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DEFINED BENEFIT PENSION SCHEMES

Multi-employer schemes contributed to by a number of related or group entities must be split at entity level and it is not possible just to account for these schemes on consolidation.

NB: The valuation of an actuarial liability cannot be undertaken by the auditor. It is unlikely that most audit firms could demonstrate competency in this area and unless the actuarial liability was immaterial it would also be a breach of the IESBA’s Code of Ethics. 

	Audit tests – planning and permanent file procedures prior to fieldwork

	
	Extent

	Reference

	Initials


	1. Does the permanent file include relevant information on the scheme, including copies of:
· The Scheme Rules;
· The Trust Deed;
· Scheme Financial Statements;
· Actuarial valuations;
· The letter of engagement between the entity and the actuary regarding the valuation; and
· Details of how the actuary assures themselves the information they use is relevant?

	
	
	PAF
	

	2. Does the assignment plan at Ac14 document the following:
· The audit team has adequate knowledge;
· The type of scheme;
· The types of audit evidence to be obtained to support the pension scheme assets and actuarial liabilities;
· The timetable agreed between the actuary and pension scheme auditors?

	
	
	Ac14
	

	3. Has the pension scheme asset / liability been excluded from the main materiality assessment and a separate materiality assessment made for that balance?

	
	
	Ac13
	

	4. Has a risk assessment been carried out on the pension asset / liability and associated transactions (a short narrative assessment is probably appropriate)?

	
	
	Ac11
	




	Audit tests- fieldwork stage

	
	Extent

	Reference

	Initials


	5. If the scheme is audited by the same A.E.P. as the entity, has a memo been prepared noting the following:
· That the A.E.P. is the same for both the scheme and client;
· Whether the scheme’s audit report was qualified or not; 
· That the subsequent event review on the scheme has been updated to the date of the client’s audit report;
· A synopsis of key issues; and
· A review of the pension scheme materiality and client materiality regarding the pension scheme asset / liability?

	
	
	
	

	6. If the scheme has been audited by the same firm but not the same A.E.P. as the client, has a memo been prepared noting the following:
· That the A.E.P. is not the same for both the scheme and client;
· Whether the scheme’s audit report was qualified or not; 
· That the subsequent event review on the scheme has been updated to the date of the client’s audit report;
· A synopsis of key issues and details of the extent to which the A.E.P. has reviewed the pension scheme file; and
· A review of the pension scheme materiality and the client materiality regarding the pension scheme asset / liability?

	
	
	
	

	7. If the scheme is audited by a different firm of auditors:
· The scheme auditor’s working papers should preferably be reviewed annually to establish the quality of the work; alternatively if this is not possible:
· The working papers should be reviewed every few years to assess quality and send out a questionnaire in the interim years.

	
	
	
	

	8. If the client and pension scheme period ends are not co-terminus:
· Have either interim audited financial statements been obtained or has adequate audit evidence been obtained for significant movements in the pension scheme asset / liability from the reporting date of the scheme to the reporting date of the client?

	
	
	
	




	Audit tests- fieldwork stage (continued)

	
	Extent

	Reference

	Initials


	9. Review of the actuarial liability:
· Has the objectivity and independence of the actuary been assessed;
· Have the terms of engagement been reviewed for any potential limitation of scope;
· Is the actuary a member of a recognised professional body of actuaries.
	
	
	
	

	· Has the actuary been informed in writing that their work is going to be used as audit evidence?
· Have historic changes in actuarial assumptions been reviewed and has there been a history of errors (i.e. inappropriate mortality rates would be an error, whereas, changing mortality rates as a result of mortality tables being updated would not be)?
· Have the following key assumptions been reviewed:
· Mortality rates (appropriateness to the scheme);
· Inflation (in light of government statistics);
· Rate of wage increase (using historic rises and the client’s budgets);
· Rate of pension increase (in relation to any indexation requirements in the scheme rules); and
· Rate of discounting (is it based on a good quality corporate bond rate?).
· If a wide range of options has been provided to those charged with governance ensure that flexing has been appropriately undertaken. 
· Review the source data used by the actuary and note the controls the actuary uses to ensure that it is accurate. The following constitute key data:
· Membership statistics
· Ages of members
· Length of service
· Gender
· Salaries
· Earnings history
· Employee contributions etc.

	
	
	
	




	Audit tests- fieldwork stage (continued)

	
	Extent

	Reference

	Initials


	10. Consider the reasonableness of and re-calculate the figures         provided by the actuary:
· Agree the level of contributions to the scheme’s financial statements and schedule of contributions
· Review current service costs recognised in profit or loss in light of previous periods and changes in payroll
· Past service costs / curtailments etc. recognised in profit or loss.  Review the scheme’s documentation to get an understanding of what has occurred
· Check the calculation of the net interest charge. This can be done by apply the discounting rate to the brought forward net pension scheme asset (whether recognised or not) / liability and to the contributions received during the period and the benefits paid out during the period;
	
	
	
	

	· The re-measurement of the net pension scheme liability or asset to fair value in other comprehensive income, the main elements to be understood will be:-
· Actuarial gains and losses;
· The difference between the actual return on scheme assets and crudely the brought forward value of assets multiplied by the discounting rate; and
· Changes resulting from the level of recoverability of a net scheme asset.

	
	
	
	

	Audit tests- finalisation 

	
	
	
	

	11. Consider the impact of accounting for the defined benefit pensions scheme liabilities on:
· The client’s going concern status; and
· (If a company) the legality of distributions.

	
	
	Aa3b
	

	12. List and perform any additional tests considered necessary.
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