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ACCOUNTING STANDARD 15 (REVISED 2005): 
AN ACTUARIAL OVERVIEW

AS15 (Revised 2005) hereinafter referred 
to as AS15R dealing with treatment of 
Employee Benefit Schemes [EBS] has 

come into effect in respect of accounting 
periods commencing on or after 1St April 
2006.  It differs widely from its predecessor 
AS15 (1995) in the matter of coverage, scope, 
treatment, presentation and disclosures. Pre-
revised AS15 (1995) covered only Retirement 
Benefits while AS15R covers the entire gamut 
of employee benefits. Its scope includes short-
term employee benefits, post-employment 
benefits, other long-term employee benefits 
and termination benefits, but excludes-equity 
compensation benefits. It is closely aligned to 
the International Accounting Standard (IAS) 
19 for most parts the major difference being 
in the method of recognition of Actuarial 
loss/(gain) and Transitional provisions. AS15R 
has introduced certain new terminologies and 
concepts, which were not there in AS15. These 
are explained in the following sections.  

NEW TERMINOLOGIES/CONCEPTS

1. Present Value Of Obligations (PVO) 

This refers to actuarial liability as we under-
stand it now. PVO is the present value of the 
benefits payable on exit viz. normal retirement 

or death or resignation or earlier retirement.  
While computing this we take into account fu-
ture projected salary, but service up to valuation 
date only. This is known as Projected Unit Credit 
Method.  It considers each period of service as 
giving rise to an additional unit of benefit en-
titlement and measures each unit separately to 
build up final obligation.

2. Discount Rate

This is the rate used to discount post-em-
ployment benefit obligations (both funded and 
unfunded).  This is not to be based on yield on 
Invested Assets but determined by reference to 
market yields [as on the relevant balance sheet 
date] of Government Bonds of term which is 
equivalent to estimated term of the benefit ob-
ligations. This is arrived at by applying a single 
weighted average discount rate that reflects the 
estimated timing and amount of benefit pay-
ment.  This is a new concept as for the first time 
the discount rate has been de-linked from the 
yield on invested assets.

3. Expected Rate Of Return On Plan Assets

This is a new concept and refers to average 
rate of earning [average investment earnings 
rate] expected on the funds invested or to be 
invested to provide for the benefits included in 
the PVO. This rate is used for determining the 
expected return on Plan Assets, which is deter-
mined by taking   the value of Plan Assets at the 
beginning of the year and adjusting it for the 
movements in the Plan assets during the course 
of the year. This `Expected Return on Plan As-
sets’ plays a part in determining `Actuarial Loss/ 
(Gain)’ and also in determining the `Expense 

Most of the clauses of the Accounting Standard 15 (Revised 2005) bristles with Ac-
tuarial terminologies and Actuarial methodologies. It also requires elaborate disclo-
sures and method of presentation all of which requires Actuarial inputs.  This arti-
cle attempts to interpret and illustrate some key aspects of Accounting Standard 15 
(Revised 2005) viz.  New Terminologies and Concepts, Actuarial Treatment of Various 
Benefits, and  Disclosure requirements.

(The authors are Fellows of Actuarial 
Society of India and can be reached at 
krishy@vsnl.com  and ksriram1960@

gmail.com

– R. Krishnaswamy and
Dr. K. Sriram



The Chartered Accountant   1557April 2007

A c c o u n t i n g

Recognized in the Statement of Profit and Loss’.

4. Fair Value Of Plan Assets

Fair Value in this context is defined as the 
amount at which an asset could be exchanged 
or a liability settled between knowledgeable 
willing parties in an arm’s length transaction.  
Where no market price is available, fair value is 
estimated by discounting expected future cash 
flows.  All Plan Assets are to be valued at its `Fair 
Value’.  This is at variance with the current prac-
tice of valuing Plan Assets at cost.

5. Interest Cost

This arises because the benefits are one pe-
riod closer to settlement.  This is a new concept 
and it is determined by multiplying the `Dis-
count rate’ by `PVO’ at the beginning of the year 
after adjusting the same for any material chang-
es in the obligation.  

6. Current Service Cost

This refers to Actuarial present value of ben-
efits attributed by the Plan’s benefit formula to 
services rendered by the employees during the 
Inter-Valuation Period.  The service cost compo-
nent is conceptually the same for an unfunded 
plan as well as for a funded one.  While comput-
ing the same, projected future salaries are taken 
into account.

7. Actuarial Losses And (Gains)

This refers to changes in the amount of either 
the PVO or Plan assets or both resulting from [a] 
Experience being different from than that as-
sumed or [b] Changes in assumptions between 
two valuation dates. In other words the actu-
arial losses and (gains) can arise on account of 
[a] Actual mortality/attrition rates and/or salary 
escalation rates being different from the corre-
sponding actuarial assumptions; [b] The differ-
ences between actual return on Plan Assets and 
expected return on Plan Assets [c] Changes in 
Actuarial Assumptions relating to Mortality/At-
trition Rate/Rate of salary escalation/discount 
rate between two valuation dates. 

8. Past Service Cost (Vested And Non-
Vested Benefits)

Past Service Cost arises when an enterprise 
introduces a defined benefit plan or makes 
changes to an existing Plan.  This may lead to 
changes in the present value of PVO for em-
ployees’ service in prior periods resulting in the 
current period.  The benefits may be vesting or 
non-vesting or a combination of both.  By “vest-
ing” we mean that the payment of benefits does 
not depend upon employee putting in further 
years of service.  Conversely by “non-vesting” we 
mean that granting of benefits depends upon 
an employee completing a certain minimum 
service which he has not completed as on the 
valuation date. AS15R provides that in respect 
of benefits which are already vested past ser-
vice cost should be recognised immediately.  If 
the benefits remain non-vested as on valuation 
date, past service cost should be recognised as 
an expense on a straight line basis over the av-
erage period until the benefits become vested. 

9. Curtailments And Settlements

Curtailment arises when there is a material 
reduction in number of employees, say, due to 
the closure of a unit.  It may also arise where a 
benefit plan is amended or suspended.  A settle-
ment occurs when an obligation is settled say 
by paying a lump sum amount and the plan 
ceases to exist.  Losses/(gains) arising on curtail-
ment and settlements are to be recognized im-
mediately.

10. Termination Benefits

This refers to payments / provision for ben-
efits made to employees when their services are 
terminated.  It may also include enhancement 
of retirement benefits.  Voluntary Retirement 
Schemes will fall under this category.  

Termination benefits are to be recognized 
immediately. However, where an enterprise in-
curs expenditure on termination benefits be-
fore March 31, 2009, it may be deferred over the 
pay-back period but not beyond April 01, 2010.
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DISCLOSURES

AS15[R] requires elaborate disclosures relat-
ing to [a] Actuarial Assumptions, [b] Reconcili-
ation of PVO at the beginning and end of the 
period, [c] Fund Movements, [d] Computation 
of liability to be recognized in balance sheet 
and [d] Break-up of `expense’ in the profit and 
loss account.  

These disclosures are illustrated using a nu-
merical example in the following eight exhibits.  
It needs to be noted that while these exhibits   
use the terminologies consistent with AS15R 
and provides all the information required there-
in, they are not exactly in the same formats as 
prescribed by AS15[R] for disclosure in the final 
statements. Put differently, these exhibits are 
meant to provide a better understanding of the 
terminologies used and illustrate the linkages 
between the disclosures.

Exhibit i: (table 1)

Mortality: Indian Assured Lives Mortal-
ity [1994-96][modified] Ultimate Table is widely 
used for setting the mortality assumption. This 
table can be tailored to be consistent with the 
historical mortality experience of an enterprise. 
It needs to be noted that actuarial liability is not 
very much sensitive to mortality variations

Attrition Rate: This refers to exits other than 
death. Resignation/ill-health retirements/vol-
untary retirement come under this category.  A 
multiple decrement table is constructed taking 

into account all forms of exit.  This table gives 
probability of exit at each age and at the normal 
retirement age.  This will vary from industry to 
industry and within industry from company to 
company.  Generally, software companies expe-
rience a very high attrition rate.  Attrition rate is 
fixed by the enterprise.

Discount Rate: This is based on market yield 
at the balance sheet date on government bonds 
of a term consistent with future term of the em-
ployees as already explained.

Rate Of Return In Compensation Plans: 
This is estimated by the enterprise taking into 
account inflation, seniority, promotion and de-
mand in employment market, past history of in-
creasing benefit and other relevant factors.

Rate Of Return On Plan Assets: As already 
been explained, this refers to average invest-
ment earnings rate on funds invested or to be 

invested to provide for the benefits included 
in PVO.  The manner of computing this rate by 
the enterprise and the quantum of expected re-
turns is illustrated in the example given under 
Para 109 of AS15[R].

Exhibit ii: (table 2)
This exhibit reconciles opening PVO with the 

closing PVO splitting the difference into its vari-
ous components.

The equation is:

PVO at the beginning of the year

Table-1

Key Assumptions: As of As of

As of 31.03.2005   31.03.2006

Mortality Table Indian Assured Lives 
Mortality [1994-96] 

[modified] Ultimate Table

Indian Assured Lives 
Mortality [1994-96] 

[modified] Ultimate Table

Attrition Rate 5.00% 5.00%

Discount Rate                             6.50% 6.50%

Rate of Increase in Compensation Levels 6.00% 6.00%

Rate of Return on Plan Assets 6.50% 6.50%

Expected Average Remaining Working Lives of 
Employees (years)

21 20 
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+ Interest cost
+ Current service cost
+ (benefits paid)
+ Actuarial (gain)/loss on obligation
= PVO at the end of the year

EXHIBIT III: (Table 3)

EXHIBIT IV: (Table 4)

These two exhibits reconcile open-
ing Fair Value of Plan Assets with the 
corresponding closing Fair Value split-
ting the difference into its various 
components.  Table 3 also brings out 
the Actuarial loss/(gain) on Plan as-
sets.

EXHIBIT V: (Table 5)

This exhibit sums up Actuarial 
Losses/(gains) on (i) obligation and (ii) 
Plan Assets.  All losses / (gains) have 
to be recognized immediately except 
non-vested benefit of past service 

cost, if any.

EXHIBIT VI: (Table 6)

This exhibit shows the method of compu-
tation of liability to be recognized in Balance 
Sheet.

Table-2

Changes In Present Value Of Obligations: 

As of  31.03. 2005   31. 03. 2006

Present Value of Obligation as at the 
beginning of the year

6,000,000 7,500,000 

Interest Cost 370,500 461,500 

Past Service Cost [Non vested Benefits] ---- ----

Past Service Cost [Vested Benefits]

Current Service Cost 2,000,000 2,500,000 

Benefits paid (600,000) (800,000)

Actuarial (gain)/ loss on obligations (270,500) 338,500 

Present Value of Obligation as at the end of 
the year

7,500,000 10,000,000 

Table-3

Changes In The Fair Value Of Plan Assets

As of  31.03. 2005 31.03.2006

Fair Value of Plan Assets at the 
beginning of the year

5,000,000 6,250,000 

Acquisition Adjustments ---- ----

Expected Return on Plan Assets 354,250 445,250 

Contributions 1,500,000 2,000,000 

Benefits Paid (600,000) (800,000)

Actuarial Gain /( loss) on Plan 
Assets

(4,250) 54,750 

Fair Value of Plan Assets at the 
end of the year 

6,250,000 7,950,000 

Table-4

Fair Value Of Plan Assets

As of 31.03.2005 31.03.2006

Fair value of plan asset at the 
beginning of year

5,000,000 6,250,000 

Acquisition Adjustments ----- ----

Actual return on plan assets 350,000 500,000 

Contributions 1,500,000 2,000,000 

Benefits Paid (600,000) (800,000)

Fair value of plan assets at the 
end of year

6,250,000 7,950,000 

Present Value Obligation at the 
end of year

7,500,000 10,000,000

Funded Status (1,250,000) (2,050,000) 

Table-5

Actuarial Gain / Loss Recognized

As of 31.03.2005  31.03.2006

Actuarial gain/(loss) for the 
year - Obligation

270,500 (338,500)

Actuarial gain/(loss) for the 
year - Plan Assets

(4,250) 54,750 

Total (gain) / loss for the year (266,250) 283,750 

Actuarial (gain) / loss 
recognized in the year

(266,250) 283,750 

Unrecognized actuarial (gains) 
/ losses at the end of year 

0 0 

Table-6

The Amounts To Be Recognized In Balance Sheet 
And Statements Of Profit And Loss

As of 31.03.2005 31.03.2006

Present Value of Obligation 
as at the end of the year

7,500,000 10,000,000 

Fair Value of Plan Assets as at 
the end of the year

6,250,000 7,950,000 

Funded Status (1,250,000) (2,050,000)

Unrecognized Actuarial 
(gains) / losses

0 0 

Net Asset / (Liability) 
Recognized in Balance Sheet

1,250,000 2,050,000 
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The equation is:
PVO at the end of the year

- Fair Value of Plan Asset
- Unrecognized Actuarial Losses/(gains) if 

any
= Liability to be recognized in the Balance 

Sheet
 EXHIBIT VII: (Table 7)

This exhibit shows the various components 
of `Expense’ to be recognized in the Profit and 
Loss statement.

The equation is
 Current Service Cost

+ Interest cost
+ (Expected return on Plan Assets)
+ Net actuarial (gain)/loss recognized
= Expense recognized Profit & Loss 

Statement

EXHIBIT VIII: (Table 8)

This exhibit illustrates an alternate method of 
arriving at liability to be recognized in Balance 
Sheet and serves the purpose of a cross check.

OTHER DISCLOSURES 

a) Major categories of Plan Assets as a 
percentage of total plan assets viz. 
Government of India Securities, High Quality 
Corporate Bonds, Equity Shares, Property 
etc. (Para 120(h))

b) Key historic information over a five year 
period and best estimate of contributions 
expected to be paid for the ensuing year 
(Para 120 n))

c) Investments in the sponsoring entity’s 
financial instruments or self occupied 
properties. (210(l))

d) Sensitivity to medical cost trend rates (Para 
120m))

OTHER LONG TERM EMPLOYEE BENEFITS

This refers to long term compensated ab-
sences, long term disability benefits, deferred 
compensation, profit sharing / incentive bonus 
going beyond twelve months, jubilee or other 
long service benefits.  Incentive bonus for con-
tinuity in service offered generally by software 
companies come under this heading.  All these 
benefits require Actuarial Valuation.

Short term compensated absences which 
cannot be carried forward beyond twelve 
months require a simplified approach and re-
quire no actuarial valuation (Paras 11 to 15)

LEAVE ENCASHMENT BENEFIT 

 While AS15 [1995] uses the term ‘Leave En-
cashment Benefit’ to refer to leave encashment 
on retirement, there is no explicit reference to 
this term in AS15R. Instead AS15 R uses the term 
‘Compensated Absence’ as an umbrella concept 
to capture

i) Leave encashment payable on separation 

ii) Leave encashment payable during service

iii) Availment of leave (though no cash flow is 

Table-7

Expense Recognized In Statement Of Profit And Loss

As of 31.03.2005   31.03.2006

Current Service Cost 2,000,000 2,500,000 

Past Service Cost ---- ----

Interest Cost 370,500 461,500 

Expected Return on Plan 
Assets

(354,250) (445,250)

Curtailment Cost / (Credit) ---- ----

Settlement Cost / (Credit) ---- ----

Net actuarial (gain)/ loss 
recognized in the year

(266,250) 283,750 

Expenses Recognized in 
the Statement of Profit & 
Loss

1,750,000 2,800,000 

Table-8

Movements In The Liability  Recognized In The 
Balance Sheet

As of 31.03.2005 31.03.2006

Opening Net Liability 1,000,000 1,250,000 

Expense as above 1,750,000 2,800,000 

Contribution paid (1,500,000) (2,000,000)

Closing Net Liability 1,250,000 2,050,000 
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involved)

Again ‘Compensated Absence’ is divided into 
two components: ‘Long Term Compensated Ab-
sence’ and ‘Short Term Compensated Absence’.

Short Term Compensated Absence refers to 
such leave-related benefits falling due within 
twelve months of the valuation date. This is 
again split into two constituents:  accumulat-
ing and non-accumulating. ‘Non- Accumulating 
Compensated Absence’ refers to that part of 
the credited leave which lapses on the valua-
tion date without resulting in any future liabil-
ity. On the other hand, ‘Accumulating Compen-
sated Absence’ refers to that part of the credited 
leave, which can be carried forward up to twelve 
months from the valuation date.   Although 
Actuarial Valuation is not needed to value this 
component, it needs to be valued [as on the val-
uation date] taking into account the proportion 
of that leave which is expected to be availed 
during the next twelve months.  The mechanics 
of this valuation is explained in Para 15 of AS15R 
through an example. 

On the other hand Long Term Compensat-
ed Absences, which include leave encashment 
benefit both on retirement & during service as 
also availment needs Actuarial Valuation.

Based on the company’s experience, the 
leave on credit has to be split up into three 
proportions.  This proportion has to follow the 
LIFO (Last in First Out) approach.  This means 
any leave availed or encashed after valuation 
date will first be taken from fresh accruals and 
after exhausting the same the leave on credit 
will be utilized. The components of pay for the 
purposes of leave encashment would be as per 
company’s rules while for availment it has to be 
based on cost to company (CTC).

As regards sick leave (if applicable) generally 
no encashment is allowed and sick leave not 
availed lapses after the ceiling is reached or on 
exit.  This benefit has to be valued taking into 
account the probability of a portion of this leave 
lapsing without giving rise to any liability.

A frequently asked question is how leave 
availed which does not involve a cash flow can 
give rise to a liability.  Although when leave is 
availed the enterprise pays salary for that partic-
ular day without getting any economic benefit 
in return, the fact is that this economic benefit 
has already been derived [as on the valuation 
date] through the services rendered by the em-
ployee before that date.  Thus a liability has al-
ready arisen but not emerged. Based on accrual 
principle this liability as on valuation date has to 
be recognized. 

SHORT-TERM EMPLOYEE BENEFITS

These include wages, salaries, and short-term 
compensated periods of absence, death-in-ser-
vice benefits and profit sharing plans [includ-
ing bonus plans] payable not more than twelve 
months after the balance sheet date.

The enterprise must measure, recognize and 
disclose the cost as the undiscounted amount 
of such benefits expected to be paid after the 
close of the accounting period in exchange for 
services rendered during that period.  

NON-VESTED BENEFITS

These refer to non-vested benefits pertaining 
to an existing benefit scheme.   These benefits 
require a treatment different from what applies 
to non-vested benefits pertaining to past ser-
vice cost [which was covered in our discussion 
on past service cost]. For example when service 
is less than five years a non-vested gratuity ben-
efit arises. There is no provision for spreading 
this liability over the vesting period.  The valu-
ation has to be conducted normally taking into 

On the other hand Long Term 
Compensated Absences, which 
include leave encashment benefit 
both on retirement & during service 
as also availment needs Actuarial 
Valuation.
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account service up to valuation date and the al-
lowance made for attrition rate is supposed to 
take care of exits before the vesting date.

Employee Incentive Scheme which is gener-
ally popular with software companies contains a 
non-vested element and requires special treat-
ment. A typical scheme may provide payment 
of lump sum benefits at the end of six months, 
twelve months etc., from the date of inception.  
Here, the vested portion is computed taking the 
pro rata benefit applicable up to the valuation 
date and the same is actuarially valued taking 
into account; inter alia, the attrition rate.

EXEMPTED PROVIDENT FUNDS

Certain Provident Funds administered by 
employers may have an obligation to credit in-
terest at a rate declared by the Government ir-
respective of what the fund earns.  This means 
a guarantee of a specified return and the provi-

sions of Para 26[b] are attracted which in turn 
implies the need for actuarial valuation. What 
needs to be actuarially valued is the differen-
tial in interest earnings as a result of difference 
between guaranteed rate of interest and actual 
rate of interest being earned.  The differentials 
will relate to future term of existing liabilities as 
on valuation date.

SCHEMES FUNDED WITH INSURANCE 
COMPANIES – WHAT SUCH ENTERPRISES 
SHOULD DO

Here AS15R makes a clear distinction be-

tween `Financial Decision’ which means paying 
premium under an Insurance Policy or making 
contribution to a self-administered fund and 
`Accounting Provision’ which refers to provision 
to be made in the Accounts.  While `Financial 
Decision’ will be influenced by various factors 
such as profitability, taxation and cash flow, as 
regards `Accounting Provision’ the new stan-
dard specifies that the premium paid to the In-
surer forms part of Plan Assets and for making 
Accounting Provision the services of a qualified 
Actuary are to be utilized.

This will have a major impact on such enter-
prises since it is no longer possible to treat the 
amount quantified by Insurer as provision to be 
made in the accounts.  They have to restate their 
Actuarial liability on the date of adoption both 
under AS15 (1995) and AS15R

TRANSITIONAL PROVISIONS

As on date of first adoption, two valuations 
have to be conducted one as per AS15R and 
another as per AS15.  From the present value of 
obligation so arrived at as per AS15R, fair value 
of plan assets as on the date of adoption will 
be deducted to arrive at the transitional liabil-
ity.  The difference between this transitional li-
ability (as adjusted by related tax expense) and 
the liability that would have been recognized at 
the same date as per pre-revised AS15 should 
be adjusted against opening balance of revenue 
reserves and surplus.

PARTICULARS NEEDED FOR ACTUARIAL 
VALUATION. 

The particulars to be furnished by the En-
terprise for Actuarial Valuation have increased 
considerably and at the minimum the following 
particulars are to be furnished.

a) Name and address of the enterprise and 
name and contact numbers of authorized 
person.

b) A summary of the benefits to be valued and 
the valuation date.

c) Age of retirement

While `Financial Decision’ will 
be influenced by various factors 
such as profitability, taxation and 
cash flow, as regards `Accounting 
Provision’ the new standard 
specifies that the premium paid 
to the Insurer forms part of Plan 
Assets and for making Accounting 
Provision the services of a qualified 
Actuary are to be utilized.
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d) Employee particulars indicating Name 
/ Date of Birth (mm/dd/yyyy) /  Date of 
joining (mm/dd/yyyy) / Salary applicable to 
the Plan / CTC.

e) Movement in the Fund as follows:

Opening balance at the beginning of the year 
(valued using the fair value approach)

+ Contribution

+ Actual Return on Assets

- Benefits paid

= Closing balance as on valuation date

f ) Amount of leave encashment paid on 
retirement / during service.

g) Major categories of Plan Assets such as 
Government Securities, Corporate Bonds 
classified as per different credit rating 
categories, equities, real estate etc. and their 

percentages of the total invested assets

h) Expected rate of return on Plan Assets 
computed in the manner specified in 
paragraphs 107-109 of AS15R

i) Salary escalation rate taking into account 
inflation, seniority, promotion, past practice 
of increasing benefits etc. as per paragraphs 
83 – 91 of AS15R.

SUMMARY

To sum up AS15R calls for [a] an in-depth 
analysis of all employee benefits which are in 
vogue in an enterprise and [b] delineate those 
benefits, which fall under the purview of AS 15 
[R].  It is fair to say that facilitating a smooth tran-
sition from AS 15[1995] to AS 15R will   require 
upfront investment of time and efforts on the 
part of all stakeholders associated with this pro-
cess – the Actuary, the Auditor, the CFO, the HR 
Head and the CEO. r
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