only when the company has opted for immediate recognition of 
all actuarial gains or losses.

Disclosure Items
The required disclosures in the accounts include:

Accounting policy on recognition of actuarial gains and losses. •	

General description of the type of plan. •	

Reconciliation of opening and closing value of past service •	
liabilities, including current service cost, interest cost, member 
contributions, actuarial gains/losses, benefits paid, past service 
cost, curtailments and settlements. 

Separation of liabilities between funded plans (whether wholly or •	
partly) and unfunded plans. 

Reconciliation of opening and closing value of plan assets, •	
including expected return on assets, actuarial gains/losses, 
company contributions, member contributions, benefits paid and 
settlements. 

Reconciliation of balance sheet to the values of plan assets and •	
liabilities showing any unrecognised amounts or asset ceiling 
adjustments. 

The total expense recognised in the income statement, including •	
current service cost, interest cost, expected return on plan 
assets, actuarial gains/losses, past service cost, curtailments and 
settlements. 

The amount recognised in the SORIE for actuarial gains/losses. •	

The major constituent categories of the plan assets (by •	
percentage and/or amount) and a description of the basis used to 
determine the expected return on assets. 

The actual return on plan assets. •	

The principal actuarial assumptions used, including the discount •	
rates, expected returns on plan assets, pay inflation, any other 
material assumptions. 

The amounts for the current year and previous four years of the •	
past service liabilities, plan assets, plan surplus (or deficit) and the 
experience adjustments arising on the liabilities and on the assets 
(expressed as an amount or as a percentage). 

The company’s best estimate of the contributions it expects to •	
pay in the following year. 
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