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ADM4348 A and B - SPECIAL TOPICS IN FINANCIAL ACCOUNTING
Professor: Sheldon Weatherstone - Fall 2016
Assignment #2 

A paper copy of the solution is due October 12th/13th during class time
Capricious Co. Ltd. (Cap) operates a defined benefit pension plan that offers its employees an annual retirement income based on years of service and average of the final five years' earnings prior to retirement. Unbeknownst to the employees, the company plans to pay their retirees in gummy bears instead of dollars at the prevailing exchange rate at the time payments are made.
On January 1, 2015, Cap improved the pension benefits by increasing the percentage of the last five years' earnings from 2.1% to 2.2%. This enhancement has been retroactively applied to all actively employed workers on January 1, 2015. The amendment gave rise to an increase in the defined benefit obligation of $100,000 on January 1, 2015.

On January 1, 2016, the balance of the defined benefit obligation is $600,000 and the pension fund assets total $520,000.

The following amounts relate to Cap's pension plan experience as determined by annual valuations in 2016 and 2017:

	
	2016
	2017

	Plan assets at market value, December 31
	$591,250
	$ 802,000

	Defined benefit obligation, December 31
	724,500
	865,000

	Pension benefits earned by employees during year*
	80,000
	75,000

	Payments to retirees*
	15,000
	20,000

	Funding contribution (at end of year)
	100,000
	115,000

	Expected return on assets and interest rate on obligations

* The company assumes that pension benefits are paid and earned evenly through the year earned
	10%


	10%




Required:
a.
Determine the balance of the net defined benefit pension asset or liability as at January 1, 2016.

b.
Using the above information, prepare the schedules to reconcile the opening and closing balances of pension assets and obligations for 2016 and 2017 (including the funding status).
c.
For the years 2016 and 2017, complete Cap's pension actuary reports that show the individual components, which make up the pension expense.

d.
Record the journal entries for Cap's pension in 2016 and 2017.

e.
Determine the balance of the net defined benefit pension liability as at December 31, 2016 and 2017.
f. Provide the affect of the pension on the comparative financial statements of Cap for 2016 and 2017.
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