
Consumer Business 
Accounting Alert
Accounting developments 
affecting the consumer 
business industry

Consumer Business 
 

January 2013

Amendments to accounting for pension plans 

Background
In 2011, the International Accounting Standards Board 
(IASB) issued amendments to IAS 19 Employee Benefits 
(2011) that change accounting for defined benefit 
pension plans. The amendments also clarify a number 
of other practical issues and introduce extensive 
disclosure requirements.

Points of focus for the consumer business industry
Elimination of the expected rate of return on 
pension plan assets
Currently, two financing items are recognised in the 
income statement: 

•	interest expense calculated by applying a high quality 
corporate bond yield to the pension obligation; and

•	interest income calculated by applying a (generally 
higher) expected rate of return to the plan assets.

The amendments to IAS 19 replace these two items 
with a net interest figure calculated by applying a high 
quality corporate bond yield to the net surplus or deficit 
in the scheme. By effectively applying a lower interest 
rate to the plan assets, this will generally result in a 
higher net interest charge and a decrease in net profits.

Elimination of the corridor approach
The second main amendment eliminates the current 
option to spread recognition of actuarial gains and 
losses, i.e. removing the ‘corridor approach’, and 
instead requires immediate recognition of all actuarial 
gains and losses in OCI. 

Use of the ‘corridor approach’ is common in much of 
Continental Europe but is rare in the UK. Nonetheless, 
for entities currently using this method this could result 
in a significant change to net assets.

Administration costs
The amendments to IAS 19 also seek to clarify the 
treatment of the costs of administering a pension 
scheme, with all costs not directly related to the 
management of plan assets recognised in profit or loss 
as incurred. Entities may need to consider whether their 
current treatment of such costs is in line with this.

In a nutshell
Many consumer business entities have defined benefit pension plans with significant pension obligations. 

Amendments to IAS 19 are likely to increase the income statement cost for all entities with defined benefit 
pension plans as well as the obligation on the balance sheet for those entities currently applying the 
‘corridor approach’ to defined benefit pension plans.
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Things to consider now
On transition to the amended Standard, some 
consumer business entities may have to recognise a 
larger pension expense in profit or loss and a larger 
pension liability (or a smaller asset) in the statement of 
financial position, which could affect their compliance 
with debt covenants and ability to pay dividends.

The amended Standard also introduces extensive 
disclosure requirements, including: a narrative 
description of the risks that the entity judges to be 
significant or unusual; sensitivity analysis of possible 
changes to the significant actuarial assumptions and 
information whether the pension plans’ assets have 
quoted market prices. 

Timing
The amendments are effective for annual periods 
beginning on or after 1 January 2013 on a mandatory 
basis with retrospective application required (i.e. 
entities will need to restate their comparatives).  
Earlier application is permitted. 

Due to the mandatory application of the amendments 
in 2013 it is important that the entities start to assess 
the impact.

Resources
Our iGAAP Alert http://www.deloitte.com/view/en_GB/
uk/services/audit/index.htm provides a more detailed 
overview of the amendments to IAS 19.
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