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Some Issues Arising from the Accounting Change
for Retirement Benefits:
Its Structure and Implications

Norio UEDA

With the globalization of finance and accounting standards, an accounting change (a new
accounting standard) for retirement benefits was introduced to Japan's business accounting
system in April 2000. The former accounting procedure entailed simply recognizing accrued
retirement lump-sum grants. However, the new standard recognizes not only retirement lump-
sum grants but also all the obligations concerning retirement benefits and retirement pensions.
As a result, it was found that a huge shortfall existed in the reserve fund of pension assets for
retirement benefits.

This article explores the theoretical background of the new accounting standard, its
structure, and its implications for the retirement benefits system from the position that it is
necessary to acknowledge the critical condition of the amortization of unrecognized net
obligations arising from accounting changes in the first applied fiscal year.

The concepts of lifetime employment and seniority have been at the foundation of Japan's
economic development for a long time. At a time when Japan can no longer expect the
economic expansion it has enjoyed before, it is natural that there is an active movement toward
the drastic reconstruction of retirement benefits and pension systems in conjunction with more
reasonable personnel and salary systems based on duty assignment and achievement.
Moreover, since newly defined contribution annuity and benefits pension laws took effect in
October 2001 and April 2002, respectively, a shift to a new retirement benefits system has
become a real possibility. This article argues that the existing system has reached its limit and
must be changed to a new one.

These days, a great number of business enterprises are reducing retirement benefits and

seeking a transition to a new retirement benefits system. The new accounting standard has
affected this trend because prior to its introduction, employees, labor unions, and even
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management did not recognize the problem of the shortage of the reserve fund. In this sense,
the existence of unrecognized net obligations concerning retirement benefits has given a sense
of crisis to all interested parties, and accordingly, labor unions have had to stand in a position of
accepting compromise plans from their companies on the reform of retirement benefits since
the introduction of the new standard.

The major characteristic of the new accounting standard is that no such accounting standard
has ever existed which can influence business behavior and the retirement benefits system.

In conclusion, because this new accounting standard has had a great impact on the reform of
retirement benefits, this standard is exactly the "one for the recognition of the shortfall of the
reserve fund." The new standard not only improves the transparency of financial statements
for investors but also helps the reform of the retirement benefits system for companies and
functions to keep track of the accurate condition of any shortfall in the reserve fund for
employees.
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