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The views expressed in this presentation are my own and not necessarily those of any organization with which I am associated.
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Disclaimer and applicable version of IFRS Accounting Standards

»The sponsors, the authors, the presenters and the publishers do not 
accept responsibility for loss caused to any person who acts or 
refrains from acting in reliance on the material in this PowerPoint 
presentation, whether such loss is caused by negligence or 
otherwise.

»Unless specified otherwise, the accounting requirements that are the 
subject matter of this presentation are International Financial 
Reporting Standards (IFRS) as issued by the International 
Accounting Standards Board (IASB) that are applicable for annual 
period beginning on or after 1 January 2023 without early applying 
new and amended IFRS Accounting Standards that have a later 
mandatory application date.
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Aim

»The aim of this session is to enhance knowledge and 
understanding, in the Ethiopian accountancy market, of the best 
liabilities measured in accordance with IAS 10 Employee 
Benefits.

» [Note: the valuation session that follows after the coffee break is 
dedicated to enhancing skills in the Ethiopian accountancy 
market in the practical application of measuring liabilities using 
the projected unit credit method in accordance with IAS 19 
Employee Benefits in the Ethiopian context.]
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Ethiopian context
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Ethiopian context:
Which employee-benefit liabilities do Ethiopian companies have?
Summary of class discussion

1. Short-term employee benefits: wages salaries, bonus, leave 
benefits, etc.

2. Long service awards
3. Defined-contribution pension schemes
4. Defined-benefit pension schemes
5. Legal obligation per proclamation no 377/2003 Article number 

39 and 40, further amended by proclamation no 494/2006 
article number 2.
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Ethiopian context: 
Example 1 Ethiopian Airlines Group: extract from Statement of 
Financial Position as of 30 June 2021 (ETB)
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Ethiopian context, example 1 Ethiopian Airlines Group: in Note 2 
Summary of Significant Accounting Policies and note 22 Employee 
Benefit Obligation, identifies the following items…

1. Statutory defined-contribution pension scheme (employer and employee 
makes contributions of 11% and 7% respectively.

2. Defined-benefit pension scheme.
3. Retirement benefit award: ETB6,000 + ETB500 for every year >20 

years.
4. Short-term employee benefits: wages salaries, bonus, leave benefits 

and other allowances and incentives.
5. Legal obligation per proclamation no 377/2003 Article number 39 and 

40, further amended by proclamation no 494/2006 article number 2.
6. Long service award payable at completion of specified anniversaries 

(20, 25, 30, 35,40) of employment.
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Ethiopian context: 
Example 1: Ethiopian Airlines Group: extract from note 3. 
Significant accounting estimates, judgements and assumptions
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Ethiopian context
Example 2 Commercial Bank of Ethiopia: Extract from Consolidated 
Statement of Financial Position as at 30 June 2021 (ETB)
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Ethiopian context
Example 2 Commercial Bank of Ethiopia: extract from Notes to the 
Consolidated Financial Statements 30 June 2021
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Ethiopian context
Example 2 Commercial Bank of Ethiopia: extract from Notes to the 
Consolidated Financial Statements 30 June 2021
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Types of employee benefits?
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Types of employee benefits: defined categories
Summary of class discussion

Classification Description/definition: IAS 19 Employee Benefits.
Short-term 
employee benefits

Expected to be settled wholly before twelve months after the end of 
the annual reporting period in which the employee rendered the 
related service (excluding termination benefits). 

Termination
benefits

Provided in exchange for the termination of an employee’s 
employment as a result of either: (i) termination by the employer; or 
(ii) employee voluntarily accepting the employer’s termination offer.

Other long-term 
employee benefits

Excluding short-term employee benefits, post-employment employee 
benefits and termination benefits.
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Types of employee benefits: defined categories
Summary of class discussion

Classification Description/definition: IAS 19 Employee Benefits.
Post-employment 
benefits

Payable after the completion of employment (excluding termination 
benefits and short-term employee benefits).

• defined 
contribution

Entity pays fixed contributions into a separate entity and has no 
obligation to pay further contributions relating to employee service in 
the current and prior periods.

• defined benefit Other than defined contribution plans.
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Types of employee benefits: defined categories
Summary of class discussion

Classification Description/definition: IFRS 2 Share-based Payment.
Cash-settled Entity acquires services from employee in exchange for amounts that 

are based on the price (or value) of the entity’s shares.

Equity-settled Entity receives employee services in exchange for equity instruments 
of the entity (including shares or share options).
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Employee benefits: which sub-classification of employee benefit?
Summary of class discussion

» An entity’s contracts of employment provide each employee with:
» 20 days paid sick leave per year.  Carry forward 1 year, thereafter forfeit if unused. 

short-term.
» 25 days holiday leave per year.  Carry forward 2 years, thereafter forfeit if unused. 

other long-term
» 60 days paid maternity/paternity leave per child.  Forfeit if not taken within 24 

months of the birth of a child. other long-term
» A performance bonus equal to 100 cash share appreciation rights, on condition 

that the employee remains in its uninterrupted employment for five years. cash-settled 
share-based payment

» After 25 years of uninterrupted service a long-service bonus equal to one month’s 
pay at the then current salary. other long-term

» For each year of service, a pension equal to 2% of final annual salary. post-
employment defined-benefit
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When are employee benefits 
recognised?

20

21

Employee benefits 
recognition criteria: requirements

Classification Recognition criteria Standard
Employee benefit 
liability

Recognise when the employee has rendered the 
service in exchange for which the benefit is expected 
to be paid.  
However, termination benefits are recognised at the 
earlier of:
• when the entity can no longer withdraw the offer; and
• when the entity recognises a restructuring provision (eg in 

accordance with IAS 37) including the termination benefits.

IAS 19

Cash-settled 
share-based 
payment liability

Recognise the services received (and the liability to pay 
for those services) as the employees render the 
services.  In effect, spread over the vesting period.

IFRS 2
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How are employee benefits 
measured?
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How are employee benefit obligations measured?
Summary of class discussion

© Michael JC Wells

IAS 19 Employee 
Benefits

At initial recognition Subsequent measurement

Short-term Accrual, no discounting Accrual, no discounting
Termination Accrual, with discounting, 

unless short term
Accrual, with discounting, 
unless short term

Other long-term Projected unit credit (PUC) 
method

PUC method

Post-employment 
defined contribution

Accrual, no discounting Accrual, no discounting

Post-employment 
defined benefit

PUC method PUC method
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How are employee benefit liabilities measured?
Summary of class discussion

Measurement Initial and subsequent measurement Standards
Fair value The plan asset ‘component’ of the (net) liability for 

a funded defined benefit post-employment benefit 
plan or other long-term employee benefit.

IAS 19 Employee 
Benefits

Fair value variant Cash-settled share-based payments. IFRS 2 Share-
based Payment

Grant-date fair value 
variant

Equity-settled share-based payments. IFRS 2 Share-
based Payment
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Short-term employee benefits (slide 1 of 6 slides)
examples: undiscounted future cash flow measurement

Employee A is one of many employees that started work at the reporting 
entity on 1 January 2023.  Employee A’s contract of employment includes 
the following short-term employee benefits:
» Salary ETB1,000 per working day (increasing by 10% each year on 1 

January) + plus benefits:
» 20 working days paid sick leave per year (carry forward 1 year, thereafter paid in cash 

if unused);
» 25 working days holiday leave per year (carry forward 1 year, thereafter forfeit if 

unused);
» 5 working days paid relocation leave (forfeit if not taken in the year in which 

employment commences); and
» A loyalty bonus of up to 10 of the accrual year’s working days salary provided 

specified performance targets are satisfied in the year and conditional on Employee A 
remaining in the uninterrupted employment of the company for the ensuing 12 
months.
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Short-term employee benefits (slide 2 of 6 slides)
examples: undiscounted future cash flow measurement

Employee A’s leave and bonus records:

© Michael JC Wells

Benefit type Accrued in 
2023 (days)

Used in 
2023 

(days)

Forfeited in 
2023 (days)

Carried 
forward to 

2024 (days)

Expected to 
forfeit in 

2024

Expected to 
used or paid 

out in 2024

Sick leave 20 5 - 15 - 15 days

Holiday leave 25 10 - 15 10 days 5 days

Relocation 
leave

5 3 2 - - -

Loyalty bonus 5 - - 5 20% 
probability

80% 
probability
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Short-term employee benefits  (slide 3 of 6 slides)
examples: undiscounted future cash flow measurement
Summary of class discussion

At 31/12/2023, in accordance with IAS 19, the reporting entity would 
measure its obligation for Employee A’s sick leave at?  Choose 1 of: 

© Michael JC Wells

Calculation ETB
1) ETB1,100 (2024 day’s salary) x 35 working days 38,500
2) ETB1,100 (2024 day’s salary) x 20 working days 22,000
3) ETB1,100 (2024 day’s salary) x 15 working days 16,500
4) ETB1,000 (2023 day’s salary) x 35 working days 35,000
5) ETB1,000 (2023 day’s salary) x 20 working days 20,000
6) ETB1,000 (2023 day’s salary) x 15 working days 15,000
7) 0
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Short-term employee benefits (slide 4 of 6 slides)
examples: undiscounted future cash flow measurement
Summary of class discussion

At 31/12/2023, in accordance with IAS 19, the reporting entity would 
measure its obligation for Employee A’s holiday leave at?  Choose 1 of: 

© Michael JC Wells

Calculation ETB
1) ETB1,100 (2024 day’s salary) x 15 working days 16,500
2) ETB1,100 (2024 day’s salary) x 10 working days 11,000
3) ETB1,100 (2024 day’s salary) x 5 working days 5,500
4) ETB1,000 (2023 day’s salary) x 15 working days 15,000
5) ETB1,000 (2023 day’s salary) x 10 working days 10,000
6) ETB1,000 (2023 day’s salary) x 5 working days 5,000
7) 0
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Short-term employee benefits (slide 5 of 6 slides)
examples: undiscounted future cash flow measurement
Summary of class discussion

At 31/12/2023, in accordance with IAS 19, the reporting entity would 
measure its obligation for A’s relocation leave at?  Choose one of: 

© Michael JC Wells

Calculation ETB
1) ETB1,100 (2024 day’s salary) x 5 working days 5,500
2) ETB1,100 (2024 day’s salary) x 3 working days 3,300
3) ETB1,100 (2024 day’s salary) x 2 working days 2,200
4) ETB1,000 (2023 day’s salary) x 5 working days 5,000
5) ETB1,000 (2023 day’s salary) x 3 working days 3,000
6) ETB1,000 (2023 day’s salary) x 2 working days 2,000
7) 0
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Short-term employee benefits (slide 6 of 6 slides)
examples: undiscounted future cash flow measurement
Summary of class discussion

At 31/12/2023, in accordance with IAS 19, the reporting entity would 
measure its obligation for Employee A’s loyalty bonus at?  Choose 1 of: 

© Michael JC Wells

Calculation ETB
1) ETB1,100 (2024 day’s salary) x 5 working days 5,500
2) ETB1,100 (2024 day’s salary) x 4 working days 4,400
3) ETB1,100 (2024 day’s salary) x 1 working day 1,100
4) ETB1,000 (2023 day’s salary) x 5 working days 5,000
5) ETB1,000 (2023 day’s salary) x 4 working days 4,000
6) ETB1,000 (2023 day’s salary) x 1 working day 1,000
7) 0
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Projected unit credit method
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Defined benefit obligation measurement
example: projected unit credit method (slide 1 of 3 slides)

»On 1 January 2023 Entity C introduces an experimental long-term 
bonus scheme to incentivise its most highly skilled employees to 
remain with the company from their 60th birthday until mandatory 
retirement on their 70th birthday.  

»For the further 10 years of continued service Entity C will pay each 
incentivised employee a bonus equal to the salary otherwise earned 
in the 12 months to their 70th birthday.

»Mrs C owns 60% of the equity of Entity C.  The remaining equity is 
held by 5 members of Mrs C’s family and 4 friends. 

»Entity C is funded 50% per cent by bank loans and 25% by its other 
creditors.
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Defined benefit obligation measurement
example: projected unit credit method (slide 2 of 3 slides)
What do you think?

Date Number of 
scheme 

employees

Employees 
expected to 

remain to 
31/12/2022

Current 
annual 
salary
(ETB)

Estimated 
salary for 

2022
(ETB)

(Assumed) 
Market yield on 

high quality 
corporate bonds 

maturing on 
31/12/2022 

01/01/2023 100 80 100,000 235,795 9%
31/12/2023 98 80 100,000 162,520 10%
31/12/2024 95 70 110,000 197,947 3%
31/12/2025 93 74 115,500 246,215 8%
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Defined benefit obligation measurement
projected unit credit method (slide 3 of 3 slides)
Summary of class discussion

Date Expected 
vesting 

(employees)

Expected 
2022 

salary

Service factor 
= years 

service/10

Discount 
factor =
1/(1+i)n

Amount 
(ETB)

01/01/2023 80 235,795 0 0.422410807 -
Expense 551,395
31/12/2023 80 162,520 0.1 0.424097618 551,395
Expense 1,636,258
31/12/2024 70 197,947 0.2 0.789409234 2,187653
Expense 1,001,685
31/12/2025 74 246,215 0.3 0.583490395 3,189,338
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Judgements and estimates
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Liabilities
selected judgements and estimates

Employee benefits: IAS 19
Short-term: estimating the extent of expected future payments when vesting 
conditions and forfeitures
Post-employment defined benefits and other long-term employee benefits:
• demographic actuarial assumptions: rates and age of mortality (during and 

after retirement), employee turnover, disability, early retirement, applicable 
dependent frequency, etc

• financial actuarial assumptions (based on market expectations): determining 
discount rate, benefit levels, (if medical benefits) future medical costs, etc

Termination: existence (recognition) and extent (measurement) of 
constructive obligations.
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Liabilities
selected judgements and estimates

Cash-settled share-based payments: IFRS 2
Classification: when choice exists between cash-settled or equity-settled
Measurement:
• measuring the fair value of unlisted shares
• adjusting value if holder is not entitled to dividend in the vesting period
• determining appropriate model to use to value share options and 

inputs for that model 
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Regulatory mini-case studies
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ESMA’s request for clarification from IFRS Interpretations Committee
Summary of class discussion

Assuming no prior period error, is the following change in measurement 
a change of: 1) accounting policy; or 2) accounting estimate? 

(see Appendix A to Agenda Paper 11A Review of IAS 8 - Distinction between changes in 
accounting policies and changes in accounting estimates, May 2015 IASB meeting 
http://www.ifrs.org/Meetings/MeetingDocs/IASB/2015/May/AP11A-Disclosure-Initiative.pdf) 

Issue IAS 8 and
10. A change in the basket of high quality corporate bonds (for 
example, from AA-rated bonds to A-rated bonds) used to 
determine the discount rate when applying the projected unit 
credit method (an actuarial valuation method) to measure the 
economic value (a principle) of a defined-benefit pension plan 
obligation in accordance with IAS 19 Employee Benefits.

IAS 19

46

47

FRC(UK) regulatory mini-case study: 
Example of better disclosure: IAS 19 discount rate

Extract from BT Group plc  Annual Report 2021, p160 (emphasis added)
“Approach to set the assumption IAS 19 requires that the discount rate is 
determined by reference to market yields at the reporting date on high quality 
corporate bonds. The currency and term of these  should be consistent with the 
currency and estimated term of the pension obligations……The discount rate 
model has been updated over the year to use a wider universe of corporate 
bonds to derive the yield curve. The revised model is a standard 
approach developed by our external actuary. The revised model leads to a 20bps 
increase in the discount rate at 31 March 2021 and a corresponding £1.7bn 
reduction in the BTPS liabilities.”

Source: FRC(UK) Thematic Review: Discount Rates, May 2022 (p14)

FRC (UK): “This disclosure explains how the discount rate has been determined with 
reference to the requirements of a particular standard. The company explains a 
change in the model in the year, and quantifies the impact on the discount rate and 
liability.”
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http://www.ifrs.org/Meetings/MeetingDocs/IASB/2015/May/AP11A-Disclosure-Initiative.pdf
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FRC(UK) regulatory mini-case study: 
Example of better disclosure: IAS 19 basis of plan asset valuation

Extract from Coats Group plc, Annual Report 2017, page 113 (emphasis added)
“Basis of asset valuation Under IAS 19, plan assets must be valued at the bid market 
value at the balance sheet date. For the main asset categories: 
» Equities and bonds listed on recognised exchanges are valued at closing bid prices; 
» Other bonds are measured using a combination of broker quotes and pricing models 

making assumptions for credit risk, market risk and market yield curves; 
» Global real estate assets are valued on either a fair value approach as provided by the 

investment manager or notional bid valuations provided by the investment managers due 
to investments being held within a single priced pooled investment vehicle; 

» Certain unlisted investments, for example derivatives and insurance contracts, are valued 
using a model based valuation such as a discounted cash flow; and 

» Diversified investment funds are valued at fair value which is typically the Net Asset 
Value provided by the investment manager”

Source: FRC(UK) Corporate Reporting Thematic Review Reporting by Smaller Listed and AIM Quoted 
Companies, November 2018 (p22)
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