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1. Introduction 
 
• There is no current New Zealand accounting standard on employee benefits. 
 
• Sick leave is an employee benefit that is often progressively earned as employees render 

services to an organisation.  
 
• Under current New Zealand generally accepted accounting practice, sick leave is typically 

expensed as it is taken and unused sick leave is not usually recognised as a liability due 
to its non-vesting nature. 

 
• NZ IAS 19 differs from the current approach as it specifically requires “accumulating 

compensated absences”, such as sick leave, to be recognised as an obligation even if 
they are non-vesting. 

 
• This note provides guidance on measuring sick leave liabilities under NZ IAS 19. This 

guidance will be used to update Treasury Instructions and it replaces the part of Treasury 
circular 1998/15 that is related to sick leave.   

 
• The Office of the Controller and Auditor-General agrees with the guidance provided in this 

note.  
 
2. Key points of NZ IAS 19 with regard to sick leave liabilities 
 
NZ IAS 19: 
 
• Requires entities to recognise accumulating sick leave as a liability (para 11 and 12). 
 
• Permits entities to use a simple computation to assess the materiality of an accumulating 

sick leave liability (NZ IAS 19 provides an example in para 14-15), if there is no formal or 
informal understanding that unused sick leave can be taken as paid leave (para 15). 

 
• Requires entities to use a detailed computation to assess the liability if there is a formal or 

informal understanding that unused sick leave can be taken as paid leave, which is likely 
to be rare (para 15). 

 
• Does not require a provision for sick leave accrued in the current period that is not 

expected to be used in future periods (para 14).  
 
3. Application Guidance 
 
In applying the standard entities may: 
 
• Calculate the unused sick leave expected to be taken based on its historical payroll 

information (most entities will have sufficiently detailed and reliable historic data on which 
to base an estimate). 

 
• Use remuneration rates current as at the reporting date to measure the liability.   
 
• Apply minimal ongoing effort in computation after initial recognition where changes are 

likely to be immaterial. 



 
Note that entities will need to separately consider any negotiations of sick leave arrangements 
that are not part of the contract (e.g. if an employer agrees to pay sick leave in excess of 
contract provision). No provision is required for policies where compensated absences are non-
accumulating such as:  
 
• Unlimited sick leave; or 
• Unpaid leave to be taken in excess of entitlement. 
 
The annex contains an example of how to calculate an accumulating sick leave liability based 
on the above guidance.  Although it looks detailed, it is relatively straightforward once the 
required payroll information is obtained and should be able to be completed within a few hours.   
 
If this approach results in a material liability then more detailed computations should be 
undertaken.  This guidance does not address how such detailed computations should be 
undertaken. Nor does this guidance address the “materiality threshold” as this will differ across 
entities. A definition and discussion on materiality can be found in NZ IAS 8 Accounting policies, 
changes in accounting estimates and errors.  
 
4. Appropriation Implications 
 
The initial creation of a liability does not require an appropriation.  Under paragraph 11 of NZ 
IFRS 1 First time adoption of New Zealand equivalents of International Financial Reporting 
Stadnards, such transition changes are recognised directly in retained earnings so there is no 
capital expenditure or expense requiring appropriation. 
 
Where subsequent changes to the provision arise from revisions of estimates they do not 
require further appropriation as they are a remeasurement as defined by section 2(1) of the 
Public Finance Amendment Act 2004.  
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ANNEX: AN EXAMPLE
 
The example below illustrates how to calculate an entity’s liability for accumulating sick leave by 
using historic data on employees’ service patterns. 
 
Department A’s Sick Leave Policy 
 
Department A employees are granted a number of days’ sick leave entitlement that escalates in 
stepped increases which can be used at any time (see Graph 1).   
 
Graph 1 Sick leave entitlement policy 
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This policy is common to a number of departments. A practical response to calculate the 
provision is to assess the liability based on an accruing annualised sick leave entitlement. Table 
1 summaries the sick leave entitlements and the annualised entitlement (AE) in this manner. 
 
Table 1 Sick Leave policy 
 
Group Sub group Length of service Entitlement Annualised 

entitlement
1 1.1 < 3 months 7 days on full pay 9.2 days *

1.2 3 - 6 months 14 days on full pay 9.2 days

1.3 6 – 9 months 31 days on full pay 9.2 days

1.4 9 months – 5 yrs 46 days on full pay 9.2 days

2 5 – 10 years 92 days on full pay 9.2 days

3 10 – 20 years 183 days on full pay 9.1 days

4 20 - 30 years 275 days on full pay 9.2 days

5 > 30  years** 365 days on full pay 6 days
 

 
* The annualised entitlement for staff with less than 9 months of service is the same as entitlement for staff with 
between 9 months and five years of service. Therefore groups 1.1-1.4 are all grouped under group 1.  
**` Once an employee has exceeded 30 years of service they are entitled to a further 90 days of sick leave 
entitlement. For the purpose of this calculation, it is assumed such employees have 15 years to retirement, 
therefore their annualised entitlement is 6 days (90 days/15 years = 6 days per year).  
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The following is the payroll information required in order to calculate the sick leave liability. 
Table 2 shows the sick leave usage data for department A, which is an average of the past 
three years.   
 
• Average number of staff for the year falling into each category (column A) 
• Average salary for staff in each category (column B) 
• Average number of employees that took more than their annualised entitlement in the last 

three years (column E) 
• Average number of sick leave taken by those employees (column F) 
 
For greater reliability it is recommended that entities use the average of more than one year’s 
historical information for the amounts in Columns E and F. 
 
Table 2 Department A’s sick leave usage in the last 3 years 
 

A (payroll) B (payroll) C (Table 1) D (payroll) E (payroll) F (payroll) G = F - C H = E / A

Group  No. staff
Average 
salary Average AE 

Average 
leave taken

No. staff 
exceeded 
AE 

Average 
exceed 
leave

No. days 
exceed 
AE

% staff 
exceeded 
AE

1 177 48,000$        9.2 5.0 29 14.7 5.5 16%
2 62 56,000$        9.2 5.3 7 19.0 9.8 11%
3 57 60,000$        9.1 6.1 8 20.1 11.0 14%
4 17 63,000$        9.2 3.8 2 13.6 4.4 12%
5 9 68,000$        6 10.3 1 67.0 61.0 11%

Total 322 53,016$        9.1 5.3 47 17.3 8.2 15%  
 
Note that 
 
• the totals at the bottom of Table 2 are weighted averages based on the number of 

employees that fall into each category; and 
• Columns D and H are provided for information only – they are not used in the calculation.  
 
Table 3 Calculation of the provision for sick leave for 2006/07 under NZ IAS 19 
 
Steps Input data required Data value Calculation

Step 1
47 47 x 8.2 =

385
8.2

Step 2 $53,016 $53,016/260 =

 - number of working days 260 $204

Step 3  - number from step 1 385 385 x $204 =
 - number from step 2 $204 $78,540

Step 4 Assess the materiality of the sick  - total salary cost in 05/06 17,071,000$    $79/$17,071 =
leave liability  - number from step 3 $78,540 0.46%

Calculation of total number of 
extra days taken by the staff 
members that overtake 
Annualised Entitlement (AE)

Calculation of the salary cost per 
day for sick leave used

Calculation of the expected sick 
leave liability for 06/07

 - number of employees that 
exceed AE (Column E Table 2)
 - extra sick leave per person 
(Column G Table 2)

 - average current salary 
(Column B Table 2)

 
 
A provision will be made for $78,540 (the result from step 3 in Table 3) in the opening balance 
on transition to NZ IFRS, and from there onwards it will be reviewed annually for demographic 
material changes to the assumptions.   
 
Note that the computation could be refined by applying Table 3 to each of the groups 1-5 and 
summing the results. Alternatively, at a more sophisticated level, Table 3 can be applied to each 
of the 47 staff that previously exceeded their annual sick leave entitlement.  It is considered that 
calculations at these levels are not warranted given the size and nature of the provision. 
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