2008/09 Annual Leave Entitlement 

Recalculation Model Guidelines

Disclaimer

This model has been updated to assist with the recalculation of annual leave entitlements by hospitals.  Given that the use of the model is outside the control of DHS, it is important that users clearly understand the following.  

1. Although the model has been carefully prepared and tested, DHS has no control over the use of the model and disclaims any responsibility for the accuracy of the output.

2. The key output sheets have been protected to prevent the formulae from being inadvertently altered.  Only the input cells may be altered by the user.  However, caution should be taken to ensure the accuracy of this data and the final results.

3. Information used to prepare the model has come from a variety of sources. While we believe the information is accurate, users should check both the dates and assumptions before placing any reliance on the output.

4. Disclosure requirements are as per Department of Human Services instructions.

5. Part 1 of the model makes no reference to long service leave, and this stage of the model assumes all annual leave will be taken within the current year.  Discounting for future leave patterns is calculated in Part 2 of the model.

6. The model does not automatically calculate ‘on-costs’ as required by AASB 1028 and AASB119. This calculation should be undertaken by the user based upon actual on-costs incurred, and entered into Part 1 of the model as instructed.

7. As required under AASB119, Part 2 of the model recalculates the current long-term portion of the leave provision to present value.  Discount rates have been provided by DHS/DTF and are shown in Part 2 of the model. 

About the Model

The model is comprised of two parts:


Part 1 – 2008-09 Leave Provision


Part 2 – IFRS Leave Calculation

The third worksheet is a ‘grouping’ table that will group awards from pay types.  This may or may not be applicable to every user – not every user will have all pay types, and some will have additional ones.  Treat this sheet with caution and confer with your HR department about your situation before you use the sheet.  It is not linked to the other sheets.

Note:

Part 1 of the model may be used by itself. Part 2 requires information to be provided by Part 1 and must therefore be used in conjunction with Part 1. 

Cell Protection

The key output sheets have been protected to prevent the formulae from being inadvertently altered.  All cells can be selected in order to view the formulae or data, however, only the input cells (light blue) may be altered manually by the user.  

Part 1 – 2008-09 Leave Provision

This model is designed to calculate the 30 June 2009 provision for annual leave by taking into account a number of known factors, including:

1. Known award rate increases in the coming financial year,

2. Likely patterns of leave taking in the coming financial year, and

3. Likely patterns of staff increasing a grade on the anniversary of their employment.

These factors are compounded, so award changes affect the balance if they apply prior to staff taking leave.  The timing of grade increases also affects the balance.

Staff members have been grouped in classes where award rate changes and leave patterns are similar.  Users must exercise some judgement when determining patterns of leave behaviour.  Tests on the model suggest that using groups has little material effect on the totals, compared to inserting all the details of each staff member.

Sheet 3, “Pay Scale Types”

This sheet is a ready-reckoner to assist the user to accumulate pay types into award groups.  

CAUTION: The information in this sheet has been provided by one hospital and should be checked before it is used.  It has not been confirmed in detail and some categories may not be correct.  It is not linked to the other sheets.

How to Use the Model

The Calculation Sheets

The model shows seven ‘Boxes’, some provide information only, and some require decisions by the user. 

Boxes 1, 2 and 3 inform the user of:

· options available for leave patterns; 

· the timing of staff ‘grade’ promotions; and 

· the percentage amount they receive when promoted.

Box 4 defines the dates for year-end, quarter end and school holidays. The dates should be checked by the user before proceeding.
Box 5 performs the calculation of annual leave provision, based on the opening value and selected assumptions entered into the model by the user.

Box 6 is used to calculate forward increases as a percentage where the information provided to the user is stated in dollars rather than as a percentage.

Box 7 is used to adjust the opening value of the leave provision that is entered into Box 5 in cases where an award rate change has been agreed but not yet approved and will be applied retrospectively from a point in the 2008-09 financial year.

Entering Data

Data that is required to be entered directly by users of the model is shown in RED within cells coloured light blue.  This data must be entered every time the model is used afresh. For example, Data in Box 4 relating to key dates; and Columns D & E in Box 5 relating to leave provisions and leave loading.

Data that must be chosen from a ‘pull down’ tab is shown in the model in BLUE within grey cells.  An explanation of the meaning of each code is shown in Boxes 1, 2 or 3.  For example, Column G, Box 5 requires a selection of the most appropriate assumption for leave taking demonstrated by each award group.  

Some data is ‘hard’ data, such as award dates and percentage increase.  It should not be changed without good reason.  Hard data is in PURPLE coloured font.
Award changes are shown in the model (Columns H & I, Box 5), but can be overridden locally if desired.  

Important Notes

Part 1 of the model starts with the balance for each award group (measured in dollars), made up from the actual hours owed multiplied by the current hourly rate from the payroll system, NOT the 30 June 2008 balance determined last year.  If pay increases are likely to apply retrospectively from dates before 30 June 2009, the adjusted pay rate should be used to calculate the starting balance for the award group (refer Box 7).

There are several blank lines in this sheet that will calculate additional award categories in the same way as long as data is entered in the proper format.  They are for additional award types.  Choosing not to use the blank rows will not affect the calculation.

Leave Loadings and On-Costs

Part 1 of the model allows users to input an estimate for leave loading and on-costs.  It is the user’s responsibility to ensure an appropriate percentage is used in the model. 

Using the Model and Calculating the 2008-09 provision

Step 1

Box 5. Standard award categories have been entered into Column B.  If necessary, additional award groups may be added in the blank lines.  Note that the Pay Scale Types worksheet may be used to accumulate similar award types. Ensure that the pay rate applicable at 30 June 2009 is used.  

Step 2

Box 4.  This table defines the key dates to be used for calculations and must be re-entered each year.  Enter the relevant dates into the light blue cells in DD/MM/YYYY format.  

NB: Approximations for school holiday dates will have no effect on calculations UNLESS an award change applies at that time.

Step 3

Box 5.  This table performs the approximate calculation of annual leave entitlement to be stated in the financial statements as at 30 June 2009.  Enter the values in column D for each award group, based on the payroll records. 

Retrospective award increases

For some award categories, an award increase may be under negotiation that would be applied retrospectively from a date falling within the 2008-09 financial year.  In these circumstances, the pay rate applicable at 30 June 2009 (and respective leave entitlement as shown in the payroll records) will be understated.  If these award rates are likely to be approved and the increase applied retrospectively, then the initial entitlement for the award category entered into Column D should be increased for the relevant award group(s).  Using Box 7, calculate the correct entitlement as follows:

i. Enter the entitlement shown by the payroll system at 30 June 2009 in Column C.

ii. Enter the award increase that will be applied retrospectively (relating to the 2008-09 financial year) in column D.  

iii. Enter figure(s) shown in Column E, Box 7 into the respective award category in Column D, Box 5.

Step 4

Box 5.  Enter the percentage leave loading and on-costs applicable to each award group (Column E, Box 5).

Step 5
Look at Box 1.  There are three options for assumed leave patterns:

· Leave taken equally through the year;

· Leave taken in line with school holidays; and

· Leave taken during the summer holiday period.

In Box 5, select the pattern for each award group that seems the best fit (Column G).  Note that a simple analysis of actual leave patterns for the year ended 30 June 2009 should be conducted to assist with selecting this item.

Step 6

Box 5. Check the award changes (Columns H to K) agree with your understanding of the anticipated changes.  If necessary, add new dates and percentage rates if more than one change is expected during the upcoming financial year.  

Increases expressed in dollars

Box 6 may be used to calculate an approximate percentage to use for additional dollar increments that increase the award.  If both an incremental award increase and a percentage award increase occur during the year, use columns H through K and convert the incremental increase into a percentage using Box 6.  If the incremental increase is to be added to the salaries prior to the calculation of the percentage increase, include the percentage increase as the second award increase in column J and K.   Note that dates for both the first and second increase should be the same. The example below demonstrates this process.

Example:  

Assume Division 1 Nurses will receive an incremental increase of $10 per week applying from 1/10/08, which will be added to salaries prior to the calculation of the 3% pay increase.  Within the award category there are six levels or sub-categories.  Each of these sub-categories has a different base wage, therefore the percentage equivalent of the $10 incremental increase will vary in magnitude.  Box 6 will be used to convert the incremental increase to an approximate percentage increase as follows: 

i. Enter the annual leave entitlement (in hours) for each sub-category within the Division 1 Nurses group in Column C, Box 6.  If this information is not available, make an estimate based on the number of staff in each sub-category as a percentage of total staff in the award category and apply a proportionate amount of the annual leave entitlement.  [Eg, assuming you have six Division 1 - Level 2 EFT in a total Division 1 pool of thirty EFT.  If the total annual leave entitlement for the Division 1 staff was 3000 hours, the approximate leave entitlement for Division 1 - Level 2 staff would be 20% of 3000 hours or 600 hours. (i.e. 6/30 * 3000 hours)].  This figure would be input into Column C, Box 6. 

ii. Now enter the base salary for each sub-category and the dollar amount of the incremental increase in columns D and E, respectively.  Column F automatically calculates the percentage increase while the total of Column G shows the weighted average.  The figure contained in Box 6, cell G78 should be used as the award rate change in Column I or K in Box 5 for Division 1 Nurses.  

Box 6 should be used to calculate the percentage increase for all award categories for which an incremental increase occurs during the 2008-09 financial year (one award category at a time).  A completed Box 6 using the above data is shown below.

(Example only)
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Note: The figures used in the example in step 7 are for illustrative purposes only.  They do not represent any planned incremental increase.  

Step 7

Look at Box 2.  This describes promotional or annual increment timing options.  It is intended for the award groups who automatically move up a grade each year, i.e. nurses or HSUA4.  

In Box 5, select the most appropriate option to suit the award group using the pull down tab in Column R.  For most staff, this will be C2 (staff not automatically promoted).  

Step 8

Look at Box 3.  This is the average incremental increase applied when an award group is automatically promoted.  

In Box 5, select the most appropriate incremental increase applicable to each award group using the pull down tab in Column S. (most likely to be 2.5%, but check with HR)

Finish

Column Z (total), Box 5 will show the new value for provision for annual leave.

Column AB, Box 5 can be used to verify that all variables have been updated correctly.  This column will show “OK” for each award category, if the appropriate data has been entered into the model correctly, otherwise an error message will appear.

 (Example only)
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Part 2 – IFRS Leave Calculation

Part 2 takes into consideration the ‘age’ of the accumulated leave entitlements and the likelihood of it being taken over the next seven years.  The model calculates the present value of ‘current short term’ and ‘current long term’ leave provisions for the purposes of IFRS annual leave provision calculations.

Usage probability patterns have been generated using over 35,000 employee records maintained by PayOffice over three years from July 2002.  The model assumes these leave patterns still apply and are indicative of patterns for all public hospitals.  The Victorian Auditor-General’s Office has approved the use of this data for the calculation of employee leave provision.  

How to Use the Model

The Calculation Sheets

This model requires the entry of three types of information into Box 8.  For each award category, the user is required to enter:

1. the outstanding annual leave amount as 30 June 2009 (measured in days leave accrued);

2. the total Full Time Equivalent (FTE) staff members within each category; and

3. the annual leave entitlement per employee within each award category.

Entering Data

Data that is required to be entered directly by users of the model is shown in RED coloured font within cells coloured light blue.  This data must be entered every time the model is used afresh. 

The calculation of current and non-current leave balance is automatically conducted and shown in the orange boxes at the top of the worksheet.  No further data is required to be entered elsewhere in the worksheet. The grey tables below Box 8 are available for viewing for audit purposes, and show the probability data provided by DHS as well as calculations for each award category. (These individual category results are tallied in Box 8.)

Important Notes

Part 2 of the model requires the input of outstanding leave entitlements measured in days (not hours), as opposed to the dollar value of leave entered in Part 1 of the model.  If the information is only available as a measurement in hours, simply divide the total outstanding hours by the number of hours in a full time day, i.e. the data must be converted to days prior to using Part 2 of the model.

By utilising the total accumulated leave entitlements for each award category, the model assumes that the age profile of leave entitlements is the same for all employees within the respective category.  This assumption has been approved for use by the Auditor-General for the purposes of the 2006 accounts given that the current wage inflator and discount rates have a minimal effect on present value.  The same assumption has been applied in this year’s calculation.

However, please note that future models will require the preparation of actual leave ageing, based on individual leave entitlements if/when there is a larger present value effect resulting from larger variances between the wage inflator and discount rates.

Using the Model and Calculating the IFRS Leave provision

Step 1

Box 8. Enter the total outstanding leave entitlement as at 30 June 2009 for each award category (Column C).

Step 2

Box 8. Enter the number of full time equivalent (FTE) staff members within each award category (Column D).

Step 3

Box 8. Enter the annual leave entitlement per FTE for each respective award category (Column E).

The calculation of current short term @ nominal value and current long term @ present value leave balances are automatically conducted and shown in the orange boxes at the top of the worksheet.

Interest expense calculated in this model should then be compared with previous years adjustments to determine the actual interest expense to your accounts.

Enter this figure into Column I or K, Box 5








New figure for leave provision
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