
Blue Sky Limited – Employee benefits 

The following information relates to Blue Sky Ltd’s employee benefits for the 

year ended 31 December 2012: 
 

1. Salaries and bonuses (a 13th cheque) paid, amounted to R5 500 000. The 

R5 500 000 included an amount of R40 000 outstanding at 31 December 2011. 
 
 

2. Contributions made by the company to the Blue Sky Provident Fund amounted 

to 8% of the annual salaries and bonuses. 
 
 

3. Employees are obliged to take their 28 days vacation leave during December of 

each year. Seven days may be paid out if not used in the current year. The 

company expects, based on past experience which is expected to continue, that 

an average of three days will be paid out during January of the next year. The 

provision for vacation leave shall be based on 360 days and on salaries, including 

bonuses. 
 
4. Blue Sky Ltd has a five year contract with a bus company entailing the rental of 

a bus which is used to transport employees between terminals and the factory 

on a daily basis. The initial rental charge amounted to R5 000 per month, paid 

in advance, escalating annually with 10%. The contract was concluded on 1 July 

2009. The instalment for January 2013 was paid on 30 December 2012. 
 
5. Each employee is entitled to 30 days sick leave per annum. Sick leave can be 

accumulated for one year. At the end of the second year sick leave (for year 

one and two) lapses with payment and the cycle starts again the following year. 

The current sick leave cycle ended on 31 December 2012. Sick leave payments 

are made annually on 31 December. 
 
Past experience indicated that employees earning 70% of the total salaries 

(excluding bonuses, paid vacation leave, contributions to the provident fund and bus 

rental) use 5 days, 20% use 16 days and 10% use 35 days. Sick leave is firstly taken 

from the previous year’s balance brought forward, and thereafter from the current 

year’s entitlement. All sick leave shortages are offset against annual vacation leave. 

Assume that there have been no resignations and appointments during 2011 and 

2012. The total value of sick leave for the year ended 31 December 2011 

amounted to R380 000. The value of the sick leave is based on salaries only 

(excluding bonuses, paid vacation leave, contributions to the provident fund and bus 

rental). 
 
 

REQUIRED: 
 
 

Disclose the note on profit before tax, in the financial statements of Blue Sky Ltd for 

the year ended 31 December 2012 so as to comply with the requirements of 

International Financial Reporting Standards. Comparative amounts are not required. 

Use 360 days in a year in your calculations. 
 


