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Acco unting news  

Czech Accounting  

Outstanding Vacation Days – a reserve 

or an estimated payable? 
 

Opinions as to the period in which costs of outstanding 

vacation days should be accounted for and how have changed 

over time. At first, they were not accounted for at all, then 

through estimated payables and eventually through 

the recognition of reserves. As many reporting entities still 

hesitate how to proceed in accounting for outstanding 

vacation days, let us remind you of the origin of the doubts 

and subsequently answer the question. 

How to correctly interpret the “matching” concept? According 

to the existing principle of accrual accounting, reporting 

entities maintain double-entry accounting records about facts 

subject to accounting in the period to which the facts relate 

on an accruals basis (hereinafter the “reporting period”). If it is 

impossible to apply this method, they may also account for 

them in the reporting period in which they identified the facts. 

In the reporting period, reporting entities account for the facts 

in line with accounting policies, recognising all expenses 

and income regardless of when they were incurred or 

received. 

In determining the type of accruals/deferrals, the following 

simplified rules are observed: 

 Known amount, known period – deferred expenses, 

deferred income (accrued expenses and accrued income) 

 Known period, unknown exact amount – estimated 

receivables or payables 

 Unknown period and/or unknown exact amount, other 

uncertainty/other risk – reserves 

 

Tour of the past 

Many of us still remember the time when the Labour Code1 

made it impossible to carry forward a vacation entitlement to 

subsequent years. Employees were forced to use up their 

time off no later than by the end of the subsequent year, 

otherwise their vacation entitlement expired, and if 

the operating or other conditions on the part of the employer 

or employee made it impossible to use up the time off in 

the subsequent year, the employer refunded the entitlement. 

Accounting regulations before the amended Labour Code  

In practice, the above-described situation meant that the time 

off taken by the employee in the current year was ordinarily 

accounted for through payroll costs and the outstanding 

entitlement (which had to be used up or refunded no later  

                                                                    

1 Act No. 262/2006 Coll., the Labour Code, as amended  

2 Regulation 500/2002 Coll., which provides implementation guidance 

on certain provisions of Accounting Act No. 563/1991 Coll., for reporting 

entities that are businesses maintaining double-entry accounting records, 

as amended 

than in the subsequent year) was accounted for as 

an estimated payable. Therefore, the entitlement to 

the outstanding vacation days refund was recognised in 

the reporting period in which the entitlement actually 

originated, whereby the method of matching expenses 

and income was observed: ie, expenses and income were 

reported in the period in which they originated rather than in 

the period in which they were paid. The vacation entitlement 

is related to the calendar-year period and is stipulated by law 

– ie, it is entitlement-based. 

This accounting treatment complied with the definition 

of the substance of estimated payables stipulated by 

the Regulation2, according to which these estimated balances 

contain payables arising, for example, from contracts that are 

not substantiated by all necessary documents and, as a result, 

their exact amount is unknown. Accounting for estimated 

payables is also expressly governed by Section 3.11.7. 

Of Czech Accounting Standard No. 017 “Accounting Relations”: 

If the employee becomes entitled to the refund of the wage or 

salary for outstanding vacation days under a different legal 

regulation and if it is paid in the subsequent reporting period, 

it will also be accounted for through the relevant “Estimated 

Payables” accounts. In the period until the Labour Code was 

amended, this applied to all entitlements to outstanding 

vacation days of both “continuing” employees and those in 

respect of whom it was known as of the balance sheet date 

that their employment would terminate either based 

on a notice, agreement or retirement, or that it would be 

refunded owing to their taking maternity leave etc. Both 

categories of employees were entitled, as of the balance sheet 

date, to a “compensation” for outstanding vacation days, 

whether in the form of taking time off in the subsequent 

reporting period or through a payment. 

Accounting regulations between the Labour Code 

amendment and 31 December 2015 

The Labour Code amendment introduced a fundamental 

change in the issue of the employee’s right to time off. As has 

been described in the introduction, the Labour Code has 

stipulated since 1 January 2016 that the employee’s right to 

time off does not expire. 

Accounting regulations did not immediately respond to this 

change or, to be precise, they started to be interpreted so as 

to be applicable to the new situation.  
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The General Financial Directorate has issued a statement3, 

according to which the Labour Code amendment did not have 

an impact on accounting or the Income Taxes Act. 

According to the GFD’s opinion, the compensation 

of the salary for time off is supposed to be accounted for in 

the employer’s costs as late as in the year in which the time 

off (for the current or prior period) is taken – ie, when 

the employee becomes entitled to a refund of the salary 

for the time off taken. 

In the GFD’s view, the entitlement to the compensation 

of the salary for time off that originated in the given year yet 

was untaken in that same year cannot be charged to 

expenses through a tax-deductible estimated payable. 

Instead, it is appropriate to recognise a reserve, which is 

excluded from the tax base. 

The only exception when the compensation of the salary for 

outstanding vacation days is accounted for through 

an estimated payable is the situation when the employee 

becomes entitled to a compensation of the salary for 

outstanding vacation days that will be paid in the subsequent 

reporting period. According to the applicable wording 

of the Labour Code, this entitlement originates in respect 

of the employee only if his or her employment terminates, 

provided the employee did not take the time off to which he 

or she was entitled: ie, in terminating employment based 

on an agreement, notice, retirement, maternity leave etc. 

However, at the time of issuing the statement, reserves were 

defined and their substance determined in an enumerative 

manner in Section 26 of the Accounting Act4: “Under this act, 

reserves include a reserve for risks and losses, income tax 

reserve, reserve for pensions and similar liabilities, reserve for 

restructuring. Furthermore, reserves include technical 

reserves or other reserves under special legal regulations.” 

the enumerative list of reserves in which a reserve for 

outstanding vacation days was absent resulted in a portion 

of experts from among the public incorrectly believing that 

the recognition of such a reserve was in violation of this 

provision of the Accounting Act. 

Given the non-deductibility of the reserve, many reporting 

entities (tax payers) hesitated in accounting for the payable 

on this basis. 

Let us add that the GFD’s statement was supported by 

the wording of Section 3.11.7. Of Czech Accounting Standard 

No. 017 “Accounting Relations”: If the employee becomes 

entitled to a refund of the wage or salary for outstanding 

vacation days under a different legal regulation and if it is paid 

in the subsequent reporting period, it will also be accounted  

                                                                    

3 http://www.financnisprava.cz/assets/cs/prilohy/d-prispevky-kv-

kdp/2013KV_KDP_23_1_2013.pdf 

for through relevant “Estimated Payables” accounts, although 

it had originally been designed for a different legal situation 

(the expiry of the employee’s right to time off). 

At this point, please note the accounting fundamentals 

applicable to Czech financial statements as well as reporting 

under foreign accounting standards, eg IFRS or US GAAP: 

the entitlement to time off is stipulated by law and is related 

to the reporting period: ie, no doubts exist as to 

the recognition of outstanding vacation days as a payable 

relating to the reporting period, whether in the form 

of an estimated payable or reserve – in other words, if 

the employee did not use up his or her time off in the current 

period and the entitlement does not expire, it constitutes 

a payable that is used or refunded in the subsequent period. 

Amendment to the Accounting Act as of 1 January 2016 

The central problem of using the reserves account for 

recognising the entitlement to outstanding vacation days – 

an enumerative definition of reserves – was eliminated by 

the amendment to the Accounting Act effective as of 1 January 

2016, revising the wording of Section 26. Instead 

of the previous enumerative list, Section 26 of the Accounting 

Act newly stipulated that reserves are intended to cover 

the payables or costs the nature of which is clearly defined 

and that are likely or certain to be incurred as of the balance 

sheet date but are uncertain as to their amount or the date 

on which they will arise. As of the balance sheet date, 

a reserve must represent the best estimate of costs that are 

likely to be incurred or, in respect of liabilities, an amount 

needed for their settlement. 

The definition of estimated payables according to 

the Regulation as well as the wording of Section 3.11.7 

of Czech Accounting Standard 017 remained unchanged. 

Current Situation 

The answer to the question as to how the compensation 

of outstanding vacation days should be accounted for has 

been, according to a vast majority of experts from among 

the public, found following the amendment to Section 26 

of the Accounting Act. 

Reporting entities should, always no later than as 

of the balance sheet date, identify the existence of employees’ 

entitlements to time off and measure their value. If 

the resulting value is immaterial (eg, start-ups with a small 

number of employees, small reporting entities, traditional 

enterprises with compulsory company vacation, businesses 

affected by the seasonal taking of time-off prior to the year-

end etc), the option of not reporting the payable may be 

considered. In other situations, the payable arising from 

the entitlement to outstanding vacation days must be 

undoubtedly accounted for. 

4 Act No. 563/1991Coll., on Accounting, as amended 

http://www.financnisprava.cz/assets/cs/prilohy/d-prispevky-kv-kdp/2013KV_KDP_23_1_2013.pdf
http://www.financnisprava.cz/assets/cs/prilohy/d-prispevky-kv-kdp/2013KV_KDP_23_1_2013.pdf
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How? Take inspiration from this reasoning: 

Employee entitlements to outstanding vacation days which 

are certain to be refunded as of the balance sheet date, 

i.e. entitlements of employees whose employment will 

terminate, who are about to take maternity leave or retire, will 

be accounted for through estimated payables. The exact 

amounts of these entitlements are not yet known and neither 

are all necessary supporting documents ready in respect 

of them; nevertheless, the employer’s payable exists 

and the requirements imposed on this category by both 

the Accounting Act (Section 26) and the Regulation (Sections 

17 or 18) as well as Standard No. 017 have been met. 

The amendment to Section 26 of the Accounting Act helped 

resolve the issue of accounting for the remaining portion 

of entitlements of “continuing” employees to outstanding 

vacation days. The employee’s entitlement to outstanding  

vacation days representing an existing payable 

of the employer that originates in the current period and will 

be settled at some point in the future has the attributes 

necessary for accounting for reserves. The nature 

of the payable is clearly defined and the costs of outstanding 

vacation days are likely or almost certain to be incurred as 

of the balance sheet date but uncertain as to their amount. 

In our view, it is correct to account for the payable as 

a reserve, regardless of whether the employees will have 

a future possibility of taking the time off and having their 

salary compensated or the entitlement will be refunded if 

their employment terminates or they take maternity leave etc. 

Jarmila Rázková 

jrazkova@deloittece.com 
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IFRS 

ESMA publishes a report on the activities 

of accounting enforcers and their findings 

within the EU in 2018 
 

On 27 March 2019, the European Securities and Markets 

Authority (ESMA) published a report on the enforcement 

and regulatory activities of accounting enforcers within 

the European Union in 2018. ESMA is an independent EU 

authority that was established on 1 January 2011. ESMA’s 

mission is to enhance the protection of investors 

and promote stable and well-functioning financial markets 

in the European Union (EU). 

ESMA and the accounting enforcers in the EU regularly 

examine compliance of financial information provided by 

listed issuers on regulated markets with the applicable 

financial reporting framework (IFRS). 

In 2018, European enforcers examined the financial 

statements of about 950 issuers representing an average 

examination rate of 16% of all IFRS issuers with securities 

listed on regulated markets (2017: 19%). These examinations 

resulted in 296 actions taken to address material departures 

from IFRS (2017: 328). As in 2016 and 2017, the main 

deficiencies were identified in the areas of financial 

statements presentation, impairment of non-financial assets, 

and accounting for financial instruments. 

In 2018, ESMA and European enforcers evaluated the level 

of compliance with IFRS in the areas identified as common 

enforcement priorities for 2017 annual IFRS financial 

statements on a sample of 260 IFRS financial statements 

examined by European enforcers. This assessment related to: 

 Disclosure of the expected impact of implementation 

of major new standards in the period of their initial 

application (IFRS 9, IFRS 15 and IFRS 16);  

 Specific recognition, measurement and disclosure issues 

of IFRS 3; and  

 Specific issues relating to IAS 7 such as reconciliation 

of liabilities arising from financing activities. 

 

In 2018 European enforcers also examined 819 issuers for 

the purpose of assessing the nonfinancial disclosures 

prepared in accordance with Articles 19a and 29a 

of the Accounting Directive, thus covering approximately 31% 

of the total estimated number of issuers subject to 

the requirement to publish the non-financial statement. 

Furthermore, ESMA, together with European enforcers, 

identified a set of common enforcement priorities highlighting 

topics significant for European issuers when preparing their 

2018 IFRS financial statements. ESMA included: 

 Specific issues related to the application of IFRS 15 

Revenue from Contracts with Customers;  

 Specific issues related to the application of IFRS 9 

Financial Instruments; and  

 Disclosure of the expected impact of implementation 

of IFRS 16 Leases.  

 

ESMA identified the following areas of particular focus for 

the 2018 non-financial statements:  

 The disclosures relating to environmental and climate 

change-related matters; and  

 The requirements to disclose a reasoned explanation in 

case an issuer has not pursued a policy relating to 

a certain non-financial matter and the importance 

of disclosing complete information regarding nonfinancial 

key-performance indicators.  

 

ESMA and European enforcers furthermore urged issuers to 

continue to provide high quality, entity-specific disclosures, 

including, amongst other things, with regard to the impact 

of the decision of the United Kingdom to leave the European 

Union (Brexit) and to the consequences of Argentina being 

classified as a hyperinflationary economy. 

The ESMA Report on Enforcement and Regulatory Activities 

of Accounting Enforcers in 2018 is available on the ESMA 

website.  

Source: www.esma.europa.eu 

Jitka Kadlecová 

Jkadlecova@deloittece.com 

 

 

IFRS 

https://www.esma.europa.eu/sites/default/files/library/esma32-63-672_report_on_enforcement_activities_2018.pdf
https://www.esma.europa.eu/sites/default/files/library/esma32-63-672_report_on_enforcement_activities_2018.pdf
http://www.esma.europa.eu/
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IFRS EU Endorsement Process 
 

The European Financial Reporting Advisory Group (EFRAG) 

updated its report showing the status of endorsement of each 

IFRS, including standards, interpretations, and amendments, 

most recently on 28 March 2019.  

As of 20 April 2019, the following IASB pronouncements are 

awaiting European Commission endorsement for use 

in the EU: 

Standards 

 IFRS 14 Regulatory Deferral Accounts (issued in January 

2014) - the European Commission has decided not to 

launch the endorsement process of this interim 

standard and to wait for the final standard 

 IFRS 17 Insurance contracts (issued in May 2017) 

 

Amendments 

 Amendments to IFRS 3 Definition of a Business 

(issued in October 2018) 

 Amendments to IFRS 10 and IAS 28 Sale or Contribution 

of Assets between an Investor and its Associate or Joint Venture 

(issued in September 2014) 

 Amendments to IAS 1 and IAS 8 Definition of Material 

(issued in October 2018) 

 Amendments to References to the Conceptual Framework 

in IFRS Standards (issued in March 2018) 

 

Click here for the Endorsement Status Report 

Jitka Kadlecová 

jkadlecova@deloittece.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Contacts 

Should you have any questions regarding the matters outlined in this publication, please reach out to your contact person 

from Deloitte’s Audit function, Deloitte’s technical desk at CZ_TechnicalDesk@deloittece.com or one of the following specialists:

Czech Accounting 

Jarmila Rázková 

jrazkova@deloittece.com 

IFRS and US GAAP 

Martin Tesař  

mtesar@deloittece.com 

Soňa Plachá  

splacha@deloittece.com 

Gabriela Jindřišková  

gjindriskova@deloittece.com 

Deloitte Audit s. r. o.  

Churchill, Italská 2581/67, 

120 00 Prague 2 – Vinohrady, 

Czech Republic 

Tel.: +420 246 042 500 
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mailto:jkadlecova@deloittece.com
mailto:jrazkova@deloittece.com
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mailto:gjindriskova@deloittece.com
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