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Brief facts of the enquiry: 
 
The Accounting Standards Board (the Board) received following questions relating to measurement 
of an unfunded gratuity scheme, under IFRS for SMEs Standard: 
 
 Whether a medium-sized company is required to perform actuarial valuation in respect of its un-

funded gratuity scheme; and 
 

 Whether the actuarial valuation of un-funded gratuity scheme has to be performed by an 
independent third party actuary. 

 
The Accounting Standards Board comments and conclusion: 
 
1. Paragraph 28.9 of IFRS for SMEs Standard outlines that post-employment benefits include 

retirement benefits and other post-employment benefits. It further states that arrangements 
whereby an entity provides post-employment benefits are post-employment benefit plans. An 
entity shall apply this section to all such arrangements whether or not they involve the 
establishment of a separate entity to receive contributions and to pay benefits. 

 
Post-employment benefit plans are classified as either defined contribution plans or defined 
benefit plans, depending on their principal terms and conditions. 

 
As explained in paragraph 28.10 of the IFRS for SMEs Standard, under defined benefit plans, 
the entity’s obligation is to provide the agreed benefits to current and former employees, and 
actuarial risk (that benefits will cost more or less than expected) and investment risk (that 
returns on assets set aside to fund the benefits will differ from expectations) are borne, in 
substance, by the entity. 

 
2. The Board considered that in accordance with paragraph 28.15 of IFRS for SMEs Standard, an 

entity shall measure a defined benefit liability for its obligations under defined benefit plans 
at the net total of the following amounts:  

 
(a) the present value of its obligations under defined benefit plans (its defined benefit 

obligation) at the reporting date (paragraphs 28.16–28.22 of IFRS for SMEs Standard provide 
guidance for measuring this obligation), minus 

 
(b) the fair value at the reporting date of plan assets (if any) out of which the obligations are 

to be settled directly (paragraphs 11.27–11.32 of IFRS for SMEs Standard establish 
requirements for determining the fair values of those plan assets that are financial assets). 

 
Further, a company shall measure its defined benefit obligation on a discounted present value 
basis.  

 
3. The Board noted that paragraph 28.18 of IFRS for SMEs Standard specifies the requirement for 

the performance of actuarial valuation by an entity in order to measure its defined benefit 
obligation and the related expense under its defined benefit plans. The paragraph requires the 
entities to use the projected credit method to perform the valuation where the entity has the 
ability to use the said actuarial valuation method without undue cost or effort. 

 
4. However, paragraph 28.19 provides that where an entity is not able, without undue cost and 

effort, to use the projected unit method to measure its obligation and cost under defined 
benefit plans, the entity is permitted to make the following simplifications in measuring its 
defined benefit obligation with respect to current employees: 
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(a) ignore estimated future salary increases (i.e. assume current salaries continue until 

current employees are expected to begin receiving post-employment benefits). 
 

(b) ignore future service of current employees (i.e. assume closure of the plan for existing as 
well as any new employees).  

 
(c) ignore possible in-service mortality of current employees between the reporting date and 

the date employees are expected to begin receiving post-employment benefits (that is 
assume all current employees will receive the post-employment benefits). However, 
mortality after service (life expectancy) will still need to be considered. 

 
An entity that takes advantage of the foregoing measurement simplifications must nonetheless 
include both vested benefits and unvested benefits in measuring its defined benefit obligation. 

 
5. The Board noted that IFRS for SMEs Standard contains the concept of ‘Undue cost or effort’. 

However, this term is not defined in the IFRS for SMEs Standard. The Board understands that 
it will depend on the entity’s specific circumstances and management’s professional 
judgement in assessing the costs and benefits. That assessment should include a consideration 
of how the economic decisions of the users of the financial statements could be affected by 
the availability of the information. Applying a requirement would result in ‘undue cost or 
effort’ because of either excessive cost or excessive endeavors by employees in comparison to 
the benefits that the users of the SME’s financial statements would receive from having the 
information. 

 
6. With regards to the question that who could perform actuarial valuation, paragraph 28.20 of 

the IFRS for SMEs Standard clarifies that there is no mandatory requirement for the 
appointment of an independent actuary for the purpose of valuation of its defined benefit 
plans.  

 
“This IFRS does not require an entity to engage an independent actuary to perform the 
comprehensive actuarial valuation needed to calculate its defined benefit obligation. 
Nor does it require that a comprehensive actuarial valuation must be done annually. In 
the periods between comprehensive actuarial valuations, if the principal actuarial 
assumptions have not changed significantly the defined benefit obligation can be 
measured by adjusting the prior period measurement for changes in employee 
demographics such as number of employees and salary levels.” 
 
(Emphasis is ours) 

 
The Board noted that the IFRS for SMEs Standard aims at appropriate and accurate valuation 
of an entity’s defined benefit plans in accordance with projected unit credit method or a 
simplified method, as applicable, which may be performed internally or through a third party. 
The Board noted that the management on the basis of its professional judgement may opt to 
perform the actuarial valuation internally or through an independent expert, as may be fit for 
the achievement of appropriate and accurate valuation of the defined benefit plan in its 
financial statements. 

 
7. Based on the above discussion, the Board concluded that in accordance with IFRS for SMEs 

Standard: 
 

(a) Unfunded gratuity scheme is a defined benefit plan. A company: 
 
 Where it is able to do so without undue cost and effort, it should use the projected unit 

credit method to measure its obligation for the gratuity scheme; or 
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 Where undue cost or effort is involved, it can measure the obligation for the gratuity 
scheme under the simplified approach (as explained in paragraph 28.19 of IFRS for SMEs 
Standard). 

 
(b) The actuarial valuation is not mandatorily required to be performed by an independent 

third party actuary (as explained in paragraph 28.20 of IFRS for SMEs). 
 

(Issued in November 2020) 
 


