Not for Profit
How to Guides

Holiday Pay
Accruals
MHA MacIntyre Hudson “How to Guides” are designed
to provide practical assistance with meeting legal or
regulatory obligations, aid operational effectiveness,
or improve management/governance processes.
They often include models, pro-formas or templates
that can easily be adopted by organisations.
The Guides address a wide range of areas from major
strategic methodologies and policies to operational
processes where advice on good practice is needed.
Accordingly they vary in length and format. All
have the key characteristic of being practical not
theoretical, and based on our team’s decades of
real-life experience working both with and within
a very wide range of not for profit organisations.

influenced by IFRS. This applies particularly to the
FRS 102 SORP and to a lesser extent the FRSSE SORP
to which the old UK GAAP still applies. However
the FRSSE is withdrawn for accounting periods
starting on or after 1 January 2016 and in the
meantime material holiday pay accruals should still
be included under old UK GAAP. The SORP explains
applicability to charities but does not replicate the
general accounting principles, so readers have to
refer to the SORP and the underlying FRS 102.

Introduction
When International Financial Reporting Standards
(IFRS) hit larger organisations a few years ago finance
teams and auditors were surprised to find that
financial information requirements extended beyond
the traditional borders of the finance department.
The most obvious example was the requirement to
consider the amount of outstanding holiday held by
employees at the year end as a potential accrual.
In fact this should have been considered under the
old accounting guidelines (UK GAAP) as IFRS did not
change any of the accounting fundamentals and the
issue covered all benefits to which employees were
entitled apart from pensions. However, regardless
of the accuracy of the definitions, applying IFRS
became associated with the Holiday Pay Accrual
issue.

The Accounting Requirements
In the introduction to guidance for organisations
considering
applying
IFRS
for
the
first
time the following principle is established:
International Accounting Standard (IAS) 19
requires an employer to recognise a liability when
an employee has provided service in exchange for
benefits to be paid in the future. These are not just
post-employment benefits (e.g., pension plans) but
also obligations for medical and life insurance,
vacations, termination benefits, and deferred
compensation.
Paragraph 28 .5 of FRS102 puts it another way:

UK GAAP has now been fully adapted to meet the
requirements of IFRS and future changes will only
occur when IFRS or company law are updated.
Because the previous Statement of Recommended
Practice (SORP) for charities was issued in 2005,
the SORP 2015 update includes many changes

When an employee has rendered service to an
entity during the reporting period, the entity shall
measure the amounts at the undiscounted amount
of short-term employee benefits expected to be paid
in exchange for that service.
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The FRS 102 SORP 2015 deals with this issue
under section 7, Recognition of Expenditure and
paragraphs 7.40 – 7.42. Paragraph 7.41 of the
SORP states:

At the year end the five staff members have
taken 5, 10, 7, 20 and 15 days leave respectively.
2. The accrual would be:

Charities must recognise a liability for the cost of
all benefits to which employees are entitled at the
reporting date that have yet to be paid. Employee
benefits are measured as follows:
•

•

Hours at daily equivalent of £20,000 per year
+ hours at daily equivalent of £40,000 per
year:
((22.5-5) + (22.5-10) + (22.5-7) + (22.520))*£76.92 + (22.5-15)*£153.85

Short-term employee benefits such as wages
and salaries are measured at the amount
expected to be paid in exchange for that
service and not discounted for the time value
of money.

= 48*£76.92 + 7.5*£153.85
= £4,846.04

A liability for paid annual leave and paid sick
leave is recognised, if a material component
of total expenditure, and not discounted for
the time value of money.

3. This would equate to 3% of total income which
could well be material so a conversation with
your auditor will confirm their approach for
your charity.

A simple example to consider is of a charity with a
December year end and a March holiday calendar.
Employees would have entitlement of 9 months
worth of leave (75%) at the end of December and
the accounts should show the difference between
actuals taken and the entitlement at that date.
However, it is only necessary to calculate the
difference if the amount in question is material to
the overall audit opinion.

How to reduce the likelihood of making an
adjustment
Most organisations issue staff reminders about
taking leave before the year end and some impose
forfeiture on carrying forward more than 5 days.
This tends to reduce the potential difference at the
end of the year. If the financial year end is matched
with the holiday year then there is much less likely
to be a material difference.

Materiality
The first issue to consider is whether the result
would be material (FRS SORP 102, paragraph
3.18). This can be calculated by assuming a
shortfall of 25% (3 months) and then checking
with the auditor if this is material. If it does not
exceed the materiality threshold, and is not likely
to, there is no need to take any further action.
However, if there is any doubt then a comparison
will need to be made and a value agreed. Early
liaison with the HR team on the issue is essential
as are reliable holiday and sick records.
A simplified worked example illustrates the issues:
1. In our example charity XYZ has five staff with an
annual salary cost of £120,000 (4 at £20,000
and 1 at £40,000). The overall income of the
charity is £160,000. The charity provides 30
days paid leave per year to March 31 which
means 22.5 days for the 9 months to Dec 31st.
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SORP also mentions the inclusion of paid sick
leave as a consideration. This is even less likely
to be material for most organisations but could
be an issue if there are a small number of
employees.
If an adjustment is unavoidable
The opening fund balances at the transition
date to FRS102 will need to be adjusted for the
revised value. Remember that changes arising
from staff cost disclosure affect most of the
expenditure headings on the SOFA. Guidance
for the first time adoption of FRS102 is not
provided in the SORP so reference will need to
be made to section 35 of FRS 102. The Charity
Commission has published some model sets of
accounts although they do not demonstrate all
of the aspects of reporting for the transition.
The Arts Theatre Trust (FRS 102) accounts,
which can be found on http://www.charitysorp.
org/about-the-sorp/example-trustees-annualreports/, illustrate (e.g. see Note 1) how holiday
pay adjustments (“Short-term compensated
absences”) should be reflected in the accounts.
Making the accounting change work for your
organisation
It is always best practice to try to get some
organisational value from an unavoidable
compliance cost. There are two areas where this
principle can apply around holiday and sickness
pay. The first is that it is good HR practice to
encourage regular taking of leave throughout the
year. Pro-active absence management is needed
to check for staff taking more than the allocated
allocation of leave and will identify patterns of
sickness in addition to leave that may indicate
that staff have other responsibilities such as
second jobs. Alternatively, those that are not
taking leave are more likely to burn out, make
poor decisions or in some circumstances to be
covering up fraud. It is therefore useful to have
the accounting reason for a review of leave.

cases, especially smaller charities where the border
between volunteer and employee is not clear,
informality can allow a variety of practices to grow
up. The charity sector can also be creative in terms
of employment practice, for example in the use of
sabbaticals. The question about leave liability can
ensure that the status of terms and conditions is
clearly understood.
Conclusion
The issue of reporting for short term compensated
absences can be negotiated smoothly with the
right preparation and communication with HR
colleagues. It is well worth checking to make sure
that the best practice is being applied.

Chris Harris
Partner
MHA MacIntyre Hudson
September 2015
This article is designed for information purposes only.
Whilst every effort has been made to provide accurate
and up to date information, it is recommended that
you consult us before taking or refraining from taking
action based on matters discussed.

www.macintyrehudson.co.uk/sectors/
not-profit

The second issue is the aspect of clarity over pay
and conditions. Many charities adopt standard
approaches but others rely on terms inherited
from Local Authorities or other employers
having been transferred by TUPE. In other
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