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25 June 2011 
 
 
Dear Stephenie 
 
Re Conceptual Framework for General Purpose Financial Reporting by Public 
Sector Entities: Elements and Recognition in Financial Statements 
 
1. The Accounting Standards Board (ASB) welcomes the opportunity to respond to 

the above Consultation Paper (CP).  We would like to highlight the following 
points.  

 
2. As stated in other comments letters to the IPSASB Conceptual Framework 

project, we think it would be unfortunate for the IPSASB and IASB frameworks 
to diverge markedly without due justification and consider that the  revenue and 
expenses approach would be a radical departure from the Conceptual 
Frameworks of other standard-setters.  Therefore, we support the assets and 
liability approach.  However, we acknowledge the importance of clear reporting 
of income and expenses particularly in relation to the delivery of services.  In our 
view, however, this can be accommodated within an asset and liabilities 
framework with, if necessary, explained by narrative or other disclosure.  

 
3. We recommend that the IPSASB consider defining an asset in terms of ‘rights or 

other access to receive future economic benefits’ rather than for example 
‘resources controlled by the entity’.  This may affect analysis of cases where more 
than one entity has rights to use a single resource and can more easily be applied 
where the asset is itself, simply a right for example, where an entity holds an 
option. 
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4. We recommend that the IPSASB  reconsider using the terms revenue and 

expenses as the terms for flows of assets and liabilities as confusion may arise as 
to whether they include ‘one off’ items and suggest the terms ‘gains or losses’  

 
5.  We consider it essential that the framework should set out robust recognition 

criteria to avoid financial statements being cluttered with items of dubious 
relevance.  There must be adequate evidence that an element exists before it is 
recognised. 

 
6. The above points are enlarged upon in our responses to the Specific Matters for 

Comment set out in the Appendix. 
 

7. If it would be helpful to discuss these comments, please contact Joanna 
Spencer j.spencer@frc-asb.org.uk or me. 

 
Yours sincerely 
 
 

 
 
 
Andrew Lennard 
Director of Research 
DDI: 020 7492 2430 
Email: a.lennard@frc-asb.org.uk 
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IPSASB Consultation Paper on Elements and Recognition 
 

Specific Matters for Comment (‘SMCs’)  

 
Specific Matter for Comment 1: 
(a) Should the definition of an asset cover all of the following types of benefits—those in 
the form of: 

(i) Service potential; 

(ii) Net cash inflows; and 

(iii) Unconditional rights to receive resources? 

ASB response 

The definition of an asset should be broad enough to include items that provide any of the 
above types of economic benefits.  However, it is not these benefits themselves that form the 
present asset that is reported in the GPFS, and not all prospects of future benefits are assets 
at the reporting date.  As noted in our response to SMC 2, in our view an asset should be 
defined in terms of rights to future economic benefits.   

It is important that it is clear that ‘net cash inflows’ should include a saving of future cash 
outflows.  This is particularly important where assets are employed in the provision of 
services for which no fee, or a fee less than cost is charged.   

(b) What term should be used in the definition of an asset: 

(i) Economic benefits and service potential; or 

(ii) Economic benefits? 

ASB response 

As stated above, it is important that the definition of an asset should include items that 
provide service potential as one type of economic benefit.  It is questionable, however, 
whether it is necessary or appropriate that the definition specifically refer to ‘service 
potential’.  We do not believe that the existence of assets that provide only service potential 
is a distinguishing feature of the public sector: commercial entities often hold assets that do 
not directly contribute to the receipt of cash inflows.   
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Specific Matter for Comment 2 
(a) Which approach do you believe should be used to associate an asset with a specific 

entity: 

(i) Control; 

(ii) Risks and rewards; or 

(iii) Access to rights, including the right to restrict or deny others’ access to rights? 

ASB response 

The ASB’s Statement of Principles for Financial Reporting defines assets as ’rights or other 
access to future economic benefits controlled by an entity as a result of past transactions or 
events’.  Our experience has shown that the focus on rights, rather than resources, is 
valuable.  A definition in terms of ‘resources controlled by an entity’ can create the 
misleading impression that once a resource has been identified, the accounting issue is to 
determine the entity of which that resource is an asset.  This sort of confusion is evidenced 
by the example in paragraph 2.36 of the Consultation Paper,   It is correct to observe that the 
fiber optic cable is not the entity’s asset, but the entity may have a right to use the cable, 
which is an asset.  (We note that this discusses the use of the notion of ‘right’ to establish a 
link to the asset; in contrast, we are suggesting that it is the right itself that is the asset).  
Confusions of this kind have arisen in the course of IASB’s work on leasing and on Service 
Concession Arrangements. 

A definition based on the notion of a resource can also be confusing where the potential 
asset is, itself, simply a right, for example, where an entity holds an option.   

We do however recognise that the approaches proposed do overlap and that control and 
rights are directly linked to the risks and rewards associated with having an asset. 

 

(b) Does an entity’s enforceable claim to benefits or ability to deny, restrict, or otherwise 
regulate others’ access link a resource to a specific entity? 

ASB response 

In our view, such an enforceable claim or ability would be a right or other access to economic 
benefits, and the entity would therefore have an asset.   

(c) Are there additional requirements necessary to establish a link between the entity and 
an asset? 

ASB response 

In our view it is not helpful to consider as separate issues (i) what is the essence of an asset 
and (ii) what are the links between an entity and a potential asset.  Consistently with the 
views expressed above, we suggest that if the entity has a right to future economic benefits, 
that right is an asset.   
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Specific Matter for Comment 3 
Is it sufficient to state that an asset is a “present” resource, or must there be a past event that 
occurs? 

ASB response 

We understand the argument that, if the definition refers to a “present resource” it is 
unnecessary to refer a past event.  However, we believe that the reference to ‘a past event’ 
is helpful.  It emphasises that, for an asset to have come into existence there must have been 
a past transaction or event, and underpins the role of the financial statements in providing 
an account of historical transactions.  An asset may be seen as the link between the past 
(when it came into existence) and the future (when it will yield economic benefits).  
Reference to ‘a past event’ is also helpful in distinguishing mere current expectations of 
future benefits from rights that have been purchased or otherwise acquired.   

Specific Matter for Comment 4 
Recognition and measurement criteria aside, are public sector entity rights and powers, such 
as those associated with the power to tax and levy fees, inherent assets of a public sector 
entity, are they assets only when those powers are exercised, or is there an intermediate event 
that is more appropriate? 

ASB response 

We do not believe that the power to tax and levy fees should be reported as an asset.  In our 
view, it is only the legislature (not the government) that has the right to require taxes and 
fees, therefore a government should report an asset in respect of tax or fee only when an 
event that gives rise to a right to receive tax under current legislation takes place.   

Specific Matter for Comment 5 
(a) Are there any additional characteristics that have not been identified that you believe 

are essential to the development of an asset definition? 

(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of assets? 

ASB response 

We have not identified any further issues.   

Specific Matter for Comment 6 
(a) Should the definition of a liability cover all of the following types of obligations? 

(i) Obligations to transfer benefits, defined as cash and other assets, and the 
provision of goods and services in the future. 

(ii) Unconditional obligations, including unconditional obligations to stand ready 
to insure against loss (risk protection). 

(iii) Performance obligations. 

(iv) Obligations to provide access to or forego future resources. 

ASB response 

Any of the above kinds of obligations should be within the definition of a liability.   

We have the following additional comments on this section of the Consultation Paper 
(paragraphs 3.6-3.20).   
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• We do not agree with the view expressed in paragraph 3.8 that a liability may exist 
where it is necessary to expend resources to ‘discharge an organizational need’.  Such 
expenditure is incurred to enhance the efficiency of future operations, and not to 
discharge a liability.  (Of course, if an entity’s assets are not fit for purpose they may 
be impaired, but that does not justify the recognition of a liability.) 

• We agree that unconditional obligations include ‘stand ready’ obligations whereby 
an entity is required to provide resources if a future uncertain event occurs.  We do 
not, however, understand how these differ from the conditional obligations 
addressed in paragraph 3.12.   

• We do not believe that executory contracts usually give rise to an unconditional 
obligation to pay the contractually agreed amount.  Under such contracts the 
obligation is to exchange, and there is a liability only if, and to the extent that, the 
exchange is likely to be unfavourable (in other words, the contract is onerous).  In 
many cases, there is not even an obligation to exchange: more precisely the 
obligation is EITHER to exchange OR to compensate the other party for any losses 
that it will suffer (having taken reasonable steps to mitigate those losses) as a result 
of the entity’s failure to exchange.   

• Consistently with our view on the definition of assets, we believe there is considerable 
conceptual merit in the accounting described for a service concession arrangement in 
paragraph 3.20, i.e. the entity recognises that the effect of the transaction is to 
convey a part of its assets to the private sector entity.  We note that this is one of the 
approaches to lessor accounting proposed in the IASB’s recent exposure draft on 
leases.   

 (b) Is the requirement for a settlement date an essential characteristic of a liability? 

ASB response 

A settlement date is not an essential characteristic of a liability.  Uncertainty about the time 
at which an obligation may be settled, or the ability of the entity to defer settlement, may 
affect the measurement of a liability, but not its existence. 

Specific Matter for Comment 7 
(a) Should the ability to identify a specific party(ies) outside the reporting entity to whom 
the entity is obligated be considered an essential characteristic in defining a liability, or be 
part of the supplementary discussion? 

ASB response 

We agree that the definition of a liability should make clear that the entity cannot both be 
both the party that is obligated and the party to which settlement will be made.  Therefore, 
there is always an external party to whom a liability is owed.  However, it is not always the 
case that a specific external party can be identified.  The point is best addressed in 
supplementary guidance rather than in the definition of a liability.   

 (b) Do you agree that the absence of a realistic alternative to avoid the obligation is an 
essential characteristic of a liability? 

ASB response 

Yes.   
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(c) Which of the three approaches identified in paragraph 3.28 do you support in 
determining whether an entity has or has not a realistic alternative to avoid the 
obligation? 

ASB response 

In our view, the definition of a liability should include all obligations where another party has 
the right to require settlement.  Whilst, in most cases this will be a legal right, it would be 
too restrictive to require that in all cases the other party should have the ability to enforce 
settlement at law.  Whether a liability should be reported or not should reflect the economic 
substance:  the opinion of lawyers on the likely consequences of obscure precedents of the 
law of equity should not be required, except perhaps in exceptional cases.  If legal 
enforceability were to be required, it would raise questions about cases where the creditor, 
although legally entitled to settlement, would be unlikely to incur the cost of legal action to 
enforce its claim.   

But the definition should not encompass future outgoings where the other party has no right 
to require payment.  Although the phrase ‘valid expectation’ has become established, we 
believe that it should be clarified.  It is not sufficient that the other party may have an 
expectation that is rational and likely to be fulfilled (and so could be described as ‘valid’): it is 
also necessary that the other party is entitled to rely on settlement.   

We do not support the second approach in paragraph 3.28 as we can see no conceptual 
basis for distinguishing between obligations that result from exchange and non-exchange 
transactions.  However, we acknowledge that the exchange itself may provide evidence of 
the existence of an obligation.   

Specific Matter for Comment 8 

Is it sufficient to state that a liability is a “present” obligation, or must there be a past event 
that occurs? 

ASB response 

The considerations in respect of liabilities are parallel to those that arise in the case of 
assets, which we have discussed above in connection with SMC 3.   

We understand the argument that, if the definition refers to a “present obligation” it is 
unnecessary to refer a past event.  However, we believe that the reference to ‘a past event’ 
is helpful.  It emphasises that, for a liability to have come into existence there must have 
been a past transaction or event, and underpins the role of the financial statements in 
providing an account of historical transactions.  A liability may be seen as the link between 
the past (when it came into existence) and the future (when it will require an outflow of 
economic benefits).  Reference to ‘a past event’ is also helpful in distinguishing mere current 
expectations of future outflows from obligations stemming from past transactions and 
events.   

Specific Matter for Comment 9 
(a) Recognition and measurement criteria aside, are public sector entity obligations such 

as those associated with its duties and responsibilities as a government, perpetual 
obligations, obligations only when they are enforceable claims, or is there an 
appropriate intermediate event that is more appropriate? 

ASB response 

In our view, a liability for financial reporting purposes only exists where another party has an 
enforceable claim.   

CF-CP 2 002
IFAC IPSASB Meeting Agenda Item 4C 



Page 8 of 12 
 

(b) Is the enforceability of an obligation an essential characteristic of a liability? 

ASB response 

Yes, but not necessarily legal enforceability.  See our answer to SMC 7, above.   

(c) Should the definition of a liability include an assumption about the role that sovereign 
power plays, such as by reference to the legal position at the reporting date? 

Where a sovereign government has a legal obligation, the possibility that it might use its 
sovereign power to ‘walk away’ does not justify omitting that liability.  A liability should 
continue to be reported until the legislature passes new legislation that relieves the 
administration of the liability.   

Specific Matter for Comment 10 
(a) Are there any additional characteristics that have not been identified that you believe 

are essential to the development of a liability definition? 

(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of liabilities? 

ASB response 

We have not identified any further issues.   

Specific Matter for Comment 11 
(a) Should revenues and expenses be determined by identifying which inflows and 

outflows are “applicable to” the current period (derived from a revenue and expense-
led approach), or by changes in net assets, defined as resources and obligations, 
“during” the current period (derived from an asset and liability-led approach)? 

ASB response 

We believe that the elements of financial performance should be defined in terms of changes 
in net assets (excluding transactions with equity interests), and not in terms of inflows and 
outflows that are “applicable to” the current period.   

Adoption of a revenue and expense-led view would be a radical departure from the 
Conceptual Frameworks adopted by other standard-setters.  Therefore, it should, in our 
view, only be contemplated if the case to change that approach is compelling enough, that 
is, there are clear deficiencies in the asset and liability-led approach that cannot be resolved 
by any other means.   

We agree that information on financial performance is of great significance, and developing 
the most useful means of conveying that information is one of the most important 
challenges for accounting standard-setters.  

The discussion in the Consultation Paper envisages ‘financial performance’ being 
encapsulated in a single number (for example, in paragraph 4.4).  While it may be the case 
that in practice attention is excessively focussed on ‘the bottom line’ we question whether a 
single number can ever convey significant information about a large and diverse 
organisation.  Rather than attempt to provide a better ‘bottom line’ in our view it is likely to 
be more productive to secure useful information on relevant components of financial 
performance.  In addition, financial reports need to be supplemented by narrative reports 
drawing attention to significant features of financial performance (such as expenses that will 
provide benefits in the future but do not result in recognised assets) and also to non-financial 
measures of performance.   
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 (b) What arguments do you consider most important in coming to your decision on the 
preferred approach? 

ASB response 

In addition to the points made in connection with our response to (a) above, we find 
particularly cogent the arguments in paragraph 4.25: the asset and liability-led view is 
relatively robust, free from subjectivity and avoids the considerable difficulties of defining 
“applicability to the current period”.   

Specific Matter for Comment 12 
(a) Should transactions with residual/equity interests be excluded from revenues and 

expenses? 

ASB response 

Whilst we agree that residual/equity interests should be excluded from revenue and 
expenses, we are of the view that there are a number of issues in relation to residual/equity 
interests that need to be further explored. 

For example, some public sector bodies may receive funding from another part of 
government in order to support their activities and, perhaps less commonly, pay over surplus 
funds to a higher level of government.  It is important that such transactions are excluded 
from the definitions of revenues and expenses.  The exclusion should only be for transactions 
with such parties in their capacity as owners.   

(b) Should the definitions of revenue and expense be limited to specific types of activities 
associated with operations, however described? 

ASB response 

The terminology adopted in the Consultation Paper for the elements that relate to flows, 
that is ‘revenue’ and ‘expenses’ is, in our view, likely to lead to considerable confusion, 
because those terms are often used in a more restricted sense.  ‘Revenue’, for example, is 
frequently used to refer to inflows from ordinary activities—the amount reported in the 
private sector as ‘turnover’ or ‘sales’.  Endless arguments arise about, for example, whether 
the sale of a non-operating asset for more than its book value (or the settlement of a dispute 
for less than that previously recognised) give rise to ‘revenue’—even where the parties to the 
discussion are agreed that the credit should be recognised in the statement of financial 
performance, but in a way that distinguishes from normal operations.   

The ASB’s Statement of Principles for Financial Reporting avoids this by using the terms 
‘gains’ and ‘losses’ to describe the elements that relate to financial reporting.  
Supplementary discussion might add that ‘revenues’ are one kind of gain and ‘expenses’ are 
one kind of loss.   

We strongly recommend that the IPSASB considers adopting general terms such as ‘gains’ 
and ‘losses’ for these elements.  We recognise that this would be a departure from the usage 
in IASB’s current Conceptual Framework, but would hope that IASB will make a similar 
change when it addresses the elements in its work on its Conceptual Framework.   
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Specific Matter for Comment 13 
(a) Are there any additional characteristics that have not been identified that you believe 

are essential to the development of definitions of revenues and expenses? 

ASB response 

We have not identified any further issues.   

 (b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the definitions of revenues and 
expenses? 

ASB response 

We have not identified any further issues.   

Specific Matter for Comment 14 
(a) Do deferrals need to be identified on the statement of financial position in some way? 

 (b) If yes, which approach do you consider the most appropriate?  Deferred outflows and 
deferred inflows should be: 

(i) Defined as separate elements; 

(ii) Included as sub-components of assets and liabilities; or 

(iii) Included as sub-components of net assets/net liabilities. 

ASB response 

As stated in our answer to SMC 11, we oppose the inclusion of deferrals in the statement of 
financial position.  If, however, they are to be included it is essential that they are clearly and 
separately identified.  This would require that they are both defined as separate elements 
and separately presented from net assets/net liabilities,   

 (c) If defined as separate elements, are the definitions of a deferred outflow and deferred 
inflow as set out in paragraph 5.8 appropriate and complete? 

ASB Response 

No.  The definitions need to specify what is meant by “applicable to the reporting period”.   

Specific Matter for Comment 15 
(a) Do you consider net assets/net liabilities to be a residual amount, a residual interest, or 

an ownership interest? 

ASB response 

In principle, we consider net assets/net liabilities to be simply a residual amount.  In many 
cases there is little information content in this amount.  However, as noted in our response 
to SMC 12, it is important that changes in this amount due to transactions with ‘owners’ are 
reported transparently.   

(b) Should the concept of ownership interests, such as those that relate to minority or 
noncontrolling interests in a GBE, be incorporated in the element definition? 

ASB response 

Where such interests exist: 

(i) they will not usually meet the definition of a liability;  

(ii) they should be clearly segregated from other parts of the residual interest; 
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(iii) the surplus or deficit relating to such interests should be transparent.   

However, minority or noncontrolling interests in a GBE arise only rarely.  We suggest that 
this issue should be dealt with in the development of accounting standards rather than in the 
Conceptual Framework.   

 (c) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of net assets/net 
liabilities? 

ASB response 

We have not identified any further issues. 

Specific Matter for Comment 16 
(a) Should transactions with residual/equity interests be defined as separate elements? 

ASB response 

Yes.  Please refer to our answer to SMC 12 (a).   

(b) If defined as separate elements, what characteristics would you consider essential to 
their definition? 

ASB response 

As noted in our answer to SMC 12 (a), only transactions that are with parties that are 
‘owners’ in their capacity as owners should be within the definition.   

Specific Matter for Comment 17 
(a) Should recognition criteria address evidence uncertainty by requiring evidence 

thresholds; or by requiring a neutral judgment whether an element exists at the 
reporting date based on an assessment of all available evidence; or by basing the 
approach on the measurement attribute? 

ASB response 

We are generally supportive of a neutral judgement approach for recognition criteria.   

In our view, robust recognition principles are an essential element of a satisfactory and 
workable framework that should ensure financial statements are not cluttered with 
information about assets and liabilities that are of doubtful relevance (such as some 
intangible assets currently recognised on a business combination).  The recognition criteria 
should require that assets and liabilities are recognised only where there is adequate 
evidence of their existence, and a measurement basis that can be expected to be sufficiently 
relevant, reliable and verifiable can be identified.   

Relevance is not mentioned in the context of recognition in the IASB’s Framework, but FASB 
Concepts Statement #5 gives as one of its recognition criteria ‘It has a relevant attribute 
measurable with sufficient reliability’.  We prefer the FASB’s approach, as we do not consider 
an asset should be recognised if the only practicable measurement attribute is devoid of 
relevance.   

(b) If you support the threshold approach or its use in a situational approach, do you agree 
that there should be a uniform threshold for both assets and liabilities?  If so, what 
should it be?  If not, what threshold is reasonable for asset recognition and for liability 
recognition? 
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We do not consider that it would be appropriate for the Framework to specify specific 
thresholds for the recognition of assets and liabilities in financial statements.  The degree of 
uncertainty that may be tolerated might not necessarily be the same in all cases due to the 
need to balance reliability and relevance.  For example, it might be considered that the 
relevance of pension obligations is sufficiently high that they should be recognised, 
notwithstanding a degree of variability in their measurement that would preclude 
recognition in another case. 

In our view, the application of the recognition criteria is best dealt with in the development 
of accounting standards or, in the absence of an accounting standard, by the professional 
judgement of the preparer.   

As noted in the Phase 1 ED, caution needs to be exercised in dealing with uncertainty 
(paragraph 3.15).  We therefore would expect that standards might in particular cases 
provide stricter recognition requirements for assets than for liabilities. 

 

Specific Matter for Comment 18 
Do you support the use of the same criteria for derecognition as for initial recognition? 

ASB response 

We believe the most helpful approach is start with the presumption that a recognised asset 
or liability should continue to be recognised until a new transaction or event suggests that it 
should be derecognised (for example because it has been disposed of or settled) or its 
measurement should be changed (for example, as a result of changing prices). 

We acknowledge that a possible consequence of this approach is that an entity may 
continue to recognise items although similar rights and obligations could have been acquired 
in a different way without giving rise to assets and liabilities.  This arguably impairs 
comparability.  However, the advantage is that it permits a fuller and more understandable 
presentation of the effect of transactions and events of the year on the entity’s assets and 
liabilities.  It is also consistent with the objective of accountability that an entity should 
continue to account for assets and liabilities, unless it is clear that they have been disposed 
of or settled.   

Specific Matter for Comment 19 
Should the recognition criteria be an integral part of the element definitions, or separate and 
distinct requirements? 

ASB response 

In our view, it is important that the recognition criteria should be separate and distinct from 
the definitions of an element.  The distinction is helpful in clarifying the rationale for 
including or excluding an item from the financial statements.   

For example, an item may not be recognised because there is no appropriate measurement 
basis but another similar item is newly-acquired and recognised at cost.  If the definition of 
an asset contains recognition criteria, the first item would be an asset but not the second.  
This would be confusing.   
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Opinions of the Federation of Professional Councils of Economic Sciences 
(FACPCE) 

 

Phase 2   The definition and recognition of the elements of financial 
statements; 
 
Specific matter for comment 1: 
(a) Should the definition of a asset cover all the following types of benefits- those in the form of: 

(i) Service potential; 
(ii) Net cash inflows; and 
(iii) Unconditional rights to receive resources? 

(b) What term should be used in the definition of an asset: 
(i) Economic benefits and the service potential; or 
(ii) Economic benefits? 

 
Paragraph 

No. 
Paragraph Reference  Opinion 

(a)  Should the definition of  an asset cover 
all the following types of benefits- those 
in the form of: 
(i) Service potential; 
(ii) Net cash inflows; and 
(iii) Unconditional rights to receive 
resources? 
 

The definition of an asset should 
cover all the concepts expressed 
in points (i), (ii) and (iii). 
Regarding point (iii), 
Unconditional rights to receive 
resources, if and only if they are 
specified in the contract. 
For example, privatizations 
where the contract states an 
investment program, it should 
be considered a debt for the 
privatized company and an asset 
for the appropriate Government 
Sector. 

2.13  The substance of an asset may be identified 
in the terms of the type of economic 
benefits provided by a resource. Three 
potential types of benefits are:  
(a) Service potential;  
(b) Net cash inflows (or reduced net cash 
outflows); and  
(c) Unconditional rights to receive resources. 

Economic benefits and service 
potential should be used in the 
definition of an asset(i). 

2.24  “…. However, others believe  that because a 
significant portion of the government assets 

Understanding that the "service 
potential" is precisely one of the 
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are employed  to provide  service and not  to 
derive  an  economic  benefit,  the  term 
"service  potential"  should  be  incorporated 
separately  into the definition of an asset.  In 
the rest of this CP, it is considered that there 
is a  request  to  include  in  this approach  the 
economic  benefits  as  well  as  the  service 
potential benefits, and the comment."  

factors that distinguish us from 
the Public Sector, as the Public 
Sector operations' main goal is 
to provide services and a need 
for assets to deliver such 
services, and for that reason it 
may not be included in the term 
economic benefits. 

(b)  What term should be used in the definition 
of an asset: 
(i) Economic benefits and the service 
potential; or 
(ii) Economic benefits? 

What should be included is: 
"The economic benefits and the 
service potential" 
If in the economic benefits not 
only the fund flows are 
considered, but also the 
unconditional rights to receive 
the resources stated in the 
contracts.  

 
Specific matter for comment 2: 
 (a) What approach do you believe should be used to associate an asset with a specific entity: 

(i) Control; 
(ii) Risks and rewards; or 
(iii) Access to rights, including the right to restrict or deny others' access to rights? 

(b) Does an entity's enforceable claim to benefits or ability to deny, restrict or otherwise regulate 
others' access link a resource to a specific entity? 
(c) Are there additional requirements necessary to establish a link between the entity and an 
asset? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

2.26  Assets of the Reporting Entity  
Because  the  financial  statements  of  a 
government or other public sector entity can 
include  only  its  own  assets,  one  type  of 
essential characteristic of an asset is how an 
entity determines whether or not an asset is 
its asset. The  issue, therefore,  is how to  link 
the  rights  or  other  access  to  the  future 
benefits  to  the  specific  entity  that  benefits 
from them. 

(iii) Access to the rights, 
including the right to restrict or 
deny access to others' rights. 

2.38  "...In the latter example, the natural 
resource might qualify as an asset for the 
government." 

Natural Resources are 
government‐managed public 
assets of public domain, but 
they belong to all the citizens 
living in the national territory. 
So, for better management, the 
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government will be able to 
obtain resources from them, 
either pass permits or royalties 
for the exploitation that will be 
considered government 
revenues over a public domain 
asset, that is a citizen‐owned 
asset; on the other hand, such 
assets have a series of 
restrictions that the government 
private domain assets do not 
possess. 
Actually, all the assets, both of 
public and private domain, 
belong to the citizens of a 
country and the government is 
their administrator, so we 
understand that the Natural 
Resources should be part of a 
government's assets, the 
government being their 
administrator, which generate 
revenue or not, in which case 
they are Exploited Natural 
Resources and such assets 
constraints should be specified. 

2.39  Requiring  an  entity  to  have  an  enforceable 
claim of an asset's benefits, such as through 
contractual  rights,  has  also  been  suggested 
as a criterion  to  link  the asset  to  the entity. 
Enforceability  force  can be  represented not 
only by holding title to the resource, but also 
for  being  a  party  to  a  contractual 
arrangement,  as  this  usually  entitles  an 
entity to access such benefits. 

The enforceable claim to the 
benefits should only be 
supported by the contractual 
rights. 

(a)   Which approach do you believe should be 
used to associate an asset with a specific 
entity: 
(i) Control; 
(ii) Risks and rewards; or 
(iii) Access to rights, including the right to 
restrict or deny others' access to rights? 

An asset must be associated 
with an entity when: 
(i) You hold legal title of it; or 
(ii) The risks and 
benefits are assumed; or 
(iii) You have formal rights over 

them (contracts). 
What should not be considered: 
• Control or 
• The rights to restrict or 

deny access to others' 
rights. 
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(b)  Does an entity's enforceable claim to 
benefits or ability to deny, restrict or 
otherwise regulate others' access link a 
resource to a specific entity? 

To be recognized as an asset, 
"prudence" should be applied 
and recognized only when the 
claim is actually enforced. 

(c)  Are there additional requirements necessary 
to establish a link between an entity and an 
asset? 

In the case of the rights, the 
relevant contracts, and in the 
case of public domain assets 
(Natural Resources) the existing 
constraints on them will depend 
on the laws of each country. 

 
Specific matter for comment 3: 
Is it sufficient to state that an asset is a "present" resource, or must there be a past event that 
occurs? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

2.41  Asset at the Reporting Date 
The third class of characteristic of an asset 
relates to requiring the other essential 
characteristics to be met at the reporting 
date. 

The characteristic must be: a 
present resource originated in 
past events. 

2.47 and 
2.48 

 Some consider that the notion of an asset 
being a "present" resources is an essential 
characteristic rather than the requirement 
for a past transaction or event, as in some 
existing definitions. If a past transaction or 
other event is not considered to be an 
essential characteristic, it may be an 
indicator of evidence supporting the 
existence of a present resource. 
 
Regardless of how this is characterized, 
implicitly, to be an asset, the benefits 
embodied in a resource must exist at the 
reporting date and must be resources of the 
entity at that time. 

Those are the two 
characteristics, some assets are 
the result of past events. The 
important thing is that such 
asset must exist at the end of 
the reporting date. 

 
Specific matter for comment 4 
Recognition and measurement criteria aside, are the public sector entities rights and powers, such 
as those associated with the power to tax and levy fees, inherent assets of a public sector entity 
active, are they assets only when those powers are exercised, or is there an intermediate event 
that is more appropriate? 
 
Paragraph  Paragraph Reference  Opinion 
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No. 

2.49  Unique Rights or Powers of the Public 
Sector  
Governments have unique powers and 
rights. As a result, assets maybe created in 
non‐exchange transactions and by virtue of 
exercising sovereign powers. Being able to 
assess and issue licenses and other rights or 
powers to access or regulate access to the 
benefits conferred under intangible assets as 
the electromagnetic spectrum, are rights or 
powers that others do not enjoy. Given the 
important powers that are granted to 
sovereign governments and other public 
sector entities, it is often difficult to 
determine when such rights or powers meet 
the requirement of reporting an entity's 
resource and asset. 

(b) A government entity's power 
to levy a tax or impose fees 
meets the definition of an asset 
only when the government has 
exercised that power through 
the tax or fee ACCRUAL (a 
power view). 
Rationale: We must be 
consistent with the concept of 
accrual; in paragraph 2.51 it says 
"levy", that would only be 
usable for determining the 
budgetary outcome but not the 
equity outcome. 

  Are the assets inherent to a public sector 
entity active only when those powers are 
exercised, or is there a more appropriate 
intermediate event? 

We understand that the 
Prudence principle should be 
applied only when such power is 
exercised by the State. 
The exercise of power by the 
state must not only be restricted 
to the right collection but it can 
also be defined at the moment 
in which the taxable event to 
acknowledge it is generated, 
with legal grounds supporting it. 

 
Specific matter for comment 5 
 (a) Are there any additional characteristics that have not been identified that you believe are 
essential to the development of an asset definition? 
(b) Are there any other relevant issues, and particularly unique public sector considerations that 
the IPSASB needs to consider in determining the concept of assets? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

  Assets of the State  Given their specific and unique 
public sector characteristics, 
they should be specifically 
contemplated. 

 
Specific matter for comment 6 
 (a) Should the definition of a liability cover all of the following types of obligations? 
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(i) Obligations to transfer benefits, defined as cash and other assets, and the provision of 
goods and services in the future. 
(ii) Unconditional obligations, including unconditional obligations to stand ready to 
ensure against loss (risk protection). 
(iii) Performance Obligations. 
(iv) Obligation to provide access to or forego future resources. 

(b) Is the requirement for a settlement date an essential characteristic of a liability? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

3.11 – 
3.12 

The Essential Characteristics of a Liability  
 

One of the characteristics of a 
liability is the UNCONDITIONAL 
OBLIGATIONS, with the scope of 
the present paragraphs. 

3.21  Settlement Date 
Some believe that including the notion of a 
settlement date should be considered to 
determine whether an item is a liability or 
a contribution from an owner. 

Including the settlement date can 
NOT be considered for the 
determination, as it is contrary to 
the essential characteristic of an 
Unconditional Obligation.  

 
Specific matter for comment 7 
 (a) Should the ability to identify a specific party(ies) outside the reporting entity to whom the 
reporting entity is obligated be considered an essential characteristic in defining a liability, or be 
part of the supplementary discussion? 
(b) Do you believe that the absence of a realistic alternative to avoid the obligation is an essential 
characteristic of a liability? 
(c) Which of the three approaches identified in paragraph 3.28 do you support in determining 
whether an entity has or has not a realistic alternative to avoid the obligation? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

3.28  Enforceability on the Entity  It is the (c) criterion, Enforceable 
contractual, constructive, and equitable 
obligations, and all other constructive and 
equitable obligations from which the 
public sector entity cannot realistically 
withdraw. 
With the scope of paragraphs 3.35 and 
3.36 

 
Specific matter for comment 8 
Is it sufficient to state that a liability is a "present" obligation, or must there be a past event that 
occurs? 
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Paragraph 
No. 

Paragraph Reference  Opinion 

3.42  A need for identification of a past 
transaction or event. 
 

You must be consistent with the Asset 
specific matter 3. 
It should be a present obligation arising 
from an accrued past event. Thus linking 
this basic principle avoids the drawbacks 
of paragraph 3.43.  

 
Specific matter for comment 9 
(a) Recognition and measurement criteria aside, are public sector entity obligations such as those 
associated with its duties and responsibilities as a government, perpetual obligations, obligations 
only when they are enforceable claims, or is there an intermediate event that is more appropriate? 
(b) Is the enforceability of an obligation an essential characteristic of a liability? 
(c) Should the definition of a liability include an assumption about the role that sovereign power 
plays, such as by reference to the legal position at the reporting date? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

3.51  Unique Public Sector Obligations 
This approach sees the obligation to 
transfer resources as a necessary but not 
sufficient condition for identifying such 
responsibilities as liabilities. It holds that 
enforceability occurs only when events 
have occurred that obligate and commit 
the government to act in a particular 
way. Under this view, an obligation 
should comply with the definition of a 
liability only towards the right side of the 
above diagram 

In this matter we must be 
consistent with matter 4 of Assets. 

3.52  The unique role of the budget for some 
government entities may play a part in 
determining if an obligation exists. The 
budget may be based on stated 
management policies, be approved by 
the legislature, and it, along with the 
government's policies, and programs, 
may have force of law or regulation when 
the budget becomes effective. Does the 
approval of the budget transform such 
plan, policies and programs into 
enforceable obligations at the date the 
budget is approved? 

Including a program in the budget 
does not constitute a debt. 
To constitute an enforceable 
obligation the due process should 
be concluded and accrued. Time 
required to make the payment. 
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Specific matter for comment 10 
(a) Are there any additional characteristics that have not been identified that you believe are 
essential to the development of a liability definition? 
(b) Are there other relevant issues, and particularly unique public sector considerations that the 
IPSASB needs to consider in determining the concept of liabilities? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

3.45  The essential characteristics of a 
Public Sector liability. 

Including in the sequence chart the 
concept of accrual as expressed in the 
"services rendered or goods received" 
table and its correlative "Recipients 
approved for eligibility". 

 
Specific matter for comment 11 
(a) Should revenues and expenses be determined by identifying which inflows and outflows are 
"applicable to" the current period (derived from a revenue and expense-led approach), or by 
changes in the net assets, defined as resources and obligations, "during" the current period 
(derived from an asset and liability-led approach)? 
(b) What arguments do you consider most important in coming to your decision on the preferred 
approach? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

4.1 
4.2 
4.3 
4.4 

Approaches to Reporting Financial 
Performance 

In this section it is important to 
distinguish the face of budgetary 
performance from the face of 
equity performance, where 
different approaches should be 
applied. 

4.6  Revenue and Expense‐Led Approach  
Under the R&E approach, revenues and 
expenses are identified and defined as 
primary element flows basically related 
to the efforts of today.  

This approach is applicable to the 
budget performance. 

4.20  In the public sector, the budget plays an 
important role in the accountability cycle 
of the entity. It is the publicly 
communicated document against which 
results are measured, the basis upon 
which taxes are levied, and the basis for 
planning the resources needed for the 
goods and services to be provided for a 
predetermined period, usually one year. 
The focus on the current operations in 

This approach is applicable to the 
budget performance. 
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the R&E approach therefore is seen to 
increase the relevance of the statement 
measuring financial performance. 

4.9  Asset and Liability‐Led Approach  
Under the A&L approach, the assets and 
liabilities are identified and defined first ‐
basically, as resources and obligations. 
Revenues and expenses are then defined 
as the result of changes in the assets and 
liabilities. In fact, assets are the starting 
point in determining all the other 
elements, as liabilities are defined with 
reference to their claims on assets.  

Applicable approach to equity 
performance 

4.24   The predominant thinking behind this 
approach is that the measure of the 
financial performance should be 
grounded in real economic phenomena. 
Assets and liabilities represent resources 
and obligations that can be observed and 
verified directly. Using assets and liability 
definitions as anchors imposes limits or 
restraints on what can be included in the 
assets and liabilities (financial position), 
and also in the directly related aspect of 
financial performance. All items that 
represent changes in the net resources of 
the entity between financial reporting 
dates are included in the measure of 
financial performance, ensuring a high 
level of reliability, understandability, 
consistency and comparability of the 
information, and resulting in the relevant 
metric to assess accountability. 

Applicable approach to equity 
performance 

4.30  Association With the Reporting Period  
The first issue is how revenue and 
expenses should be associated with the 
reporting period. Are revenues and 
expenses recognized as flows that are 
"applicable" to the reporting period, or 
are they a result of flows "during" the 
period that change the stock of assets 
and liabilities? Flows include both cash 
and non‐cash items. Which approach is 
more appropriate follows logically from 
the conclusion as to whether a R&E 
approach or an A&L approach should 
predominate, as explained above. 

In this section it is important to 
distinguish the face of association 
with the budgetary period from the 
equity period, where different 
approaches should be applied. 
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Specific matter for comment 12 
(a) Should transactions with residual/equity interest be excluded from revenues and expenses? 
(b) Should the definitions of revenue and expenses be limited to specific types of activities 
associated with operations, however described? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

4.40  Exclusion of Transactions with 
Residual/Equity Interests 
This section considers whether 
transactions with residual/equity 
interests should be excluded from the 
definitions of revenue and expense. 
Equity interests in the public sector differ 
from private sector ownership interests 
in that they generally do not relate to 
exchangeable equity holdings. Such 
interests and transactions are discussed 
in Section 5. Until the approach to 
ownership‐type interests in the public 
sector is resolved, the CP refers to 
holders of such interests, such as 
residual/equity interests. 

Address when analyzing Section 5. 

 
Specific matter for comment 13 
 (a) Are there any additional characteristics that have not been identified that you believe are 
essential to the development of definitions of revenues and expenses? 
(b) Are there other relevant issues, and particularly unique public sector considerations, that the 
IPSASB needs to consider in determining the definitions of revenues and expenses? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

4.13  Additional characteristics that have 
not been identified, that you believe 
are essential to the development of a 
definition of revenues and expenses 

Explicitly break down the revenue 
for a particular purpose and the 
consequential costs, which do not 
affect the qualitative modification 
of equity or budget outcome. Partly 
covered by the example. 

 
Specific matter for comment 14 
(a) Do deferrals need to be identified on the statement of financial position in some way? 
(b) If yes, which approach do you consider most appropriate? Deferred outflows and deferred 
inflows should be: 

(i) Defined as separate elements; 
(ii) Included as sub-components of assets and liabilities; or 
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(iii) Included as sub-components of net assets/net liabilities. 
(c) If defined as separate elements, are the definitions of a deferred outflow and deferred inflow 
as set out in paragraph 5.8 appropriate and complete? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

5.6  Deferred Outflows and Deferred Inflows 
If revenues and expenses are to be 
defined with a characteristic that 
indicates they are "applicable to" the 
reporting period, as explained in Section 
4, and the financial position and financial 
performance statements are to 
articulate, then one of the following 
approaches is required:  
(a) Define deferred outflows and 
deferred inflows as separate elements on 
the statement of financial position;  
(b) Broaden the definitions of asset and 
liability elements to encompass items 
that are deferrals; or  
(c) Describing the deferred outflows and 
inflows as sub‐classifications of the net 
assets / liabilities.  

The deferrals should be identified 
in the statement of financial 
position, which is alternative (a). 

5.8  The first approach maintains a flow of 
resources approach and defines deferred 
items as follows:  
(a) Deferred outflow (of resources): an 
entity's consumption or reduction of net 
assets that is applicable to a future 
reporting period; and  
(b) Deferred inflow (of resources): an 
entity's increase or acquisition of net 
assets that is applicable to a future 
reporting period.  
The term "net assets" (assets less 
liabilities) is used in these definitions to 
differentiate these items from the results 
of transactions and events such as the 
repayment of debt or the acquisition of 
property, plant and equipment with a 
cash payment, where there is no change 
in the net asset amount.  

The definitions are appropriate. 

 
Specific matter for comment 15 
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(a) Do you consider net assets/net liabilities to be a residual amount, a residual interest, or an 
ownership interest? 
(b) Should the concept of ownership interests, such as those that relate to minority or non-
controlling interests in a GBE, be incorporated in the element definition? 
(c) Are there other relevant issues, and particularly unique public sector considerations that the 
IPSASB needs to consider in determining the concept of net assets/net liabilities? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

5.12  Essential Characteristics of Net 
Assets/Net Liabilities   
Reporting the net financial position of a 
public sector entity provides valuable 
information to the primary users of the 
entity's financial statements. Service 
recipient and resource providers and 
their respective advisors use information 
about the net position at the reporting 
date to help them in assessing the 
management of the entity's short‐term  
financial capacity, and its ability to 
sustain the level of programs and services 
it provides. Users, therefore, use this 
information to assess the related aspects 
of entity's financial and operating 
capacity. 

There is an interest in the terms of 
paragraph 5.18. 

 
Specific matter for comment 16 
(a) Should transactions with residual/equity interests   be defined as separate elements? 
(b) If defined as separate elements, what characteristics would you consider essential to their 
definition? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

     
     
 
Specific matter for comment 17 
(a) Should recognition criteria address evidence uncertainty by requiring evidence thresholds; or 
by requiring a neutral judgment whether an element exists at the reporting date based on an 
assessment of all evidence available; or by basing the approach on the measurement attribute? 
(b) If you support the threshold approach or its use in a situational approach, do you agree that 
there should be a uniform threshold for both assets and liabilities? If so, what should it be? 
If not, what threshold is reasonable for asset recognition and for liability recognition? 
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Paragraph 
No. 

Paragraph Reference  Opinion 

6.11  The need for recognition criteria  
The existence of uncertainty 
There are three approaches to dealing 
with existence uncertainty:  
(a) Standardize threshold criteria, such as 
recognition only if it is "probable" that 
future economic benefits associated with 
the item will flow to or from the entity;  
(b) Use all available evidence to make 
neutral judgments about the element's 
existence; and  
(c) Use threshold criteria or neutral 
judgments, depending on the underlying 
measurement basis of the element. 

The (b) approach "Use all available 
evidence to make neutral 
judgments about the element's 
existence" is the most appropriate 
with the scope of paragraph 6.14. 

6.20  Measurement Uncertainty  No comments. 
 
Specific matter for comment 18 
Do you support the use of the same criteria for derecognition as for the initial recognition? 
 
Paragraph 

No. 
Paragraph Reference  Opinion 

6.23  Derecognition Criteria  
Recognition also includes timing 
considerations: it involves recording an 
element at the time of an initial 
transaction or event, or subsequently, if 
the required recognition criteria are not 
met until later. Recognition also entails 
an evaluation of whether changes have 
occured that warrant removing a 
previously recognized item from the 
financial statements. The latter process is 
called derecognition 

We support the use of the same 
criteria for derecognition that we 
use for initial recognition. 

 
Specific matter for comment 19 
Should the recognition criteria be an integral part of the element definitions, or separate and 
distinct requirements? 
 

Paragraph 
No. 

Paragraph Reference  Opinion 

6.26  Should Definitions Incorporate  The recognition criteria should 
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Recognition Criteria   be a separate part of the element 
definitions.
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Consultation Paper: Conceptual Framework for General 
Purpose Financial Reporting by Public Sector Entities: 
Elements and Recognition in Financial Statements 
 
Specific Matter for Comment 1: 
(a) Should the definition of an asset cover all of the following types of benefits—those in 
the form of: 
(i) Service potential; 
(ii) Net cash inflows; and 
(iii) Unconditional rights to receive resources? 
 
NAO is of the opinion that the definition of an asset should cover all of the above 
benefits – those in the form of service potential, net cash inflows and unconditional rights 
to receive resources.  This is due to the fact that ownership of the asset will lead to the 
provision of goods and services of a particular volume (service potential) and the 
generation of future economic benefits such as net cash inflows and unconditional rights 
to receive resources. 
 
(b) What term should be used in the definition of an asset: 
(i) Economic benefits and service potential; or 
(ii) Economic benefits? 
 
NAO opines that the term used to describe the definition of an asset should be economic 
benefits and service potential since many government assets are employed to provide 
services and not derive an economic benefit.  Since the provision of services is important 
to government, service potential should be distinguished separately. 
 
Specific Matter for Comment 2 
(a) Which approach do you believe should be used to associate an asset with a specific 
entity: 
(i) Control; 
(ii) Risks and rewards; or 
(iii) Access to rights, including the right to restrict or deny others’ access to rights? 
 
NAO is of the opinion that the access to rights approach, including the right to restrict or 
deny others’ access to rights, is to be used to associate an asset with a specific entity.  If 
such right of access exists, the entity can determine how to use the benefits embodied in 
the resource. 
 
(b) Does an entity’s enforceable claim to benefits or ability to deny, restrict, or otherwise 
regulate others’ access link a resource to a specific entity? 
 
Yes, NAO believes that an entity’s enforceable claim to benefits or the ability to deny, 
restrict, or otherwise regulate others’ access link a resource to a specific entity.  Where 
the entity has enforceable claim to benefits, this is an indicator that the asset belongs to 
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that entity.  Where access to others is restricted or denied, this is another factor that might 
indicate that the entity owns the asset. 
 
(c) Are there additional requirements necessary to establish a link between the entity and 
an asset? 
 
A further requirement necessary to establish a link between the entity and an asset would 
be that the entity owns rights (such as copyright, patent and trademarks) to the asset.   
The entity would also be able to convert that asset into cash. 
 
Specific Matter for Comment 3 
Is it sufficient to state that an asset is a “present” resource, or must there be a past event 
that occurs? 
 
NAO opines that it is preferable for there to be also a past event that occurs in order to 
recognise an asset.  The occurrence of a past event provides further evidence of the 
existence of a present resource.  However, in the absence of a past event, one is to 
evaluate whether the availability of a “present” resource on its own represents an asset. 
 
Specific Matter for Comment 4 
Recognition and measurement criteria aside, are public sector entity rights and powers, 
such as those associated with the power to tax and levy fees, inherent assets of a public 
sector entity, are they assets only when those powers are exercised, or is there an 
intermediate event that is more appropriate? 
 
NAO is of the opinion that public sector entity rights and powers, such as those 
associated with the power to tax and levy fees, are assets only when those powers are 
exercised.  The benefits associated with the power to tax, even if measurable, do not 
constitute an asset if that power is not exercised. 
 
Specific Matter for Comment 5 
(a) Are there any additional characteristics that have not been identified that you believe 
are essential to the development of an asset definition? 
 
NAO believes that there are no additional characteristics that have not been identified and 
that are essential to the development of an asset definition. 
 
(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of assets? 
 
The IPSASB is to consider how certain assets such as heritage assets are to be valued and 
the calculation of their estimated useful lives. 
 
Specific Matter for Comment 6 
(a) Should the definition of a liability cover all of the following types of obligations? 
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(i) Obligations to transfer benefits, defined as cash and other assets, and the provision of 
goods and services in the future. 
(ii) Unconditional obligations, including unconditional obligations to stand ready to 
insure against loss (risk protection). 
(iii) Performance obligations. 
(iv) Obligations to provide access to or forego future resources. 
 
NAO is of the opinion that the definition of liability covers all the types of obligations 
except for the obligations to provide access to or forego future resources.   Obligations to 
provide access in many cases would lead to the derecognition of assets rather than the 
incurrence of an obligation (liability) to supply those rights to another party. 
 
(b) Is the requirement for a settlement date an essential characteristic of a liability? 
 
Yes, NAO is of the opinion that a settlement date is an essential characteristic of a 
liability since it denotes that the liability is really due.   
 
Specific Matter for Comment 7 
(a) Should the ability to identify a specific party(ies) outside the reporting entity to whom 
the entity is obligated be considered an essential characteristic in defining a liability, or 
be part of the supplementary discussion? 
 
NAO believes that the ability to identify a specific party (parties) outside the reporting 
entity to whom the entity is obligated is to be considered an essential definition of a 
liability.  This is due to the fact that a liability can only materialize as long as the identity 
of the other party is known. 
 
(b) Do you agree that the absence of a realistic alternative to avoid the obligation is an 
essential characteristic of a liability? 
 
Yes, NAO agrees that the absence of a realistic alternative to avoid the obligation is an 
essential characteristic of a liability.  Otherwise, it would not be recognised as a liability. 
 
(c) Which of the three approaches identified in paragraph 3.28 do you support in 
determining whether an entity has or has not a realistic alternative to avoid the 
obligation? 
 
NAO supports the second approach in determining whether an entity has or has not a 
realistic alternative to avoid the obligation since it includes all enforceable contractual, 
constructive and equitable obligations and other constructive and equitable obligations 
associated with exchange transactions.  In all these cases, the obligations are binding on 
government.  In the case of non exchange transactions, such as the announcement of new 
programmes, although the announcement would be binding on government, it should be 
recognised as a liability when the amounts to recipients actually become due. 
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Specific Matter for Comment 8 
Is it sufficient to state that a liability is a “present” obligation, or must there be a past 
event that occurs? 
 
It is not sufficient to state that a liability is a “present” obligation, but there must also be a 
past event that occurs to place emphasis on the fact that the event giving rise to the 
entity’s present obligation has already occurred. 
 
Specific Matter for Comment 9 
(a) Recognition and measurement criteria aside, are public sector entity obligations such 
as those associated with its duties and responsibilities as a government, perpetual 
obligations, obligations only when they are enforceable claims, or is there an appropriate 
intermediate event that is more appropriate? 
 
NAO is of the opinion that obligations such as those associated with its duties and 
responsibilities as government are such when they become enforceable claims. 
 
(b) Is the enforceability of an obligation an essential characteristic of a liability? 
 
NAO believes that the enforceability of an obligation is an essential characteristic of a 
liability because it ensures that the liability is really due. 
 
(c) Should the definition of a liability include an assumption about the role that sovereign 
power plays, such as by reference to the legal position at the reporting date? 
 
NAO believes that the definition of a liability should include an assumption about the 
role that sovereign power plays, such as by reference to the legal position at the reporting 
date.  Such a fact is to be stated in the GPFRs to provide more information to users. 
 
Specific Matter for Comment 10 
(a) Are there any additional characteristics that have not been identified that you believe 
are essential to the development of a liability definition? 
 
NAO is of the opinion that there are no additional characteristics that have not been 
identified that you believe are essential to the development of a liability definition. 
 
(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of liabilities? 
 
None. 
 
Specific Matter for Comment 11 
(a) Should revenues and expenses be determined by identifying which inflows and 
outflows are “applicable to” the current period (derived from a revenue and expense-led 
approach), or by changes in net assets, defined as resources and obligations, “during” the 
current period (derived from an asset and liability-led approach)? 
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NAO opines that revenues and expenses are to be determined by identifying which 
inflows and outflows are “applicable to” the current period (derived from a revenue and 
expense-led approach). 
 
(b) What arguments do you consider most important in coming to your decision on the 
preferred approach? 
 
NAO opines that this approach supports the concept that revenue and expenses are 
recognised during the period to which they relate.  This is not to be considered as a 
smoothing of revenue and expenditure over a number of periods, but matching the 
revenue received relating to a particular period with the expenditure for that period. 
 
NAO is also of the opinion that the revenue and expense-led approach results in a more 
accurate measure of inflows and outflows of the public sector entity and represents a 
more faithful representation of the results of the entity. 
 
NAO believes that the Asset and Liability Approach results in more volatility in 
measuring performance. 
 
Specific Matter for Comment 12 
 
(a) Should transactions with residual/equity interests be excluded from revenues and 
expenses? 
 
NAO opines that they should be excluded from revenues and expenses so that the real 
results of each Government Department will be able to be assessed. 
 
(b) Should the definitions of revenue and expense be limited to specific types of activities 
associated with operations, however described? 
 
NAO believes that the definitions of revenue and expenses should not be limited to 
specific types of activities associated with operations but should include also gains and 
losses.   This will provide a more faithful representation of Departmental performance. 
 
Specific Matter for Comment 13 
(a) Are there any additional characteristics that have not been identified that you believe 
are essential to the development of definitions of revenues and expenses? 
 
None. 
 
(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the definitions of revenues and 
expenses? 
 
None. 

CF-CP 2 004
IFAC IPSASB Meeting Agenda Item 4C 



 
Specific Matter for Comment 14 
(a) Do deferrals need to be identified on the statement of financial position in some way? 
 
Yes, NAO is of the opinion that deferred outflows and deferred inflow are to be identified 
on the statement of financial position. 
 
(b) If yes, which approach do you consider the most appropriate? Deferred outflows and 
deferred inflows should be: 
(i) Defined as separate elements; 
(ii) Included as sub-components of assets and liabilities; or 
(iii) Included as sub-components of net assets/net liabilities. 
 
Deferred outflows and deferred inflows are to be included as sub-components of assets 
and liabilities.  NAO believes that this reflects the true nature of deferred outflows and 
inflows, reduces the number of key elements making up financial statements and thus 
will make it easier for users of financial statements to understand. 
 
(c) If defined as separate elements, are the definitions of a deferred outflow and deferred 
inflow as set out in paragraph 5.8 appropriate and complete? 
Not applicable. 
 
Specific Matter for Comment 15 
(a) Do you consider net assets/net liabilities to be a residual amount, a residual interest, or 
an ownership interest? 
 
NAO considers net assets/net liabilities to be an ownership interest since ownership exists 
in government both at the whole of government level and at entity level. 
 
(b) Should the concept of ownership interests, such as those that relate to minority or 
non-controlling interests in a GBE, be incorporated in the element definition? 
 
The concept of ownership interests, such as those that relate to minority or non-
controlling interests in a GBE, should be incorporated in the element definition. 
 
(c) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of net assets/net liabilities? 
 
None. 
 
Specific Matter for Comment 16 
 
(a) Should transactions with residual/equity interests be defined as separate elements? 
 
NAO believes that transactions with residual/equity interests are to be defined as separate 
elements. 
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(b) If defined as separate elements, what characteristics would you consider essential to 
their definition? 
 
NAO considers the characteristics mentioned in Section 5.34 as all relevant to the 
definition.  It would however like to distinguish between the residual/equity attributable 
to the entity and the residual/equity attributable to non-controlling interests.  NAO would 
also like to include changes in accounting policies. 
 
Specific Matter for Comment 17 
(a) Should recognition criteria address evidence uncertainty by requiring evidence 
thresholds; or by requiring a neutral judgement whether an element exists at the reporting 
date based on an assessment of all available evidence; or by basing the approach on the 
measurement attribute? 
 
NAO believes that recognition criteria address evidence uncertainty by requiring a 
neutral judgement whether an element exists at the reporting date based on an assessment 
of all available evidence.  This will help the reporting entity better determine whether a 
transaction meets the definition of an asset or liability. 
 
(b) If you support the threshold approach or its use in a situational approach, do you 
agree that there should be a uniform threshold for both assets and liabilities? If so, what 
should it be?  If not, what threshold is reasonable for asset recognition and for liability 
recognition? 
 
Not applicable. 
 
Specific Matter for Comment 18 
 
Do you support the use of the same criteria for derecognition as for initial recognition? 
Yes, NAO supports the use of the same criteria for derecognition as for initial 
recognition.  This would ensure consistency in the approach to recognising and 
derecognizing elements in the financial statements. 
 
 
Specific Matter for Comment 19 
 
Should the recognition criteria be an integral part of the element definitions, or separate 
and distinct requirements? 
 
NAO is of the opinion that the recognition criteria have separate and distinct 
requirements from element definition.  This helps to better distinguish between definition 
and recognition criteria. 
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Our reference  

Curt Johansson  

  

  

  
 

The Swedish National Drottninggatan 89 Phone +46 8 690 43 00 Postal giro 865800-7 Invoicing address 

Financial Management P.O Box 45316 Fax +46 8 690 43 50 Company Reg.no Ekonomistyrningsverket 

Authority SE-104 30 Stockholm www.esv.se 202100-5026 FE 27 

  registrator@esv.se SE202100502601 (EU) SE-833 83 Strömsund 

Comments on Conceptual Framework for General 

Purpose Financial Reporting by Public Sector Entities: 

Elements and Recognition in Financial Statements 

The Swedish National Financial Management Authority (ESV) appreciates the 

opportunity to comment on the Conceptual Framework. 

   

ESV is the government agency responsible for financial management and 

development of GAAP in the Swedish central government. Full accrual accounting 

was introduced in 1993 and we hope that our experience will be a contribution in 

your work with various accounting issues. 

 

Overall Opinion 
We appreciate the work performed by IPSASB and find the resulting paper highly 

relevant and interesting. 

 

Specific Matters for Comment 1 

In our opinion the definition of an asset should include both economic benefits and 

service potential. Many of the assets within the public sector do not generate net 

cash inflow and therefore we believe it is appropriate to use service potential in the 

definition. We however have experienced that it sometimes is difficult to 

distinguish between when a transaction or event should be accounted for as an 

asset or as expenditure in the current operation. The definition of service potential 

should be more constrained than to provide goods and services in accordance with 

the entity´s objectives. We however have not developed a wording for a new 

definition.    

 

The unconditional rights to receive resources in the future should not be included 

as a benefit. Those rights could be accounted for in a sustainability report but not in 

the financial statements.  

 

Specific Matters for Comment 2 

In our opinion control is the main approach to associate an asset with a specific 

entity. Sometimes control could be a too restrained criterion. We consider that the 

access to the rights of an asset could be a criterion for the definition of an asset. In 

the Swedish central government we have some jointly controlled assets with e.g. 

other countries within the European Union. Those are disclosed in the Statement of 
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Financial Position as assets even if we do not have “control” of the asset, but 

according to the agreement we have access to the rights of the asset. In notes the 

entity should disclose the content of the agreement. 

 

Specific Matters for Comment 3 and 8 

In our opinion the occurrence of a past event should be a criterion to define assets 

and liabilities.  

 

Specific Matters for Comment 4 

 In our opinion the public sector rights to tax and levy fees should only be 

accounted for as assets when those powers are exercised or when the event that 

gives the public sector the rights to exercise e.g. a specific tax have occurred.  

 

Specific Matters for Comment 6-7 

In our opinion the definition of a liability should cover performance obligations 

and other obligations if a transaction or event have occurred that makes eligible the 

right to receive a grant and there is no realistic alternative to avoid the obligation, 

e.g. if a dentist has the right to receive an amount for an examination that has been 

done according to contract. Obligations assignable to social benefits should be  

liabilities only if the entity has not fulfilled a legislative demand.  

 

We support the second approach (b) in paragraph 3.28. The obligation to transfer 

grants in the future should not be included in the definition of a liability. 

Constructive obligations that are non-exchange transactions and not legally 

enforceable should accordingly not be included in the definition of a liability. To 

go further in the definition would not be understandable to the main users of the 

financial reports. 

 

Specific Matters for Comment 9 

We think that the assumption about the role that sovereign power plays within the 

public sector is important. Social benefit obligations in the future should not be  

liabilities because a government can walk away from the obligations. Those future 

social obligations could be disclosed in a sustainability report. To go further in the 

definition would not be understandable to the main users of the financial reports. 

 

Specific Matters for Comment 11 and 14 

In our opinion revenues and expenses should primarily be determined by changes 

in net assets defined as resources and obligations. It is important that the financial 

statements can be used for performance management as well as for evaluation of 

the financial performance within the entity. Therefore deferrals need to be 

accounted for in the financial statements and to be included as sub-components of 

assets and liabilities.     
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Specific Matters for Comment 15 

We consider net assets/net liabilities primary to be a residual amount. Only if 

entities have an ownership in a GBE that part could be seen as an ownership 

interest.  

 

Concluding remarks 

We hope the comments given will be useful in your continuing work. We would 

like to take this opportunity to express our support for the development of 

International Public Sector Accounting Standards and a framework for financial 

reporting. 

 

Curt Johansson and Claes-Göran Gustavsson have prepared the comments given in 

this report.  

 

 

 

Yours sincerely, 

 

 

 

Ingemar Härneskog 

 

Deputy Head of Department, 

Department of Central Government Accounting and Finance 

 

 

 

Ingemar Härneskog 

Deputy Head of Department 

Direct: +46 8 690 43 90 

E-mail: claes-goran.gustavsson@esv.se 

Fax: +46 8 690 43 50 
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Claes-Göran Gustavsson  

Senior Advisor 

Direct: +46 8 690 43 26 

Mobile: +46 708   90 43 26 

E-mail: claes-goran.gustavsson@esv.se 

Fax: +46 8 690 43 50 

 

 

 

Curt Johansson 

Senior Advisor 

Direct: +46 8 690 43 26 

Mobile: +46 708   90 43 26 

E-mail: curt.johansson@esv.se 

Fax: +46 8 690 43 50 
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New’ftu.iid[and Government of Newfoundland and Labrador

1_I. Department of FinanceLaura(lor office of the Comptroller General

June 15, 2011

Ms. Stephenie Fox, Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street West
Toronto, Ontario
M5V 3H2

Dear Ms. Fox:

Re: IPSASB Consultation Paper (CP)-Conceptual Framework for General Purpose
Financial Reporting by Public Sector Entities: Elements and Recognition in Financial
Statements (Phase II)

I offer the following comments to the Board on the Conceptual Framework Consultation
Paper-Conceptual Framework for General Purpose Financial Reporting by Public Sector
Entities: Elements and Recognition in Financial Statements on behalf of the Provincial
Government of Newfoundland and Labrador.

General Comments

In regard to this consultation paper, I refer to the general comments provided in response to
CF-ED 1, regarding the flexibility that must exist in relation to developing an international
conceptual framework that reflects jurisdictional attributes and constitutional structures. As
well, I reiterate our concerns in relation to the proposals of CF-ED 1 which include: the extension
of the scope to areas beyond the financial statements, and the proposal relating to the basis in
which a public sector reporting entity is identified and the circumstances in which an entity
should be included in a group reporting entity. In particular, our concern in respect of the
extension to the scope beyond financial statements continues in relation to this consultation
paper. This is evident from the fact that this phase is specifically in relation to financial
statements and the reference to the scope extending beyond the financial statements is pervasive
throughout the commentary (e.g. paragraph 1.7). As previously noted, the scope of this
conceptual framework should be limited to fmancial statements. In consideration of the specific
proposals of this consultation paper, the most significant concerns, as detailed below, are the
IPSASB’ s proposals regarding: the essential characteristics in defining assets and liabilities,
measuring financial performance and the proposal of other potential elements.

P.O. Box 8700, St. John’s, NL, Canada AIB 4J6 t 709.729.5926 f 709.729.7627

CF-CP 2 008
IFAC IPSASB Meeting Agenda Item 4C 



2

Assets

The commentary provided in relation to the IPSASB’s proposed definitions for assets is
clearly beyond the established practice in Canada based on the concepts and principles of the
Public Sector Accounting (PSA) Standards. Specifically, our concern is with the discussion of
the substance of an asset (identified in terms of the economic benefits provided by a resource)
and the proposals regarding the essential characteristics that must be met at the reporting date.

In developing the substance of an asset, the IPSASB’s proposes types of economic benefits
(service potential, net cash inflows and unconditional rights to receive resources) which would
extend the definition to possibly include items that are not considered appropriate. It is our view
that for governments, which represent socio-economic entities, the service potential should be
the primary benefit. Reference to economic inflows is not appropriate without service potential
since it is at the entity’s discretion whether any inflows will be associated with the asset. More
significantly, the inclusion of unconditional rights to receive resources as a type of economic
benefit could be interpreted broadly in relation to the unique characteristics of government. As a
result, there is concern that certain aspects of a govermnent such as its right and ability to tax its
citizen’s could be considered an asset within the proposed international framework. While
paragraph 2.22 of the paper makes reference that the existence of all such rights may be relevant
for users, it is our position that the existence of such rights does not reflect relevant information
that should be recognized as an element in the statement of financial position.

In a similar manner, in relation to the required characteristics that must exist at the reporting
date, it is our position that it is sufficient to state that an asset is a “present” resource; there
must be a past event that occurs. This would reflect support of a “power view” versus a “rights
view”. It is not government’s unique public sector rights to natural resources such as mineral
reserves, water, forests which allow them to grant or issue licenses, obtain royalties and even its
power to tax that creates an asset. Rather, is it when a government exercises its power by
levying a tax or assessing a fee that an asset or resource is created that should be reflected in the
financial statements.

Currently, crown lands, forests and water rights are not currently recognized under PSA
standards (unless consideration is paid). It is understood that intangibles (e.g. power to tax) and
natural resources are not recognized as these items cannot be reasonably and verifiably
quantified (absence of appropriate public sector recognition and measurement criteria). While
there may be some perceived benefit associated with these unique rights of government, it is still
questioned whether recording such items as assets would be useful or even appropriate from a
financial reporting perspective. It is considered more appropriate to withhold from recognizing
an asset until there is event were such an entity has exercised its power (provide evidence of its
right and ability to access benefit) and to recognize a right or a natural resource as an asset.
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Liabilities

As similarly indicated above in relation to assets, the commentary provided in regard to the
proposed definitions for liabilities is clearly beyond the established practice in Canada based on
the concepts and principles of the Public Sector Accounting (PSA) Standards.

In considering the substance of a liability, the proposals bring in additional concepts of
obligation beyond the conventional requirement to transfer cash, other services or to provide
goods and services. The proposed concepts include unconditional obligations (including stand-
ready obligations to ensure against loss (risk protection); performance obligations; and obligation
to provide access to or forego future resources. Given the unique characteristics of government
it sometimes leads to problems in accessing the extent of its obligation. In particular, the nature
of its relationship with citizens, through perception of its social and moral obligation (stand
ready to provide cash and goods and services under law, regulation and even past practice where
a sector of the population experiences hardship), proposes difficulty in drawing a distinction
between a conditional obligation and a stand-ready unconditional obligations. Introducing such
concepts to the definition is not supported as it will result in additional liabilities and vastly
expand practices that currently exist under Canadian generally accepted accounting principles.
Rather, it is our position, as noted in relation to assets previously, that only specific actions (past
transaction or appropriate intermediate event) taken to fulfill an obligation (in absence of a
realistic alternative to avoid) can result in an element (in this case a liability) to be recognized in
the financial statements. Therefore, it is not sufficient to state that a liability is a “present”
obligation. Further, in relation to constructive and equitable obligations, the characteristic of
little or no discretion to avoid settlement of the obligation is an essential consideration in
determining a liability.

Financial Performance and Other Potential Elements

The proposals in this area are considered significant as it deals with measuring fmancial
performance and proposes changes in relation to the basic financial statement elements. The
PSAB conceptual framework reflects the asset and liability-led approach (similar to other
conceptual frameworks within Canadian generally accepted accounting principles). While there
are circumstances that may arise in the public sector where certain transactions cannot be
recognized as a deferral (in the absence of a performance obligation), deferral of revenue occurs
if it appropriately reflects substance of the transaction and supports accountability. This is
achieved in a manner that generally supports a basis of accounting that reflects the full nature
and extent of the fmancial affairs and resources that support accountability. As such, it is our
view that any consideration of recognizing deferred inflows and outflows should be in relation to
the existing elements (i.e. separate elements are not required). All fmancial statements have
equal relevance and value in public sector reporting. In a similar manner, it is supported that one
approach cannot be at the detriment of the other. The substance of transactions should be
reflected in a manner that protects the integrity of the surplus/deficit as well as the statement of
financial position to achieve financial accountability.
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Thank you for the opportunity to provide my comments on this issue. If you require further
information, please contact myself or Carmalea Gillingham, Accounting Research Specialist, at
(709) 729-4049.

Yours truly,

LJ iL
RONALD A. WILLIAMS, CA
Comptroller General of Finance

cc: Terry Paddon, Deputy Minister of Finance
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Technical Director         June 15, 2011 
International Public Sector Accounting Standards Board 
International Federation of Accountants 
277 Wellington Street West, 6th Floor 
Toronto, Ontario M5V 3H2, 
CANADA                                    
 

 

Subject: COMMENTS ON CONCEPTUAL FRAMEWORK FOR GENERAL PURPOSE 
FINANCIAL REPORTING BY PUBLIC SECTOR ENTITIES: ELEMENTS AND 
RECOGNITION IN FINANCIAL STATEMENTS 

Dear Sir,  
 
The Institute of Chartered Accountants of Pakistan welcomes the opportunity to offer comments on 
the above mentioned exposure draft.  
 
Please find enclosed the comments of the relevant Committee of the Institute for your perusal.  
 
If you require any further clarification, please do not hesitate to contact us. 
 
Yours faithfully, 
 
 
 
 
 
Haroon Tabraze 
Director Technical Services 
The Institute of Chartered Accountants of Pakistan 
haroon.tabraze@icap.org.pk 
 

 
 

 
 
 
 
 

 
 
 
 
 
 

(Established under the Chartered Accountants Ordinance, 1961-X of 1961) 
 

Chartered Accountants Avenue, Clifton, Karachi-75600 (Pakistan) Ph: (92-21) 111 000 422 Fax: 99251626  
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COMMENTS ON CONCEPTUAL FRAMEWORK FOR GENERAL PURPOSE FINANCIAL 
REPORTING BY PUBLIC SECTOR ENTITIES: ELEMENTS AND RECOGNITION IN FINANCIAL 
STATEMENTS 

 
Specific Matter for Comment 1: 

(a) Should the definition of an asset cover all of the following types of benefits—those in the 
form of: 
 

(i) Service potential; 
(ii) Net cash inflows; and 
(iii) Unconditional rights to receive resources? 

 

 
Comments 

The definition of an asset should cover service potential and net cash inflows; however, it should 
not include unconditional rights to receive resources as it is not in their own control - the entity from 
whom such rights are to be claimed may not be in a position to provide these due to several 
reasons including financial. 
 
(b) What term should be used in the definition of an asset: 

(i) Economic benefits and service potential; or 
(ii) Economic benefits? 

 

 
Comments 

Term “Economic benefit and Service potential” should be preferred because use of term “The 
Economic Benefit” may create some ambiguity. 
 

 
Specific Matter for Comment 2 

(a) Which approach do you believe should be used to associate an asset with a specific 
entity: 

(i) Control; 
(ii) Risks and rewards; or 
(iii) Access to rights, including the right to restrict or deny others’ access to rights? 

 

 
Comments 

The Risk and Rewards approach is more appropriate to associate an asset with a specific entity. 
 
(b) Does an entity’s enforceable claim to benefits or ability to deny, restrict, or otherwise 
regulate others’ access link a resource to a specific entity? 
 

 
Comments 

We believe that the global scope ability to deny, restrict or regulate access may not be a proper 
criterion for linking an asset to a specific entity. 
 
(c) Are there additional requirements necessary to establish a link between the entity and an 
asset? 
 

 
Comments 

By including the additional requirements the framework may narrow the scope of the linkage so the 
Risk and Reward approach stands simple and appropriate. 
 

 
Specific Matter for Comment 3 
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Is it sufficient to state that an asset is a “present” resource, or must there be a past event 
that occurs? 
 

 
Comments 

For initial recognition of assets, it should be a present resource. 
 

 
Specific Matter for Comment 4 

Recognition and measurement criteria aside, are public sector entity rights and powers, 
such as those associated with the power to tax and levy fees, inherent assets of a public 
sector entity, are they assets only when those powers are exercised, or is there an 
intermediate event that is more appropriate? 
 

 
Comments 

In many under developed countries political systems are volatile and uncertain, so it is more 
appropriate to identify asset if the powers are exercised because at this point risks and rewards are 
materilaised. 
 

 
Specific Matter for Comment 5 

(a) Are there any additional characteristics that have not been identified that you believe are 
essential to the development of an asset definition? 
 

 
Comments 

None 
 
(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of assets? 
 

 
Comments 

None 
 

 
Specific Matter for Comment 6 

(a) Should the definition of a liability cover all of the following types of obligations? 
(i) Obligations to transfer benefits, defined as cash and other assets, and the 
provision of goods and services in the future. 
(ii) Unconditional obligations, including unconditional obligations to stand ready to 
insure against loss (risk protection). 
(iii) Performance obligations. 
(iv) Obligations to provide access to or forego future resources. 

 

 
Comments 

To make the definition more comprehensive and wide all the above type of obligations may be 
included. 
 
(a) Is the requirement for a settlement date an essential characteristic of a liability? 
 

 
Comments 

No the requirement of settlement date should not be an essential characteristic of a liability. 
 

 
Specific Matter for Comment 7 
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(a) Should the ability to identify a specific party(ies) outside the reporting entity to whom the 
entity is obligated be considered an essential characteristic in defining a liability, or be part 
of the supplementary discussion? 
 

 
Comments 

The ability to identify specific party outside the reporting entity should be considered an essential 
characteristic in defining a liability. if this is not the case the these can be reported as contingent 
liability. 
 
(b) Do you agree that the absence of a realistic alternative to avoid the obligation is an 
essential characteristic of a liability? 
 

 
Comments 

Yes we agree that that the absence of a realistic alternative to avoid the obligation is an essential 
characteristic of a liability. 
 
 
(c) Which of the three approaches identified in paragraph 3.28 do you support in 
determining whether an entity has or has not a realistic alternative to avoid the obligation? 
 

 
Comments 

In the under developed regions having fragile political systems the only realistic approach is (a) 
“Enforceable contractual, constructive, and equitable obligations”. 
 

 
Specific Matter for Comment 8 

Is it sufficient to state that a liability is a “present” obligation, or must there be a past event 
that occurs? 
 

 
Comments 

In our opinion it is sufficient to state that liability is a present obligation. 
 

 
Specific Matter for Comment 9 

(a) Recognition and measurement criteria aside, are public sector entity obligations such as 
those associated with its duties and responsibilities as a government, perpetual obligations, 
obligations only when they are enforceable claims, or is there an appropriate intermediate 
event that is more appropriate? 
 

 
Comments 

Enforceability of an obligation is an essential characteristic of a liability else it may be reported as 
contingent liability. 
 
(b) Is the enforceability of an obligation an essential characteristic of a liability? 
 

 
Comments 

Yes, enforceability is an essential characteristic. 
 
(c) Should the definition of a liability include an assumption about the role that sovereign 
power plays, such as by reference to the legal position at the reporting date? 
 

 
Comments 

In Pakistan, this assumption should not be considered in defining the liability. 
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Specific Matter for Comment 10 

(a) Are there any additional characteristics that have not been identified that you believe are 
essential to the development of a liability definition? 
 

 
Comments 

None 
 
(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of liabilities? 
 

 
Comments 

None 
 

 
Specific Matter for Comment 11 

(a) Should revenues and expenses be determined by identifying which inflows and outflows 
are “applicable to” the current period (derived from a revenue and expense-led approach), 
or by changes in net assets, defined as resources and obligations, “during” the current 
period (derived from an asset and liability-led approach)? 
 

 
Comments 

In our opinion the most appropriate basis for determining revenue and expense is by identifying 
inflows and outflows related to the current period. Revenue and Expense led approach is the one 
which effectively meets the objects of GPFRs set for its users. 
 
(b) What arguments do you consider most important in coming to your decision on the 
preferred approach? 
 

 
Comments 

Argument in 4.21 is the most significant one. 
 

 
Specific Matter for Comment 12 

(a) Should transactions with residual/equity interests be excluded from revenues and 
expenses? 
 

 
Comments 

Depending upon the nature of the transaction with the residual/ equity interest, it should be made 
part of revenue and expense because the identification of equity interest holder may be 
ambiguous. 
 
(b) Should the definitions of revenue and expense be limited to specific types of activities 
associated with operations, however described? 
 

 
Comments 

Limiting the definitions of revenue and expense type of activities associated with operations will 
more effectively serve the information needs of primary users of GPFRs 
 

 
Specific Matter for Comment 13 

(a) Are there any additional characteristics that have not been identified that you believe are 
essential to the development of definitions of revenues and expenses? 
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Comments 

None 
 
(b) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the definitions of revenues and 
expenses? 
 

 
Comments 

None 
 

 
Specific Matter for Comment 14 

(a) Do deferrals need to be identified on the statement of financial position in some way? 
 

 
Comments 

Yes the identification of deferrals on the statement of financial position will increase the 
understandability of GPFRs. 
 
(b) If yes, which approach do you consider the most appropriate? Deferred outflows and 
deferred inflows should be: 
(i) Defined as separate elements; 
(ii) Included as sub-components of assets and liabilities; or 
(iii) Included as sub-components of net assets/net liabilities. 
 

 
Comments 

Most appropriate approach is (a) Defined as separate elements 
 
 (c) If defined as separate elements, are the definitions of a deferred outflow and deferred 
inflow as set out in paragraph 5.8 appropriate and complete? 
 

 
Comments 

Yes, the definition is given at paragraph 5.8 is suitable. 
 

 
Specific Matter for Comment 15 

(a) Do you consider net assets/net liabilities to be a residual amount, a residual interest, or 
an ownership interest? 
 

 
Comments 

In our opinion the net assets/net liabilities should be considered as residual amount. 
 
(b) Should the concept of ownership interests, such as those that relate to minority or 
noncontrolling interests in a GBE, be incorporated in the element definition? 
  

 
Comments 

It will be more appropriate if the concept of ownership interest is treated as subclassification of net 
assets. 
 
(c) Are there other relevant issues, and particularly unique public sector considerations, 
that the IPSASB needs to consider in determining the concept of net assets/net liabilities? 
 

 
Comments 

CF-CP 2 009
IFAC IPSASB Meeting Agenda Item 4C 



7  

None 
 

 
Specific Matter for Comment 16 

(a) Should transactions with residual/equity interests be defined as separate elements? 
 

 
Comments 

The transactions should be included as subclassification of net assets. 
 
(b) If defined as separate elements, what characteristics would you consider essential to 
their definition? 
 

 
Comments 

NA (Not Applicable) 
 

 
Specific Matter for Comment 17 

(a) Should recognition criteria address evidence uncertainty by requiring evidence 
thresholds; or by requiring a neutral judgment whether an element exists at the reporting 
date based on an assessment of all available evidence; or by basing the approach on the 
measurement attribute? 
 

 
Comments 

In our opinion the recognition criteria should require a neutral judgment based on assessment of all 
available evidence. 
 
 
(b) If you support the threshold approach or its use in a situational approach, do you agree 
that there should be a uniform threshold for both assets and liabilities? If so, what should it 
be? If not, what threshold is reasonable for asset recognition and for liability recognition? 
 

 
Comments 

NA 
 

 
Specific Matter for Comment 18 

Do you support the use of the same criteria for derecognition as for initial recognition?  

 
Comments 

It is appropriate to use same approach for derecognition as for initial recognition 
 

 
Specific Matter for Comment 19 

Should the recognition criteria be an integral part of the element definitions, or separate and 
distinct requirements? 
 

 
Comments 

We incline towards the view that recognition criteria should be a included as separate and distinct 
requirements 
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June 10, 2011 

 

Ms. Stephenie Fox  

Technical Director 

International Public Sector Accounting  

Standards Board 

International Federation of Accountants 

277 Wellington Street West, 6th Floor 

Toronto 

Ontario M5V 3H2  

CANADA 

 

Dear Ms Fox 

Phase II of the Conceptual Framework for General Purpose Financial 

Reporting by Public Sector Entities: Elements and Recognition in 

Financial Statements 

 

As stated in our letter dated June 10, 2011 on the Exposure Draft of phase I of 

the IPSASB’s Conceptual Framework project, the IDW recognizes that there is a 

distinct need for a conceptual framework for general purpose financial reporting 

by the public sector. We continue to believe that, as stated in our letter to you 

dated 31 March 2009, the discussion is of fundamental importance for the future 

development of International Public Sector Accounting Standards.  

In the aforementioned letter, to which we refer, we also stated our support for 

the IPSASB in now concentrating significant resources on bringing this 

important project forward, but expressed our concern as to whether the 

IPSASB’s timetable may be overly optimistic, as it would essentially mean that 

the IPSASB would complete the project independently – and thus likely ahead – 

of the IASB’s Conceptual Framework Project.  

Indeed, in respect of this phase of the project we also accept that differences 

between the public and private sector will need to be addressed, but 

nevertheless believe that at a conceptual level there are likely to be significant 

areas of common ground between the two sectors, and therefore also urge the 
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Board to confer with the IASB on the issues dealt with in this phase of the 

project prior to finalizing the project as a whole. 

Having said this, we believe the IPSASB has posed the right questions to gain 

insight into the views of its constituents. However, the IDW has chosen not to 

respond to each Specific Matter for Comment identified in the consultation 

paper, concentrating instead on areas where there may be significant 

differences between the private and public sectors. 

• In respect of Specific Matter for Comment no. 1, the IDW believes that 

unconditional rights to receive resources will constitute relevant 

information. However, as such rights are of a contingent nature, this will 

impact their measurement and therefore the existence of such rights 

would be best disclosed in the notes rather than their constituting an 

element.   

• In respect of Specific Matter for Comment no. 2, the IDW supports 

consideration of a mixed model including control and risks and rewards 

as is its position for the private sector. Access to rights, including the 

right to restrict or deny others’ access to rights is overly restrictive. 

• Specific Matter for Comment nos. 3 and 4 discuss public sector powers 

to tax and levy fees. In our view, in order to recognize an asset or liability 

there would need to be a past event. It would therefore seem to make 

sense for public sector powers to tax and levy fees to only be recognized 

as assets once the powers have been exercised. This is, however, the 

type of issue that has not been debated within the IASB’s Conceptual 

Framework Project. Therefore, more consideration needs to be given as 

to whether and, if so, what extend criteria for these types of powers can 

differ from the general criteria for asset or liablility recognition. 

• Specific Matter for Comment no. 6(b) considers whether the requirement 

for a settlement date is an essential characteristic of a liability. In our 

view, the answer has to be no, as this is only a measurement issue 

relevant in the discounting calculations. For example, it may not be 

possible to estimate a settlement date for a claim to damages subject to 

judiciary proceedings – nevertheless it may be appropriate to recognize 

a liability. We do not see any public sector specifics in this context. 

• Specific Matter for Comment no. 7 (a) considers whether the ability to 

identify (a) specific party(ies) outside the reporting entity to whom the 

entity is obligated should be considered an essential characteristic in 

defining a liability. We do not believe that the ability to identify (a) 
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specific party(ies) outside the reporting entity to whom the entity is 

obligated should be considered an essential characteristic in defining a 

liability in either the private or public sector; indeed, in both cases such 

identification may be impracticable or even impossible. Similarly in no.7 

(b), we agree that the absence of a realistic alternative to avoid the 

obligation is an essential characteristic of a liability – again this does not 

constitute a public sector specific in our view. 

• In respect of Specific Matter for Comment nos. 11 and 14, the IDW 

favors the asset and liability led approach.  

We hope our comments will be useful to the IPSASB in drafting this phase of 

the framework. We would be pleased to answer any questions that you may 

have or discuss any aspect of this letter. 

Yours sincerely 

                

Klaus-Peter Naumann  Gillian Waldbauer 

Chief Executive Officer  Technical Manager International Affairs 
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