
Professor Authored Problems

Intermediate Accounting 3  Acct 343/543

Pensions

Problems 39  Computing Current Service Cost (CSC) & Projected Benefit Obligation (PBO).  

The XYZ company has many employees, but this problem only deals with the pension numbers for one

employee, Albie.  With a raise, Albie's pay for 2006 is expected to be $123,000.  By 2014 it should be

$197,000 and by 2030 it should be $328,000.

On January 1, 2006, the XYZ company adopts a defined benefit

pension plan. The retirements benefit, before adjustments, is: 

highest salary * number of years * 0.03

Albie, hired on January 1, 2006, intends to work for 25 years. 

XYZ's HR department anticipates that if Albie continues to work for

the company at a level of responsibility to his current position, his

salary for 2030 will be $328,000.  XYZ's actuarial advisors estimate

that Albie's life expectancy on December 31, 2030 is 13 years.  For

planning purposes, the actuarial advisors use a 5.5% interest rate in calculating pension obligations.

If Albie works 25 years as planned and retires on December 31, 2030, his retirement benefits will be

paid in 13 annual installments, starting on January 1, 2031.

Required:

(1)  What will be XYZ's current service cost (CSC) for Albie be for the 2006 work year?

(2)  What will be XYZ's projected benefit obligation (PBO) be on December 31, 2006?

(3)  What will be XYZ's CSC for Albie be for the 2014 work year?

(4)  What will be XYZ's PBO on December 31, 2034, after Albie has claimed four years of

benefits, with nine more to go?
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Problem 40  Computing Current Service Cost (CSC) & Projected Benefit Obligation (PBO). 

The XYZ company has many employees, but this problem only deals with the pension numbers for one

employee, Stotze.  Stotze has worked for XYZ since the start of 2003.  Stotze's pay for 2003 and 2004

were $79,000 and $82,000.  With a raise, Stotze's pay for 2005 is expected to be $85,000.

On January 1, 2005, the XYZ company adopts a defined benefit pension plan. The retirements benefit,

before adjustments, is: 

highest salary * number of years * 0.025

Stotze intends to work for 34 more years.  XYZ's HR department anticipates that if Stotze continues to

work for the company at a level of responsibility to his current position, his salary for 2038 will be

$237,000.  XYZ's actuarial advisors estimate that Stotze's life expectancy on December 31, 2038 is 21

years.  For planning purposes, the actuarial advisors use a 6% interest rate in calculating pension

obligations.

If Stotze works 34 years as planned and retires on December 31, 2038, his retirement benefits will be

paid in 21 annual installments, starting on January 1, 2039.

Required:

(1)  What will be XYZ's projected benefit obligation (PBO) on December 31, 2038, at the time of

Stotze's retirement after Stotze works 34 years under the pension plan?

(2)  What will be XYZ's PBO on December 31, 2047, after Stotze has claimed nine years of

benefits, with 12 more to go?

(3)  What will be XYZ's PBO on December 31, 2014, after Stotze has worked ten years under the

pension plan?

(4)  What will be XYZ's service cost for Stotze be for the 2005 work year (service cost for the

current work year can be called current service cost)? What will be XYZ's PBO be on

December 31, 2005?

(5)  What will be XYZ's service cost for Stotze be for the 2006 work year? What will be XYZ's

PBO be on December 31, 2006?

(6)  What will be XYZ's service cost for Stotze be for the 2014 work year?

(7)  Now, assume that XYZ has agreed to grant retirement benefits retroactively for the two years

that Stotze worked before adoption of the new pension plan.  These retroactive benefits are

called the cost of prior service.  What will be XYZ's PBO be on January 1, 2005, for the

prior service cost?

(8)  What will be XYZ's PBO on December 31, 2005, after Stotze works one year and including

prior service costs?

(9)  Now, rework requirements 1-6 using an alternative interest rate of 7%.
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Problem 41  Basic Pensions Worksheet, Reconciliations.  On January 1, 2004, the Set for Life

Company adopted a defined benefit pension plan. 

The company's actuary provided estimates that annual current services costs will be:

2004 $1,500

2005 $1,800

2006 $2,000

2007 $2,200

2008 $5,000

Set for Life plans on making the following contributions to a pension asset fund:

1/1/2004 $1,000

12/31/2004 $7,000

12/31/2005 $5,000

12/31/2006 $2,000

12/31/2007 $2,000

12/31/2008 $4,000

Set for Life anticipates that payments to retirees will be made in the following amounts from the

pension asset fund:

12/31/2004 $500

12/31/2005 $850

12/31/2006 $300

12/31/2007 $900

12/31/2008 $800

The expected discount rate is 4% and the plan earnings rate is 6%.

Required:

1. Prepare a pension worksheet, in good form, showing the annual computation of pension

expense. All numbers included in journal entries should be clearly marked in the table (be

sure to mark D or C).  It should start on 1/1/2004, and have rows for every 12/31 through

2008.  Round to ZERO DECIMALS.

2. A schedule showing all the major components of pension expense.

3. A reconciliation showing how the projected benefit obligation and the fair value of the plan

assets changed from the beginning to the end of the period.  This reconciliation should

show the net funding status of the pension plan.
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Problem 42  Basic Pensions Worksheet, Reconciliations.  On January 1, 2004, the Set for Life

Company adopted a defined benefit pension plan. 

The company's actuary provided estimates that annual services costs will be:

2004 $2,600

2005 $2,100

2006 $4,100

2007 $3,900

2008 $4,600

Set for Life plans on making the following contributions to a pension asset fund:

1/1/2004 $1,000

12/31/2004 $1,000

12/31/2005 $2,000

12/31/2006 $8,000

12/31/2007 $7,000

12/31/2008 $6,000

Set for Life anticipates that payments to retires will be made in the following amounts from the

pension asset fund:

12/31/2004 $250

12/31/2005 $320

12/31/2006 $310

12/31/2007 $460

12/31/2008 $510

The expected discount rate is 4% and the plan earnings rate is 6%.

Required:

1. Prepare a pension worksheet, in good form, showing the annual computation of pension

expense. All numbers included in journal entries should be clearly marked in the table (be

sure to mark D or C).  It should start on 1/1/2004, and have rows for every 12/31 through

2008.  Round to ZERO DECIMALS.

2. A schedule showing all the major components of pension expense.

3. A reconciliation showing how the projected benefit obligation and the fair value of the plan

assets changed from the beginning to the end of the period.  This reconciliation should

show the net funding status of the pension plan.
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Problem 43  Basic Pensions with Employee Contributions  On January 1, 2004, the Set for

Eternity Company adopted a defined benefit pension plan.

The company's actuary provided estimates that annual services costs will be:

2004 $3,100

2005 $2,900

2006 $5,100

2007 $4,800

2008 $5,900

Set for Life company requires employees to make an annual contribution to the pension fund equal to

25% of the service cost.

Set for Life plans on making the following contributions to a pension asset fund:

1/1/2004 $1,000

12/31/2004 $3,000

12/31/2005 $4,000

12/31/2006 $3,000

12/31/2007 $4,000

12/31/2008 $5,000

Set for Life anticipates that payments to retires will be made in the following amounts from the

pension asset fund:

12/31/2004 $300

12/31/2005 $400

12/31/2006 $400

12/31/2007 $500

12/31/2008 $600

The expected discount rate is 6% and the plan earnings rate is 8%.

Required:

1. Prepare a pension worksheet, in good form, showing the annual computation of pension

expense. All numbers included in journal entries should be clearly marked in the table (be

sure to mark D or C).  It should start on 1/1/2004, and have rows for every 12/31 through

2008.  Round to ZERO DECIMALS.

2. A schedule showing all the major components of pension expense.

3. A reconciliation showing how the projected benefit obligation and the fair value of the plan

assets changed from the beginning to the end of the period.  This reconciliation should

show the net funding status of the pension plan.
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Problem 44  Pensions with PSC, Employee Contributions  On January 1, 2004, the Set for

Eternity Company adopted a defined benefit pension plan. 

There is a prior service cost of 3,000, to be amortized over 3 years.

The company's actuary provided estimates that annual services costs will be:

2004 $2,500

2005 $3,000

2006 $3,500

2007 $4,000

2008 $5,000

Set for Life company requires employees to make an annual contribution to the pension fund

equal to 25% of the service cost.

Set for Life plans on making the following contributions to a pension asset fund:

1/1/2004 $1,000

12/31/2004 $7,000

12/31/2005 $5,000

12/31/2006 $2,000

12/31/2007 $2,000

12/31/2008 $4,000

Set for Life anticipates that payments to retires will be made in the following amounts from the

pension asset fund:

12/31/2004 $200

12/31/2005 $400

12/31/2006 $600

12/31/2007 $800

12/31/2008 $900

The expected discount rate is 5% and the plan earnings rate is 8%.

Required:

1. Prepare pension worksheet, in good form, showing the annual computation of pension

expense. All numbers included in journal entries should be clearly marked in the table (be

sure to mark D or C).  It should start on 1/1/2004, and have rows for every 12/31 through

2008.  Round to ZERO DECIMALS.

2. A schedule showing all the major components of pension expense.

3. A reconciliation showing how the projected benefit obligation and the fair value of the plan

assets changed from the beginning to the end of the period.  This reconciliation should

show the net funding status of the pension plan.

174© 2014 by W. David Albrecht. .



Problem 45  Worksheet with Prior Service Cost (PSC).  (Adapted from a previous exam

question.)   On January 1, 2004, the Vandervort Company adopted a defined benefit pension plan.  At

that time, the company awarded retroactive benefits to its employees, resulting in an unrecognized prior

service cost that created a projected benefit obligation of $4,000 on that date.  The company decided to

amortize the unrecognized prior service cost by the straight-line method over the next three years.  The

company will partially fund this prior service cost with a cash payment on 1/1/2004 (see schedule of

cash payments below).

The company's actuary provided estimates that annual services costs will be:

2004 $8,500

2005 $3,800

2006 $5,000

2007 $6,200

2008 $7,000

The employees contribute 25% of the current service cost each year.  Vandervort funds the rest. 

Vandervort plans on making the following contributions to a pension asset fund:

1/1/2004 $1,000

12/31/2004 $5,000

12/31/2005 $3,000

12/31/2006 $1,000

12/31/2007 $5,000

12/31/2008 $6,000

Vandervort anticipates that payments to retires will be made in the following amounts from the pension

asset fund:

12/31/2004 $500

12/31/2005 $850

12/31/2006 $300

12/31/2007 $900

12/31/2008 $800

The expected discount rate is 4% and the plan earnings rate is 6%.

Required:

1. Prepare a pension worksheet, in good form, showing the annual computation of pension

expense. All numbers included in journal entries should be clearly marked in the table (be

sure to mark D or C).  It should start on 1/1/2004, and have rows for every 12/31 through

2008.  Round to ZERO DECIMALS.

2. A schedule showing all the major components of pension expense.

3. A reconciliation showing how the projected benefit obligation and the fair value of the plan

assets changed from the beginning to the end of the period.  This reconciliation should

show the net funding status of the pension plan.
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Problem 46  Pensions–gains and losses.  On January 1, 2004, the pension worksheet table for the

Xu Company shows the following amounts:

Ppd Pension Cost/Accr Pension Liability 90,000 APL or credit

Projected Benefit Obligation 250,000 6% discount rate

Plan Assets 160,000 4% rate of return

OCI–Unamortized Prior Service Cost 96,000 To be amortized over two

remaining years.

OCI–Unamortized Gain or Loss 0 Amortization over 5 years, always.

Required:

(1) Using a multi-column schedule with columns for amortization of gain/loss and unamortized

gain/loss, enter the above amounts for January 1, 2004.

(2) Complete the table for 12/31/2004 using the above information and the following:

Service cost $42,000

Contribution to plan assets $54,000

Payments to retirees $5,000

(3) Update your table as of 12/31/2004 to reflect an actuary report that the projected benefit

obligation has experienced a gain of $10,000, and a trustee report that the fair market value

of the plan assets has experienced a gain of $35,000.  Also prepare a reconciliation schedule.

(4) Complete the table for 12/31/2005 using the above information and the following:

Service cost $20,000

Contribution to plan assets $60,000

Payments to retirees $7,000

(5) Update your table as of 12/31/2005 to reflect an actuary report that the projected benefit

obligation has experienced a loss of $10,000, and a trustee report that the fair market value

of the plan assets has experienced a gain of $60,000.  Also prepare a reconciliation schedule.

(6) Complete the table for 12/31/2006 using the above information and the following:

Service cost $40,000

Contribution to plan assets $70,000

Payments to retirees $8,000

(7) Update your table as of 12/31/2006 to reflect an actuary report that the projected benefit

obligation has experienced a loss of $20,000, and a trustee report that the fair market value

of the plan assets has experienced a loss of $60,000.  Also prepare a reconciliation schedule.

(8) Will there need to be a loss or gain amortization in 2007?  If so, how much will it be?
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Problem 47  Comprehensive pensions  On January 1, 2004, the Set for Eternity Company adopted a

defined benefit pension plan.  At that time, the company awarded retroactive benefits to its employees,

resulting in an unrecognized prior service cost that created a projected benefit obligation of $2,400 on

that date.  The company decided to amortize the unrecognized prior service cost by the straight-line

method over the next four years.  The company will partially fund this prior service cost with a cash

payment on 1/1/2004 (see schedule of cash payments below).

During each year of the plan, the company's actuary provided estimates that annual services costs

were:

2004 $2,000

2005 $3,400

2006 $3,500

2007 $6,000

2008 $7,000

Set for Life company requires employees to make an annual contribution to the pension fund

equal to 25% of the service cost.

During each year of the plan, Set for Life made the following contributions to a pension asset

fund:

1/1/2004 $1,000

12/31/2004 $2,000

12/31/2005 $3,000

12/31/2006 $7,000

12/31/2007 $8,000

12/31/2008 $9,000

During each year of the plan Set for Life made payments to retires in the following amounts from

the pension asset fund:

12/31/2004 $340

12/31/2005 $570

12/31/2006 $620

12/31/2007 $790

12/31/2008 $810

During each year of the plan, Set for Life received reports from the actuary and investment fund

trustee that PBO and Plan Assets experienced the following gains and (losses).

PBO Fund

12/31/2004 $(300) $150 

12/31/2005 $(750) $(650)

12/31/2006 $(20) $(2,500)

12/31/2007 $25 $1,920 

12/31/2008 $40 $300 

The expected discount rate is 4% and the plan earnings rate is 6%.
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Required:

1. Prepare a pension worksheet, in good form, showing the annual computation of pension

expense. All numbers included in journal entries should be clearly marked in the table (be

sure to mark D or C).  It should start on 1/1/2004, and have rows for every 12/31 through

2008.  Round to ZERO DECIMALS.

2. A schedule for each year showing all the major components of pension expense.

3. A reconciliation for each year showing how the projected benefit obligation and the fair

value of the plan assets changed from the beginning to the end of the period.  This

reconciliation should also include the net funding status of the pension plan.
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Problem 48  Pensions–gains and losses.  On January 1, 2011, the pension worksheet table for the

Green Company shows the following amounts:

Ppd Pension Cost/Accr Pension Liability 175,000 APL or credit

Plan Assets 655,000 7% rate of return

Projected Benefit Obligation 830,000 5% discount rate

OCI–Unamortized Gain or Loss loss/dr 110,000 Amortization over 5 years, always.

Required:

(1) Using a multi-column schedule with columns for amortization of gain/loss and unamortized

gain/loss, enter the above amounts for January 1, 2011.

(2) Complete the table for 12/31/2011 using the above information and the following:

Service cost $72,000

Contribution to plan assets $54,000

Payments to retirees $5,000

(3) Update your table as of 12/31/2011 to reflect an actuary report that the projected benefit

obligation has experienced a gain of $10,000, and a trustee report that the fair market value of the

plan assets has experienced a loss of $42,000.  Also prepare schedules for the 2011 note

disclosure that show:

(a) The funding status of the pension plan,

(b) All the major components of pension expense,

(c) How the projected benefit obligation and the fair value of the plan assets changed from the

beginning to the end of the year.

(4) Complete the table for 12/31/2012 using the above information and the following:

Service cost $81,000

Contribution to plan assets $92,000

Payments to retirees $7,000

(5) Update your table as of 12/31/2012 to reflect an actuary report that the projected benefit

obligation has experienced a loss of $10,000, and a trustee report that the fair market value of the

plan assets has experienced a gain of $70,000.  Also prepare schedules for the 2012 note

disclosure that show:

(a) The funding status of the pension plan,

(b) All the major components of pension expense,

(c) How the projected benefit obligation and the fair value of the plan assets changed from the

beginning to the end of the year.

(6) Complete the table for 12/31/2013 using the above information and the following:

Service cost $84,000

Contribution to plan assets $75,000

Payments to retirees $8,000
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(7) Update your table as of 12/31/2013 to reflect an actuary report that the projected benefit

obligation has experienced a gain of $20,000, and a trustee report that the fair market value of the

plan assets has experienced a gain of $15,000.    Also prepare schedules for the 2011 note

disclosure that show:

(a) The funding status of the pension plan,

(b) All the major components of pension expense,

(c) How the projected benefit obligation and the fair value of the plan assets changed from the

beginning to the end of the year.

(8) Will there need to be a loss or gain amortization in 2014?  If so, how much will it be?

82. Pensions–gains and losses.  On January 1, 2011, the pension worksheet table for the Green

Company shows the following amounts:

Ppd Pension Cost/Accr Pension Liability 190,000 PPC or debit

Plan Assets 920,000 6% rate of return

Projected Benefit Obligation 730,000 8% discount rate

OCI–Unamortized Gain or Loss gain/cr 85,000 Amortization over 4 years, always.

Required:

(1) Using a multi-column schedule with columns for amortization of gain/loss and unamortized

gain/loss, enter the above amounts for January 1, 2011.

(2) Complete the table for 12/31/2011 using the above information and the following:

Service cost $93,000

Contribution to plan assets $110,000

Payments to retirees $11,000

(3) Update your table as of 12/31/2011 to reflect an actuary report that the projected benefit

obligation has experienced a loss of $15,000, and a trustee report that the fair market value of the

plan assets has experienced a gain of $72,000.  Also prepare schedules for the 2011 note

disclosure that show:

(a) The funding status of the pension plan,

(b) All the major components of pension expense,

(c) How the projected benefit obligation and the fair value of the plan assets changed from the

beginning to the end of the year.

(4) Complete the table for 12/31/2012 using the above information and the following:

Service cost $104,000

Contribution to plan assets $28,000

Payments to retirees $13,000
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(5) Update your table as of 12/31/2012 to reflect an actuary report that the projected benefit

obligation has experienced a gain of $10,000, and a trustee report that the fair market value of the

plan assets has experienced a gain of $62,000.  Also prepare schedules for the 2012 note

disclosure that show:

(a) The funding status of the pension plan,

(b) All the major components of pension expense,

(c) How the projected benefit obligation and the fair value of the plan assets changed from the

beginning to the end of the year.

(6) Complete the table for 12/31/2013 using the above information and the following:

Service cost $149,000

Contribution to plan assets $61,000

Payments to retirees $18,000

(7) Update your table as of 12/31/2013 to reflect an actuary report that the projected benefit

obligation has experienced a loss of $210,000, and a trustee report that the fair market value of

the plan assets has experienced a loss of $113,000.    Also prepare schedules for the 2011 note

disclosure that show:

(a) The funding status of the pension plan,

(b) All the major components of pension expense,

(c) How the projected benefit obligation and the fair value of the plan assets changed from the

beginning to the end of the year.

(8) Will there need to be a loss or gain amortization in 2014?  If so, how much will it be?
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Problem 49  Pensions The Hage Company maintains a  defined benefit pension plan for its

employees.  In the notes to the financial statements for the fiscal year ended 12/31/2006, the following

information related to pensions is presented:

Actual balance of plan assets on December 31, 2006 35,673 

Actual balance of projected benefit obligation on December 31, 2006   (33,512)

Overfunded status of pension plan 2,161 

In addition, it is reported that a prior service cost of 3,000 is the sole component of Accumulated

OCI.  Accumulated OCI is reported on the balance sheet as a negative number, reflecting the

debit balance in its account.  The prior service cost is to be amortized over two more years.

During the next three years of the plan, the company's actuary provided estimates that annual

service costs to be:

2007 $5,200

2008 $4,700

2009 $5,500

Hage company requires employees to make an annual contribution to the pension fund equal to

32 % of the service cost.

During the next three years of the plan, Hage intends to make the following contributions to the

pension asset fund:

12/31/2007 $2,000

12/31/2008 $1,500

12/31/2009 $7,000

During the next three years of the plan Hage estimates it will make payments to retires in the

following amounts from the pension asset fund:

12/31/2007 $520

12/31/2008 $430

12/31/2009 $440

The expected discount rate is 6% and the plan earnings rate is 5%.
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Required:

1. Prepare a pension worksheet, in good form, for the next three years, 2007, 2008 and 2009.

All numbers included for journal entries should be clearly marked in the table (be sure to

mark D or C).  It should start on 1/1/2007, and have rows for every 12/31 through 2009.

2. Information for the note disclosure indicating the funding status of the pension plan for

2008.

3. A schedule for 2008 showing all the major components of pension expense (use a blank

sheet of paper provided by Dr. Albrecht)

4. A reconciliation for 2008 showing how the projected benefit obligation and the fair value of

the plan assets changed from the beginning to the end of the year.
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