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different types of leave offered by the employer. Few of them are Casual Leave (CL); Privilege Leave (PL) or Earned 

leave (EL); Sick Leave (SL); Maternity Leave (ML); and may be other kind of leaves. Normally it is a tendency that 

employee would accumulate these leaves and encash on exit (Accounting and valuation of such leave is fairly simple 

analyse this consumption pattern in this paper.

The question comes when some type of 

in future period but can be encashed at 

for the employer. How to value such 

liability which arises due to employee 

availing the leaves is the main question? 

There is main assumption of leave 

availment rate (which needs to be 

decided by Company in consultation 

with Actuary based on some past data 

various industries). There are many 

other assumptions involved like future 

salary escalation, rate of discounting, 

attrition, probability of death, etc. 

assumptions which will be useful in 

actuarial valuation of leave availment 

liability.

This paper (*) deals with analysis of 

leave availment, i.e. leaves consumed 

of leave credited during the year, the 

additional consumption is from their 

past accumulated leave balances.

There is not much guidance provided 

for leave availment under any of the 

accounting standards like USGAAP or 

IFRS or Indian GAAP. Here authority 

is unable to provide any guidance on 

may have essential difference in nature 

scenario where even Revised AS 15 or 

Ind AS 19 of the Institute of Chartered 

of IAS 19. International Companies 

forcing actuaries to comply with 

USGAAP and IFRS without realizing 

totally different in nature from other 

Focusing on leave availment, we would 

availment which is totally different 

being absent from service because of 

services provided in earlier periods, 

where no additional amount is paid 

from the service still he/she is paid full 

salary, reason being the accumulated 

leaves from rendering services in prior 

years.

The accounting principle can be 

considered as under:

An employer accruing a liability 

for employees’ leave accumulated 

considering future absences with few 

conditions as below:

Employees’ rights to avail the 

leave absences in future years is 

attributable to the employees’ by 

rendering services in prior years 

which result in employer’s liability,

The liability is related to vesting or 

accumulations criteria,

The amount can be estimated with 

reasonable assumptions.

The focus should be on measurement 

and recognition of such availment 

for availed leaves or will be availed 

commonly used accounting term is 

mentioned below:

Accumulating compensatory 

absences

Accumulating compensatory absences 

may be vesting when the employees are 

entitled to a cash payment for unused 

entitlement on leaving the enterprise 

or non-vesting when employees are 

not entitled to a cash payment for 

unused entitlement on e he companies 

could have rules which make a leave 

remain in an accumulating status for a 

that from such point of time it would 

become non- accumulating but such 

leave balances can be used while in 

service.

(*) Paper was discussed in 12th 

Seminar Current Issues in Retirement 

Such Accumulating compensatory 

Long-term Compensatory 

absences (accumulating) which 

to be availed for any future period 

over and above twelve months 

from end of the period but before 

leave / Sick Leave.
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Compensatory absence that can 

be availed during the service and 

can be encashed;

Compensatory absence that can 

be availed while in service and any 

unutilized leave that can be availed 

before separation (or may lapse).

Long-term Compensatory absence:

normally Privilege Leave / 

Earned leave (accumulating 

category where it can be availed 

during the service at any point of 

depending on the rules of the 

company.

Sick Leave (accumulating but 

non-encashable) falls in to second 

category where it can only be 

availed during the service at any 

of the company.

Measurement:

Long-term Compensatory Absences 

Actuarial basis which should consider 

the following points:-

accumulation limit (if any);

Cost to Company (CTC) or Gross 

Salary and

Probability of leave availed which 

will give rise to any Liability.

For valuing availment liability for Long-

term Compensatory Absences we 

need to consider the probability that 

an employee will avail leave while in 

service. To arrive at the assumption of 

company / Industry can be considered 

and marginal allowances can be made 

We have made few analysis to arrive at 

availment rate pattern of accumulated 

leave balances industry wise as well 

as age related based on some sample 

data. Considering Indian scenario 

(industries as well as various ages of 

employees), we have collected some 

base leave data from past 3 years for 

for our analysis to check the average 

leave availment patterns across over 

various sectors / industries as well as 

under few age bands.

We have used raw data of various 

industries and collected the base data 

like Employee Code, Date of Birth 

(DOB), Date of Joining (DOJ) and 

Accumulated Leave balances as on 

certain date. The raw data had many 

abnormalities like duplicate data, 

missing DOB & DOJ, negative or 

blank leave balances, then the data 

was cleaned after removing duplicate 

data, and considering average DOB & 

DOJ where missing, and negative & 

blank leave balances considered as 0 

(Zero).

Above Diagram 1: shows Sample 

Population proportion for each year 

Based on Various Industry:

Below Diagram 2: shows composition 

of various industry on total sample 

population data:
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age related (starting age 18 years to 

Normal Retirement Age 60 years) 

converted into few age bands to get 

availment rates for each age band for 

each of 3 years as below Diagram 5:
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Normally it is seen across the industries 

that leave accumulation pattern follows 

current years credit and any unused 

is the actuarial value of accumulated 

leave balance at the end of the period 

based on few assumptions.

To arrive at the availment rate on the 

assumption of Last in First out (LIFO) 

basis we have applied below formula:

Difference: Leave balance at beginning 

of the period minus Leave balance at 

end of the period; 

if difference is negative availment rate 

is zero; 

If difference is positive then the 

availment rate is calculated as:

Above difference divided by Leave 

balance at beginning of the period 

multiplied by 100.

employees and then weighted average 

is calculated.

Above Diagram 3: shows Average 

Availment Rate Based on Various 

Industry for 3 Years based on sample 

population:

Considering above data we have 

arrived at weighted average availment 

rate for each industry mentioned here. 

above Diagram 4: shows Weighted 

Average Availment Rate Based on 

Various Industry based on sample 

population:
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Considering same data we have arrived 
at weighted average availment rate for 
each age mentioned above. Above 
graph shows that leave availment rate 
increases with age, and this can also be 
interpreted as and when employee has 

they start consuming / availing the 
leaves.

Above Diagram 6: shows Weighted 
Average Availment Rate Based each 
Age based on sample population:

Based on all data together, we have 
checked leave accumulation pattern 
i.e. increasing or decreasing over 3 
years to arrive at availment rate. We 

10% of employees availed the leaves 
from accumulated leave balances while 
in service.

Considering same 10% data out total 
population we arrive at the availment 
rate based on industry as shown in 
Diagram 7.

After total analysis based on total data 

we have arrived at the weighted 
average sample availment rates as 
below:

Average rate is 3.86% with 
minimum 1.55%

5.34%).

Average rate is 3.80% with 
minimum 0.78%

4.67%).

individual company to company, but 

then availment rate in such cases will 

be dependent on data availability 

and its materiality. But overall data 

shows there is gross accumulation 

of leave days i.e. average leave days 

are increasing between two years at a 

company level and very few employees 

avail the leave while in service over and 

above credit leave days in a year. We 

feel that one can have different view 

availment of leave days, If one takes a 

company as a whole and not individual 

taking leave more than the credited, 

than the provision on account of leave 

availment may work out to be nil, and 

on an individual basis there could be 

some provision which company will 

have to carry on account of availment 

of leave days.

From the analysis (shown in patch 

below) we can see the leave availment 

pattern for current generation and 

old aged population of employees as 

future generation of employees will 

be an important task and the variance 

between assumption and actual leave 

give rise to actuarial gains or losses. 

Leave when availed is valued on ‘cost 

to the company’ (CTC) basis. So any 

leave availment assumption may lead 

to under provision of the liability.
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*Issues might arise in case of 

incomplete data or data unavailability.

In this case as an alternative one would 

liability as and when the availment cost 

is incurred considering the assumption 

that probability of availment is very 

small and cost related to same may 

not be as ‘material’ comparing other 

For appropriate assumptions, 

Actuary must get proper data from 

the company which enables him/

her to arrive at reasonable estimate 

of leave availment rate, both from 

current credits as well as from past 

leave accumulated days. Based on 

data, Actuary may help company to 

decide on leave availment rate based 

on current age or at company level or 

at industry level.

We would suggest to make a leave 

availment table based on the past 

Table which can help an Actuary 

for actuarial valuation / Companies 

to make reasonable provisions 

/ Auditors to verify true & fair 

valuation results.

If such leave availment assumptions are 

used across all actuarial valuation of 

accumulating compensated absences, 

everything will be smoothened and 

Actuarial Gains or Losses will give the 

impact of variation in leave availment 

Conclusion

Study was made with a raw data of 

a period and it was seen that there is 

a tendency to accumulate leaves year 

though there is always a need of availing 

additional leave at some point of time 

from the accumulated balances which 

forms additional liability for employer 

in the year, overall analysis shows 

that around 3.00% to 5.00% of the 

accumulated leave balances are being 

availed and it is very safe assumption 

leave availment liability along with 

encashment liability, this principle gels 

well with most accounting standards 

and produces appropriate results.
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