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Interests in Other Entities  

Objective(s) of Agenda Item 

1. The objectives of this agenda item are to:  

(a) Consider the issues identified in each issues paper; 

(b) Note the updated comparison of the concepts of control in ED 49 and GFSM 2014 and consider 
any further steps to increase alignment with GFSM; and 

(c) Consider the interaction between this project and the project on first time adoption of accrual 
basis IPSASs.  

Material(s) Presented 

Agenda Item 6.1 Issues Paper – Separate Financial Statements  

Agenda Item 6.2 Draft IPSAS – Separate Financial Statements  

Agenda Item 6.3 Issues Paper – Consolidated Financial Statements 

Agenda Item 6.3.1 Comparison ED 49 and GFSM 2014 

Agenda Item 6.4 Draft IPSAS – Consolidated Financial Statements  

Agenda Item 6.5 Issues Paper – Investments in Associates and Joint Ventures 

Agenda Item 6.6 Draft IPSAS – Investments in Associates and Joint Ventures  

Agenda Item 6.7 Issues Paper – Joint Arrangements 

Agenda Item 6.8 Draft IPSAS – Joint Arrangements  

Agenda Item 6.9 Issues Paper – Disclosure of Interests in Other Entities 

Agenda Item 6.10 Draft IPSAS – Disclosure of Interests in Other Entities 

Agenda Item 6.11 Issues Paper – First-time Adoption and Interests in Other Entities 

2. The draft standards included in these agenda papers are marked up versions showing proposed 
changes to the text of the EDs issued in 2013.  
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Action Requested 

3. The IPSASB is asked to consider the issues in the six issues papers, and provide feedback on the 
staff recommendations and how the proposed changes have been given effect in the draft standards.  
Matters covered in the issues papers include the updated comparison of the concepts of control in 
ED 49 and GFSM 2014 and the interaction between this project and the project on first time adoption 
of accrual basis IPSASs.   

4. Approval of the draft standards in this project will be sought at the IPSASB’s December 2014 meeting. 
Staff would therefore appreciate members identifying any further issues that need to be considered 
prior to December. 

Project Milestones and Next Meeting 

5. Project milestones for the remainder of the project are as follows. 

Major Project Milestones Timing 

Further review of responses to EDs and consideration of issues  September 2014–December 
2014 

Approve IPSASs December 2014 
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ISSUES PAPER – SEPARATE FINANCIAL STATEMENTS 

Objectives of Issues Paper 
1. This paper discusses changes that have been made to the draft standard on separate financial 

statements, having regard to constituents’ responses and feedback from the IPSASB in June 2014. 
The objective is to seek approval of these changes and any directions for further changes prior to 
seeking final approval of the standard in December 2014. 

Background 
2. ED 48 Separate Financial Statements was issued in October 2013 with a response date of 

February 28, 2014. The IPSASB considered an analysis of responses to ED 48 in June 2014. Copies 
of the responses were included in the June 2014 agenda papers. 

3. The main issue to be addressed in respect of ED 48 was whether to permit the use of the equity 
method in separate financial statements. At its June 2014 meeting the IPSASB confirmed its 
intention, as proposed in ED 48, to permit the use of the equity method in separate financial 
statements.  

4. This issues paper is organized into the following sections: 

(a) Editorial and Other Comments; and 

(b) Numbering of Proposed IPSASs. 

Editorial and Other Comments  
5. Table 1 sets out editorial and other comments on ED 48. It indicates changes proposed as a result 

of these comments.  

Table 1 
R# ED 48 EDITORIAL AND OTHER COMMENTS  STAFF COMMENT 

01 Paragraphs 6, 7 and 16 
Align the definition of ‘separate financial statements’ and the wording in 
paragraphs 7 and 16 with the wording used by the IASB in ED/2013/10 
Equity Method in Separate Financial Statements to help avoid confusion 
and unintended accounting outcomes that are not in line with the principles 
of the equity method (as explained in comment letter).  

Agree – 
Amendments made 
to paragraphs 6, 7 
and 16 to align with 
revised IFRS 
wording.1 

1  IASB Equity Method in Separate Financial Statements (Amendments to IAS 27) was issued on 12 August 2014. 
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R# ED 48 EDITORIAL AND OTHER COMMENTS  STAFF COMMENT 

25 Definitions 
The term “Investment Entity” was used throughout in paragraphs 6-10, 21 
and 23-28 but the specific definition of what “Investment Entity” in the 
parlance of this particular ED 48 was not given. While it points to assumption 
that the meaning of the term must have been known from other glossary of 
terms or definition, this creates ambiguity for non-technical readers of the 
standard. There is need for a specific definition of what “Investment Entity” is 
in this standard. The definition or meaning may be put in the same paragraph 
where “Consolidated Financial Statement”, “Separate Financial Statements” 
etc. were defined in the standards. 

 

The IPSASB’s 
policy on definitions 
will be applied. 

  

26 Definitions 
We agree with the definitions that have been included in the Exposure Draft, 
but propose that the following additional definitions, which are currently only 
included in Exposure Draft 49, also be included in this Exposure Draft:  

• Controlled entity,  

• Controlling entity, 

• Equity method; and  

• Investment entity.  

Because the scope of this Exposure Draft is limited to an entity that prepares 
and presents separate financial statements, we are of the view that including 
these definitions will be useful to the preparers of the financial statements, 
specifically in those circumstances where an entity does not present 
consolidated financial statements.  

This Exposure Draft includes transitional provisions for investment entities, 
and in understanding, from a preparer’s perspective, whether these 
provisions should be applied or considered, preparers will find an explanation 
of the term “investment entity” useful.  

 

The IPSASB’s 
policy on definitions 
will be applied.   

02 Paragraph 14 
ACAG notes that paragraph 14 includes a second sentence reproduced 
below that results from IPSASB’s proposal in ED 49 Consolidated Financial 
Statements to extend the fair value treatment for investments of controlled 
investment entities by a controlling entity that is not itself an investment 
entity. Consistent with our comments on ED 49 not supporting this 
divergence from IFRSs, ACAG recommends this second sentence be 
omitted. However, should the IPSASB decide to proceed with the proposal, 
ACAG suggests the marked-up amendments:  

If a controlling entity that is not itself an investment entity is required, in 
accordance with paragraph 54 of IPSAS XX (ED 49), to measure its 
investment in the investments of a controlled investment entity at fair 
value through surplus or deficit in accordance with IPSAS 29, it shall 
also account for those investments its investment in the controlled 
investment entity in the same way in its separate financial statements.  

This is because:  

• In respect of the deletion of ‘its investment in’, this phrase is 
redundant (Refer to the wording in paragraph 54 of ED 49).  

• In respect of the second amendment – In its separate 
financial statements, the controlling entity only has a direct 

Agree – Amended 
paragraph 14. 
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R# ED 48 EDITORIAL AND OTHER COMMENTS  STAFF COMMENT 
investment in the investment entity (and not in the 
investments held by the investment entity). 

25 Paragraph 12 
Paragraph 12 for ED 48 is being proposed to be rephrased from “The entity 
shall apply the same accounting for each category of investments” to “The 
entity shall apply the same investment accounting measurement option for 
each category of investments”. This rephrasing will make it clearer that 
options of measurements are what are being referred to. The use of “… the 
same accounting for each category of investments” gives room for 
incompleteness in the line of the readers thought intended to be created in 
the paragraph. 

 

No change. The 
final sentence of the 
paragraph is as per 
IAS 27 and its 
intention is clear.   

14 Paragraph 14 and Basis for Conclusions 
Paragraph 14 of ED 48 states that paragraph 54 of Exposure Draft 49 
(ED 49), Consolidated Financial Statements, could also apply to separate 
financial statements. This approach differs from that taken in the IFRSs. 
Since the basis for the conclusion drawn in the ED is unclear in this 
respect, we suggest that the ED should include descriptions equivalent to 
BC24 to BC26 in ED 49 or descriptions that refer to those BCs in ED 49. 

Agree – Additional 
BC paragraph 
included. 

04 Paragraph 21 
Given paragraph 21 also discusses relevant disclosure requirements for an 
investment entity that prepares separate financial statements, HoTARAC 
believes that paragraph 19 should refer to ‘requirements in paragraph 20 and 
to 22’.  

Agree – Amended.  
Consistent with a 
forthcoming IASB 
editorial. 

26 Transitional relief relating to an investment entity 
The IPSASB’s Exposure Draft on Consolidated Financial Statements 
(ED 49) introduced the concept of investment entities. 

This Exposure Draft [ED 48] requires an investment entity to retrospectively 
adjust the measurement of its investment entity that was previously 
measured at cost, to fair value through surplus and deficit. In considering 
the cost-benefit criterion, and based on the availability of information on the 
date of adoption of accrual basis IPSASs, we are of the view that relief 
should be provided to first-time adopters in accounting for their investment 
entities by allowing them to determine fair value on the date of transition to 
accrual basis IPSASs.  

 

No change to 
paragraph 15. First-
time adoption is 
discussed in agenda 
paper 6.11.  

26 Initial application  
Paragraph 23 of this Exposure Draft includes the transitional requirements 
that should be applied on initial application of this pronouncement. The 
term used in the heading “initial application” is, however, not consistent with 
the terminology usually used in other IPSASs. We therefore propose that 
the heading to paragraph 23 should be amended to “transitional provisions” 
to achieve consistency.  

 

Agree– heading 
changed.  

 

 

26 In addition, we also propose that the paragraph should be clarified to 
require that an investment entity that is a controlling entity (as envisaged in 
Exposure Draft 49.52) and an investment entity that is a controlled entity 
(as envisaged in Exposure Draft 49.54), apply these transitional provisions.   

Agree–New 
transitional 
paragraph added. 
Refer paragraph 29 
in proposed 
Standard. 
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R# ED 48 EDITORIAL AND OTHER COMMENTS  STAFF COMMENT 

26 Cross reference to information dealing with separate financial 
statements in other Exposure Drafts 
Paragraph .41 of Exposure Draft 51 [Joint Arrangements] sets out the 
transitional provisions to be applied in an entity’s separate financial 
statements for interests in joint operations.  We propose that the IPSASB 
should reconsider the positioning of this guidance as in our view, it should 
be included in the pronouncement that provides guidance on separate 
financial statements. This will also ensure that the IPSASB meets its 
objective of presenting all the requirements relating to separate financial 
statements, in one IPSAS. Alternatively, the IPSASB could include a cross 
reference between Exposure Draft 51 and Exposure Draft 48 so that 
preparers could consider all the applicable principles in presenting its 
separate financial statements.  

Agree– cross 
reference has been 
added in proposed 
Standard.  

 

Matter(s) for Consideration  
1. The IPSASB is asked to:  

 (a) CONFIRM that it agrees with the changes made in response to respondents’ editorial and 
other comments on ED 48 (or, if it disagrees, provide alternative direction); and 

 (b) CONFIRM that it agrees with how these changes have been incorporated in the proposed 
IPSAS (at agenda item 6.2). 

Numbering of Proposed IPSASs 
6. When the IPSASB issued ED s 48 to 52 it agreed that they should be numbered as five new 

standards. By contrast, the IASB issued three new standards and amended two.   

7. The EDs were issued in the following order: 

(a) ED 48 Separate Financial Statements; 

(b) ED 49 Consolidated Financial Statements; 

(c) ED 50 Investments in Associates and Joint Ventures; 

(d) ED 51 Joint Arrangements; and 

(e) ED 52 Disclosure of Interests in Other Entities.  

8. One respondent (R26) considered that the standard dealing with joint arrangements (ED 51) should 
come before that dealing with the equity method (ED 50). In staff’s view the numbering of the 
standards is unlikely to have much impact on how easily constituents can use them. However, the 
order of the standards will have an impact on cross references and the location of definitions.  

Matter(s) for Consideration  
2. The IPSASB is asked to:  

 (a) CONFIRM that it intends to issue five new standards as a result of this project; and 

 (b) CONFIRM that the standards will be issued in the same order as EDs 48 to 52.  
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This Exposure Draft 48, Separate Financial Statements, was developed and approved by the International 
Public Sector Accounting Standards Board (IPSASB). 

The IPSASB sets International Public Sector Accounting Standards (IPSASs) for use by public sector 
entities, including national, regional, and local governments, and related governmental agencies. A key 
part of the IPSASB’s strategy is to converge the IPSASs, to the extent appropriate, with the IFRSs issued 
by the IASB.  

The objective of the IPSASB is to serve the public interest by setting high-quality public sector accounting 
standards and by facilitating the adoption and implementation of these, thereby enhancing the quality and 
consistency of practice throughout the world and strengthening transparency and accountability of public 
sector finances. 

 

The structures and processes that support the operations of the IPSASB are facilitated by the 
International Federation of Accountants (IFAC).  

Copyright © October 2013 by the International Federation of Accountants (IFAC). For copyright, 
trademark, and permissions information, please see page 14. 

 



 

REQUEST FOR COMMENTS 
This Exposure Draft 48, Separate Financial Statements, was developed and approved by the International 
Public Sector Accounting Standards Board (IPSASB).  

The proposals in this Exposure Draft may be modified in light of comments received before being issued 
in final form. Comments are requested by February 28, 2014. 

Respondents are asked to submit their comments electronically through the IPSASB website, using the 
“Submit a Comment” link. Please submit comments in both a PDF and Word file. Also, please note that 
first-time users must register to use this feature. All comments will be considered a matter of public record 
and will ultimately be posted on the website. Although IPSASB prefers that comments are submitted via 
its website, comments can also be sent to Stephenie Fox, IPSASB Technical Director at 
stepheniefox@ipsasb.org. 

This publication may be downloaded free of charge from the IPSASB website: www.ipsasb.org. The 
approved text is published in the English language. 

Objective of the Exposure Draft  

The objective of this Exposure Draft is to propose the accounting and disclosure requirements for 
investments in controlled entities, joint ventures and associates when an entity prepares separate 
financial statements.  

Guide for Respondents  

The IPSASB would welcome comments on all of the matters discussed in this Exposure Draft. Comments 
are most helpful if they indicate the specific paragraph or group of paragraphs to which they relate, 
contain a clear rationale and, where applicable, provide a suggestion for alternative wording.  

The Specific Matter for Comment requested for the Exposure Draft is provided below.  

Specific Matter for Comment 1:  

Do you agree generally with the proposals for separate financial statements? In particular, do you agree 
with the proposal to permit the use of the equity method, in addition to cost or fair value, for investments 
in other entities? 

 
 

 

http://www.ifac.org/publications-resources/recommended-practice-guideline-reporting-long-term-sustainability-public-sect


 

IPSAS XX (ED 48) — SEPARATE FINANCIAL STATEMENTS 

CONTENTS 

Paragraph 

Objective ...............................................................................................................................  1 

Scope ....................................................................................................................................  2–5 

Definitions..............................................................................................................................  6–10 

Preparation of Separate Financial Statements .....................................................................  11–18 

Disclosure..............................................................................................................................  19–2329 

Transitional Provisions ..........................................................................................................  24–32 

Effective Date ........................................................................................................................  3330–3431 

Withdrawal of IPSAS 6 (December 2006) .............................................................................  3532 

Basis for Conclusions 

Comparison with IAS 27 (Amended in 2011) 
 
 

 
 

International Public Sector Accounting Standard XX (ED 48), Separate Financial Statements, is set out in 
paragraphs  1-3532. All the paragraphs have equal authority. IPSAS XX (ED 48) should be read in the 
context of its objective, the Basis for Conclusions, and the Preface to International Public Sector 
Accounting Standards. IPSAS 3, Accounting Policies, Changes in Accounting Estimates and Errors, 
provides a basis for selecting and applying accounting policies in the absence of explicit guidance. 

4 
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ED 48 — SEPARATE FINANCIAL STATEMENTS 

Objective 
1. The objective of this Standard is to prescribe the accounting and disclosure requirements for 

investments in controlled entities, joint ventures and associates when an entity prepares separate 
financial statements.  

Scope 
2. An entity that prepares and presents financial statements under the accrual basis of 

accounting shall apply this Standard in accounting for investments in controlled entities, 
joint ventures and associates when it elects, or is required by regulations, to present 
separate financial statements.  

3. This Standard does not mandate which entities produce separate financial statements. It applies 
when an entity prepares separate financial statements that comply with International Public Sector 
Accounting Standards (IPSASs). 

4. This Standard applies to all public sector entities other than Government Business 
Enterprises (GBEs).  

5. The Preface to International Public Sector Accounting Standards issued by the IPSASB explains 
that GBEs apply IFRSs issued by the IASB. GBEs are defined in IPSAS 1, Presentation of 
Financial Statements.  

Definitions 
6. The following terms are used in this Standard with the meanings specified: 

An associate is an entity over which the investor has significant influence.  

Consolidated financial statements are the financial statements of an economic entity in 
which the assets, liabilities, net assets/equity, revenue, expenses and cash flows of the 
controlling entity and its controlled entities are presented as those of a single economic 
entity.  

The equity method is a method of accounting whereby the investment is initially recognized 
at cost and adjusted thereafter for the post-acquisition change in the investor’s share of the 
investee’s net assets/equity of the associate or joint venture. The investor’s surplus or 
deficit includes its share of the investee’s surplus or deficit and the investor’s net 
assets/equity includes its share of changes in the investee’s net assets/equity that have not 
been recognized in the investee’s surplus or deficit. 

5 
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ED 48 — SEPARATE FINANCIAL STATEMENTS 

An investment entity is an entity that:  

(a)  Obtains funds from one or more investors for the purpose of providing those 
investor(s) with investment management services;  

(b)  Has the purpose of investing funds solely for returns from capital appreciation, 
investment revenue, or both; and  

(c)  Measures and evaluates the performance of substantially all of its investments on a 
fair value basis. 

Separate financial statements are those presented by a controlling entity (i.e., an entity with 
control of another entity) or an investor with joint control of, or significant influence over, 
another an entity, in which the entity could elect, subject to the requirements in this 
Standard, to account for its investments are accounted for in controlled entities, joint 
ventures and associates either using the equity method as described in IPSAS XX (ED 50), 
Investments in Associates and Joint Ventures, at cost, or in accordance with IPSAS 29, 
Financial Instruments: Recognition and Measurement.  

The definition of separate financial statements has been revised to reflect the wording in Equity 
Method in Separate Financial Statements (Amendments to IAS 27) issued by the IASB on 
12 August 2014. 

Terms defined in other IPSASs are used in this Standard with the same meaning as in those 
Standards, and are reproduced in the Glossary of Defined Terms published separately. 

The IPSASB’s policy on definitions is to define a term in the first IPSAS in which the term is used. 
Staff will review the location of definitions in the standards comprising this project prior to 
December. 

7. Separate financial statements are those presented in addition to consolidated financial statements 
or in addition to the financial statements of an investor that does not have controlled entities but has 
investments in associates or joint ventures in which the investments in associates or joint ventures 
are required by IPSAS XX, Investments in Associates and Joint Ventures to be accounted for using 
the equity method, other than in the circumstances set out in paragraphs 9–10. Separate financial 
statements need not be appended to, or accompany, those statements.  

The above paragraph has been amended to reflect the wording in Equity Method in Separate 
Financial Statements (Amendments to IAS 27) issued by the IASB on 12 August 2014 

8. The financial statements of an entity that does not have a controlled entity, associate or joint 
venturer’s interest in a joint venture are not separate financial statements.  

9. An entity that is exempted in accordance with paragraph 5(a) of IPSAS XX (ED 49), Consolidated 
Financial Statements, from consolidation or paragraph 23 of  IPSAS XX (ED 50), from applying the 
equity method may present separate financial statements as its only financial statements.  

10. An investment entity that is required, throughout the current period and all comparative periods 
presented, to measure its investment in all its controlled entities at fair value through surplus or 

6 
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ED 48 — SEPARATE FINANCIAL STATEMENTS 

deficit in accordance with paragraph 52 of IPSAS XX (ED 49), presents separate financial 
statements as its only financial statements.  

Preparation of Separate Financial Statements 
11. Separate financial statements shall be prepared in accordance with all applicable IPSASs, 

except as provided in paragraph 12.  

12. When an entity prepares separate financial statements, it shall account for investments in 
controlled entities, joint ventures and associates either: 

(a) At costUsing the equity method as described in IPSAS XX (ED 50); 

(b) In accordance with IPSAS 29At cost,; or 

(c) Using the equity method as described in IPSAS XXIn accordance with IPSAS 29.  

The entity shall apply the same accounting for each category of investments. 

The three accounting options listed above are now shown in the order in which they are listed in 
IAS 27, as amended in August 2014.  

13. If an entity elects, in accordance with paragraph 24 of IPSAS XX (ED 50), to measure its 
investments in associates or joint ventures at fair value through surplus or deficit in accordance with 
IPSAS 29, it shall also account for those investments in the same way in its separate financial 
statements.  

14. If a controlling entity is required, in accordance with paragraph 52 of IPSAS XX (ED 49), to 
measure its investment in a controlled entity at fair value through surplus or deficit in accordance 
with IPSAS 29, it shall also account for its investment in a controlled entity in the same way in its 
separate financial statements. If a controlling entity that is not itself an investment entity is required, 
in accordance with paragraph 54 of IPSAS XX (ED 49), to measure its investment in the 
investments of a controlled investment entity at fair value through surplus or deficit in accordance 
with IPSAS 29, it shall also account for those investmentsits investment in the controlled investment 
entity in the same way in its separate financial statements. 

The above paragraph has been amended as suggested by R02. 

The requirements for a controlling entity, that is not itself an investment entity, are discussed in 
agenda paper 6.3. 

15. When a controlling entity ceases to be an investment entity, or becomes an investment entity, it 
shall account for the change from the date when the change in status occurred, as follows: 

(a) When an entity ceases to be an investment entity, the entity shall account for an investment 
in a controlled entity, in accordance with paragraph 12., either: The date of the change of 
status shall be the deemed acquisition date. The fair value of the controlled entity at the 
deemed acquisition date shall represent the transferred deemed consideration when 
accounting for the investment in accordance with paragraph 12. 
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 (i) Account for an investment in a controlled entity using the equity method as described in 
IPSAS XX (ED 50); 

(ii) Account for an investment in a controlled entity at cost. The fair value of the controlled 
entity at the date of the change of status shall be used as the deemed cost at that date; 
or  

(iii) Continue to account for an investment in a controlled entity in accordance with 
IPSAS 29.  

(b) When an entity becomes an investment entity, it shall account for an investment in a 
controlled entity at fair value through surplus or deficit in accordance with IPSAS 29. The 
difference between the previous carrying amount of the controlled entity and its fair value at 
the date of the change of status of the investor shall be recognized as a gain or loss in 
surplus or deficit. The cumulative amount of any fair value adjustment gain or loss previously 
recognized directly in net assets/equity in respect of those controlled entities shall be treated 
as if the investment entity had disposed of those controlled entities at the date of change in 
status.  

16. An entity shall recognize a Dividends or similar distributions from a controlled entity, a joint 
venture or an associate are recognized in surplus or deficit in its the separate financial 
statements of an entity when itsthe entity’s right to receive the dividend or similar 
distribution is established. The dividend or similar distribution is recognized in surplus or 
deficit unless the entity elects to use the equity method, in which case the dividend or 
similar distribution is recognized as a reduction from the carrying amount of the investment. 

The above two paragraphs have been amended to reflect the wording in Equity Method in Separate 
Financial Statements (Amendments to IAS 27) issued by the IASB on 12 August 2014. 

17. When a controlling entity reorganizes the structure of its economic entity by establishing a new 
entity as its controlling entity in a manner that satisfies the following criteria: 

(a) The new controlling entity obtains control of the original controlling entity either (i) by issuing 
equity instruments in exchange for existing equity instruments of the original controlling entity or 
(ii) by some other mechanism which results in the new controlling entity having a controlling 
ownership interest in the original controlling entity;  

(b) The assets and liabilities of the new economic entity and the original economic entity are the 
same immediately before and after the reorganization; and 

(c) The owners of the original controlling entity before the reorganization have the same absolute 
and relative interests in the net assets of the original economic entity and the new economic 
entity immediately before and after the reorganization, 

and the new controlling entity accounts for its investment in the original controlling entity in 
accordance with paragraph 12(b) in its separate financial statements, the new controlling entity 
shall measure cost at the carrying amount of its share of the net assets/equity items shown in the 
separate financial statements of the original controlling entity at the date of the reorganization.  
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ED 48 — SEPARATE FINANCIAL STATEMENTS 

18. Similarly, an entity that is not a controlling entity might establish a new entity as its controlling entity 
in a manner that satisfies the criteria in paragraph 17. The requirements in paragraph 17 apply 
equally to such reorganizations. In such cases, references to “original controlling entity” and 
“original economic entity” are to the “original entity”.  

Disclosure 
19. An entity shall apply all applicable IPSASs when providing disclosures in its separate 

financial statements, including the requirements in paragraphs 20– and 22.  

20. When a controlling entity, in accordance with paragraph 5(a) of IPSAS XX (ED 49), elects not 
to prepare consolidated financial statements and instead prepares separate financial 
statements, it shall disclose in those separate financial statements: 

(a) The fact that the financial statements are separate financial statements; that the 
exemption from consolidation has been used; the name of the entity whose 
consolidated financial statements that comply with IPSASs have been produced for 
public use; and the address where those consolidated financial statements are 
obtainable.  

(b) A list of significant investments in controlled entities, joint ventures and associates, 
including: 

(i) The name of those controlled entities, joint ventures and associates. 

(ii) The jurisdiction in which those controlled entities, joint ventures and associates 
operate (if it is different from that of the controlling entity).  

(iii) Its proportion of the ownership interest held in those entities and a description 
of how that ownership interest has been determined. 

(c) A description of the method used to account for the controlled entities, joint ventures 
and associates listed under (b).  

21. When an investment entity that is a controlling entity (other than a controlling entity covered 
by paragraph 20) prepares, in accordance with paragraph 10, separate financial statements 
as its only financial statements, it shall disclose that fact. The investment entity shall also 
present the disclosures relating to investment entities required by IPSAS XX (ED 52), 
Disclosure of Interests in Other Entities.  

22. If a controlling entity that is not itself an investment entity is required, in accordance with 
paragraph 54 of IPSAS XX (ED 49), to measure its investment in the investments of a 
controlled investment entity at fair value through surplus or deficit in accordance with 
IPSAS 29, it shall disclose that fact. The entity shall also present the disclosures relating to 
investment entities required by IPSAS XX, Disclosure of Interests in Other Entities. 

The above paragraph has been added for consistency with ED 52 paragraph 34.  
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ED 48 — SEPARATE FINANCIAL STATEMENTS 

2322. When a controlling entity (other than a controlling entity covered by paragraphs 20–21) or an 
investor with joint control of, or significant influence over, an investee prepares separate 
financial statements, the controlling entity or investor shall identify the financial statements 
prepared in accordance with IPSAS XX (ED 49), IPSAS XX (ED 51), Joint Arrangements, or 
IPSAS XX (ED 50), to which they relate. The controlling entity or investor shall also disclose 
in its separate financial statements:  

(a) The fact that the statements are separate financial statements and the reasons why 
those statements are prepared if not required by legislation or other authority; 

(b) A list of significant controlled entities, joint ventures and associates, including: 

(i) The name of those controlled entities, joint ventures and associates; 

(ii) The jurisdiction in which those controlled entities, joint ventures and associates 
operate (if different from that of the controlling entity); and 

(iii) Its proportion of the ownership interest held in those entities and a description 
of how that ownership interest has been determined. 

and 

(c) A description of the method used to account for the controlled entities, joint ventures 
and associates listed under (b).  

Transitional ProvisionsInitial Application 
2423. At the date of initial application, an investment entity that previously measured its investment in a 

controlled entity at cost shall instead measure that investment at fair value through surplus or deficit 
as if the requirements of this Standard had always been effective. The investment entity shall adjust 
retrospectively the annual period immediately preceding the date of initial application and shall 
adjust accumulated surplus/deficit at the beginning of the immediately preceding period for any 
difference between: 

(a) The previous carrying amount of the investment; and 

(b) The fair value of the investor’s investment in the controlled entity.  

2524. At the date of initial application, an investment entity that previously measured its investment in a 
controlled entity at fair value directly to net assets/equity shall continue to measure that investment 
at fair value. The cumulative amount of any fair value adjustment previously recognized in net 
assets/equity shall be transferred to accumulated surplus/deficit at the beginning of the annual 
period immediately preceding the date of initial application.  

2625. At the date of initial application, an investment entity shall not make adjustments to the previous 
accounting for an interest in a controlled entity that it had previously elected to measure at fair value 
through surplus or deficit in accordance with IPSAS 29, as permitted in paragraph 12.  

2726. An investment entity shall use the fair value amounts previously reported to investors or to 
management.  
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2827. If measuring the investment in the controlled entity in accordance with paragraphs 2423–2726 is 
impracticable (as defined in IPSAS 3, Accounting Policies, Changes in Accounting Estimates and 
Errors), an investment entity shall apply the requirements of this Standard at the beginning of the 
earliest period for which application of paragraphs 2423–2726 is practicable, which may be the 
current period. The investor shall adjust retrospectively the annual period immediately preceding 
the date of initial application, unless the beginning of the earliest period for which application of this 
paragraph is practicable is the current period. When the date that it is practicable for the investment 
entity to measure the fair value of the controlled entity is earlier than the beginning of the 
immediately preceding period, the investor shall adjust net assets/equity at the beginning of the 
immediately preceding period for any difference between: 

(a) The previous carrying amount of the investment; and 

(b) The fair value of the investor’s investment in the controlled entity. 

If the earliest period for which application of this paragraph is practicable is the current period, the 
adjustment to net assets/equity shall be recognized at the beginning of the current period.  

2928. If an investment entity has disposed of, or lost control of, an investment in a controlled entity before 
the date of initial application of this Standard, the investment entity is not required to make 
adjustments to the previous accounting for that investment.  

3029. Notwithstanding the references to the annual period immediately preceding the date of initial 
application (the ‘immediately preceding period’) in paragraphs 2423–2827, an entity may also 
present adjusted comparative information for any earlier periods presented, but is not required to 
do so. If an entity does present adjusted comparative information for any earlier periods, all 
references to the ‘immediately preceding period’ in paragraphs 2423–2827 shall be read as the 
‘earliest adjusted comparative period presented’. If an entity presents unadjusted comparative 
information for any earlier periods, it shall clearly identify the information that has not been 
adjusted, state that it has been prepared on a different basis, and explain that basis.  

3130. At the date of initial application, a controlling entity that is not itself an investment entity but which is 
required, in accordance with paragraph 54 of IPSAS XX(ED 49), to measure the investments of a 
controlled investment entity at fair value through surplus or deficit in accordance with IPSAS 29, 
shall use the transitional provisions in paragraphs 24–30 in accounting for its investment in the 
controlled investment entity in its separate financial statements. 

The paragraph above was added to address an issue raised by R26.  

32. The transitional provisions for changes in the accounting, in an entity’s separate financial 
statements, for its interest in a joint operation are set out in IPSAS XX, Joint Arrangements.  

The paragraph above was added to address an issue raised by R26. Staff have proposed including 
a cross reference to the requirements in IPSAS XX, Joint Arrangements, rather than relocating the 
guidance, as this creates fewer differences between the IPSAS and underlying IFRS.  
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Effective Date  
3330. An entity shall apply this Standard for annual financial statements covering periods 

beginning on or after [Date].  Earlier application is encouraged.  If an entity applies this 
Standard for a period beginning before [Date], it shall disclose that fact and apply IPSAS XX 
(ED 49), IPSAS XX(ED 50), IPSAS XX (ED 51), and IPSAS XX (ED 52) at the same time.  

3431. When an entity adopts the accrual basis of accounting as defined by IPSASs for financial reporting 
purposes subsequent to this effective date, this Standard applies to the entity’s annual financial 
statements covering periods beginning on or after the date of adoption.  

Withdrawal of IPSAS 6 (December 2006) 
3532. This Standard is issued concurrently with IPSAS XX (ED 49). Together, the two Standards 

supersede IPSAS 6, Consolidated and Separate Financial Statements (December 2006).  
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Basis for Conclusions 
This Basis for Conclusions accompanies, but is not part of, IPSAS XX (ED 48), Separate Financial 
Statements.  

Objective 

BC1. This Basis for Conclusions summarizes the IPSASB’s considerations in reaching the 
conclusions in IPSAS XX (ED 48). As this Standard is based on IAS 27, Separate Financial 
Statements (Amended in 2011) issued by the IASB, the Basis for Conclusions outlines only 
those areas where IPSAS XX (ED 48) departs from the main requirements of IAS 27 
(Amended in 2011), or where the IPSASB considered such departures. 

Overview 

BC2. In 2012 the IPSASB commenced work on a project to update those IPSASs that dealt with 
accounting for interests in controlled entities, associates and joint ventures.  In October 2013 
the IPSASB issued Exposure Drafts (EDs) 48 to 52 which were collectively referred to as 
Interests in Other Entities. ED 48 Separate Financial Statements was based on IAS 27 
Separate Financial Statements (2011), having regard to the relevant public sector 
modifications in IPSAS 6 Consolidated and Separate Financial Statements.  In [insert date] 
the IPSASB issued five new IPSASs, including IPSAS XX. These new IPSASs supersede 
IPSAS 6, Consolidated and Separate Financial Statements, IPSAS 7, Investments in 
Associates and IPSAS 8, Interests in Joint Ventures. 

Use of the Equity Method in Separate Statements 

BC2.BC3. IPSAS 6 permitted an entity, in its separate financial statements, to measure investments in 
controlled entities, jointly controlled entities and associates:  

(a) Using the equity method;  

(b) At cost; or  

(c) As a financial instrument in accordance with IPSAS 29.  

BC3.BC4. The IPSASB noted that in 2003 the IASB limited the measurement options for investments 
presented in an entity’s separate financial statements by removing the option to use the 
equity method. The IPSASB noted that the reasons given by the IASB for making this change 
included the following: 

(a) The focus in separate financial statements is on the performance of the assets as 
investments. Cost and fair value can provide relevant information for this; and 

(b) To the extent that the equity method provides information about the profit and loss of a 
subsidiary or an associate, that information would be available in the consolidated 
financial statements.  
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BC4.BC5. The IPSASB also noted that, at the time it issued EDs 48 to 52IPSAS XX (ED 49), the IASB 
had signaled its intention to reconsider the use of the equity method in separate financial 
statements. In deciding to reconsider this issue the IASB acknowledged that corporate law in 
some countries requires that the equity method of accounting be used to measure certain 
investments when presenting separate financial statements.  

BC5.BC6. The IPSASB decided to continue to permit the use of the equity method in separate financial 
statements for the following reasons: 

(a) The equity method is a well-established method of accounting for certain investments 
in the public sector. In many circumstances where investments are held by public 
sector entities, the equity method can provide information that is reliable and useful, 
and possibly at a lower cost than either the cost method or the fair value method. In the 
public sector, investment entities are often used more as “instruments” to enable 
service provision, rather than as a holding for investment purposes, as might generally 
be the case in the private sector. The equity method may therefore, in some 
circumstances, be better suited to meeting user needs in the public sector, as it allows 
the financial statements to portray the fluctuations in the equity of, and performance by, 
an investment over time, in a cost effective and easily understood manner. 

(b) Although application of the cost method is often relatively straightforward, where 
investments have been held for some time, using the cost method may result in 
outdated and less relevant information, in which case, it would not meet user needs. 

(c) In the public sector there are likely to be a higher proportion of investments for which 
there are no active markets and in respect of which fair values are not readily 
observable. Although the guidance in IPSAS 29 can be used to derive a value for such 
investments, the IPSASB considered that this approach would generally result in 
information that did not faithfully represent the underlying circumstances.  

BC6.BC7. A majority of the respondents on ED 48 supported the proposal to permit the use of the 
equity method in separate financial statements. A further group of respondents also 
supported this proposal, subject to the IASB reinstating the use of the equity method in 
separate financial statements. In August 2014 the IASB issued the Equity Method in 
Separate Financial Statements (Amendments to IAS 27) which reinstated the equity method 
as an option in separate financial statements. The IPSASB noted the support it had received 
for this proposal and the reinstatement of the equity method in IAS 27, and agreed to 
continue to permit the use of the equity method in separate financial statements. 

Separate Financial Statements of Investment Entities 

BC7.BC8. In developing IPSAS XX (ED 49) the IPSASB decided to introduce the concept of investment 
entities and to require that a controlling entity that is an investment entity shall measure its 
investments in most controlled entities at fair value through surplus or deficit in accordance 
with IPSAS 29. Consequently, the IPSASB decided to require that an investment entity 
measure its investments in controlled entities at fair value through surplus or deficit in its 
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separate financial statements. The IPSASB also decided adjusted the disclosure 
requirements for an investment entity’s separate financial statements, noting that if an 
investment entity preparinges separate financial statements as its only financial statements, 
should it is still appropriate for the investment entity to make the disclosures otherwise 
required in IPSAS XX (ED 52) about its interests in controlled entities. 

BC9. In developing IPSAS XX (ED 49) the IPSASB also decided to require a controlling entity of an 
investment entity that is not itself an investment entity to present consolidated financial 
statements in which it (i) measures the investments of a controlled investment entity at fair 
value through surplus or deficit in accordance with IPSAS 29 and (ii) consolidates the other 
assets and liabilities and revenue and expenses of the controlled investment entity.  
Consequently, the IPSASB decided to require that a non-investment controlling entity should 
measure its investment in a controlled investment entity in the same way in its separate 
financial statements. 

Additional BC paragraph to address concern raised by respondent R14. 
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Comparison with IAS 27 (Amended in 2011) 

IPSAS XX (ED 48), Separate Financial Statements, is drawn primarily from IAS 27, Separate Financial 
Statements (Amended in 2011). IPSAS XX (ED 48) is based on IAS 27 (Amended in 2011), including the 
amendments to that Standard as a result of Investment Entities (Amendments to IFRS 10, IFRS 12 and 
IAS 27) issued by the IASB in October 2012 and Equity Method in Separate Financial Statements 
(Amendments to IAS 27) issued by the IASB in August 2014 . At the time of issuing this Standard, the 
IPSASB has not considered the applicability to public sector entities of IFRS 9, Financial Instruments. 
References to IFRS 9 in the underlying IASB standard have therefore been replaced by references to the 
IPSASs dealing with financial instruments. 

The main differences between IPSAS XX (ED 48) and IAS 27 (Amended in 2011) are as follows:  

• IPSAS XX (ED 48) uses different terminology, in certain instances, from IAS 27 (Amended in 2011). 
The most significant examples are the use of the terms “net assets/equity,” “economic entity,” 
“controlling entity,” “controlled entity”, “revenue” in IPSAS XX (ED 48). The equivalent terms in 
IAS 27 (Amended in 2011) are “equity,” “group,” “parent,” “subsidiary” and “income.” 

• IPSAS XX (ED 48) permits investments in controlled entities, joint ventures and associates to be 
accounted for in separate financial statements using the equity method, at cost or as financial 
instruments in accordance with IPSAS 29, Financial Instruments: Recognition and Measurement. 
IAS 27 (Amended in 2011) does not permit the use of the equity method in separate financial 
statements.  

• IPSAS XX (ED 48) contains specific requirements for a controlling entity that is not itself an 
investment entity but which has an investment in a controlled investment entity.  IAS 27 (Amended 
in 2011) does not specify different requirements for such controlling entities.  
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ISSUES PAPER – CONSOLIDATED FINANCIAL STATEMENTS 

Objectives of Issues Paper 
1. This paper discusses changes that have been made to the draft standard on consolidated 

financial statements, having regard to constituents’ responses and feedback from the IPSASB in 
June 2014. The objective is to seek approval of those changes and any directions for further 
changes prior to seeking approval of the standard in December 2014. 

Background 
2. ED 49 Consolidated Financial Statements was issued in October 2013 with a response date of 

February 28, 2014. Copies of the responses were included in the June 2014 agenda papers. At 
its June 2014 meeting the IPSASB considered an analysis of responses on the Specific Matters 
for Comment (SMCs) in ED 49 and provided direction on the issues in the SMCs. At this meeting 
the focus is on comments made by respondents and which were not considered in June. 

3. Much of the IPSASB’s discussion in June was on implementation difficulties facing entities 
preparing consolidated financial statements for the first time, particularly in a whole of government 
context.  The IPSASB acknowledged these difficulties and indicated that it would like to consider 
further its role in providing implementation guidance.  

4. The IPSASB also agreed that the Basis for Conclusions should be revised to highlight ways in 
which the proposed standard and statistical reporting guidelines are aligned. It was suggested 
that, to assist the IPSASB in forming an opinion on the extent of this alignment, staff should 
update an analysis of differences between financial reporting and statistical reporting previously 
considered by the IPSASB. The updated analysis is presented in agenda item 6.3.1.  

5. This issues paper is organized into the following sections: 

(a) Comparison of Statistical Reporting and Financial Reporting; 

(b) Respondents’ Comments;  

(c) Implementation Issues; and 

(d) Related IASB Projects. 

Comparison of Statistical Reporting and Financial Reporting  
6. In September 2012 the Board considered a comparison between the concepts of control and 

guidance in: 

(a) The System of National Accounts (SNA 2008);  

(b) The Government Finance Statistics Manual (GFSM) (draft as at June 2012);  

(c) IPSAS 6 Consolidated and Separate Financial Statements; and  

(d) IFRS 10 Consolidated Financial Statements. 
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7. In developing ED 49 the IPSASB included additional guidance on golden shares, consistent with 
the guidance in GFSM.  

8. ED 49 included a Specific Matter for Comment asking constituents whether they could identify 
any further opportunities for further alignment between GFSM and the proposed IPSAS. Most 
respondents did not identify any further opportunities for alignment. In June 2014 the IPSASB:  

(a) AGREED to more explicitly highlight, in the Basis for Conclusions, ways in which the 
proposed standard and GFSM are aligned; and 

(b) AGREED to note, in the Basis for Conclusions, that although the IPSASB decided not to 
provide guidance in the proposed IPSAS on the presentation of information on statistical 
sectors, it is possible for a government to present consolidated financial statements that are 
disaggregated by statistical sector. 

9. The IPSASB also requested an updated comparison of the definitions and guidance in ED 49 and 
GFSM.  Agenda paper 6.3.1 contains an updated comparison of the concept of control (together 
with associated indicators and guidance) in GSFM 2014 and ED 49 and IPSAS 6. In developing 
agenda paper 6.3.1 staff sought feedback from members, observers and staff with an interest in 
this area. Their assistance is appreciated.  

10. As explained in agenda paper 6.3.1, some of the differences between GFSM and financial 
reporting are due to their nature and differing objectives. For example, the classification of 
institutional units into sectors based on their economic nature of being government units will 
continue to be a significant difference between macroeconomic statistical reporting and 
accounting and financial reporting. Furthermore, the distinction between market producers and 
nonmarket producers in macroeconomic statistics would continue to result in a difference even if 
there was exactly the same principle and conceptual guidance on the notion of control.  

11. The comparison also shows that there is a lot of similarity in the way that the term control is used 
within each system of reporting. What is of interest to the IPSASB at this point is whether there 
are any further opportunities to reduce unnecessary differences.  

12. This exercise highlighted three areas where further discussions between the two communities 
might result in more aligned wording or a better understanding of differences. These are: 

(a) How the ability of one entity to direct the activities of another entity links with control. For 
example, in GFSM 2014, the definitions of control of a non-profit institution (NPI) and 
control of a corporation refer to “the ability to determine the general policy or program of the 
NPI” and “the ability to determine the general corporate policy of the corporation.” General 
Corporate policy” as used in the GFSM is understood in a broad sense to mean the key 
financial and operating policies relating to the corporation’s strategic objectives as a market 
producer. The definition of power in ED 49 (which forms part of the definition of control) 
refers to the “current ability to direct the relevant activities of another entity”. The proposed 
Standard will also explain that power includes the right to direct the financial and operating 
policies of an entity. These ideas seem very similar but are expressed in different ways.  

(b) Whether the discussion of economic dependence in ED 49 and the GFSM indicator “control 
by a dominant public sector customer or group of public sector customers” could be more 
aligned. Much of the guidance on economic dependence is consistent between the two 
frameworks. However, should there be more discussion of how the presence of (or 
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absence) of a private sector customer would affect judgments? Staff understands that from 
an economic view point, the issue was discussed from the perspective of having public 
sector customers. Where a unit produces goods and services only for another public sector 
customer and they deliver these to the customer without any competition from the private 
sector, it can be presumed that the unit is a nonmarket producer and that the unit should be 
classified within the general government sector. When the unit produces goods and 
services only for another public sector customer in competition with other private sector 
producers, it can be presumed that the unit is a market producer and therefore will be a 
public corporation. In this case the other indicators of control would still need to be reviewed 
to determine whether the entity is under government control, but if a corporation serves only 
one client, it is highly likely that this aspect would be strong enough to argue that 
government has control over the corporation. It appears that this guidance focuses on 
situations that are more critical for GFSM classifications and that there is not necessarily a 
case for having similar or equivalent guidance in the standard based on ED 49.  

(c) Whether there should be a disclosure requirement in IPSASs that would assist users to 
make a link between the concept (in ED 49) of control of the relevant activities of an entity 
and the indicators in GFSM 2014 such as of “control of key committees of the entity”.  
IPSAS 1 Presentation of Financial Statements (paragraph 150) already requires disclosure 
of “the name of the controlling entity and the ultimate controlling entity (where applicable)”.  
The standard based on ED 52 will also require the disclosure of information about interests 
in controlled entities and assumptions and judgments made in classifying interests in other 
entities. However, the ED 52 disclosures will not go in to the level of detail that would be 
required for a user to make assessments about whether controlled entities would also be 
regarded as controlled for the purposes of GFSM 2014.  Such disclosure requirements 
might also be considered onerous. 

13. If the IPSASB agrees that these issues warrant further consideration, staff recommend that they 
be addressed as a separate exercise to allow the statistical and financial reporting communities to 
work together to explore the ideas underlying the words and the specific words used to express 
those ideas.  The GFSM 2014 has essentially been finalized – the draft that is currently available 
is subject only to final editing prior to publication – and any issues would need to be looked at as 
part of the next revision.   

14. The proposed changes to the Basis for Conclusions, to highlight the process undertaken by the 
IPSASB, are shown as marked up text in agenda item 6.4. 
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Matter(s) for Consideration  
1. The IPSASB is asked to:  

 (a) NOTE the updated comparison of the concept of control (together with associated 
indicators and guidance) in GSFM 2014, ED 49 and IPSAS 6 set out in agenda 
paper 6.3.1; and 

 (b) CONSIDER whether any of the three issues identified above warrant further consideration, 
and if so, to CONSIDER the process for such further work. 

Respondents’ Comments  
15. At its June meeting the IPSASB considered comments from respondents that related to the SMCs 

on ED 49. Respondents also made a number of other comments and suggestions for 
improvement. The proposed response to these other comments is set out in this section. The 
comments have been organized as follows: 

(a) Scope (see Table 1); 

(b) Control, Benefits and Power (see Table 2); 

(c) Application Guidance, Implementation Guidance and Illustrative Examples (see Table 3); 
and 

(d) Basis for Conclusions (see Table 4). 

16. Table 1 sets out respondents’ comments relating to the scope of ED 49. 

Table 1: Scope of ED 49 

R# RESPONDENTS’ COMMENTS –SCOPE STAFF COMMENTS 

26 ED 49 – Scope  
Whole-of-government consolidations 

Paragraph .03 of this Exposure Draft explains when consolidated financial 
statements shall be presented. Even though whole-of-government is 
defined differently in various jurisdictions, we are of the view that preparers 
would find an explanation around the application of the principles to the 
preparation of whole-of-government financial statements useful. As such, 
we propose that the scope of this Exposure Draft should be expanded to 
clarify the application to whole-of-government consolidations, similar to the 
existing guidance that is included in IPSAS 6.17 and .18.   

 

See new paragraph 
6.1 and additional 
sentence in 
paragraph 13. 

26 Consolidation exemptions 

We propose that the wording in paragraph 5(c) should be amended to 
clarify that the exemption from preparing consolidated financial statements 
can only be applied, if an investment entity measures its investments in a 
controlled entity at fair value through surplus and deficit as determined in 
paragraph .52. At present, it may be interpreted to be an option. 

We propose the following change: 

“An investment entity reporting in accordance with IPSASs need not 
present consolidated financial statements if it measures all of its 
investments in a controlled entity at fair value through surplus and deficit as 

 

Change paragraph 
5(c) but not as 
proposed by R26. 
The change made in 
accordance with IASB 
ED/2014/2 
Investment Entities–
Applying the 
Consolidation 
Exception (Proposed 
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R# RESPONDENTS’ COMMENTS –SCOPE STAFF COMMENTS 

required by paragraph .52 of this Standard. if it is required, in accordance 
with paragraph 52 of this Standard, to measure all of its controlled entities 
at fair value through surplus of deficit.”   

amendments to 
IFRS 10 and IAS 28) 
addresses this issue. 

16 ED 49 Other reporting entities to which certain provisions of the 
standard may apply 
Financial statements can be produced that meet the needs of certain users 
in terms of accountability and decision-making purposes but the scope is 
different from the scope of consolidation which includes the controlling 
entity and all of its controlled entities. For example, whole-of-government 
accounts can be produced that combine the accounts of all entities of all 
government levels, even if no control relationship exists between some of 
these combined entities (e.g. when the central government has no control 
on local government entities). 

While preparation of such accounts clearly falls outside the scope of the 
proposed standard, certain provisions included in it (for example regarding 
the elimination of intra-reporting entity transactions and the use of uniform 
accounting policies) may apply and the IPSASB might consider developing 
some guidance in relation to the preparation of such accounts. 

 

See new paragraph 
6.2.  Staff are 
proposing to 
encourage the 
application of the 
Standard to the 
extent possible, but 
not to provide specific 
guidance. 

 

Matter(s) for Consideration  
2. The IPSASB is asked to:  

 (a) CONFIRM that it agrees with the proposed response to respondents’ comments on the 
scope of ED 49 set out in Table 1 above (or, if it disagrees, provide alternative direction); 
and 

 (b) CONFIRM that it agrees with how these changes have been incorporated in the proposed 
IPSAS (at agenda item 6.4).  

17. Table 2 sets out respondents’ comments relating to the definitions of control, power and benefits 
and the guidance supporting those definitions in ED 49. Comments proposing changes to the 
definition of power, which were discussed and agreed in June 2014, are not included in this 
Table. 

Table 2: Control, Power and Benefits  

R# RESPONDENTS’ COMMENTS – CONTROL, POWER AND BENEFITS STAFF 
COMMENTS 

16 The standard should clarify under what circumstances benefits from 
complementary activities would establish an entitlement to receive benefits.  
Our view is that the public sector entity’s entitlement to benefits is 
established  

(1) if the supply of goods and services by the other entity is directly 
consistent with the operating activities of the public sector entity;  

(2)  the goods and services supplied are determined by the public sector 
entity; and  

(3)  the public sector entity is relieved from an actual or a constructive 
obligation to provide such supply/public sector entity has a right to 

The proposed 
changes to the 
discussion of 
benefits in 
paragraph 27 might 
address this 
comment.  

Agenda Item 6.3 
Page 5 of 28 



Issues Paper – Consolidated Financial Statements 
IPSASB Meeting (September 2014) 

R# RESPONDENTS’ COMMENTS – CONTROL, POWER AND BENEFITS STAFF 
COMMENTS 

receive a service delivery from the other entity.  

21 We support the proposed definition of control. However, we propose some 
changes to the definitions of “benefits” and “power”, both of which are key 
aspects of the definition of control. We also propose providing more guidance 
in respect of entities operating on auto-pilot. 

 

 Definition of “benefits” 

We note that the IPSASB has chosen to use the term “benefits” rather than 
the term “returns” which was used in IFRS 10. We support the use of the 
term benefits on the grounds that returns could be narrowly construed as 
relating to financial returns.  

We recommend amending the definition of benefits to refer to the 
advantages that an entity seeks to obtain. Our reason for recommending this 
change is that the actual impact of having an interest in another entity may 
be better or worse than anticipated. Entities obtain interests in other entities 
because they hope to obtain benefits (both financial and non-financial) from 
the arrangement. Although the ED does explain that an entity may also be 
exposed to risks, we are concerned that some readers could read the 
definition of benefits in the ED as requiring that there be a net positive 
impact.  For the same reason we also recommend that paragraph 26 
distinguish between expectations and actual outcomes. We suggest that it 
contrasts expectations which are generally of a positive nature (having 
regard to both financial and non-financial benefits), with actual outcomes 
which may be positive or negative (having regard to both financial and non-
financial benefits). 

The proposed changes to the definition of benefits are shown as marked up 
text below. 

Benefits are the advantages an entity obtains or seeks to obtains from its 
involvement with other entities. Benefits may be financial or non-financial. 
The actual impact of an entity’s involvement with another entity Benefits can 
have positive or negative aspects. 

26. An entity is exposed, or has rights, to variable benefits from its 
involvement with an entity being assessed for control when the 
benefits that it seeks from its involvement have the potential to 
vary as a result of the other entity’s performance. Entities become 
involved with other entities with the expectation of positive 
financial or non-financial benefits over time.  However, in a 
particular reporting period, the actual impact of an entity’s The 
entity’s benefits from its involvement with the entity being 
assessed for control can be only positive, only negative or a mix of 
both positive and negative. 

We note that only the first sentence in the definition of benefits is essential. 
Although the additional explanation in the remainder of the definition is also 
addressed elsewhere in the ED, we can appreciate that the IPSASB wanted 
to highlight key ideas for readers and, on balance, we support the fuller 
definition. 

Paragraph 26 
amended as 
proposed by R21. 

21 We suggest that all references to power over financial and operating policies 
through the document be reviewed to make sure that they consistently 
express the idea that power to direct financial and operating policies is an 

References have 
been reviewed – no 
changes proposed.  

Agenda Item 6.3 
Page 6 of 28 



Issues Paper – Consolidated Financial Statements 
IPSASB Meeting (September 2014) 

R# RESPONDENTS’ COMMENTS – CONTROL, POWER AND BENEFITS STAFF 
COMMENTS 

indicator of power, not a requirement for power. 

21 Autopilots 
We are requesting additional guidance on autopilot arrangements because 
we consider this is a reasonably common scenario in the public sector. We 
have a number of entities in New Zealand, including charitable trusts, which 
are established with the specific purpose of providing services that would 
otherwise have to be provided by a central or local government. Sometimes 
they are regarded as a way of obtaining community involvement, both in 
terms of finding out what services the community needs, and in involving 
communities in the delivery of services. Once these entities are established, 
typically they operate in the manner determined at inception, with little on-
going substantive decision-making, and they may not require ongoing 
funding from the central or local government. In such cases it is essential to 
pay close attention to the objects and purpose of the entity being assessed 
for control. These may be far more important than the ongoing 
arrangements. Indeed, there may be little evidence of control on a day to day 
basis.  
We are concerned that the guidance in ED 49 might not lead to assessments 
of control in all circumstances where it would be appropriate.  We consider 
that there should be more emphasis in the guidance on the fact that entities 
can be established with predetermined activities and the possibility that such 
arrangements might mean that power has already been exercised at the time 
an entity was established.  

Paragraph 23 of the ED states that “An entity with the current ability to direct 
the relevant activities has power even if its rights to direct have yet to be 
exercised.”  The paragraph also refers to evidence of powers being 
exercised on an ongoing basis. We consider that it would be appropriate to 
acknowledge that rights might (i) already have been exercised; (ii) be 
exercised on an ongoing basis; or (iii) be yet to be exercised.   

Paragraph AG53 does discuss purpose and design, but we consider that 
more emphasis should be given to the possibility that the ability to determine 
the purpose and design of an entity may give rise to control and that it is 
necessary to consider more than decision-making rights. 

Our suggestions in relation to paragraphs 23 and AG53 are shown as 
marked up text below. 

23.  An entity with the current ability to direct the relevant activities has 
power even if its rights to direct have yet to be exercised. Evidence 
that the entity has been directing the relevant activities of the entity 
being assessed for control can help determine whether the entity 
has power, but such evidence is not, in itself, conclusive in 
determining whether the entity has power over the entity being 
assessed for control. In the case of an entity established with 
predetermined activities, the right to direct the relevant activities 
may have been exercised at the time that the entity was 
established.  

AG53. In assessing the purpose and design of another entity (see 
paragraphs AG5–AG8), an entity shall consider the involvement 
and decisions made at the inception of the other entity as part of 
its design and evaluate whether the transaction terms and features 

Paragraphs 23 and 
A53 amended as 
proposed by R21. 
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of the involvement provide the entity with rights that are sufficient 
to give it power. Being involved in the design of another entity 
alone is not sufficient to give an entity control of that other entity. 
However, involvement in the design of the other entity may 
indicate that the entity had the opportunity to obtain rights that are 
sufficient to give it power over the other entity and hence the ability 
to determine the purpose and design of an entity may give rise to 
power. In the case of an entity established with most (or all) of its 
relevant activities predetermined at inception, assessing the 
impact of having the ability to determine the purpose and design of 
an entity may be more relevant to the control assessment than any 
on-going decision-making rights. 

If more discussion of autopilot arrangements is included in the document, the 
paragraphs dealing with the link between power and benefits will need to be 
revised. An expanded discussion of benefits (as suggested below) should 
assist the discussion of the link between power and benefits. 

21 Issues in applying IFRS 10 guidance to autopilot arrangements 
In addition to our comments above about autopilot arrangements in the 
public sector, we are aware that issues have also been raised regarding the 
application of the guidance in IFRS 10 to certain structured entities. The 
European Financial Reporting Advisory Group (EFRAG) has published a 
document entitled Supplementary study – Consolidation of Special Purpose 
Entities (SPEs) under IFRS 10 which focused on how the requirements of 
IFRS 10 would affect the consolidation of special purpose entities (SPEs) as 
described in SIC-12 Consolidation – Special Purpose Entities.  Participants 
indicated that they expected the change in the scope of consolidation of 
SPEs to be relatively small compared to the total population of SPEs and 
total assets of SPEs, with the overall impact being a small net increase in the 
total number of SPEs being consolidated.  

Although some changes in the entities that would, or would not be, 
consolidated is an expected outcome of changing the accounting 
requirements, we are concerned that some entities on autopilot might be 
inappropriately deconsolidated as a result of applying the requirements in 
IFRS 10. The EFRAG study noted that participants might not have power 
over certain vehicles when there are no ongoing decisions over the relevant 
activities or such ongoing decisions are made by third parties (as this would 
mean that the participants cannot significantly affect the returns, as defined 
by IFRS 10, of the SPEs). The EFRAG study noted that this would be the 
case of SPEs that run on autopilot, since all decisions are determined at 
inception and detailed in the legal agreements, or SPEs where the 
counterparty can only direct the relevant activities (for example, if the 
counterparty could select a special servicer which could not be removed by 
participants). 

The changes to 
paragraphs 23, 27 
and AG53 go some 
way towards 
addressing this 
issue, but possibly 
not enough.  

IFRS 10 paragraphs 
BC76-BC80 are 
relevant (see 
Appendix 1 of this 
paper).  

Feedback is sought 
on whether to make 
further changes to 
ED 49. 

 

21 Expand the discussion of benefits  
We consider that it would be helpful if the ED provided more discussion of 
benefits.  For example: ….Paragraph 27 refers to “congruent activities”. 
Paragraph 29(b) also gives an example of non-financial benefits, being the 
value to an entity of another entity undertaking activities that assist the entity 
in achieving its objectives. It would be helpful for the standard to provide 

Paragraph 27 
amended as 
proposed by R21. 
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more detailed discussion of congruent activities and the fact that the 
existence of congruent activities might relieve an entity from an obligation to 
provide services. Suggestions are shown below as marked up text. 

27.  The entity’s benefits from its involvement with the entity being 
assessed for control can be only financial, only non-financial or both 
financial and non-financial. Financial benefits include returns on 
investment such as dividends or similar distributions and are 
sometimes referred to as returns. Non-financial benefits include 
advantages arising from scarce resources that are not measured in 
financial terms and economic benefits received directly by service 
recipients of the entity. Non- financial benefits can occur when the 
activities of another entity are congruent with, (that is, they are in 
agreement with), the objectives of the entity and support the entity in 
achieving its objectives. For example, an entity may obtain benefits 
when another entity with congruent activities provides services that 
the first entity would have otherwise been obliged to provide.  
Congruent activities may be undertaken voluntarily or the entity may 
have the power to direct the other entity to undertake those activities.  
Non-financial benefits can also occur when two entities have 
complementary objectives (that is, the objectives of one entity add to, 
and make more complete, the objectives of the other entity). 

26 Non-financial benefits 
Paragraphs .26, .27 and .29 of this Exposure Draft include examples of non-
financial benefits. Some of our stakeholders questioned the relationship 
between the concept of service potential and non-financial benefits. We 
therefore propose that an explanation should be included in this Exposure 
Draft explaining service potential, and how it relates to non-financial benefits. 

No change 
proposed because 
the service potential 
of assets could 
affect both financial 
and non-financial 
benefits. The 
concept of service 
potential is 
discussed in the 
Conceptual 
Framework.  

26 Explanatory guidance in meeting the definition of control  
The exposure or right to benefits from the entity’s involvement with the other 
entity is one of the criteria needed in meeting the definition of control. This 
Exposure Draft explains the other two criteria that need to be met in order for 
control to exist in paragraphs .19 to .30, but no explanation is given about the 
entity’s exposure, or its rights to benefits, including its assessment of 
substantive and protective rights. The Application guidance includes detail 
guidance around the various rights that an entity can have. In understanding 
the second criteria in the control definition, we propose that the IPSASB 
should include a general paragraph in the Exposure Draft itself, to explain 
these aspects. We also recommend that ‘political rights’ need to explained, 
along with an indication as to whether or not it should be considered in 
meeting the definition of control. The principles should be in the standard 
itself.  The application guidance cannot extend the principles; it should 
illustrate the application. 

No change – 
paragraph 25 
introduces the 
concept of 
protective rights.  

What is viewed as 
political rights might 
vary between 
jurisdictions. They 
might be protective 
or substantive rights 
depending upon the 
circumstances. 

26 Furthermore, IPSAS 6.36 includes explanatory guidance about an entity’s No change – these 
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ability to govern decision-making in relation to the financial and operating 
policies of another entity, and how it impacts on meeting the definition of 
control. We are of the view that this explanation is useful in understanding 
whether control is met in those circumstances where a controlling entity 
cannot demonstrate that it governs decision-making over the controlled 
entity’s financial and operating policies. We, therefore, propose that a similar 
explanation should be included in the Exposure Draft.  

IPSAS 6, paragraph 36 

36.  The power of one entity to govern decision making in relation to the financial and 
operating policies of another entity is insufficient, in itself, to ensure the existence of 
control. The controlling entity needs to be able to govern decision making so as to 
be able to benefit from its activities, for example by enabling the other entity to 
operate with it as part of an economic entity in pursuing its objectives. This will 
have the effect of excluding from the definitions of a “controlling entity” and 
“controlled entity” relationships that do not extend beyond, for instance, that of a 
liquidator and the entity being liquidated, and would normally exclude a lender and 
borrower relationship. Similarly, a trustee whose relationship with a trust does not 
extend beyond the normal responsibilities of a trustee would not be considered to 
control the trust for the purposes of this Standard. 

ideas are 
addressed in ED 49 
(albeit in various 
locations).  

The definition of 
control combines 
power and benefits. 
Paragraph 19 links 
power with the right 
to govern financial 
and operating 
policies. Paragraph 
AG54 refers to 
liquidation rights. 
Paragraph AG31 
gives examples of 
protective rights 
including the rights 
of a lender. 
Paragraph AG59 
discusses trusts.  

26 ED 49 – Guidance when the definition of control is not met  
Paragraphs .14 to .16 of this Exposure Drafts explain the control criteria, and 
require that all three elements need to be met for an entity to prepare 
consolidated financial statements. We propose that this Exposure Draft 
should include a reference to the appropriate accounting guidance that 
should be considered when an entity concludes that it does not have control 
over another entity.  

No change – this is 
addressed in 
Flowchart 1 
(paragraph IG1). 
Paragraph 18 also 
refers to other 
IPSASs that may be 
relevant in 
accounting for 
interests in entities. 

20 ED 49 Guidance applicable to trusts  
Many public sector entities in New Zealand, including the Council, have 
considerable involvement with trusts. It can be particularly difficult to 
determine whether control exists in relation to a trust. For that reason, we 
suggest that the Board consider providing more guidance on the application 
of the control definition to trusts.   

The proposed 
changes to 
paragraphs 27 
(benefits), 23 and 
AG53 (autopilots) 
might address this 
comment. 
Paragraph AG59 
discusses trusts. 
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Matter(s) for Consideration  
3. The IPSASB is asked to:  

 (a) CONFIRM that it agrees with the proposed response to respondents’ comments on control, 
power and benefits set out in Table 2 above (or, if it disagrees, provide alternative 
direction);  

 (b) CONFIRM that it agrees with how these changes have been incorporated in the proposed 
IPSAS (at agenda item 6.4); and 

 (c) PROVIDE feedback on whether further changes are required to address autopilot 
situations. 

18. Table 3 sets out respondents’ comments on the application guidance, implementation guidance 
and illustrative examples in ED 49. The implementation guidance and illustrative examples 
accompany but do not form part of the proposed standard. Some of the comments on the 
illustrative examples have not yet been addressed. They will be addressed in the December 
agenda papers – staff would appreciate any further comments on the examples that members 
would like to be considered prior to December.  

Table 3: Application Guidance, Implementation Guidance and Illustrative Examples 

R# RESPONDENTS’ COMMENTS – AG, IG, IE STAFF 
COMMENTS 

Application Guidance 

16 Golden share–Paragraph AG37 

AG37 describes what a golden share is, but fails to provide any guidance as 
to the consequences of its existence. We believe that the paragraph should 
go on to say that the rights attaching to the golden share should be 
considered as part of the overall assessment of power. In some cases 
golden shares provide the holder only with protective rights, in others the 
rights are substantive. 

Agree. Amend 
AG37 as per 
comment by R21. 

21 Special voting rights attaching to ownership interests (Golden shares)–
Paragraph AG37 
Paragraph AG37 provides a description of golden shares. However, it does 
not go on to say that the rights associated with golden shares may give rise 
to power. We consider it would be helpful to add this statement (as shown 
below).  

AG37.  An entity may have the right of decisive vote, thus to veto all other 
voting rights of another entity. This type of right is sometimes referred 
to as a “golden share”. Such special voting rights may give rise to 
power.  Usually these rights are documented in the founding 
documents of the other entity (such as articles of association), and 
are designed to restrict the level of voting or other rights that may be 
held by certain parties. They may also give an entity veto powers 
over any major change in the other entity, such as the sale of a major 
asset or of the other entity as a whole. 

Amend AG37 as 
suggested. 

26 Use of the term ‘binding arrangement’  
Paragraphs AG20 and AG38 (and throughout) 
ED 49 introduces the concept of ‘binding arrangements’ to cover situations in 
which entities applying IPSASs do not have the power to enter contractual 

Not yet addressed – 
consider in 
December. 
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arrangements.  The definition of paragraph 10 suggests that this is intended 
to apply to contract-like arrangements and BC43 states that references to 
‘contractual arrangements’ in IFRS should be replaced with ‘binding 
arrangements’.  However, paragraph AG20 of ED49 refers to contractual 
arrangements and rights in considering whether an entity’s appointment 
rights for key personnel are sufficient to give it control.  

The IPSASB have also added paragraph AG38, which refers to the power to 
appoint a governing body arising from ‘binding arrangements (including 
existing legislation, regulation, contractual, or other arrangements)’. 
Example 15 suggests that the power to appoint trustees to a museum 
satisfies this criterion. In this instance, the term ‘binding arrangement’ seems 
to be applied more broadly than contract-like arrangements.   

 The definition of binding arrangements is also included in EDs 50, 51 and 52, 
but without the explanation in the basis of conclusions, so it is unclear in 
what context the term is used in these exposure drafts. For example, 
paragraph 35 of ED 52 refers to a contractual relationship, while binding 
arrangements are referred to in the rest of the ED. The term ‘contractually’ is 
applied in the definition of joint control in ED 50, but joint arrangements in 
ED 51 is defined in terms of ‘binding arrangements’ in paragraph 10. ED 52 
paragraph 30 requires that an investment entity disclose restrictions arising 
from binding arrangements, while paragraph 32 requires disclosure of 
contractual arrangements for the provision of financial support. 

If the terminology used in these cases is deliberate, additional explanation in 
the basis for conclusions would be useful to prevent confusion in the 
application of the requirements and the distinction between ‘contractual’ and 
‘binding’ arrangements. 

Additionally, given the rationale stated (i.e. that this applies where entities are 
unable to enter formal contractual relationships), the IPSASB may wish to 
consider the consistency of this approach with the references to contractual 
rights and arrangements in other IPSASs, for example, those related to 
financial instruments. 

 

21 Entitlement–Paragraph AG84 
Paragraph AG84 refers to an entity ceasing to be entitled to benefits. We 
note that there have previously been debates within New Zealand regarding 
the meaning of “entitlement” when applying financial reporting standards and 
consider that similar debates could arise in other jurisdictions. We would 
therefore suggest that paragraph AG84 refer to an entity ceasing “to be able” 
to receive benefits. 

Propose to keep the 
reference to 
entitlement in AG54 
because, in some 
cases, it will be 
appropriate. Add 
the words “or have 
the ability: to cover 
other situations. 
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10 Investment entities – Paragraphs AG97-AG99 
The Council agrees that an exemption should be provided for the controlling 
entity of an investment entity that is not itself an investment entity, but 
believes that the exemption as provided in the Exposure Draft may be 
difficult to implement. 

The Council wonders if the requirements of the Exposure Draft are based on 
the characteristics of an entity or the characteristics of an asset or a 
transaction. 

The question raised by the Exposure Draft is particularly significant regarding 
hybrid entities where investment related services or ancillary services are 
provided by the controlled investment entity and are not performed by 
another specific subsidiary. 

The issue is whether it is practicable to distinguish between fund 
management and ancillary services within the same investment entity. 

The Council considers that further guidance should be provided to clarify the 
requirements for entities dealing with these two types of activities.  

No change 
proposed to AG97 
and AG98. Propose 
to amend paragraph 
AG99 in 
accordance with 
proposals in IASB 
ED 2014/2 
Investment Entities–
Applying the 
Consolidation 
Exception 
(Proposed 
amendments to 
IFRS 10 and 
IAS 28).   

04 ED 49 – paragraph AG 105 
Reference is made to paragraph 50(c) in the context of investment entities, 
whereas the actual paragraph referred to is about accounting treatment when 
a controlling entity loses control of an entity. 

Remove reference 
to paragraph 50(c). 
It is not required.  

21 Additional guidance on uniform accounting requirements 
In developing PBE IPSAS 6 Consolidated and Separate Financial 
Statements, which is based on IPSAS 6, the NZASB received feedback that 
constituents wanted guidance on the application of consistent accounting 
policies in consolidated financial statements. Integral application guidance on 
this topic has been included in PBE IPSAS 6. We suggest that the IPSASB 
include guidance on the application of uniform accounting policies to ensure 
conformity with the economic entity’s accounting policies. 

No change 
proposed – 
consider in the 
context of 
implementation 
issues (later in this 
paper).  
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16 Mixed groups 
Public sector entities that prepare their financial statements under IPSAS 
may control and thus consolidate financial statements of other entities that 
prepare their own financial statements using a different accounting 
framework (so called ‘mixed groups’). This is for example the case when a 
government controls and consolidates a government business enterprise 
which prepares its financial statements under IFRS. 

On consolidation the principle is to apply “uniform accounting policies for like 
transactions and events in similar circumstances”. This requirement means 
that, during the consolidation process, the amounts reported in the financial 
statements of a member of the economic entity need to be adjusted where 
that member uses accounting policies that differ from the accounting policies 
applied in the consolidated financial statements for like transactions and 
events in similar circumstances.  

This principle is sound but may involve practical implementation issues for 
entities in the consolidation scope that are reporting using another 
accounting framework (e.g. IFRS) and raises questions on what 
circumstances should give rise to such adjustments.  

In order to prevent differences in interpretation, we believe that the standard 
would benefit from added guidance on when consolidation adjustments to 
conform the accounting policies of the controlling entity in a mixed group 
situation would be required. For example, we believe that consolidation 
adjustments are not required when the transactions entered into by the entity 
using an accounting framework other than IPSAS relate to different 
circumstances. As an example, the controlling entity and one of its controlled 
commercial entities may have assets whose physical nature is similar but 
that are used for a different purpose in different types of activity. In such 
case, differences in the application of the accounting policies are justified by 
the different environments in which the entities operate.   

No change 
proposed – 
consider in the 
context of 
implementation 
issues (later in this 
paper).  

Implementation Guidance – Flowchart 2 

04 Paragraph IG2 
The box on the right hand side of the flowchart should contain the alternative 
outcome resulting from the flowchart decision (e.g. entity does not control the 
other entity). 

Delete flowchart 2.  

06 In Flowchart 2 on page 66, the decision box on the right does not fit as it has 
the same question as the second box on the left. 

Delete flowchart 2.  

16 Flowchart 2 ‘Assessing Control of Another Entity Financial Reporting 
Purposes’ on page 66 is not clear and does not address all circumstances 
that should be considered in determining whether control exists (e.g. the 
purpose and design of the other entity). In addition, having answered no to 
the first question, the flowchart leads to a box that asks an inappropriate 
question. It also does not explain the consequences of answering that 
question. 

We believe that this flowchart can be misleading and should be deleted.  

Delete flowchart 2.  

21 We recommend that the flowchart set out following paragraph IG2 (which 
attempts to summarise the requirements of the standard and the key issues 

Delete flowchart 2.  
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that an entity would need to consider) be omitted. We do not consider that it 
is possible to summarise a complex standard in such a flowchart and there is 
a risk that the diagram might be used in isolation from the detailed discussion 
in the standard.  

Illustrative Examples 

02 Expand on Relevant Discussion (Examples 21, 28, 34B, 35) 
For some of the illustrative examples there is scope to expand on the 
discussion of the relevant principles in reaching the conclusions made.  For 
instance: 

• To help illustrate the concept articulated in paragraph 21, Example 35 
should be expanded to include a clear conclusion (with reasoning) that 
the public sector entity and government department are controlled by 
the provincial government. 

Not yet addressed – 
consider in 
December. 

 • Example 28 should also include a clear conclusion (with reasoning) that 
the local government can appoint the majority of the directors and 
therefore can direct the relevant activities of the leisure trust. 

 

 • Example 34B, in reaching the ‘no control’ conclusion, the final 
paragraphs should explain that the University does not have power 
over the incorporated society and outline the reasons why this is the 
case. 

 

 The respondent recommends that the illustrative example be revisited in light 
of these comments.    

The respondent also notes that some of the examples are based on draft 
guidance developed by the AASB and may have to be updated following 
their finalisation by the AASB (eg. Examples 8, 8A, 8B, 37, 38) 

 

 

These examples 
have been updated.  

04 Example 4 
Although HoTARAC agrees with the conclusion of the example, HoTARAC 
considers that a government that has the power to impose regulatory control 
might, arguably, meet the control criteria as such power would significantly 
influence the returns of the electricity distributor being regulated. This is 
particularly relevant when the electricity distributor being regulated is a 
Government Business Enterprise and may, depending on each governmental 
arrangement, provide dividend payments or dividends-in-kind to the 
government. More discussions may be needed to better articulate the 
argument in concluding why the government or the regulator does not control 
the electricity distributor in the example.  

Not yet addressed – 
consider in 
December. 

16 Examples –especially 12, 26, 27, 38 

52 examples are given in the Illustrative Examples section. We understand 
that this high volume of examples aims to provide good guidance on how the 
control and other consolidation concepts should be interpreted in a public 
sector context. While we welcome this, we believe that where examples are 
used, the relationship between the fact pattern and the conclusions should 
be clear in order to limit the risk of misinterpretation. For example: 

- Example 12 illustrates the operation of a golden share. In our view, the 
fact pattern and the analysis should be further developed to explain 
how the conclusion is reached. 

Comments on these 
examples not yet 
addressed – 
consider in 
December. 
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- Example 26: we believe that additional guidance should be given about 
circumstances where powers are substantive and how this should be 
considered in the context of entities which the government has 
established (either by legislation or otherwise). In this example, there is 
no discussion about how substantive the powers of the board in fact 
are, it just leaps to the conclusion that the entity is not controlled by the 
government. 

- Example 27: there is no indication in the fact pattern that the shared 
service company is under joint control (which requires the unanimous 
agreement of the participants), yet that is the conclusion reached. We 
agree that none of the participants seem to control.  However, we do 
not believe that the fact pattern supports a conclusion of joint control, 
nor do we believe it is necessary or desirable to reach such a 
conclusion in an example illustrating the determination of whether 
control exists.  

- Example 38: we are unsure what the term "delegated control from the 
Minister" means. Does it mean that the Minister has no control, or does 
it mean that the Health Department has control but because the 
Minister controls the Health Department he also controls the statutory 
body? Delegated control is not a term used in the standard and 
therefore we believe that further explanation is needed.  

16 Respondent recommends providing additional guidance and/or examples 
where one entity establishes another entity and receives indirect 
complementary benefits from the activities of the entity. 

Additional guidance 
provided in 
paragraph 27. 

21 Examples – especially 8, 8B, 12, 13, 26, 27, 31, 36(a), 38 
We note that ED 49 has been modified to contain a number of public sector 
examples and support this approach. However, we consider that some 
examples do not contain sufficient information to support the conclusions 
given.  We recommend that all examples be reviewed to see if they contain 
sufficient discussion of substantive and protective powers.  Some examples 
could be omitted. Comments on specific examples follow.  

 

Some changes 
made – see below. 
Remainder to be 
considered in 
December. 

 Example 8: This example focuses on certain powers only. It does not provide 
information about the rights of various parties in accordance with the 
constitution of the entity being assessed for control. Nor does it discuss the 
ability of the potential controlling entity to make substantive decisions. In 
particular, we recommend that the conclusion in Example 8B be amended or 
supported by additional information. 

Examples 8, 8B 
have been 
changed. 

 

 Omit or expand examples 12, 13, 26, 27, 31, 38. 

Both examples 27 and 31 have a concluding statement that the entities are 
under joint control. This is inappropriate, because (a) there is no analysis of 
whether joint control exists; (b) this is not the appropriate standard to address 
joint control; and (c) the fact pattern does not contain sufficient information to 
assess joint control. We recommend that if these examples are retained, the 
references to joint control be omitted. 

Example 38 has 
been changed. 

In examples 27 and 
31 the references to 
joint control have 
been deleted.  

 

 Example 36(a) refers to trustees controlling a trust. Given the nature of the 
relationship between a trustee and a trust it would be more appropriate to 
state that the trustees have power over the trust (rather than control). 

Example 36(a) now 
refers to power. 
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R# RESPONDENTS’ COMMENTS – AG, IG, IE STAFF 
COMMENTS 

26 Relevance of Examples 7, 51, 52? Another investment example? 
We question the public sector relevance of example 7 of an investment 
vehicle, example 51 of a real estate entity and example 52 of a master fund. 
We propose that more relevant public sector specific examples should be 
included to assist preparers in understanding and in identifying an investment 
entity. 

Propose to keep 
examples 7, 51 and 
52. These examples 
can occur in the 
public sector. For 
example, feeder 
funds can occur 
alongside 
infrastructure 
investment funds or 
superannuation 
funds.  

Propose to develop 
an additional 
investment entity 
example for 
consideration in 
December. 

21 Trusts – new example 
Given the prevalence of trusts to carry out activities in some jurisdictions, we 
consider that there could be more discussion of, and references to, trusts. 
We note that paragraph 59(c) refers to trusts but consider that a discussion 
of trusts could be usefully incorporated elsewhere.  

We have provided an example of a controlled charitable trust that could form 
the basis of an additional example. 

Trust A promotes, supports and undertakes programmes, actions and 
initiatives to beautify City A. It receives funding from the local 
government for various services, including graffiti removal, 
beautification projects and running environmental events. It reports 
back to the local government on its performance in delivering these 
services. If the Trust did not exist the local government would be 
required to find some other way to deliver these services. The Trust 
also receives assistance through donations and volunteer work by the 
local community including local businesses, schools, community 
groups and individuals.  

The Trust was originally established by an elected official of the local 
government.  

The governing body of the local government appoints all the trustees 
(having regard to requirements for balance in gender, location etc). 
There are between 5 and 12 trustees. The trustees then appoint the 
officers. 

Changes to the Trust deed must be approved by the trustees and the 
governing body of the local authority.  

If the Trust is wound up, surplus assets are to be given or transferred 
to a similar charitable body in the area. The recipient body must be 
approved by the local government.  

The local government has a mix of rights over the Trust including:  

(a) rights to appoint, reassign or remove members of the Trust’s 

Propose to develop 
a new example 
based on these 
facts – for 
consideration in 
December. 
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R# RESPONDENTS’ COMMENTS – AG, IG, IE STAFF 
COMMENTS 

key management personnel who have the ability to direct the 
relevant activities; 

(b) rights to approve or veto operating and capital budgets relating 
to the relevant activities of the Trust; and  

(c) rights to veto key changes to the Trust, such as the sale of a 
major asset or of the Trust as a whole. 

 

Matter(s) for Consideration  
4. The IPSASB is asked to:  

 (a) CONFIRM that it agrees with the proposed response to respondents’ comments on 
application guidance, implementation guidance and the illustrative examples set out in 
Table 3 above (or, if it disagrees, provide alternative direction);  

 (b) CONFIRM that it agrees with how these changes have been incorporated in the proposed 
IPSAS (at agenda item 6.4); and 

 (c) NOTE that further work is required to review the use of the term “binding arrangements” 
and to address comments on the illustrative examples. 

19. Table 4 sets out respondents’ comments relating to the Basis for Conclusions on ED 49.  
Additional Basis for Conclusions paragraphs are also proposed in relation to the IPSASB’s 
discussion of implementation issues (refer to the next section of this paper).  

Table 4: Basis for Conclusions 

R# RESPONDENTS’ COMMENTS – BASIS FOR CONCLUSIONS STAFF 
COMMENTS 

10 Alignment with GFSM 
Regarding consolidation, the Council points out that ED 49 is silent about 
how the IPSASB has aligned the ED’s principles with the GFSM 2013.  The 
“consolidation” as envisaged by the GFSB is actually an aggregation of 
accounts with the elimination of intra-balances relating to transactions 
between entities aggregated in the same set of accounts.  The concept of 
control is not used to define group boundaries, but is used only to classify 
entities within different sectors and sub-sectors. 

New BC paragraphs 
added (see BC4 
and BC5. 

26 Different reporting periods 
Paragraph B93 of IFRS 10 requires that the difference between the end of 
the reporting period of the controlled entity and the controlling entity should 
not be more than three months. 

The IPSASB has not included a similar requirement in this Exposure Draft, 
but rather requires that adjustments should be made for the effects of 
significant transactions or events between the date of the financial 
statements of the controlled and controlling entity. However, the IPSASB’s 
rationale for including a different requirement in this Exposure Draft is not 
explained in the Basis for Conclusions. We therefore recommend that the 
Basis for Conclusions be amended to explain the IPSASB’s decision.   

New BC paragraph 
added (see BC53). 

17 Roll-up of Exemption for Non-investment Controlling Entity No change 
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R# RESPONDENTS’ COMMENTS – BASIS FOR CONCLUSIONS STAFF 
COMMENTS 

As the treatment of the ED in this respect differs from that of the IFRSs, we 
believe that reasons specific to the public sector should be explained in detail 
in the BC. We suggest that the BC should explain why the IFRS approach is 
impractical for the public sector entities. We think that it would be impractical 
for the public sector ultimate controlling entity to consolidate the significantly 
large number of controlled investment entities (which were evaluated at fair 
value by the controlling investment entities). ED 49 (BC24 through BC26) 
should explain practical difficulties in preparing both consolidation basis and 
fair value basis information for large numbers of entities.  

proposed paragraph 
BC26. Entities in 
both the private 
sector and public 
sector could have a 
large number of 
controlled 
investment entities.  

 

Matter(s) for Consideration  
5. The IPSASB is asked to:  

 (a) CONFIRM that it agrees with the proposed response to respondents’ comments relating to 
the Basis for Conclusions (or, if it disagrees, provide alternative direction); and 

 (b) CONFIRM that it agrees with how these changes have been incorporated in the proposed 
IPSAS (at agenda item 6.4).  

Implementation Issues 
Background  

20. At the June 2014 meeting the IPSASB acknowledged the practical difficulties that can be 
encountered by public sector preparers when consolidating large numbers of entities, particularly 
in the case of whole of government financial statements. The IPSASB’s discussion indicated a 
willingness to consider further ways in which the IPSASB could assist preparers with 
implementation issues.   

Materiality  

21. In its discussions in June 2014 the IPSASB noted that materiality is a fundamental concept 
underpinning the preparation and presentation of financial statements and that, in the context of 
consolidated financial statements, assessments of materiality may have an impact on 
implementation costs. Materiality is discussed in the Conceptual Framework, IPSAS 1 
Presentation of Financial Statements and IPSAS 3 Accounting Policies, Changes in Accounting 
Estimates and Errors. Because materiality is a general concept, it is not discussed in each 
individual IPSAS. It would therefore be inappropriate to include specific guidance on materiality in 
the proposed IPSAS on consolidated financial statements. 

22. Given that the IPSASB had a specific discussion about the importance of materiality when it was 
considering respondents’ comments on ED 49, staff have drafted possible Basis for Conclusions 
paragraphs. These paragraphs have been included in agenda paper 6.4 (at the end of the Basis 
for Conclusions). 
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Implementation Issues 

BC54. A number of respondents commented on the difficulty of preparing consolidated financial statements, 
particularly when there are a large number of controlled entities, as in the case of whole of 
government financial statements. The IPSASB acknowledged these practical difficulties, whilst noting 
that jurisdictions that are now presenting consolidated financial statements have also faced a range 
of similar difficulties and have used various strategies to reach their goal of full consolidation.   Issues 
associated with the adoption of accrual accounting and some of the approaches that governments 
have taken in dealing with those issues are discussed in Study 14 Transition to the Accrual Basis of 
Accounting: Guidance for Public Sector Entities. In particular, the careful consideration of materiality 
and the implications of various approaches to transition upon assessments of materiality, can help 
entities to identify opportunities to make the best use of scarce resources.  In the context of preparing 
consolidated financial statements, assessments of materiality can assist an entity in making cost-
effective decisions.  

BC55. The IPSASB noted that strategies used by governments in transitioning to full consolidation include: 

(a) Assessing the existence of control for various categories of entities in phases, with an initial 
focus on completing assessments of entities that are likely to be material. 

(b) Not consolidating (or deferring the consolidation of) immaterial sub-groups of controlled 
entities.  

(c) Looking for alternative (including less expensive or less time-consuming) ways of obtaining 
information about inter-entity balances and transactions. 

(d) Not eliminating immaterial inter-entity transactions and balances. 

(e) Considering whether all disclosures must be made in respect of all entities. 

BC56. The IPSASB considered whether to provide specific guidance on the application of materiality when 
preparing consolidated financial statements. For a number of reasons the IPSASB concluded that 
this would not be appropriate. These reasons included the following: 

BC57. Materiality is a fundamental concept underpinning the preparation and presentation of financial 
statements that applies to all aspects of the preparation and presentation of financial statements – 
not just consolidation. Materiality is a general concept that is discussed in the Conceptual 
Framework, IPSAS 1 Presentation of Financial Statements and IPSAS 3 Accounting Policies, 
Changes in Accounting Estimates and Errors.  Because materiality is a general concept, it is not 
discussed in each individual IPSAS.   

BC58. Both preparers and auditors form assessments about materiality. Any implementation strategies that 
would affect materiality would need to be discussed with the entity’s auditors.  

BC59. The strategies used by various governments in preparing whole of government financial statements 
are influenced by a variety of factors, of which materiality is one factor. Information about such 
strategies is more suited to a guidance document rather than an IPSAS.  

23. The IPSASB is asked to provide feedback about whether it supports including additional BC 
paragraphs on its consideration of materiality and implementation issues and the proposed 
content of the new BC paragraphs.   

Agenda Item 6.3 
Page 20 of 28 



Issues Paper – Consolidated Financial Statements 
IPSASB Meeting (September 2014) 

Assisting Preparers  

24. The IPSASB already has a range of guidance and case studies that may be useful for preparers.  
These include: 

(a) Study 14 Transition to the Accrual Basis of Accounting: Guidance for Public Sector Entities 
(3rd edition January 2011). Chapter 2 of Study 14 has a brief discussion of whole of 
government reporting. Chapter 2, paragraph 2.54 discusses materiality in relation to 
consolidation. It states “The concept of materiality can also be used to help structure the 
consolidation process and the amount of time and effort that goes into calculating the 
consolidation adjustments. If a particular category of inter-entity transactions is immaterial, 
the transactions may not need to be eliminated on consolidation. Similarly, if differences 
between accounting policies do not have a material impact, it may not be necessary to 
perform adjustments to align the accounting policies of entities within the consolidated 
financial statements.” Chapter 5 of Study 14 deals with reporting entity issues and has a 
section on consolidation in which it refers the need to assess materiality when making 
adjustments for uniform accounting policies and the elimination of inter-entity transactions 
and balances. 

(b) The IPSASB's "A Closer Look At:" series examines the challenges and benefits of 
governments adopting IPSASs and accrual accounting. These are fairly high level 
documents which explain the overall process and key challenges. 

(c) Papers documenting case studies from specific jurisdictions on their transition to the 
accrual basis of accounting. These include: 

(i) Occasional Paper 1, Implementing Accrual Accounting in Government: The New 
Zealand Experience; 

(ii) Occasional Paper 2, Auditing Whole of Government Financial Statements: The New 
Zealand Experience; 

(iii) Occasional Paper 3, Perspectives on Accrual Accounting; 

(iv) Occasional Paper 4, The Delegation of Public Services in France, An Original Method 
of Public Administration: Delegated Public Service; 

(v) Occasional Paper 5, Resource Accounting: Framework of Accounting Standard 
Setting in the UK Central Government Sector; 

(vi) Occasional Paper 6, The Modernization of Government Accounting in France: The 
Current Situation, The Issues, The Outlook; 

(vii) Occasional Paper 7, Governmental Accounting System in Argentina; and 

(viii) Information Paper, The Road to Accrual Accounting in the United States of America. 

25. Some jurisdictions have produced guidance for various public sector entities regarding the 
application of the consolidation requirements in financial reporting standards and materiality. For 
example, in the United Kingdom: 

(a) The Department of Health has published Guidance for Consolidation of NHS Charity 
Accounts into NHS Local Accounts - December 2013 which includes a section on 
materiality.  
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(b) The Healthcare Financial Management Association has published Guidance on the 
consolidation of NHS charities. 

(c) The New Zealand Accounting Standards Board has developed guidance on the application 
of uniform accounting policies within mixed groups (being groups where entities apply 
different accounting standards). A copy of this guidance is included as Appendix 2 of this 
issues paper.  

Matter(s) for Consideration  
6. The IPSASB is asked to:  

 (a) AGREE that the Basis for Conclusions should acknowledge the IPSASB’s discussions 
about implementation issues;  

 (b) PROVIDE feedback on the draft Basis for Conclusions paragraphs shown above; and 

 (c) CONSIDER, in the context of discussions on the future work program, whether to develop 
guidance on consolidation implementation issues, including the application of uniform 
accounting policies. 

Related IASB Projects 
26. Staff have been monitoring IASB projects that could result in amendments to the IFRSs on which 

EDs 48 to 52 were based.  In June 2014 the IASB issued Exposure Draft 2014/2 Investment 
Entities–Applying the Consolidation Exception (Proposed amendments to IFRS 10 and IAS 28) 
(ED 2014/2). Comments to the IASB are to be received by 15 September 2014. The proposed 
amendments:  

(a) Confirm that the exemption from presenting consolidated financial statements continues to 
apply to subsidiaries of an investment entity that are themselves parent entities; 

(b) Clarify when an investment entity parent should consolidate a subsidiary that provides 
investment-related services instead of measuring that subsidiary at fair value; and 

(c) Simplify the application of the equity method for an entity that is not itself an investment 
entity but that has an interest in an associate that is an investment entity. 

27. Table 5 below summarizes the impact of the IASB’s proposals in ED 2014/2 on the proposed 
IPSAS XX Consolidated Financial Statements. Because these proposals also affect the proposed 
IPSAS XX Investments in Associates and Joint Ventures, they are also discussed in agenda 
paper 6.5. 

Table 5 Related IASB Projects  

Amending PROPOSED AMENDMENTS to IFRS STAFF COMMENTS 

IFRS 10 

 

Exemption from preparing consolidated financial statements  

Paragraph 4(a) of IFRS 10 provides an exemption from 
presenting consolidated financial statements for a parent entity 
that meets specified criteria. One criterion is that its ultimate or 
any intermediate parent produces consolidated financial 
statements that are available for public use and comply with 

Equivalent amendments 
have been included in 
paragraphs 5(a)(iv), 
5(c), 53 and AG99 of 
proposed IPSAS XX 
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Amending PROPOSED AMENDMENTS to IFRS STAFF COMMENTS 

IFRS.  

The IASB proposes to amend IFRS 10 to confirm that the 
exemption from preparing consolidated financial statements set 
out in paragraph 4(a) of IFRS 10 continues to be available to a 
parent entity that is a subsidiary of an investment entity, even 
when the investment entity measures its subsidiaries at fair value 
in accordance with paragraph 31 of IFRS 10.  

Consolidated Financial 
Statements. 

See also paragraph 
23(b)(iv) of the 
proposed IPSAS XX 
Investments in 
Associates and Joint 
Ventures.   

A subsidiary that provides services that relate to the parent’s 
investment activities 

 Paragraph 31 of IFRS 10 requires an investment entity to 
measure its investments in subsidiaries at fair value, except when 
paragraph 32 of IFRS 10 applies. Paragraph 32 requires an 
investment entity to consolidate a subsidiary that provides 
services that relate to the investment entity’s investment activities. 
When a subsidiary of an investment entity itself meets the 
definition of an investment entity and, additionally, provides 
services that relate to the parent’s investment activities, the 
wording in paragraph 32 is unclear as to whether the investment 
entity parent should measure that investment entity subsidiary at 
fair value or consolidate it.  

The IASB proposes to amend IFRS 10 to clarify the limited 
situations in which paragraph 32 applies. The IASB proposes that 
the requirement for an investment entity to consolidate a 
subsidiary, instead of measuring it at fair value, applies only to 
those subsidiaries that act as an extension of the operations of 
the investment entity parent, and do not themselves qualify as 
investment entities. The main purpose of such a subsidiary is to 
provide support services that relate to the investment entity’s 
investment activities (which may include providing investment-
related services to third parties).  

IAS 28 Application of the equity method by a non-investment entity 
investor to an investment entity investee 

Refer agenda paper 6.5 

 

Matter(s) for Consideration  
7. The IPSASB is asked to:  

 (a) AGREE to make changes to paragraphs 5(a)(iv), 5(c), 53 and AG99 of proposed 
IPSAS XX Consolidated Financial Statements consistent with changes proposed by the 
IASB in ED 2014/2. 
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Appendix 1 Extract from IFRS 10 Basis for Conclusions 

Understanding the purpose and design of an investee 

BC76  Some respondents to ED 10 expressed the view that involvement in the design of an investee (with 
restricted activities) is a strong indicator of control and, indeed, in some situations, they would conclude that 
involvement in the design alone is sufficient to meet the power element of the control definition. SIC-12 
included this notion as one of its indicators of control and the accompanying Basis for Conclusions explained 
that: 

SPEs [special purpose entities] frequently operate in a predetermined way so that no entity has 
explicit decision-making authority over the SPE’s ongoing activities after its formation (ie they 
operate on ‘autopilot’). Virtually all rights, obligations, and aspects of activities that could be 
controlled are predefined and limited by contractual provisions specified or scheduled at inception. 
In these circumstances, control may exist for the sponsoring party or others with a beneficial 
interest, even though it may be particularly difficult to assess, because virtually all activities are 
predetermined. However, the predetermination of the activities of the SPE through an ‘autopilot’ 
mechanism often provides evidence that the ability to control has been exercised by the party 
making the predetermination for its own benefit at the formation of the SPE and is being 
perpetuated. 

BC77  When developing IFRS 10 the Board confirmed the position in ED 10 that being involved in setting up an 
investee was not, in and of itself, sufficient to conclude that an investor has control. Being involved in the 
design does not necessarily mean that an investor has decision-making rights to direct the relevant 
activities. Often several parties are involved in the design of an investee and the final structure of the 
investee includes whatever is agreed to by all those parties (including investors, the sponsor of the investee, 
the transferor(s) of the assets held by the investee and other parties involved in the transaction). 

BC78  Although the success of, for example, a securitisation will depend on the assets that are transferred to the 
securitisation vehicle, the transferor might not have any further involvement with the vehicle and thereby 
may not have any decision-making rights to direct the relevant activities. The benefits from being involved in 
setting up a vehicle could cease as soon as the vehicle is established. The Board concluded that, in 
isolation, being involved in setting up an investee would not be an appropriate basis for consolidation. 

BC79  The Board confirmed, however, that considering the purpose and design of an investee is important when 
assessing control. Understanding the purpose and design of an investee is the means by which an investor 
identifies the relevant activities, the rights from which power arises and who holds those rights. It can also 
assist in identifying investors that may have sought to secure control and whose position should be 
understood and analysed when assessing control. 

BC80  The Board noted that understanding the purpose and design of an investee also involves consideration of all 
activities and returns that are closely related to the investee, even though they might occur outside the legal 
boundaries of the investee. For example, assume that the purpose of a securitisation vehicle is to allocate 
risks (mainly credit risk) and benefits (cash flows received) of a portfolio of receivables to the parties 
involved with the vehicle. The vehicle is designed in such a way that the only activity that can be directed, 
and can significantly affect the returns from the transaction, is managing those receivables when they 
default. An investor might have the current ability to direct those activities that significantly affect the returns 
of the transaction by, for example, writing a put option on the receivables that is triggered when the 
receivables default. The design of the vehicle ensures that the investor has decision-making authority over 
the relevant activities at the only time that such decision-making authority is required. In this situation, the 
terms of the put agreement are integral to the overall transaction and the establishment of the investee. 
Therefore, the terms of the put agreement would be considered together with the founding documents of the 
investee to conclude whether the investor has the current ability to direct the activities of the securitisation 
vehicle that significantly affect the returns of the transaction (even before the default of the receivables). 
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Appendix 2 Uniform Accounting Policies and Mixed Groups 

This Appendix sets out guidance that forms an integral part of a New Zealand standard, PBE IPSAS 6 
Consolidated and Separate Financial Statements.  

Mixed Groups  

This Appendix is an integral part of PBE IPSAS 6  

Introduction  

B1.  XRB A1 Accounting Standards Framework (XRB A1) requires a reporting entity, including a group reporting 
entity, to determine whether it is a for-profit entity or a public benefit entity (PBE). This needs to be 
determined in order that the reporting entity applies the relevant suite of accounting standards, that is, in the 
case of Tier 1 and Tier 2 entities, NZ IFRSs for for-profit entities and PBE Standards for PBEs.  

B2.  It is a requirement of both PBE Standards and NZ IFRSs that a reporting entity applies its accounting 
policies on a consistent basis. Paragraph 49 of this Standard requires consolidated financial statements to 
be prepared “using uniform accounting policies for like transactions and other events in similar 
circumstances”. This requirement means that, during the consolidation process, the amounts reported in the 
financial statements of a member of a group might need to be adjusted where that member uses accounting 
policies that differ from the accounting policies applied in the consolidated financial statements for like 
transactions and other events in similar circumstances.  

B3.  This Appendix addresses the specific case that a member of a group applying Tier 1 or Tier 2 PBE 
Standards is a for-profit entity that has applied NZ IFRSs in preparing its financial statements. In preparing 
the consolidated financial statements, consideration needs to be given to the extent to which the amounts 
reported in the financial statements of the for-profit entity need to be adjusted on consolidation. Similar 
considerations would also need to be given to other situations in which a PBE group includes an entity that 
has prepared its financial statements on a basis that differs from PBE Standards, such as where a PBE 
within a PBE group has applied Tier 3 or Tier 4 PBE Simple Format Reporting.  

B4.  The potential need for consolidation adjustments results from entities within a group using recognition and 
measurement accounting policies that differ from the group’s recognition and measurement accounting 
policies. Differences in presentation and disclosure between PBE Standards and NZ IFRSs will not lead to 
consolidation adjustments.  

Reporting Entity  

B5.  The Public Benefit Entities’ Framework (PBE Framework) identifies the objective of general purpose 
financial reporting as being to “provide information about the financial position, performance and changes in 
financial position of an entity that is useful to a wide range of users in making economic decisions” 
(paragraph 12). It also notes that “users of financial statements of New Zealand entities may also be 
interested in how well an entity has demonstrated its accountability in relation to a range of obligations 
including the entity’s compliance with legislation, regulations, common law and contractual arrangements” 
(paragraph 14.1).  

B6.  The PBE Framework defines a reporting entity as “an entity for which there are users who rely on the 
financial statements as their major source of financial information about the entity” (paragraph 8).  

B7.  Although the PBE Framework is an interim document, pending consideration of the conceptual framework 
being developed by the International Public Sector Accounting Standards Board (IPSASB), the objectives 
noted above are similar to those being proposed by the IPSASB.  

B8.  Both the existing framework and current thinking consider that a reporting entity is not necessarily a 
separate legal entity: for example, it could be a group of legal entities, a partnership or an unincorporated 
trust. When the reporting entity prepares general purpose financial statements, it considers transactions and 
balances from the perspective of that specific reporting entity. This means that (i) the reporting entity 
determines whether it is a PBE or a for-profit entity and (ii) transactions, events and balances are reported 

Agenda Item 6.3 
Page 25 of 28 



Issues Paper – Consolidated Financial Statements 
IPSASB Meeting (September 2014) 

from the perspective of the reporting entity. For example, the assets included in the statement of financial 
position are the assets controlled by that reporting entity, measured in accordance with the accounting 
policies of that entity.  

B9. Consolidated financial statements present the transactions, events and balances of all the entities that are 
part of the group as a single entity. The term “economic entity” is frequently used to describe the group 
reporting entity (e.g., paragraph 12 of this Standard). That is, the consolidated financial statements present 
the financial performance, financial position and cash flows of all the entities in the group from the 
perspective of a single economic entity. The boundaries of the separate legal entities within the group are 
disregarded to enable the group to be presented as a single entity.  

B10. In preparing consolidated financial statements, adjustments are made to the financial statements of the 
individual entities within the group so that the consolidated financial statements are prepared from the 
perspective of the group reporting entity using uniform accounting policies for like transactions and other 
events in similar circumstances. These adjustments are necessary to ensure that the resulting financial 
statements provide relevant and reliable information for the group entity that is reporting. Adjustments are 
necessary to:  

(a) Eliminate inter-entity transactions and balances. This leaves only transactions and balances with 
parties external to the group reporting entity in the consolidated financial statements;  

(b) Apply uniform accounting policies for like transactions and events in similar circumstances. This is to 
ensure that the information is consistently and coherently presented; and  

(c) Reflect the perspective of the entity reporting.  

When are Consolidation Adjustments Not Required?  

B11.  It is not necessary to adjust on consolidation the amounts reported in the financial statements of for-profit 
entities when preparing a PBE group’s financial statements in the following situations:  

(a)  For-profit entities within a PBE group are immaterial both individually and in aggregate; or  

(b)  The transactions or other events of for-profit entities within a PBE group are recognised using 
accounting policies that are sufficiently similar to those applied by the PBE group that any differences 
in the application of these accounting policies would have no material impact on the consolidated 
financial statements; or  

(c)  The transactions or other events of for-profit entities within a PBE group are recognised using 
accounting policies that differ from those of the PBE group but the impact of the differences in the two 
accounting policies is immaterial both individually and in aggregate in the context of the group; or  

(d)  The transactions and other events recognised by PBEs and for-profit entities within a PBE group 
relate to different circumstances i.e., situations in which the different accounting policies of members 
of the PBE group stem from different circumstances rather than from different requirements in PBE 
Standards compared with NZ IFRSs, as illustrated in the following example.  

Example – different circumstances  

A City Council controls Entity A (a PBE) and Port B (a for-profit entity).  

Entity A owns and operates a tram service within the central business district (CBD). Although the 
primary purpose of this transport system is to reduce the number of privately-owned vehicles within 
the CBD, patrons pay a nominal charge for trips on the trams. The plant and equipment used in 
providing the tram service are primarily non-cash-generating and Entity A applies the fair value model 
in PBE IPSAS 17 Property, Plant and Equipment.  

Port B owns and operates a railway system as part of the infrastructure of the port. The railway 
system is part of a cash-generating unit and Part B applies the cost model in NZ IAS 16 Property, 
Plant and Equipment.  
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Although the physical nature of the assets is similar, restatement is not required because of the 
different uses of the services embodied in the asset. The assets used in providing the tram service 
are non-cash-generating and provide social benefits – in terms of moving people, and reducing the 
impact on the environment – whereas the railway system is part of the Port’s cash-generating 
operating infrastructure.  

When are Consolidation Adjustments Required?  

B12.  The NZASB takes the view that the mere fact that an entity within a PBE group is a for-profit entity is not 
sufficient in itself to justify that the circumstances are not similar when considering the requirement to apply 
uniform accounting policies to “like transactions and other events in similar circumstances”. In presenting its 
individual financial statements, the for-profit entity will reflect its for-profit perspective, and will apply 
accounting policies that are appropriate to its circumstances. When a for-profit entity is included within a 
PBE group, its separate nature as a for-profit entity is disregarded and, other than in the circumstances 
identified in paragraph B11 above, the PBE group presents all transactions and events by applying PBE 
Standards. As a result, in preparing consolidated financial statements, the transactions and events 
recognised in the for-profit entity are adjusted, where necessary, to conform to the accounting policies 
applied by the PBE group to ensure that the consolidated financial statements of the PBE group reflect its 
PBE nature.  

B13. Assuming that the impact of applying different accounting policies is material, consolidation adjustments are 
required in the following circumstances:  

(a) PBE Standards and NZ IFRSs include the same set of options and some entities within the group use 
one option while the alternative option is used by the group in the consolidated financial statements. 
Adjustments are required to the amounts reported by those entities that do not apply the group 
accounting policy;  

(b) PBE Standards and NZ IFRSs differ. Differences in the application of accounting policies can arise in 
the following circumstances:  

(i) PBE Standards and NZ IFRSs contain different requirements, such as the differences 
between PBE IPSAS 4 The Effects of Changes in Foreign Exchange Rates and NZ IAS 21 
The Effects of Changes in Foreign Exchange Rates relating to the partial disposal of foreign 
operations;  

(ii) Either PBE Standards or NZ IFRSs are silent or contain less guidance on a particular topic, for 
example, there is less guidance in NZ IFRSs regarding concessionary loans. Therefore, a for-
profit entity within the PBE group may have applied an accounting policy that differs from the 
requirements in PBE IPSAS 29 Financial Instruments: Recognition and Measurement; or  

(iii) A transaction occurs only within a for-profit entity within a PBE group, where the for-profit 
entity will have applied the relevant NZ IFRS and no PBE within the group undertakes the 
same transaction. For example, if a for-profit entity ceases to control a subsidiary, the 
investment retained in the former subsidiary is measured at fair value in the financial 
statements of the for-profit entity, which is different to the required treatment in PBE 
Standards. If the NZ IFRS accounting policy were retained at the PBE group level, the PBE 
group would be applying accounting policies derived from both NZ IFRSs and PBE Standards. 
As a result, the PBE group would not comply (or be able to claim compliance) with PBE 
Standards. Even if no PBE within that PBE group has a subsidiary, the investment retained in 
the former subsidiary would need to be recognised in the consolidated financial statements in 
accordance with PBE IPSAS 6 Consolidated and Separate Financial Statements to enable the 
PBE group to comply (and assert compliance) with PBE Standards; and  

(c) The perspective of the for-profit entity differs from the perspective of the group. For example, the PBE 
group intends to sell the for-profit entity and has classified its assets and liabilities as a disposal 
group held for sale under PBE IFRS 5 Non-Current Assets Held for Sale and Discontinued 
Operations. As a consequence, the PBE group writes down some of the assets in the disposal group 
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to their fair value less costs to sell (where lower than their carrying amount) in the consolidated 
financial statements, whereas the for-profit entity, in its financial statements, would continue to 
measure those assets in accordance with other applicable NZ IFRSs.  

Example – different requirements in PBE Standards and NZ IFRSs  

Entity FP (a for-profit entity) has received a government grant relating to assets and recognises the 
grant in accordance with NZ IAS 20 Accounting for Government Grants and Disclosure of 
Government Assistance by deducting the grant in arriving at the carrying amount of the associated 
asset.  

The PBE group to which entity FP belongs applies PBE IPSAS 23 Revenue from Non-Exchange 
Transactions.  

The recognition of the government grants received by Entity FP would need to be adjusted on 
consolidation in accordance with the requirements of PBE IPSAS 23. 

 

Example – a for-profit entity applies NZ IFRSs to a transaction where no PBE entity 
encounters the same transaction  

Entity FP undertakes a partial disposal of a foreign operation and recognises the transaction in 
accordance with NZ IAS 21 The Effects of Changes in Foreign Exchange Rates.  

No other entity within the PBE group has a foreign operation.  

The partial disposal would need to be adjusted on consolidation to align with the requirements of PBE 
IPSAS 4 The Effects of Changes in Foreign Exchange Rates to enable the PBE group to comply with 
PBE IPSAS 4 and claim compliance with PBE Standards.  

B14. Some standards clarify when adjustments are required in the consolidated financial statements. For 
example, PBE IPSAS 16 Investment Property (paragraph 19) states that where an entity owns property that 
is leased to, and occupied by, other entities within the group, this property does not qualify as investment 
property in the consolidated financial statements because the property is owner-occupied from the 
perspective of the group.  
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COMPARISON OF CONCEPTS OF CONTROL  
IN GFSM 2014 AND ED 49 

Introduction 
1. This paper provides a comparison of the concepts of control in: 

(a) The Government Finance Statistics Manual (GFSM) pre-publication draft as at March 2014 
(referred to in this paper as GFSM 2014);  

(b) ED 49 Consolidated Financial Statements as issued in October 2013; and 

(c) IPSAS 6 Consolidated and Separate Financial Statements.  

2. The purpose of the paper is to assist the IPSASB in considering, as it develops a revised standard 
on consolidated financial statements, whether there are any further opportunities for alignment with 
GFSM 2014.  

3. In order to understand the differences between the notions of control in financial reporting and 
statistical reporting it is necessary to understand how information about economic activity is collated 
in statistical reporting.   

(a) The overarching standards for macroeconomic statistics are set out in the 2008 System of 
National Accounts (2008 SNA). The SNA is the internationally agreed set of recommendations 
for compiling macroeconomic data on the economic activity for an economy. National accounts 
provide an overview of an economy, and its components (sectors), including the general 
government sector and other sectors of the economy.  

(b) The European Union’s requirements for the preparation of national accounts are set out in the 
European System of National and Regional Accounts 2010 (ESA 2010). The ESA 2010 is 
harmonized with the 2008 SNA.  

(c) The GFSM is the key source of guidance for government finance statistics for non-EU 
countries. GFSM 2014 is harmonized with 2008 SNA. 

4. The IPSASB’s 2012 Consultation Paper IPSASs and Government Finance Statistics Reporting 
Guidelines, described the relationship between IPSASs for accrual-based financial statements and 
Government Finance Statistics (GFS) reporting guidelines. As noted in that CP, one of the 
fundamental differences between GFS reporting guidelines and IPSASs relates to the definition of 
the reporting entity and the process of consolidation. Under GFS reporting guidelines institutional 
units are aggregated and consolidated into statistical sectors and subsectors – these sectors and 
subsectors are the focus of statistical reporting. Although it is theoretically possible to create GFS 
reports for individual institutional units, separate statistical reports for individual units are usually not 
disseminated. The IPSASB has previously acknowledged the different purposes of GFS reporting 
guidelines and IPSASs.  

5. The GFSM 2014 also acknowledges the different objectives of GFS reporting guidelines and IPSASs.  

Extracts from GFSM 2014, paragraph A6.11 

GFS reporting guidelines and IPSASs have different objectives for the two sets of financial 
information produced. GFS reports are used to: (i) analyse fiscal policy options, make policy, and 
evaluate the impact of fiscal policies, (ii) determine the impact on the economy, and (iii) compare 
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outcomes nationally and internationally. The focus is on evaluating the impact of the general 
government and public sector on the economy, and the influence of government on other sectors 
of the economy. The GFS reporting framework was developed specifically for public sector input 
to other macroeconomic accounts, although a range of countries adopt GFS reporting for their 
fiscal reporting, and for measuring compliance with fiscal rules. By contrast, IPSAS-based 
financial statements are used to: (i) evaluate financial performance and position, (ii) hold 
management accountable, and (iii) inform decision making.  

Extracts from GFSM 2014, Box A6.1. Summary Comparison of GFS and IPSASs 

Government Finance Statistics IPSASs 

Reporting entity 

Institutional units and sectors: The 
statistical reporting unit is an institutional unit, 
defined as an entity that is capable, in its own 
right, of owning assets, incurring liabilities, and 
engaging in economic activities in its own 
name. The reporting entity may be an 
institutional unit, but the primary focus is on a 
group of institutional units (consolidated sector 
or subsector). Control and the nature of 
economic activities determine consolidation 
and the scope of the reporting entity. The 
general government sector does not include 
institutional units primarily engaged in market 
activities. 

Economic entity and consolidation: The 
reporting unit for financial statements is an 
economic entity, defined as a group of 
entities that includes one or more controlled 
entities. Control is the main criterion that 
determines consolidation. The whole of 
government reporting entity, at the highest 
level of consolidation, may include, in 
addition to government departments, 
subnational bodies such as state 
governments, and government-owned 
businesses that primarily engage in market 
activities. 

6. The following diagram illustrates the differences between the general government sector and a set 
of ‘whole-of-government’ accounts for the central government.  
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7. The remaining sections of this paper describe: 

• 2008 System of National Accounts 

• Government Finance Statistics Manual 2014 

• Alignment between ED 49 and GFSM 2014 

• Appendix 1: Non-Profit Institutions (NPIs) – Comparison of GFSM Indicators of Control with 
ED 49 and IPSAS 6 

• Appendix 2: Corporations – Comparison of GFSM Indicators of Control with ED 49 and 
IPSAS 6. 

2008 System of National Accounts 
Institutional Units in the SNA  

8. The SNA divides the economy into five mutually exclusive institutional sectors, with each sector 
consisting of a number of institutional units that are resident in the economy (see Table 1 below). 
Institutional units are the economic units that can engage in the full range of transactions and are 
capable of owning assets and incurring liabilities on their own behalf.1  

 
Table 1: 2008 SNA Institutional Sectors2 

Non-financial corporations3 Institutional units that are principally engaged in the production of 
market goods and non-financial services. 

Financial corporations Institutional units that are principally engaged in financial services 
including financial intermediation. 

General government sector 
(GGS) 

Institutional units that, in addition to fulfilling their political 
responsibilities and their role of economic regulation, produce services 
(and possibly goods) for individual or collective consumption mainly on 
a non-market basis and redistribute income and wealth. 

Households Institutional units consisting of one individual or a group of individuals. 
All physical persons in the economy must belong to one and only one 
household. The principal functions of households are to supply labour, 
to undertake final consumption and, as entrepreneurs, to produce 
market goods and non-financial (and possibly financial) services. The 
entrepreneurial activities of a household consist of unincorporated 
enterprises that remain within the household except under certain 
specific conditions.  

Non-profit institutions 
serving households (NPISHs) 

Legal entities that are principally engaged in the production of non-
market services for households or the community at large and whose 
main resources are voluntary contributions.4   

1  Paragraph 2.16 of 2008 SNA. 
2  Source: Paragraph 2.17 of 2008 SNA. 
3  The term corporation is used more broadly than in just the legal sense. In general corporations are entities that are (i) capable 

of generating a profit or other financial gain for their owners; (ii) recognized at law as separate legal entities from their owners; 
and (iii) set up for purposes of engaging in market production. 

4  These institutions are not controlled by government—nonmarket NPIs controlled by government are included in the general 
government sector.  
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9. The SNA also classifies corporations as being private sector or public sector (see Figure 2.2 below). 

European System of National and Regional Accounts  

10. ESA 2010 is the EU accounting framework for a systematic and detailed description of an economy. 
ESA 2010 was published in June 2013 and will be implemented from September 2014. ESA 2010 is 
broadly consistent with 2008 SNA with regards to definitions, accounting rules and classifications. 
However, ESA 2010 is more specific in some areas (for example, it may permit fewer options than 
2008 SNA).  

Government Finance Statistics Manual 2014 
Institutional Units and Sectors  

11. As with 2008 SNA, the statistical unit employed in GFSM 2014 is the institutional unit. The following 
three figures from GFSM 2014 explain the relationships between institutional units and sectors of the 
economy and the composition of the public and private sectors: 

(a) Figure 2.1 Types of institutional units and their relation to sectors of the economy; 

(b) Figure 2.2 The Public Sector and Its Relation to Other Institutional Sectors of the Economy; 
and 

(c) Figure 2.3 The Public Sector and Its Main Components.  

12. Of the five institutional sectors identified in 2008 SNA, GFSM 2014 focuses on the GGS and the 
subsectors within the GGS.  

Figure 2.1 Types of institutional units and their relation to sectors of the economy5 
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Figure 2.2 The Public Sector and Its Relation to Other Institutional Sectors of the Economy6 
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Figure 2.3 The Public Sector and Its Main Components7 

 

The General Government Sector (GGS) 

13. The GGS consists of resident institutional units that fulfil the functions of government as their primary 
activity. The GGS comprises: 

(a) All government units of central, state, provincial, regional and local government, and social 
security funds imposed and controlled by those units; and 

(b) All non-market non-profit institutions (NPIs) that are controlled by government units.  

7  Figure 2.3 from GFSM 2014 
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14. GFSM 2014 requires that data be produced for (i) each level of government and (ii) the combined 
GGS. GSFM 2014 does not address the issue of whether one level of government controls another 
level of government. 

15. The GGS is, by definition, nonmarket producers and therefore does not include public corporations, 
even when all the equity of such corporations is owned by government units, nor quasi-corporations 
that are owned and controlled by government units. However, unincorporated enterprises owned by 
government units that do not qualify to be treated as quasi-corporations (i.e., they cannot be identified 
as separate institutional units) remain integral parts of those units and, therefore, must be included 
in the GGS. 

Central Government  

16. The central government sector consists of the institutional unit(s) of the central government plus those 
non-market NPIs that are controlled by the central government. It usually consists of: 

(a) Budgetary central government;  

(b) Extrabudgetary units. These are entities that operate under the authority or control of a central, 
state, or local government and whose individual budgets are not fully covered by the general 
budget. Extrabudgetary units may consist of unincorporated enterprises controlled by central 
government units that are not quasi-corporations and corporations that are not market 
producers8 which are controlled by central government units (market producers are classified 
as public corporations); and  

(c) Social security funds (unless a separate subsector is used for social security funds). 

17. The central government sector may also include resident artificial subsidiaries—legal entities that 
cannot act independently and are simply a passive holder of assets and liabilities.   

18. In some countries, central government may include units that engage in financial transactions that in 
other countries would normally be performed by central banks. In particular, a unit of central 
government may be responsible for the issue of currency, the maintenance of international reserves, 
the operation of exchange stabilization funds, and transactions with the International Monetary Fund. 
When these units in question remain financially integrated with central government and under the 
direct control and supervision of central government, they cannot be treated as separate institutional 
units and would be classified as part of the GGS. In macroeconomic statistics the central bank is 
classified as a public financial corporation, and is therefore not part of the GGS. 

State, Provincial, or Regional Government 

19. State governments are institutional units exercising some of the functions of government at a level 
below that of central government and above that of the governmental institutional units existing at a 
local government level. The state government subsector consists of state, provincial, or regional 
governments that are separate institutional units plus those non-market NPIs that are controlled by 
state, provincial, or regional governments. 

8  For statistical purposes, the concept of market production affects the classification of units to the GGS or the corporations sector. 
An institutional unit is a market producer, when the unit provides all or most of its output to others at prices that are economically 
significant, while a nonmarket producer provides all or most of its output to others for free or at prices that are not economically 
significant. However, the concept of control is still used to decide if these units form part of the overall public sector.  
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Local Government 

20. The local government subsector consists of local governments that are separate institutional units 
plus those nonmarket NPIs that are controlled by local governments. In principle, local government 
units are institutional units whose fiscal, legislative, and executive authority extends over the smallest 
geographical areas distinguished for administrative and political purposes. 

Social Security Funds and Social Security Schemes 

21. A social security fund is a particular kind of government unit that is devoted to the operation of one 
or more social security schemes. In macroeconomic statistics, a social security fund is recognized as 
an institutional unit only if it meets the criteria to be an institutional unit and if it is organized and 
managed separately from the other activities of government units, if it holds its assets and liabilities 
separately from other government units, and it engages in financial transactions on its own account.  

22. Social security schemes are social insurance schemes covering the community as a whole, or large 
sections of the community, and are imposed and controlled by government units. Social security 
schemes may be organized and managed by social security funds or they may form part of a ministry.  

23. As noted above and shown in Figure 2.3, social security funds may be (i) combined as a separate 
subsector within the GGS, or (ii) classified according to the level of government that organizes and 
manages them.  

Special Purpose Entities 

24. GFSM 2014 discusses special purpose entities (SPEs) and their classification. It acknowledges that 
no internationally agreed definition for SPEs exist, but suggests that they could be recognized by 
some typical features. Resident SPEs set up by government units, and that function in a passive 
manner and carry out fiscal and quasi-fiscal activities do not satisfy the criteria to be institutional units 
and are treated as part of the general government sector. Resident SPEs acting independently 
acquiring assets and incurring liabilities on their own behalf, accepting the associated risk, are treated 
as separate institutional units and are classified to a sector according to their principal activity. If 
SPEs are classified as corporations then the definition of control of a corporation (together with the 
associated indicators of control for corporations) would be applied. SPEs that are resident in a 
different country than their controlling government are always classified as separate institutional units 
in the economy where they are established.  

Joint Ventures 

25. Under GFSM 2014 a joint venture maybe classified to either the private sector or the public sector 
depending on which sector has economic control of the joint venture. Effective economic control is 
used to classify to classify joint ventures because, given the nature of a joint ventures, they are legally 
created with joint control. When the joint venture operates as a nonmarket producer then government 
is deemed to be in effective control and it is classified to the GGS. When the joint venture is a market 
producer, it is treated as a corporation, in the public or private sector depending on whether it is being 
controlled by government or another public corporation. The other indicators of control are being used 
to determine effective economic control, given that they are created legally with equal control. 
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The Concept of Control in GSFM  

26. The concept of market versus nonmarket producer together with control is used within SNA and 
GFSM to determine the sector classification of NPIs and corporations. 

(a) Nonmarket NPIs that are controlled by government units are classified to the appropriate level 
of the GGS (for example, central, state or local government). Market NPIs that are controlled 
by government are classified to the public corporation sector while some market NPIs that 
serve a particular subset of other market producers are classified to the corporations subsector 
that they serve. The remaining NPIs are classified to the nonprofit institutions serving 
households sector (NPISHs); 

(b) Corporations are classified as public corporations (being those controlled by government) or 
private corporations. 

27. The following two subsections of this paper outline the concepts of control used in 2008 SNA and 
GFSM to identify NPIs and corporations under the control of government. 

Control of an NPI  

28. The GFSM 2014 definition of “control of an NPI” is based on that in 2008 SNA (see Table 2).  

 
Table 2: Government Control of Nonprofit Institutions9 

Control of an NPI is defined as the ability to determine the general policy or program of the NPI. To 
determine if an NPI is controlled by the government, the following five indicators of control would be the most 
important and likely factors to consider: 

• The appointment of officers. The government may have the right to appoint the officers managing the 
NPI either under the NPI’s constitution, its articles of association or other enabling instrument; 

• Other provisions of the enabling instrument. The enabling instrument may contain provisions other 
than the appointment of officers that effectively allow the government to determine significant aspects 
of the general policy or program of the NPI. For example, the enabling instrument may specify or limit 
the functions, objectives and other operating aspects of the NPI, thus making the issue of managerial 
appointments less critical or even irrelevant. The enabling instrument may also give the government the 
right to remove key personnel or veto proposed appointments, require prior approval of budgets or 
financial arrangements by the government, or prevent the NPI from changing its constitution, dissolving 
itself, or terminating its relationship with government without government approval; 

• Contractual agreements. The existence of a contractual agreement between a government and an 
NPI may allow the government to determine key aspects of the NPI’s general policy or program. As long 
as the NPI is ultimately able to determine its policy or program to a significant extent, such as by being 
able to fail to comply with the contractual agreement and accept the consequences, by being able to 
change its constitution or dissolve itself without requiring government approval other than that required 
under the general regulations, then it would not be considered controlled by government; 

• Degree of financing by government. An NPI that is mainly financed by government may be controlled 
by that government. Generally, if the NPI remains able to determine its policy or program to a significant 
extent along the lines mentioned in the previous indicator, then it would not be considered controlled by 
government; and  

• Risk exposure. If a government openly allows itself to be exposed to all, or a large proportion of, the 
financial risks associated with an NPI’s activities, then the arrangement constitutes control.  

9  The source of Table 2 is Box 2.1 in Chapter 2 GFSM 2014. 
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Table 2: Government Control of Nonprofit Institutions9 
A single indicator could be sufficient to establish control in some cases, but in other cases, a number of 
separate indicators may collectively indicate control. A decision based on the totality of all indicators will 
necessarily be judgmental in nature but clearly similar judgments must be made in similar cases. 

Public Corporations  

29. A corporation is a public corporation if a government unit, another public corporation, or some 
combination of government units and public corporations controls the entity. Control of a corporation 
is defined in GFSM 2014 as the ability to determine general corporate policy of the corporation. The 
expression “general corporate policy” as used in GFSM 2014 is understood in a broad sense to mean 
the key financial and operating policies relating to the corporation’s strategic objectives as a market 
producer.10  

30. The GFSM 2014 definition of government control of corporations and the associated indicators of 
control are set out in Table 3 below. The definition is almost identical to that in 2008 SNA.  

Table 3: Government Control of Corporations11 

Control is defined as the ability to determine the general corporate policy of the corporation. To 
determine if a corporation is controlled by the government, the following eight indicators of control would be the 
most important and likely factors to consider: 

• Ownership of the majority of the voting interest. Owning a majority of shares will normally constitute 
control when decisions are made on a one-share one-vote basis. The shares may be held directly or 
indirectly, and the shares owned by all other public entities should be aggregated. If decisions are not 
made on a one-share one-vote basis, the classification should be based on whether the shares owned 
by other public entities provide a majority voice. 

• Control of the board or other governing body. The ability to appoint or remove a majority of the board 
or other governing body as a result of existing legislation, regulation, contractual, or other arrangements 
will likely constitute control. Even the right to veto proposed appointments can be seen as a form of 
control if it influences the choices that can be made. If another body is responsible for appointing the 
directors, it is necessary to examine its composition for public influence. If a government appoints the 
first set of directors but does not control the appointment of replacement directors, the body would then 
be part of the public sector until the initial appointments had expired. 

• Control of the appointment and removal of key personnel. If control of the board or other governing 
body is weak, the appointment of key executives, such as the chief executive, chairperson and finance 
director, may be decisive. Nonexecutive directors may also be relevant if they sit on key committees 
such as the remuneration committee determining the pay of senior staff. 

• Control of key committees of the entity. Subcommittees of the board or other governing body could 
determine the key operating and financial policies of the entity. Majority public sector membership on 
these subcommittees could constitute control. Such membership can be established under the 
constitution or other enabling instrument of the corporation.  

• Golden shares and options. A government may own a “golden share,” particularly in a corporation 
that has been privatized. In some cases, this share gives the government some residual rights to protect 
the interests of the public by, for example, preventing the company selling off some categories of assets 
or appointing a special director who has strong powers in certain circumstances. A golden share is not 

10  An institutional unit is classified as a corporation if it is a “market producer”. A market producer produces goods and services for 
the market at economically significant prices and is a source of profit or other financial gain to the owners. An entity may have the 
legal status of a corporation but may not be a market producer. 

11  The source of Table 3 is Box 2.2 in Chapter 2 GFSM 2014. 
Agenda Item 6.3.1 

Page 10 of 28 

                                                      



Comparison of Concepts of Control in GFSM 2014 and ED 49 
IPSASB Meeting (September 2014) 

Table 3: Government Control of Corporations11 
of itself indicative of control. If, however, the powers covered by the golden share do confer on the 
government the ability to determine the general corporate policy of the entity in particular circumstances 
and those circumstances currently existed, then the entity should be in the public sector from the date 
in question. The existence of a share purchase option available to a government unit or a public 
corporation in certain circumstances may also be similar in concept to the golden share arrangement 
discussed above. It is necessary to consider whether, if the circumstance in which the option may be 
exercised exists, the volume of shares that may be purchased under the option and the consequences 
of such exercise means that the government has “the ability to determine the general corporate policy 
of the entity” by exercising that option. An entity’s status in general should be based on the government’s 
existing ability to determine corporate policy exercised under normal conditions rather than in 
exceptional economic or other circumstances such as wars, civil disorders, or natural disasters. 

• Regulation and control. The borderline between regulation that applies to all entities within a class or 
industry group and the control of an individual corporation can be difficult to judge. There are many 
examples of government involvement through regulation, particularly in areas such as monopolies and 
privatized utilities. It is possible for regulatory involvement to exist in important areas, such as in price 
setting, without the entity ceding control of its general corporate policy. Choosing to enter into or 
continue to operate in a highly regulated environment suggests that the entity is not subject to control. 
When regulation is so tight as to effectively dictate how the entity performs its business, then it could be 
a form of control. If an entity retains unilateral discretion as to whether it will take funding from, interact 
commercially with, or otherwise deal with a public sector entity, the entity has the ultimate ability to 
determine its own corporate policy and is not controlled by the public sector entity. 

• Control by a dominant public sector customer or group of public sector customers. If all of the 
sales of a corporation are to a single public sector customer or a group of public sector customers, there 
is clear scope for dominant influence. The presence of a minority private sector customer and/or open 
competition from private producers to supply goods and services to the public sector usually implies an 
element of independent decision-making by the corporation so that the entity would not be considered 
controlled. In general, if there is clear evidence that the corporation could not choose to deal with 
nonpublic sector clients because of the public sector influence, then public control is implied.   

• Control attached to borrowing from the government. Lenders often impose controls as conditions 
of making loans. If the government imposed controls through lending or issuing guarantees that are 
more than would be typical when a healthy private sector entity borrows from a bank, control may be 
indicated. Similarly, control may be implied if only the government was prepared to lend to the 
corporation. 

Although a single indicator could be sufficient to establish control, in other cases, a number of separate 
indicators may collectively indicate control. A decision based on the totality of all indicators must necessarily 
be judgmental in nature but clearly similar judgments must be made in similar cases. 
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Classification of Public Sector Entities 

31. Figure 2.4 illustrates how institutional units are classified to the public sector in GFSM 2014 (this 
diagram is also available at the following link: http://www.imf.org/external/np/sta/gfsm/). 

Figure 2.4 Decision Tree for the Classification of Public Entities12 

 
 

12  Figure 2.4 from GFSM 2014 
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Alignment between ED 49 and GFSM 2014 
ED 49’s Approach to Control 

32. ED 49 proposed principles for the preparation of consolidated financial statements. In common with 
IPSAS 6, ED 49 used control as the basis for determining which entities are consolidated in an entity’s 
consolidated financial statements.  

33. The definition of control in ED 49 stated: “An entity controls another entity when the entity is exposed, 
or has rights, to variable benefits from its involvement with the other entity and has the ability to affect 
the nature and amount of those benefits through its power over the other entity.” This definition 
requires that three elements be present for control to exist for financial reporting purposes. These 
three elements are: 

(a) Power over the other entity; 

(b) Exposure, or rights, to variable benefits from its involvement with the other entity; and 

(c) The ability to use its power over the other entity to affect the nature and amount of the benefits 
it receives from its involvement with the other entity.  

34. For the purpose of assessing power, ED 49 noted that rights may be substantive or protective. It 
proposed that only substantive rights be considered when assessing power. For a right to be 
substantive, the holder must have the practical ability to exercise that right.  

35. ED 49 provided application guidance on assessing control in various circumstances, having regard 
to the types of situations that can occur in the public sector. ED 49 proposed that a controlling entity 
would be required to reassess whether it controls another entity if facts and circumstances indicate 
that there have been changes to one or more of the three elements of control.  

36. Although ED 49 expressed concepts differently to IPSAS 6, in most cases assessments of control 
would be expected to be the same under ED 49 and IPSAS 6. It is anticipated that differences would 
be more likely to occur in cases where it was difficult to draw a conclusion about the existence of 
control under IPSAS 6.  

37. In developing ED 49 the IPSASB looked for opportunities to align the guidance on control in IPSASs 
and GFSM. The IPSASB: 

(a) Noted that there are some fundamental differences between the two which relate to the 
different objectives of financial statements and statistical reports and which will not be 
addressed as part of this project; and 

(b) Made some changes to the requirements of IFRS 10 to more closely align the proposals in 
ED 49 with GFSM guidance. 

Fundamental Difference—Institutional Sectors 

38. Most of the differences between ED 49 and GFSM 2014 relate to the sectoral approach to reporting 
used in GFSM 2014 and 2008 SNA. These differences include the following: 

(a) 2008 SNA (paragraph 22.19) states that within the GGS there is usually one unit, such as a 
national government, that has the power to exercise control over many other units. 2008 SNA 
regards this central government unit as being a single unit. It states, “Most of the ministries, 
departments, agencies, boards, commissions, judicial authorities, legislative bodies and other 
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entities that make up this central government unit are not separate institutional units but are 
part of this primary central government unit. This is because they generally do not have the 
authority to own assets, incur liabilities, or engage in transactions in their own right.” Therefore, 
rather than applying a concept of control to these entities, 2008 SNA presumes that they are 
part of the central government unit. By contrast, in establishing the boundaries of the reporting 
entity for financial reporting purposes, the concept of control is applied to each possible 
controlled entity.  

(b) Information is consolidated by sectors rather than for a consolidated reporting entity. From a 
financial reporting perspective, consolidated financial statements would be prepared by the 
controlling government at each level of government (for example, central, state and local), 
when those governments are not under the control of another level of government.  

(c) In GFSM 2014, corporations are treated as a separate institutional sector. Public financial 
corporations and public non-financial corporations are subsectors. In financial reporting 
corporations are included in the consolidated financial statements of a government if they are 
controlled by that government. 

(d) In GFSM 2014, the central bank is treated as a public financial corporation. In financial 
reporting it may or may not be consolidated into the government’s financial statements.  

(e) GFSM 2014 classifies institutional units to the GGS, public financial corporations sector and 
public non-financial corporations sector, only if those units are resident. Accounting standards 
do not distinguish between resident and non-resident entities.  

(f) GFSM 2014 classifies units to levels of government (e.g., central, state, local). Intra-
governmental consolidation also occurs – namely the consolidation of all local governments to 
derive the subsector local government, even though there may be no control aspects relevant 
for these local governments. Similarly all states will be consolidated. The intra-governmental 
consolidation of levels of government is due to their economic nature rather than due to the 
control criteria. By contrast, financial reporting concepts of control require that a government 
consolidate all controlled entities, including any other levels of government that it controls. 

(g) GFSM 2014 classifies units subject to dual control to the general government if they are 
nonmarket producers and to the level of government that predominates in terms of control if 
they are market producers. For financial reporting purposes each government would assess 
the nature of its relationship with the unit in accordance with the relevant financial reporting 
standard. For example, a government that had joint control over a joint venture would account 
for its interest in that joint venture. 

Appendices  

39. The appendices to this paper compare the definition of control (and associated indicators and 
guidance) in GFSM 2014, ED 49 and IPSAS 6.  

(a) Appendix 1 outlines GFSM 2014 guidance on control of an NPI; and 

(b) Appendix 2 outlines GFSM 2014 guidance on control of a corporation.  

40. Because the two sets of indicators are similar, there is some repetition in the comparisons.   
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Appendix 1: NPIs – Comparison of GFSM indicators of control with ED 49 and IPSAS 6 
GFSM 2014 Control of NPIs ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 

Statements 

Control of an NPI 
Control of an NPI is defined as the ability to determine 
the general policy or program of the NPI.  

Five indicators of control are identified as the most 
important and likely factors to consider. (Box 2.1) 

Comment 

GFSM 2014 implies that control will be linked with 
benefits/risk exposure. 

 

Control: An entity controls another entity when the 
entity is exposed, or has rights, to variable benefits 
from its involvement with the other entity and has the 
ability to affect the nature and amount of those 
benefits through its power over the other entity.  

Power consists of existing rights that give the current 
ability to direct the relevant activities of another entity, 
including the right to direct the financial and operating 
policies of that entity. 

(para 10) 

Comment 

ED 49 requires that an entity be exposed or have 
rights to variable benefits before control (as defined) 
can exist.  

The IPSASB agreed in June that the phrase “the right 
to direct the financial and operating policies of that 
entity” will not be in the definition of power – but the 
standard will still link power with this right. 

 
Control: The power to govern the financial and 
operating policies of another entity so as to benefit 
from its activities.  

 

Comment  

IPSAS 6 requires that an entity must benefit from 
the activities of the other entity for control to exist.  
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GFSM 2014 Control of NPIs ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

The appointment of officers  

The government may have the right to appoint the 
officers managing the NPI either under the NPI’s 
constitution, its articles of association or other enabling 
instrument. (Box 2.1) 

 

There are a number of paragraphs in ED 49 that 
explain how the ability to appoint key management 
personnel could influence assessments of 
power/control. For example: 

Paragraph AG14(b) explains that decisions about 
relevant activities include appointing and remunerating 
an entity’s key management personnel.  

Paragraph AG17(c) explains that the right to appoint 
members of another entity’s key management 
personnel (who have the ability to direct the relevant 
activities) could be a right that, individually or in 
combination, gives an entity power.  

Paragraph AG20 explains that when assessments of 
power are difficult an entity may consider its practical 
ability to direct relevant activities. This may include 
consideration of rights to appoint or approve the other 
entity’s key management personnel (who have the 
ability to direct the relevant activities). 

Paragraphs AG33, AG36 and AG38 explain that rights 
to appoint members of the governing body (that directs 
the relevant activities) may give rise to power. 
Paragraph AG 38 explains that these rights may come 
about through binding arrangements. 

Paragraph AG59 notes that if an entity’s objectives are 
achieved or furthered through the activities of a trust 
and the entity can replace the trustee of the trust, it 
would need to assess whether it controls the trust.  

Comment 

ED 49 is consistent with the GFSM 2014 indicator. 

 

One of the power conditions in IPSAS 6, 
paragraph 39, is similar to the GFSM 2014 indicator. 

39(b) The entity has the power, either granted by or 
exercised within existing legislation, to appoint 
or remove a majority of the members of the 
board of directors or equivalent governing body, 
and control of the other entity is by that board or 
by that body. 
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GFSM 2014 Control of NPIs ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

Other provisions of the enabling instrument  
The enabling instrument may contain provisions other 
than the appointment of officers that effectively allow 
the government to determine significant aspects of the 
general policy or program of the NPI. For example, the 
enabling instrument may specify or limit the functions, 
objectives and other operating aspects of the NPI, thus 
making the issue of managerial appointments less 
critical or even irrelevant. The enabling instrument may 
also give the government the right to remove key 
personnel or veto proposed appointments, require prior 
approval of budgets or financial arrangements by the 
government, or prevent the NPI from changing its 
constitution, dissolving itself, or terminating its 
relationship with government without government 
approval; (Box 2.1) 

 

Paragraph AG8 acknowledges that the relevant 
activities of the entity being assessed for control may 
be directed by means of binding arrangements 
(including statutory arrangements, rights from contracts 
or other legal rights) or provisions in founding 
documents such as articles of association or a 
constitution.  

Paragraph AG 38 explains that the right to appoint 
members of the governing body may come about 
through binding arrangements. 

Comment 

ED 49 is consistent with the GFSM 2014 indicator. 

Power Indicators 
40(a) The entity has the ability to veto operating and 

capital budgets of the other entity. 

40(b) The entity has the ability to veto, overrule, or 
modify governing body decisions of the other 
entity. 

40(c) The entity has the ability to approve the hiring, 
reassignment, and removal of key personnel of 
the other entity. 

Comment 

Some of the power indicators are consistent with the 
GFSM 2014 indicator. IPSAS 6 does not specifically 
discuss the impact of an enabling instrument. 
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GFSM 2014 Control of NPIs ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

Contractual agreements  

The existence of a contractual agreement between a 
government and an NPI may allow the government to 
determine key aspects of the NPI’s general policy or 
program. As long as the NPI is ultimately able to 
determine its policy or program to a significant extent, 
such as by being able to fail to comply with the 
contractual agreement and accept the consequences, 
by being able to change its constitution or dissolve 
itself without requiring government approval other 
than that required under the general regulations, then 
it would not be considered controlled by government; 
(Box 2.1) 

 

Paragraph 8 explains that the relevant activities of the 
entity being assessed for control may be directed by 
means of binding arrangements (including statutory 
arrangements, rights from contracts or other legal 
rights) or provisions in founding documents such as 
articles of association or a constitution.  

Paragraph18 notes the ways in which an entity may 
have obtained power, including through contractual 
arrangements.  

Paragraph AG40 explains that other decision-making 
rights, in combination with voting rights, can give an 
entity the current ability to direct the relevant 
activities. However, paragraph AG 40 also states that 
“an entity would not control another entity if that other 
entity were able to determine its policy or program to 
a significant extent, (for example, by failing to comply 
with the binding arrangement and accepting the 
consequences, or by changing its constitution or 
dissolving itself).” 

Paragraph BC43 explains why the IPSASB replaced 
references to “contractual arrangements” with 
reference to the term “binding arrangements”.  

ED 49 included examples that considered the impact 
of contractual agreements on control. In Example 10 
there is a contractual agreement between a 
government and a local housing association but the 
government does not control the housing association. 

 

Comment 

IPSAS 6 does not specifically discuss the impact of 
contractual agreements on assessments of control.  

The definition of control in IPSAS 6 has a “power 
element”, which is the power to govern the financial 
and operating policies of another entity”. Application of 
this power element in assessing control would be 
consistent with the GFSM 2014 guidance.  
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GFSM 2014 Control of NPIs ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

Degree of financing by government 
An NPI that is mainly financed by government may be 
controlled by that government. Generally, if the NPI 
remains able to determine its policy or program to a 
significant extent along the lines mentioned in the 
previous indicator, then it would not be considered 
controlled by government. (Box 2.1)  

Comment 

GFSM 2014 notes that although a single indicator 
could be sufficient to establish control, a number of 
indicators may collectively indicate control. GFSM 
recommends that the totality of all indicators be 
considered.  

 

Economic dependence 
Paragraphs AG41 and AG42 discuss economic 
dependence. AG41 states that “Economic 
dependence, alone, does not give rise to power over 
an entity for the purposes of this Standard.”  

AG42 acknowledges that a combination of factors will 
need to be considered to determine whether the 
economic dependence is such that the economically 
dependent entity no longer has the ultimate power to 
govern its own financial or operating policies. 
Consistent with GFSM 2014, ED 49 states that “If an 
economically dependent entity retains discretion as to 
whether it will take funding from an entity, or do 
business with an entity, the economically dependent 
entity still has the ultimate power to govern its own 
financial or operating policies.”  

AG42 also states that it is important to distinguish 
between the operations of an entity and an entity itself. 
The loss of a major client might affect the viability of the 
operations of an entity but not the existence of the 
entity itself.  

BC34 and BC35 summarize the IPSASB’s 
deliberations about economic dependence.   

Illustrative Examples 16-18 deal with economic 
dependence.  

Comment 

ED 49 specifically precludes the possibility that 
economic dependence on its own could result in 
control. However, both GFSM and ED 49 stress the 
importance of considering a range of indicators, 
including the entity’s ability to accept or reject funding. 

 

IPSAS 6 paragraph 37(b) states that control, for the 
purposes of IPSAS 6, does not extend to entities that 
are economically dependent on a public sector entity. 
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GFSM 2014 Control of NPIs ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

Risk exposure  

If a government openly allows itself to be exposed to 
all, or a large proportion of, the financial risks 
associated with an NPI’s activities, then the 
arrangement constitutes control. (Box 2.1) 

Comment 

GFSM 2014 does not allude to the other possible 
benefits that a government might obtain from such an 
arrangement.  

 

The definition of control in ED 49 specifically refers to 
the controlling entity being exposed to variable 
benefits.  

Some respondents to ED 49 recommended clarifying 
that an entity would anticipate positive benefits from 
its involvement with another entity but that actual 
results might be negative.   

Comment 

Exposure to risks is a common aspect of control in 
both GFSM 2014 and ED 49.   

 

IPSAS 6 paragraph 29 acknowledges that a 
controlling entity may obtain benefits or be exposed to 
the risk of a potential loss.   

Use of judgment  
A single indicator could be sufficient to establish control 
in some cases, but in other cases, a number of 
separate indicators may collectively indicate control. A 
decision based on the totality of all indicators will 
necessarily be judgmental in nature but clearly similar 
judgments must be made in similar cases. (Box 2.1) 

 

Paragraph 17 states that “An entity shall consider all 
facts and circumstances when assessing whether it 
controls another entity.”  

Comment 

This is consistent with GFSM 2014. 

 

Paragraph 34 notes that in assessing whether 
potential voting rights contribute to control an entity 
considers all facts and circumstances … 

Paragraph 40 notes that the indicators may 
individually or collectively indicate that control exists.  

 

 

 

Statutory independence 
ED 49 contains guidance on statutory independence, 
based on the guidance in IPSAS 6. 

Comment 

GFSM 2014 does not discuss statutory 
independence. An institutional unit of the central 
government would be classified as such regardless of 
the existence of statutory independence. 

 

IPSAS 6 paragraph 35 states that the existence of 
separate legislative powers does not, of itself, 
preclude an entity from being controlled by another 
entity.  
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Appendix 2: Corporations – Comparison of GFSM indicators of control with ED 49 and IPSAS 6 
GFSM 2014 Control of Corporations ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 

Statements 

Control of Corporations  

Control [of corporations] is defined as “the ability to 
determine the general corporate policy of the 
corporation”. 

“General Corporate policy” as used here is understood 
in a broad sense to mean the key financial and 
operating policies relating to the corporation’s strategic 
objectives as a market producer. (para 2.107) 

Eight indicators of control are identified as the most 
important and likely factors to consider. (Box 2.2)  

Comment 

GFSM 2014 implies that control will be linked with 
benefits/risk exposure. 

Control: An entity controls another entity when the 
entity is exposed, or has rights, to variable benefits 
from its involvement with the other entity and has the 
ability to affect the nature and amount of those 
benefits through its power over the other entity.  

Power consists of existing rights that give the current 
ability to direct the relevant activities of another 
entity, including the right to direct the financial and 
operating policies of that entity. (para 10) 

Comment 

ED 49 requires that before control (as defined) can 
exist an entity must be exposed or have rights to 
variable benefits.  

The IPSASB agreed in June that the phrase “the right 
to direct the financial and operating policies of that 
entity” will not be in the definition of power – but the 
standard will still link power with this right. 

Control: The power to govern the financial and 
operating policies of another entity so as to benefit from 
its activities.  

Comment  

IPSAS 6 requires that an entity must benefit from the 
activities of the other entity for control to exist.  

IPSAS 6 also requires the power to govern the financial 
and operating policies which is consistent with the 
explanation of general corporate policy in GFSM 2014. 
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GFSM 2014 Control of Corporations ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

Ownership of the majority of the voting interest 
Owning a majority of shares will normally constitute 
control when decisions are made on a one-share one-
vote basis. The shares may be held directly or 
indirectly, and the shares owned by all other public 
entities should be aggregated. If decisions are not 
made on a one-share one-vote basis, the classification 
should be based on whether the shares owned by 
other public entities provide a majority voice. (Box 2.2) 

 

Paragraph 20 states that “In some cases assessing 
power is straightforward, such as when power over 
another entity is obtained directly and solely from the 
voting rights granted by equity instruments such as 
shares, and can be assessed by considering the 
voting rights from those shareholdings.”  

Paragraphs AG6 and AG7 explain that, in simple 
cases, the assessment of control focuses on which 
party, if any, is able to exercise voting rights sufficient 
to determine the operating and financing policies of the 
entity being assessed for control. In more complex 
cases, other factors (identified in paragraph A3) may 
need to be considered. 

ED 49, paragraphs AG33 to AG36, discusses three 
scenarios: 

(a) Power with a Majority of the Voting Rights 

(b) Majority of the Voting Rights but no Power 

(c) Power without a Majority of the Voting Rights 

Comment 
Ownership of a majority of the voting interest would 
generally give rise to control under both GFSM 2014 
and ED 49.  ED 49 provides guidance on a wider 
range of circumstances than GFSM 2014.  

Three of the power conditions in IPSAS 6, 
paragraph 39, are similar to the GFSM indicator: 

39(a)  The entity has, directly or indirectly through 
controlled entities, ownership of a majority voting 
interest in the other entity.” 

39(c) The entity has the power to cast, or regulate the 
casting of, a majority of the votes that are likely to 
be cast at a general meeting of the other entity. 

39(d) The entity has the power to cast the majority of 
votes at meetings of the board of directors or 
equivalent governing body, and control of the other 
entity is by that board or by that body. 

Paragraphs 33 and 34 also have guidance on voting 
rights. The voting rights must be currently exercisable. 
An entity must examine all facts and circumstances that 
give rise to voting rights, except the intention of 
management and the financial ability to exercise or 
convert. 
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GFSM 2014 Control of Corporations ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

Control of the board or other governing body  

This is similar to the NPI Indicator: The appointment of 
officers 

The ability to appoint or remove a majority of the board 
or other governing body as a result of existing 
legislation, regulation, contractual, or other 
arrangements will likely constitute control. Even the 
right to veto proposed appointments can be seen as a 
form of control if it influences the choices that can be 
made. If another body is responsible for appointing the 
directors, it is necessary to examine its composition for 
public influence. If a government appoints the first set 
of directors but does not control the appointment of 
replacement directors, the body would then be part of 
the public sector until the initial appointments had 
expired. (Box 2.2) 

 

 
ED 49 explains how the ability to appoint key 
management personnel could influence assessments 
of power/control. For example: 
Paragraph AG14(b) explains that decisions about 
relevant activities include appointing and remunerating 
an entity’s key management personnel.  
Paragraph AG17(c) explains that the right to appoint 
members of another entity’s key management 
personnel (who have the ability to direct the relevant 
activities) could be a right that, individually or in 
combination, gives an entity power.  
Paragraph AG20 explains that when assessments of 
power are difficult, an entity may consider its practical 
ability to direct relevant activities. This may include 
consideration of rights to appoint or approve the other 
entity’s key management personnel (who have the 
ability to direct the relevant activities). 
Paragraphs AG33, AG36 and AG38 explain that rights 
to appoint members of the governing body (that directs 
the relevant activities) may give rise to power. 
Paragraph AG 38 explains that these rights may come 
about through binding arrangements. 
Paragraph AG59 notes that if an entity’s objectives are 
achieved or furthered through the activities of a trust 
and the entity can replace the trustee of the trust, it 
would need to assess whether it controls the trust.  
Comment 
ED 49 is consistent with the GFSM 2014 indicator. 

 

Two of the power conditions in IPSAS 6, paragraph 39, 
are similar to the GFSM 214 indicator. 

39(b) The entity has the power, either granted by or 
exercised within existing legislation, to appoint or 
remove a majority of the members of the board of 
directors or equivalent governing body, and control 
of the other entity is by that board or by that body. 

39(d) The entity has the power to cast the majority of 
votes at meetings of the board of directors or 
equivalent governing body, and control of the other 
entity is by that board or by that body. 

Two of the power indicators in IPSAS 6, paragraph 40, 
are similar to the GFSM 2014 indicator: 

40(b) The entity has the ability to veto, overrule, or 
modify governing body decisions of the other 
entity.  

40(d) The mandate of the other entity is established 
and limited by legislation. 
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GFSM 2014 Control of Corporations ED 49 Consolidated Financial Statements IPSAS 6 Consolidated and Separate Financial 
Statements 

Control of the appointment and removal of key 
personnel.  
If control of the board or other governing body is weak, 
the appointment of key executives, such as the chief 
executive, chairperson and finance director, may be 
decisive. Non-executive directors may also be relevant 
if they sit on key committees such as the remuneration 
committee determining the pay of senior staff. 
(Box 2.2) 

 

 

ED 49 contains guidance that allows for a broader 
range of factors to be considered.  

Paragraph AG20 states that “In some circumstances 
it may be difficult to determine whether an entity’s 
rights are sufficient to give it power over another 
entity. In such cases, to enable the assessment of 
power to be made, the entity shall consider evidence 
of whether it has the practical ability to direct the 
relevant activities unilaterally.” It then lists factors 
which, when considered together with the rights and 
indicators in paragraphs AG21 and AG22, may 
provide evidence that the entity’s rights are sufficient 
to give it power over the other entity.  

Comment 

ED 49 is consistent with the GFSM 2014 indicator.  

 

One of the power indicators in IPSAS 6, paragraph 40, 
is similar to the Indicator 3. 

40(c) The entity has the ability to approve the hiring, 
reassignment, and removal of key personnel of the 
other entity. 

Difference: 
IPSAS 6 does not discuss control of non-executive 
directors.  

 

Control of key committees of the entity 

Subcommittees of the board or other governing body 
could determine the key operating and financial 
policies of the entity. Majority public sector 
membership on these subcommittees could constitute 
control. Such membership can be established under 
the constitution or other enabling instrument of the 
corporation. (Box 2.2) 

 

Relevant activities (for the purpose of this Standard), 
are activities of the potentially controlled entity that 
significantly affect the nature or amount of the benefits 
that an entity receives from its involvement with that 
other entity. 

Comment 

The definition of control in ED 49 focuses on the 
relevant activities and the associated application 
guidance makes repeated reference to the relevant 
activities.  This would require identification of any 
subcommittees that determine key operating and 
financial policies. 

 

IPSAS 6 paragraph 40 includes the following power 
indicators: 

40(a)  The entity has the ability to veto operating and 
capital budgets of the other entity. 

40(b)  The entity has the ability to veto, overrule, or 
modify governing body decisions of the other 
entity. 

Comment  

IPSAS 6 does not specifically discuss control of key 
subcommittees but some of the power indicators in 
IPSAS 6 paragraph 40 might cover this situation. 
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Golden shares and options 

A government may own a “golden share,” particularly 
in a corporation that has been privatized. In some 
cases, this share gives the government some residual 
rights to protect the interests of the public by, for 
example, preventing the company selling off some 
categories of assets or appointing a special director 
who has strong powers in certain circumstances. A 
golden share is not of itself indicative of control. If, 
however, the powers covered by the golden share do 
confer on the government the ability to determine the 
general corporate policy of the entity in particular 
circumstances and those circumstances currently 
existed, then the entity should be in the public sector 
from the date in question.  

The existence of a share purchase option available to 
a government unit or a public corporation in certain 
circumstances may also be similar in concept to the 
golden share arrangement discussed above. It is 
necessary to consider whether, if the circumstance in 
which the option may be exercised exists, the volume 
of shares that may be purchased under the option and 
the consequences of such exercise means that the 
government has “the ability to determine the general 
corporate policy of the entity” by exercising that option. 
An entity’s status in general should be based on the 
government’s existing ability to determine corporate 
policy exercised under normal conditions rather than in 
exceptional economic or other circumstances such as 
wars, civil disorders, or natural disasters. (Box 2.2) 

Special Voting Rights Attaching to Ownership 
Interests (Golden Shares)  
Paragraph AG37 states ”An entity may have the right 
of decisive vote, thus to veto all other voting rights of 
another entity. This type of right is sometimes 
referred to as a “golden share”. Usually these rights 
are documented in the founding documents of the 
other entity (such as articles of association), and are 
designed to restrict the level of voting or other rights 
that may be held by certain parties. They may also 
give an entity veto powers over any major change in 
the other entity, such as the sale of a major asset or 
of the other entity as a whole.” 

Paragraph AG17 also gives examples of rights that, 
either individually or in combination, could give an 
entity power. One of these is the right to veto key 
changes to the other entity, such as the sale of a 
major asset or of the other entity as a whole.   

Paragraphs AG49 to AG52 discuss potential voting 
rights, including rights arising from share options. 
Under ED 49, rights must be substantive to be 
considered in an assessment of control. Paragraph 
AG27 also explains that “Usually, to be substantive, 
the rights need to be currently exercisable.”  

Paragraph BC29 notes that the IPSASB decided to 
add guidance on golden shares.  

Comment 

The requirements in ED 49 regarding assessing 
control in relation to substantive and currently 
exercisable rights is consistent with the idea of 
normal conditions in GFSM 2014.  

 

One of the power indicators in IPSAS 6, paragraph 40, 
is similar to the GFSM 2014 indicator:  

40(e)  The entity holds a golden share1 (or 
equivalent) in the other entity that confers 
rights to govern the financial and operating 
policies of that other entity. 

 

IPSAS 6, paragraphs 33 and 34, discuss instruments 
that could give the government control if the 
government were to exercise its rights. It states that in 
order to influence an assessment of control such 
potential voting rights must be currently exercisable or 
convertible. IPSAS 6 states that the entity must 
examine all facts and circumstances that affect 
potential voting rights.  
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Regulation and control 
The borderline between regulation that applies to all 
entities within a class or industry group and the control 
of an individual corporation can be difficult to judge. 
There are many examples of government involvement 
through regulation, particularly in areas such as 
monopolies and privatized utilities. It is possible for 
regulatory involvement to exist in important areas, 
such as in price setting, without the entity ceding 
control of its general corporate policy. Choosing to 
enter into or continue to operate in a highly regulated 
environment suggests that the entity is not subject to 
control. When regulation is so tight as to effectively 
dictate how the entity performs its business, then it 
could be a form of control.  

If an entity retains unilateral discretion as to whether it 
will take funding from, interact commercially with, or 
otherwise deal with a public sector entity, the entity 
has the ultimate ability to determine its own corporate 
policy and is not controlled by the public sector entity. 
(Box 2.2) 

 

Paragraph AG12 states “Regulatory control does not 
usually give rise to power over an entity for the 
purposes of this Standard. Governments and other 
public sector bodies, including supranational bodies, 
may have wide ranging powers to establish the 
regulatory framework within which entities operate, to 
impose conditions or sanctions on their operations and 
to enforce those conditions or sanctions. For example, 
governments and other public sector bodies may 
enact regulations to protect the health and safety of 
the community, restrict the sale or use of dangerous 
goods or specify the pricing policies of monopolies. 
However, when regulation is so tight as to effectively 
dictate how the entity performs its business, then it 
may be necessary to consider whether the purpose 
and design of the entity is such that it is controlled by 
the regulating entity.” 
 
Paragraphs BC30 to BC33 explain that the IPSASB 
decided to place the discussion of regulatory control 
alongside the discussion of power and relevant 
activities. 

Comment 

ED 49 includes a discussion of regulatory control, 
based on that in IPSAS 6, which, in turn, was similar to 
that in 2008 SNA.  

 

IPSAS 6 discusses regulatory power and purchase 
power in paragraph 37 and states that these powers do 
not give rise to control for financial reporting purposes.  
 
 

Control by a dominant public sector customer or 
group of public sector customers  

This is similar to the NPI Indicator: Degree of financing 
by government. 

If all of the sales of a corporation are to a single public 
sector customer or a group of public sector customers, 

Economic dependence 
Paragraphs AG41 and AG42 discuss economic 
dependence. Paragraph AG41 states that “Economic 
dependence, alone, does not give rise to power over 
an entity for the purposes of this Standard.”  

Paragraph AG42 acknowledges that a combination of 
factors will need to be considered to determine 

 

IPSAS 6 paragraph 37(b) states that control, for the 
purposes of IPSAS 6, does not extend to entities that 
are economically dependent on a public sector entity. 
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there is clear scope for dominant influence. The 
presence of a minority private sector customer and/or 
open competition from private producers to supply 
goods and services to the public sector usually implies 
an element of independent decision-making by the 
corporation so that the entity would not be considered 
controlled. In general, if there is clear evidence that the 
corporation could not choose to deal with non-public 
sector clients because of the public sector influence, 
then public control is implied. 

whether the economic dependence is such that the 
economically dependent entity no longer has the 
ultimate power to govern its own financial or operating 
policies. Consistent with GFSM 2014 it states that “If 
an economically dependent entity retains discretion as 
to whether it will take funding from an entity, or do 
business with an entity, the economically dependent 
entity still has the ultimate power to govern its own 
financial or operating policies.”  

Paragraph AG42 also states that it is important to 
distinguish between the operations of an entity and an 
entity itself. The loss of a major client might affect the 
viability of the operations of an entity but not the 
existence of the entity itself.  

Paragraphs BC34 and BC35 summarize the IPSASB’s 
deliberations about economic dependence.   

Illustrative Examples 16-18 deal with economic 
dependence.  

Comment 

ED 49 precludes the possibility that economic 
dependence on its own could result in control. 
However, both GFSM 2014 and ED 49 stress the 
importance of the entity retaining discretion to continue 
to accept funding from, or comply with an agreement 
with the funder. ED 49 does not specifically consider 
whether the presence of a private sector customer 
and/or open competition from private producers has 
an impact on the assessment of control. 
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Control attached to borrowing from the 
government 
Lenders often impose controls as conditions of 
making loans. If the government imposed controls 
through lending or issuing guarantees that are more 
than would be typical when a healthy private sector 
entity borrows from a bank, control may be indicated. 
Similarly, control may be implied if only the 
government was prepared to lend to the corporation. 

 
ED 49 paragraph AG31 gives examples of lender’s 
rights that would be regarded as protective rights.  
Protective rights are designed to protect the interests 
of their holder without giving that party power over 
the entity to which those rights relate. Protective 
rights alone do not give rise to power (or control). 
 
Paragraph 21 could also be relevant. It explains that 
there may be indications that the entity has a special 
relationship with another entity. It states “The 
existence of any individual indicator, or a particular 
combination of indicators, does not necessarily mean 
that the power criterion is met. However, if an entity 
has more than a passive interest in another entity 
this may indicate that the entity has other related 
rights sufficient to give it power or provide evidence 
of existing power over another entity.” One of the 
examples of when there may be more than a passive 
interest is if an entity guarantees a significant portion 
of the other entity’s obligations, and the other entity 
depends on this. 
 
Comment 
ED 49 does allow for the possibility of a lender or 
guarantor having power over another entity but this 
must be considered in conjunction with other rights 
and the ability to influence returns. 

 

IPSAS 6 mentions lender/borrower relationships in 
paragraph 36 and states that such relationships would 
not normally give rise to control. 

36. The power of one entity to govern decision making 
in relation to the financial and operating policies of 
another entity is insufficient, in itself, to ensure the 
existence of control. The controlling entity needs to 
be able to govern decision making so as to be able 
to benefit from its activities, for example by 
enabling the other entity to operate with it as part 
of an economic entity in pursuing its objectives. 
This will have the effect of excluding from the 
definitions of a “controlling entity” and “controlled 
entity” relationships that do not extend beyond, for 
instance, that of a liquidator and the entity being 
liquidated, and would normally exclude a lender 
and borrower relationship. Similarly, a trustee 
whose relationship with a trust does not extend 
beyond the normal responsibilities of a trustee 
would not be considered to control the trust for the 
purposes of this Standard. 

Use of judgment 
Refer to the comparison in Appendix 1 above. 

  

 Statutory independence 
Refer to the comparison in Appendix 1 above.  
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REQUEST FOR COMMENTS 
This Exposure Draft 49, Consolidated Financial Statements, was developed and approved by the 
International Public Sector Accounting Standards Board (IPSASB).  

The proposals in this Exposure Draft may be modified in light of comments received before being issued 
in final form. Comments are requested by February 28, 2014.  

Respondents are asked to submit their comments electronically through the IPSASB website, using the 
“Submit a Comment” link. Please submit comments in both a PDF and Word file. Also, please note that 
first-time users must register to use this feature. All comments will be considered a matter of public record 
and will ultimately be posted on the website. Although IPSASB prefers that comments are submitted via 
its website, comments can also be sent to Stephenie Fox, IPSASB Technical Director at 
stepheniefox@ipsasb.org. 

This publication may be downloaded free of charge from the IPSASB website: www.ipsasb.org. The 
approved text is published in the English language. 

Objective of the Exposure Draft  

The objective of this Exposure Draft is to propose principles for the presentation and preparation of 
consolidated financial statements when a public sector entity controls one or more other entities.  

Guide for Respondents  

The IPSASB would welcome comments on all of the matters discussed in this Exposure Draft. Comments 
are most helpful if they indicate the specific paragraph or group of paragraphs to which they relate, 
contain a clear rationale and, where applicable, provide a suggestion for alternative wording. 
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The Specific Matters for Comment requested for the Exposure Draft are provided below.  

Specific Matter for Comment 1:  

Do you agree with the proposed definition of control? If not, how would you change the definition? 

Specific Matter for Comment 2:  

Do you agree that a controlling entity should consolidate all controlled entities (except in the 
circumstances proposed in this Exposure Draft)? If you consider that certain categories of entities should 
not be consolidated, please justify your proposal having regard to user needs and indicate your preferred 
accounting treatment for any such controlled entities. If you have any comments about temporarily 
controlled entities, please respond to Specific Matter for Comment 3. 

Specific Matter for Comment 3:  

Do you agree with the proposal to withdraw the exemption in IPSAS 6, Consolidated and Separate 
Financial Statements (December 2006) for temporarily controlled entities? If you agree with the 
withdrawal of the exemption please give reasons. If you disagree with the withdrawal of the exemption 
please indicate any modifications that you would propose to the exemption in IPSAS 6 (December 2006). 

Specific Matter for Comment 4:  

Do you agree that a controlling entity that meets the definition of an investment entity should be required 
to account for its investments at fair value through surplus or deficit? 

Specific Matter for Comment 5:  

Do you agree that a controlling entity, that is not itself an investment entity, but which controls an 
investment entity should be required to present consolidated financial statements in which it (i) measures 
the investments of the controlled investment entity at fair value through surplus or deficit in accordance 
with IPSAS 29, Financial Instruments: Recognition and Measurement, and (ii) consolidates the other 
assets and liabilities and revenue and expenses of the controlled investment entity in accordance with 
this Standard?  

Do you agree that the proposed approach is appropriate and practicable? If not, what approach do you 
consider would be more appropriate and practicable? 

Specific Matter for Comment 6:  

The IPSASB has aligned the principles in this Standard with the Government Finance Statistics Manual 
2013 (GFSM 2013) where feasible. Can you identify any further opportunities for alignment?  
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International Public Sector Standard XX (ED 49), Consolidated Financial Statements, is set out in 
paragraphs 1-79. All the paragraphs have equal authority. IPSAS XX (ED 49) should be read in the 
context of its objective, the Basis for Conclusions, and the Preface to International Public Sector 
Accounting Standards. IPSAS 3, Accounting Policies, Changes in Accounting Estimates and Errors, 
provides a basis for selecting and applying accounting policies in the absence of explicit guidance. 
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Objective 
1. The objective of this Standard is to establish principles for the presentation and preparation of 

consolidated financial statements when an entity controls one or more other entities. 

2. To meet the objective in paragraph 1, this Standard: 

(a) Requires an entity (the controlling entity) that controls one or more other entities (controlled 
entities) to present consolidated financial statements; 

(b) Defines the principle of control, and establishes control as the basis for consolidation; 

(c) Sets out how to apply the principle of control to identify whether an entity controls another 
entity and therefore must consolidate that entity;  

(d) Sets out the accounting requirements for the preparation of consolidated financial 
statements; and 

(e) Defines an investment entity and sets out an exception to consolidating particular controlled 
entities of an investment entity.  

Scope 
3. An entity that prepares and presents financial statements under the accrual basis of 

accounting shall apply this Standard in the preparation and presentation of consolidated 
financial statements for the economic entity.  

Public Sector Combinations 

4. This Standard does not deal with the accounting requirements for public sector combinations and 
their effect on consolidation, including goodwill arising on a public sector combination (see the 
relevant international or national accounting standard dealing with public sector combinations).  

Presentation of Consolidated Financial Statements 

5. An entity that is a controlling entity shall present consolidated financial statements.  This 
Standard applies to all entities, except as follows: 

(a) A controlling entity need not present consolidated financial statements if it meets all 
the following conditions: 

(i) It is itself a controlled entity and the information needs of users are met by its 
controlling entity’s consolidated financial statements, and, in the case of a 
partially owned controlled entity, all its other owners, including those not 
otherwise entitled to vote, have been informed about, and do not object to, the 
entity not presenting consolidated financial statements; 

(ii) Its debt or equity instruments are not traded in a public market (a domestic or 
foreign stock exchange or an over-the-counter market, including local and 
regional markets); 
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(iii) It did not file, nor is it in the process of filing, its financial statements with a 
securities commission or other regulatory organization for the purpose of 
issuing any class of instruments in a public market; and  

(iv) Its ultimate or any intermediate controlling entity produces consolidated 
financial statements that are available for public use and comply with 
International Public Sector Accounting Standards (IPSASs), including the 
requirements of this Standard to consolidate controlled entities or measure them 
at fair value. 

(b) Post-employment benefit plans or other long-term employee benefit plans to which 
IPSAS 25, Employee Benefits, applies. 

(c) An investment entity reporting in accordance with IPSASs need not present 
consolidated financial statements if it that is required, in accordance with 
paragraph 52 of this Standard, to measure all of its controlled entities at fair value 
through surplus or deficit.  

The paragraph above has been amended to proposed clarifications in IASB ED/2014/2 Investment 
Entities–Applying the Consolidation Exception (Proposed amendments to IFRS 10 and IAS 28).  

6. A controlled entity is not excluded from consolidation because its activities are dissimilar to those of 
the other entities within the economic entity, for example, the consolidation of Government 
Business Enterprises (GBEs) with entities in the budget sector. Relevant information is provided by 
consolidating such controlled entities and disclosing additional information in the consolidated 
financial statements about the different activities of controlled entities. For example, the disclosures 
required by IPSAS 18, Segment Reporting, help to explain the significance of different activities 
within the economic entity.  

6.1 The exemption from preparing consolidated financial statements in paragraph 5 does not apply 
where the information needs of a controlled entity’s users would not be met by the consolidated 
financial statements of the controlling entity.  For example, consolidated financial statements at a 
whole-of-government level may not meet the information needs of users in respect of key sectors or 
activities of a government.  In many jurisdictions there are legislated financial reporting 
requirements intended to address the information needs of such users. 

The paragraph above is based on IPSAS 6.17. It has been included in response to a comment by R26 
who suggested including guidance based on IPSAS 6.17 and .18 (see below). Staff consider that the 
issues in IPSAS 6.18 are adequately addressed in the above paragraph. See also the discussion of an 
economic entity in paragraphs 12 and 13.  

 IPSAS 6.18 

 18.  In some instances, an economic entity will include a number of intermediate controlling entities. For 
example, while a department of health may be the ultimate controlling entity, there may be intermediate 
controlling entities at the local or regional health authority level. Accountability and reporting 
requirements in each jurisdiction may specify which entities are required to (or exempted from the 
requirement to) prepare consolidated financial statements. Where there is no specific reporting 
requirement for an intermediate controlling entity to prepare consolidated financial statements for which 
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users are likely to exist, intermediate controlling entities are to prepare and publish consolidated 
financial statements. 

 

6.2 An entity may be required, (for example, by legislation, or by external users) to prepare 
consolidated financial statements which are for a different economic entity than that required by this 
Standard. Although such financial statements fall outside the scope of this Standard, application of 
the principles and requirements of this Standard to such statements is encouraged to the extent 
applicable. 

The paragraph above has been included to respond to a comment by R16. Staff are proposing to 
encourage the application of the Standard to the extent possible, but not to provide specific guidance.  

Government Business Enterprises 

7. This Standard applies to all public sector entities other than GBEs. 

8. The Preface to International Public Sector Accounting Standards issued by the IPSASB explains 
that GBEs apply IFRSs issued by the IASB. GBEs are defined in IPSAS 1, Presentation of 
Financial Statements.  

9. Although GBEs are not required to comply with this Standard in their own financial statements, the 
provisions of this Standard will apply where a public sector entity that is not a GBE has one or more 
controlled entities that are GBEs. In these circumstances, this Standard shall be applied in 
consolidating GBEs into the financial statements of the economic entity.  

Definitions 
10. The following terms are used in this Standard with the meanings specified: 

Benefits are the advantages an entity obtains or seeks to obtain from its involvement with 
other entities. Benefits may be financial or non-financial. The actual impact of an entity’s 
involvement with another entityBenefits can have positive or negative aspects.  

Definition of benefits changed in response to comments by R21. 

Binding arrangement: For the purposes of this Standard, a binding arrangement is an 
arrangement that confers enforceable rights and obligations on the parties to it as if it were 
in the form of a contract. It includes rights from contracts or other legal rights. 

Consolidated financial statements are the financial statements of an economic entity in 
which the assets, liabilities, net assets/equity, revenue, expenses and cash flows of the 
controlling entity and its controlled entities are presented as those of a single economic 
entity. 

Control: An entity controls another entity when the entity is exposed, or has rights, to 
variable benefits from its involvement with the other entity and has the ability to affect the 
nature and amount of those benefits through its power over the other entity.  

A controlled entity is an entity that is controlled by another entity. 

A controlling entity is an entity that controls one or more entities. 
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A decision-maker is an entity with decision-making rights that is either a principal or an 
agent for other parties. 

An economic entity is a controlling entity and its controlled entities. 

An investment entity is an entity that: 

(a) Obtains funds from one or more investors for the purpose of providing those 
investor(s) with investment management services;  

(b) Has the purpose of investing funds solely for returns from capital appreciation, 
investment revenue, or both; and  

(c) Measures and evaluates the performance of substantially all of its investments on a 
fair value basis. 

A non-controlling interest is the net assets/equity in a controlled entity not attributable, 
directly or indirectly, to a controlling entity. 

Power consists of existing rights that give the current ability to direct the relevant activities 
of another entity, including the right to direct the financial and operating policies of that 
entity. 

Protective rights are rights designed to protect the interest of the party holding those rights 
without giving that party power over the entity to which those rights relate. 

Relevant activities (for the purpose of this Standard), are activities of the potentially 
controlled entity that significantly affect the nature or amount of the benefits that an entity 
receives from its involvement with that other entity. 

Removal rights are rights to deprive the decision maker of its decision-making authority. 

Terms defined in other IPSASs are used in this Standard with the same meaning as in those 
Standards, and are reproduced in the Glossary of Defined Terms published separately. 

In June 2014 the IPSASB agreed the change to the definition of power (shown above) in response 
to comments from a number of respondents (R01, R03, R16, R21). The right to direct the financial 
and operating policies of an entity is addressed in paragraph 19. 

Staff will review the location of definitions in the standards comprising this project prior to 
December.  

Binding Arrangement 

11. Binding arrangements can be evidenced in several ways. A binding arrangement is often, but not 
always, in writing, in the form of a contract or documented discussions between the parties. 
Statutory mechanisms such as legislative or executive authority can also create enforceable 
arrangements, similar to contractual arrangements, either on their own or in conjunction with 
contracts between the parties. 

Economic Entity 

12. The term economic entity is used in this Standard to define, for financial reporting purposes, a 
group of entities comprising the controlling entity and any controlled entities. Other terms 
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sometimes used to refer to an economic entity include administrative entity, financial entity, 
consolidated entity, and group. An economic entity may include entities with both social policy and 
commercial objectives. 

13. The determination of the economic entity will need to be made having regard to user needs, the 
definition of an economic entity and the constitutional arrangements in a jurisdiction, in particular 
the ways in which government power is limited and allocated, and how the government system is 
set up and operates. For example, in jurisdictions with an executive, legislature and judiciary, these 
may collectively form an economic entity in respect of which there is a user need for consolidated 
financial statements.  Such consolidated financial statements are commonly referred to as whole-
of-government financial statements. 

Additional sentence in paragraph 13 above added in response to a comment by R26. 

Control (see paragraphs AG2–AG86) 
14. An entity, regardless of the nature of its involvement with another entity, shall determine 

whether it is a controlling entity by assessing whether it controls the other entity.  

15. An entity controls another entity when it is exposed, or has rights, to variable benefits 
from its involvement with the other entity and has the ability to affect the nature and 
amount of those benefits through its power over the other entity.  

16. Thus, an entity controls another entity if and only if the entity has all the following: 

(a) Power over the other entity (see paragraphs 19–25); 

(b) Exposure, or rights, to variable benefits from its involvement with the other entity (see 
paragraphs 26–30); and 

(c) The ability to use its power over the other entity to affect the nature or amount of the 
benefits from its involvement with the other entity (see paragraphs 31–33). 

17. An entity shall consider all facts and circumstances when assessing whether it controls another 
entity.  The entity shall reassess whether it controls another entity if facts and circumstances 
indicate that there are changes to one or more of the three elements of control listed in 
paragraph 16 (see paragraphs AG81–AG86).  

18. Two or more entities collectively control another entity when they must act together to direct the 
relevant activities. In such cases, because no single entity can direct the activities without the co-
operation of the others, no single entity controls the other entity. Each entity would account for its 
interest in the other entity in accordance with the relevant IPSASs, such as IPSAS XX (ED 51), 
Joint Arrangements, IPSAS XX (ED 50), Investments in Associates and Joint Ventures, or the 
IPSASs dealing with financial instruments (being IPSAS 28, Financial Instruments: Presentation, 
IPSAS 29, Financial Instruments: Recognition and Measurement, and IPSAS 30, Financial 
Instruments: Disclosures).  

Power 

19. An entity has power over another entity when the entity has existing rights that give it the current 
ability to direct the relevant activities, i.e., the activities that significantly affect the nature or amount 
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of the benefits from its involvement with the other entity. The right to direct the financial and 
operating policies of another entity indicates that an entity has the ability to direct the relevant 
activities of another entity and is frequently the way in which power is demonstrated in the public 
sector. 

Paragraph 19 has been changed in line with comments made by the IPSASB in June 2014. 

20. Power arises from rights. In some cases assessing power is straightforward, such as when power 
over another entity is obtained directly and solely from the voting rights granted by equity 
instruments such as shares, and can be assessed by considering the voting rights from those 
shareholdings. However, public sector entities often obtain power over another entity from rights 
other than voting rights. They may also obtain power over another entity without having an equity 
instrument providing evidence of a financial investment. An entity may have rights conferred by 
binding arrangements. These rights may give an entity power to require the other entity to deploy 
assets or incur liabilities in a way that affects the nature or amount of benefits received by the first-
mentioned entity. The assessment of whether such rights give rise to power over another entity 
may be complex and require more than one factor to be considered.  

21. An entity can have power over another entity even if it does not have responsibility for the day-to-
day operation of the other entity or the manner in which prescribed functions are performed by that 
other entity. Legislation may give statutory bodies or statutory officers powers to carry out their 
functions independently of government. For example, the Auditor-General and Government 
Statistician usually have statutory powers to obtain information and publish reports without recourse 
to government and the judiciary often has special powers to give effect to the concept of judicial 
independence. Legislation may also set out the broad parameters within which the statutory body is 
required to operate, and result in the statutory body operating in a manner consistent with the 
objectives set by Parliament or a similar body. The existence of statutory powers to operate 
independently does not, of itself, preclude an entity having the ability to direct the operating and 
financial policies of another entity with statutory powers so as to obtain benefits. For example, 
independence of a central bank in relation to monetary policy does not preclude the possibility of 
the central bank being controlled. All facts and circumstances would still need to be considered.   

22. The existence of rights over another entity does not necessarily give rise to power for the purposes 
of this Standard. An entity does not have power over another entity solely due to the existence of: 

(a) Regulatory control (see paragraph AG12); or 

(b) Economic dependence (see paragraphs AG41–AG42).  

23. An entity with the current ability to direct the relevant activities has power even if its rights to direct 
have yet to be exercised. Evidence that the entity has been directing the relevant activities of the 
entity being assessed for control can help determine whether the entity has power, but such 
evidence is not, in itself, conclusive in determining whether the entity has power over the entity 
being assessed for control. In the case of an entity established with predetermined activities, the 
right to direct the relevant activities may have been exercised at the time that the entity was 
established. 

Paragraph 23 amended in response to a comment by R21. 
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24. If two or more entities each have existing rights that give them the unilateral ability to direct different 
relevant activities, the entity that has the current ability to direct the activities that most significantly 
affect the nature or amount of benefits from that entity has power over that other entity.  

25. An entity can have power over an entity being assessed for control even if other entities have 
existing rights that give them the current ability to participate in the direction of the relevant 
activities, for example when another entity has significant influence. However, an entity that holds 
only protective rights does not have power over another entity (see paragraphs AG29–AG31), and 
consequently does not control the other entity.  

Benefits 

26. An entity is exposed, or has rights, to variable benefits from its involvement with an entity being 
assessed for control when the benefits that it seeks from its involvement have the potential to vary 
as a result of the other entity’s performance. Entities become involved with other entities with the 
expectation of positive financial or non-financial benefits over time.  However, in a particular 
reporting period, the actual impact of an entity’s The entity’s benefits from its involvement with the 
entity being assessed for control can be only positive, only negative or a mix of both positive and 
negative. 

Discussion of benefits changed in response to a comment by R21. 

27. The entity’s benefits from its involvement with the entity being assessed for control can be only 
financial, only non-financial or both financial and non-financial. Financial benefits include returns on 
investment such as dividends or similar distributions and are sometimes referred to as returns. 
Non-financial benefits include advantages arising from scarce resources that are not measured in 
financial terms and economic benefits received directly by service recipients of the entity. Non-
financial benefits can occur when the activities of another entity are congruent with, (that is, they 
are in agreement with), the objectives of the entity and support the entity in achieving its objectives. 
For example, an entity may obtain benefits when another entity with congruent activities provides 
services that the first entity would have otherwise been obliged to provide.  Congruent activities 
may be undertaken voluntarily or the entity may have the power to direct the other entity to 
undertake those activities. Non-financial benefits can also occur when two entities have 
complementary objectives (that is, the objectives of one entity add to, and make more complete, the 
objectives of the other entity).  

Paragraph 27 amended in response to a comment by R21. 

28. The following examples illustrate financial benefits that an entity may receive from its involvement 
with another entity: 

(a) Dividends, variable interest on debt securities, other distributions of economic benefits; 

(b) Exposure to increases or decreases in the value of an investment in another entity; 

(c) Exposure to loss from agreements to provide financial support, including financial support for 
major projects; 

(d) Cost savings (for example, if an entity would achieve economies of scale or synergies by 
combining the operations or assets of the other entity with its own operations or assets); 
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(e) Residual interests in the other entity’s assets and liabilities on liquidation of that other entity; 
and 

(f) Other exposures to variable benefits that are not available to other entities.  

29. Examples of non-financial benefits include: 

(a) The ability to benefit from the specialized knowledge of another entity;  

(b) The value to the entity of the other entity undertaking activities that assist the entity in 
achieving its objectives;  

(c) Improved outcomes; 

(d) More efficient delivery of outcomes; 

(e) More efficient or effective production and delivery of goods and services;  

(f) Having an asset and related services available earlier than otherwise would be the case; and 

(g) Having a higher level of service quality than would otherwise be the case.  

30. Although only one entity can control another entity, more than one party can share in the benefits of 
that other entity. For example, holders of non-controlling interests can share in the financial benefits 
such as surpluses or distributions from an entity or the non-financial benefits such as congruence of 
activities with desired outcomes. 

Link between Power and Benefits 

31. An entity controls another entity if the entity not only has power over the entity being assessed for 
control and exposure or rights to variable benefits from its involvement with the other entity, but 
also has the ability to use its power to affect the nature or amount of the benefits from its 
involvement with the entity being assessed for control. 

32. The existence of congruent objectives alone is insufficient for an entity to conclude that it controls 
another entity. In order to have control the entity would also need to have the ability to use its 
power over the entity being assessed for control to direct that other entity to work with it to further 
its objectives.  

33. An entity with decision-making rights shall determine whether it is a principal or an agent. An entity 
shall also determine whether another entity with decision-making rights is acting as an agent for the 
entity.  An agent is a party primarily engaged to act on behalf and for the benefit of another party or 
parties (the principal(s)) and therefore does not control the other entity when it exercises its 
decision-making authority. Thus, sometimes a principal’s power may be held and exercisable by an 
agent, but on behalf of the principal.   

Accounting Requirements 
34. A controlling entity shall prepare consolidated financial statements using uniform 

accounting policies for like transactions and other events in similar circumstances.  

35. Consolidation of a controlled entity shall begin from the date the entity obtains control of the other 
entity and cease when the entity loses control of the other entity.  
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Consolidation Procedures 

36. Consolidated financial statements: 

(a) Combine like items of assets, liabilities, net assets/equity, revenue, expenses and cash flows 
of the controlling entity with those of its controlled entities.  

(b) Offset (eliminate) the carrying amount of the controlling entity’s investment in each controlled 
entity and the controlling entity’s portion of net assets/equity of each controlled entity (the 
relevant international or national accounting standards explain how to account for any related 
goodwill). 

(c) Eliminate in full intra-economic entity assets and liabilities, net assets/equity, revenue, 
expenses and cash flows relating to transactions between entities of the economic entity 
(surpluses or deficits resulting from intra-economic entity transactions that are recognized in 
assets, such as inventory and fixed assets, are eliminated in full). Intra-economic entity 
losses may indicate an impairment that requires recognition in the consolidated financial 
statements.   

Uniform Accounting Policies 

37. If a member of the economic entity uses accounting policies other than those adopted in the 
consolidated financial statements for like transactions and events in similar circumstances, 
appropriate adjustments are made to that member’s financial statements in preparing the 
consolidated financial statements to ensure conformity with the economic entity’s accounting 
policies.  

Measurement 

38. An entity includes the revenue and expenses of a controlled entity in the consolidated financial 
statements from the date it gains control until the date when the entity ceases to control the 
controlled entity. Revenue and expenses of the controlled entity are based on the amounts of the 
assets and liabilities recognized in the consolidated financial statements at the acquisition date. For 
example, depreciation expense recognized in the consolidated statement of financial performance 
after the acquisition date is based on the values of the related depreciable assets recognized in the 
consolidated financial statements at the acquisition date.  

Potential Voting Rights 

39. When potential voting rights, or other derivatives containing potential voting rights, exist, the 
proportion of surplus or deficit and changes in net assets/equity allocated to the controlling entity 
and non-controlling interests in preparing consolidated financial statements is determined solely on 
the basis of existing ownership interests and does not reflect the possible exercise or conversion of 
potential voting rights and other derivatives, unless paragraph 40 applies.  

40. In some circumstances an entity has, in substance, an existing ownership interest as a result of a 
transaction that currently gives the entity access to the benefits associated with an ownership 
interest. In such circumstances, the proportion allocated to the controlling entity and non-controlling 
interests in preparing consolidated financial statements is determined by taking into account the 
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eventual exercise of those potential voting rights and other derivatives that currently give the entity 
access to the benefits.  

41. IPSAS 28 and IPSAS 29 do not apply to interests in controlled entities that are consolidated. When 
instruments containing potential voting rights in substance currently give access to the benefits 
associated with an ownership interest in a controlled entity, the instruments are not subject to the 
requirements of IPSAS 28 and IPSAS 29. In all other cases, instruments containing potential voting 
rights in a controlled entity are accounted for in accordance with IPSAS 28 and IPSAS 29. 

Reporting Dates 

42. The financial statements of the controlling entity and its controlled entities used in the preparation of 
the consolidated financial statements shall be prepared as at the same reporting date. When the 
end of the reporting period of the controlling entity is different from that of a controlled entity, the 
controlling entity either:  

(a) Obtains, for consolidation purposes, additional financial information as of the same date as 
the financial statements of the controlling entity; or 

(b) Uses the most recent financial statements of the controlled entity adjusted for the effects of 
significant transactions or events that occur between the date of those financial statements 
and the date of the consolidated financial statements.  

Non-Controlling Interests 

43. A controlling entity shall present non-controlling interests in the consolidated statement of financial 
position within net assets/equity, separately from the net assets/equity of the owners of the 
controlling entity. 

44. Changes in a controlling entity’s interest in a controlled entity that do not result in the controlling 
entity losing control of the controlled entity are transactions with owners in their capacity as owners. 

45. An entity shall attribute the surplus or deficit and each gain or loss recognized directly in net 
assets/equity to the owners of the controlling entity and to the non-controlling interests. The entity 
shall also attribute the total amount recognized in the statement of changes in net assets/equity to 
the owners of the controlling entity and to the non-controlling interests even if this results in the 
non-controlling interests having a deficit balance. 

46. If a controlled entity has outstanding cumulative preference shares that are classified as equity 
instruments and are held by non-controlling interests, the entity shall compute its share of surplus 
or deficit after adjusting for the dividends on such shares, whether or not such dividends have been 
declared. 

Changes in the Proportion held by Non-Controlling Interests 

47. When the proportion of the net assets/equity held by non-controlling interests changes, an entity 
shall adjust the carrying amounts of the controlling and non-controlling interests to reflect the 
changes in their relative interests in the controlled entity. The entity shall recognize directly in net 
assets/equity any difference between the amount by which the non-controlling interests are 
adjusted and the fair value of the consideration paid or received, and attribute it to the owners of 
the controlling entity.  
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Loss of Control 

48. If a controlling entity loses control of a controlled entity, the controlling entity: 

(a) Derecognizes the assets and liabilities of the former controlled entity from the consolidated 
statement of financial position; 

(b) Recognizes any investment retained in the former controlled entity at its fair value when 
control is lost and subsequently accounts for it and for any amounts owed by or to the former 
controlled entity in accordance with relevant IPSASs. That fair value shall be regarded as the 
fair value on initial recognition of a financial asset in accordance with IPSAS 29 or, when 
appropriate, the cost on initial recognition of an investment in an associate or joint venture; 
and 

(c) Recognizes the gain or loss associated with the loss of control attributable to the former 
controlling interest.  

49. A controlling entity might lose control of a controlled entity in two or more arrangements 
(transactions). However, sometimes circumstances indicate that the multiple arrangements should 
be accounted for as a single transaction. In determining whether to account for the arrangements 
as a single transaction, a controlling entity shall consider all the terms and conditions of the 
arrangements and their economic effects. One or more of the following indicate that the controlling 
entity should account for the multiple arrangements as a single transaction: 

(a) They are entered into at the same time or in contemplation of each other. 

(b) They form a single transaction designed to achieve an overall commercial effect. 

(c) The occurrence of one arrangement is dependent on the occurrence of at least one other 
arrangement. 

(d) One arrangement considered on its own is not economically justified, but it is economically 
justified when considered together with other arrangements. An example is when a disposal 
of an investment is priced below market and is compensated for by a subsequent disposal 
priced above market.  

50. If a controlling entity loses control of a controlled entity, it shall: 

(a) Derecognize: 

(i) The assets (including any goodwill) and liabilities of the controlled entity at their 
carrying amounts at the date when control is lost; and 

(ii) The carrying amount of any non-controlling interests in the former controlled entity at 
the date when control is lost (including any gain or loss recognized directly in net 
assets/equity attributable to them). 

(b) Recognize: 

(i) The fair value of the consideration received, if any, from the transaction, event or 
circumstances that resulted in the loss of control;  
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(ii) If the transaction, event or circumstances that resulted in the loss of control involves a 
distribution of shares of the controlled entity to owners in their capacity as owners, that 
distribution; and 

(iii) Any investment retained in the former controlled entity at its fair value at the date when 
control is lost.  

(c) Transfer directly to accumulated surplus/deficit, if required by other IPSASs, the amounts 
recognized directly in net assets/equity in relation to the controlled entity on the basis 
described in paragraph 51. 

(d) Recognize any resulting difference as a gain or loss in surplus or deficit attributable to the 
controlling entity.  

51. If a controlling entity loses control of a controlled entity, the controlling entity shall account for all 
amounts previously recognized directly in net assets/equity in relation to that controlled entity on 
the same basis as would be required if the controlling entity had directly disposed of the related 
assets or liabilities. If a revaluation surplus previously recognized directly in net assets/equity would 
be transferred directly to accumulated surplus/deficit on the disposal of the asset, the controlling 
entity shall transfer the revaluation surplus directly to accumulated surplus/deficit when it loses 
control of the controlled entity.  

Investment Entities: Fair Value Requirement 
52. Except as described in paragraph 53, an investment entity shall not consolidate its 

controlled entities. Instead, an investment entity shall measure an investment in a controlled 
entity at fair value through surplus or deficit in accordance with IPSAS 29.  

53. Notwithstanding the requirement in paragraph 52, if an investment entity has a controlled entity that 
provides  is not itself an investment entity and whose main purpose is to provide services that relate 
to the investment entity’s investment activities (see paragraphs AG97–AG99), it shall consolidate 
that controlled entity in accordance with paragraphs 34–51 of this Standard.  

The paragraph above has been amended to be consistent with IASB ED/2014/2 Investment 
Entities–Applying the Consolidation Exception (Proposed amendments to IFRS 10 and IAS 28). 

54. A controlling entity of an investment entity that is not itself an investment entity shall 
present consolidated financial statements in which it (i) measures the investments of a 
controlled investment entity at fair value through surplus or deficit in accordance with 
IPSAS 29 and (ii) shall consolidates the other assets and liabilities and revenue and 
expenses of the controlled investment entity in accordance with paragraphs 34–51 of this 
Standard.  

Staff are seeking feedback on the wording of paragraph 54 in agenda paper 6.3.  

Determining Whether an Entity is an Investment Entity  

55. An entity shall consider all facts and circumstances when assessing whether it is an investment 
entity, including its purpose and design. Paragraphs AG88–AG105 describe aspects of the 
definition of an investment entity in more detail. If facts and circumstances indicate that there are 
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changes to one or more of the three elements that make up the definition of an investment entity, a 
controlling entity shall reassess whether it is an investment entity. 

56. A controlling entity that either ceases to be an investment entity or becomes an investment entity 
shall account for the change in its status prospectively from the date at which the change in status 
occurred (see paragraphs 59–60). 

Judgments and Assumptions  

57. An investment entity shall disclose the information required by paragraph 14 of IPSAS XX (ED 52), 
Disclosure of Interests in Other Entities, about significant judgments and assumptions made in 
determining that it is an investment entity unless it has all of the following characteristics:  

(a) It has obtained funds from more than one investor (see paragraphs AG88–AG89); 

(b) It has ownership interests in the form of equity or similar interests (see paragraphs AG90–
AG91); and  

(c) It has more than one investment (see paragraphs AG95–AG96). 

58. The absence of any of these characteristics does not necessarily disqualify an entity from being 
classified as an investment entity. However, the absence of any of these characteristics means that 
an entity is required to disclose information about the significant judgments and assumptions made 
in determining that it is an investment entity.  

Accounting for a Change in Investment Entity Status 

59. When an entity ceases to be an investment entity, it shall apply the relevant international or 
national accounting standard dealing with public sector combinations to any controlled 
entity that was previously measured at fair value through surplus or deficit in accordance 
with paragraph 52. The date of the change of status shall be the deemed acquisition date. 
The fair value of the controlled entity at the deemed acquisition date shall represent the 
transferred deemed consideration when measuring any goodwill or gain from a bargain 
purchase that arises from the deemed acquisition. All controlled entities shall be 
consolidated in accordance with paragraphs 34–47 of this Standard from the date of change 
of status.  

60. When an entity becomes an investment entity, it shall cease to consolidate its controlled entities at 
the date of the change in status, except for any controlled entity that shall continue to be 
consolidated in accordance with paragraph 53. The investment entity shall apply the requirements 
of paragraphs 48 and 49 to those controlled entities that it ceases to consolidate as though the 
investment entity had lost control of those controlled entities at that date. 

Transitional Provisions  
61. An entity shall apply this Standard retrospectively, in accordance with IPSAS 3, Accounting 

Policies, Changes in Accounting Estimates and Errors, except as specified in 
paragraphs 62–76.  

62. Notwithstanding the requirements of paragraph 33 of IPSAS 3, when this Standard is first applied 
an entity need only present the quantitative information required by paragraph 33(f) of IPSAS 3 for 
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the annual period immediately preceding the date of initial application of this Standard (the 
“immediately preceding period”). An entity may also present this information for the current period 
or for earlier comparative periods, but is not required to do so. 

63. For the purposes of this Standard, the date of initial application is the beginning of the annual 
reporting period for which this Standard is applied for the first time. 

64. At the date of initial application, an entity is not required to make adjustments to the previous 
accounting for its involvement with either: 

(a) Entities that would be consolidated at that date in accordance with IPSAS 6, Consolidated 
and Separate Financial Statements (December 2006), and are still consolidated in 
accordance with this Standard; or 

(b) Entities that would not be consolidated at that date in accordance with IPSAS 6 (December 
2006), and are not consolidated in accordance with this Standard.  

65. At the date of initial application, an entity shall assess whether it is an investment entity on the 
basis of the facts and circumstances that exist at that date. If, at the date of initial application, an 
entity concludes that it is an investment entity, it shall apply the requirements of paragraphs 66–69 
instead of paragraphs 73–74. 

66. Except for any controlled entity that is consolidated in accordance with paragraph 53 (to which 
paragraph 64 or paragraphs 73–74, whichever is relevant, apply), an investment entity shall 
measure its investment in each controlled entity at fair value through surplus or deficit as if the 
requirements of this Standard had always been effective. The investment entity shall retrospectively 
adjust both the annual period that immediately precedes the date of initial application and net 
assets/equity at the beginning of the immediately preceding period for any difference between: 

(a) The previous carrying amount of the controlled entity; and 

(b) The fair value of the investment entity’s investment in the controlled entity. 

The cumulative amount of any fair value adjustments previously recognized directly in net 
assets/equity shall be transferred to accumulated surplus/deficit at the beginning of the annual 
period immediately preceding the date of initial application. 

67. An investment entity shall use the fair value amounts that were previously reported to investors or 
to management.  

68. If measuring an investment in a controlled entity in accordance with paragraph 66 is impracticable 
(as defined in IPSAS 3), an investment entity shall apply the requirements of this Standard at the 
beginning of the earliest period for which application of paragraph 66 is practicable, which may be 
the current period. The investor shall retrospectively adjust the annual period that immediately 
precedes the date of initial application, unless the beginning of the earliest period for which 
application of this paragraph is practicable is the current period. If this is the case, the adjustment to 
net assets/equity shall be recognized at the beginning of the current period. 

69. If an investment entity has disposed of, or has lost control of, an investment in a controlled entity 
before the date of initial application of this Standard, the investment entity is not required to make 
adjustments to the previous accounting for that controlled entity.  
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70. If, at the date of initial application, an entity concludes that it shall consolidate another entity that 
was not consolidated in accordance with IPSAS 6 (December 2006), the entity shall measure the 
assets, liabilities and non-controlling interests in that previously unconsolidated entity as if that 
other entity had been consolidated from the date when the entity obtained control of that other 
entity on the basis of the requirements of this Standard. The entity shall adjust retrospectively the 
annual period immediately preceding the date of initial application. When the date that control was 
obtained is earlier than the beginning of the immediately preceding period, the entity shall 
recognize, as an adjustment to net assets/equity at the beginning of the immediately preceding 
period, any difference between: 

(a) The amount of assets, liabilities and non-controlling interests recognized; and  

(b) The previous carrying amount of the entity’s involvement with the other entity. 

71. If measuring a controlled entity’s assets, liabilities and non-controlling interests in accordance with 
paragraph 70(a) or (b) is impracticable (as defined in IPSAS 3), an entity shall measure the assets, 
liabilities and non-controlling interests in that previously unconsolidated entity as if that entity had 
been consolidated from the deemed acquisition date. The deemed acquisition date shall be the 
beginning of the earliest period for which the application of this paragraph is practicable, which may 
be the current period.  

72. The entity shall adjust retrospectively the annual period immediately preceding the date of initial 
application, unless the beginning of the earliest period for which application of this paragraph is 
practicable is the current period. When the deemed acquisition date is earlier than the beginning of 
the immediately preceding period, the entity shall recognize, as an adjustment to net assets/equity 
at the beginning of the immediately preceding period, any difference between: 

(a) The amount of assets, liabilities and non-controlling interests recognized; and 

(b) The previous carrying amounts of the entity’s involvement with the other entity.  

If the earliest period for which application of this paragraph is practicable is the current period, the 
adjustment to net assets/equity shall be recognized at the beginning of the current period.  

73. If, at the date of initial application, an entity concludes that it will no longer consolidate an entity that 
was consolidated in accordance with IPSAS 6 (December 2006), the entity shall measure its 
interest in the other entity at the amount at which it would have been measured if the requirements 
of this Standard had been effective when the entity became involved with, or lost control of, the 
other entity. The entity shall adjust retrospectively the annual period immediately preceding the 
date of initial application. When the date that the entity became involved with (but did not obtain 
control in accordance with this Standard), or lost control of, the other entity is earlier than the 
beginning of the immediately preceding period, the entity shall recognize, as an adjustment to net 
assets/equity at the beginning of the immediately preceding period, any difference between: 

(a) The previous carrying amount of the assets, liabilities and non-controlling interests; and 

(b) The recognized amount of the entity’s interest in the other entity.  

74. If measuring the interest in the other entity in accordance with paragraph 73 is impracticable (as 
defined in IPSAS 3), an entity shall apply the requirements of this Standard at the beginning of the 
earliest period for which application of paragraph 73 is practicable, which may be the current 
period. The entity shall adjust retrospectively the annual period immediately preceding the date of 
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initial application, unless the beginning of the earliest period for which application of this paragraph 
is practicable is the current period. When the date that the entity became involved with (but did not 
obtain control in accordance with this Standard), or lost control of, the other entity is earlier than the 
beginning of the immediately preceding period, the entity shall recognize, as an adjustment to net 
assets/equity at the beginning of the immediately preceding period, any difference between: 

(a) The previous carrying amount of the assets, liabilities and non-controlling interests; and  

(b) The recognized amount of the entity’s interest in the other entity.  

If the earliest period for which application of this paragraph is practicable is the current period, the 
adjustment to net assets/equity shall be recognized at the beginning of the current period. 

References to the “Immediately Preceding Period”  

75. Notwithstanding the references to the annual period immediately preceding the date of initial 
application (the “immediately preceding period”) in paragraphs 70–74, an entity may also present 
adjusted comparative information for any earlier periods presented, but is not required to do so. If 
an entity does present adjusted comparative information for any earlier periods, all references to 
the “immediately preceding period” in paragraphs 70–74 shall be read as the “earliest adjusted 
comparative period presented.”  

76. If an entity presents unadjusted comparative information for any earlier periods, it shall clearly 
identify the information that has not been adjusted, state that it has been prepared on a different 
basis, and explain that basis. 

Effective Date 
77. An entity shall apply this Standard for annual financial statements covering periods 

beginning on or after [Date]. Earlier application is encouraged. If an entity applies this 
Standard for a period beginning before [Date], it shall disclose that fact and apply IPSAS XX 
(ED 48), Separate Financial Statements, IPSAS XX (ED 50), IPSAS XX (ED 51), and IPSAS XX 
(ED 52), at the same time.  

78. When an entity adopts the accrual basis of accounting as defined by IPSASs for financial reporting 
purposes subsequent to this effective date, this Standard applies to the entity’s annual financial 
statements covering periods beginning on or after the date of adoption. 

Withdrawal of IPSAS 6 (December 2006) 
79. This Standard is issued concurrently with IPSAS XX (ED 48).  Together, the two Standards 

supersede IPSAS 6 (December 2006).  
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Appendix A 
 

Application Guidance 
This Appendix is an integral part of IPSAS XX (ED 49), Consolidated Financial Statements.  

AG1. The examples in this appendix portray hypothetical situations. Although some aspects of the 
examples may be present in actual fact patterns, all facts and circumstances of a particular 
fact pattern would need to be evaluated when applying IPSAS XX (ED 49), Consolidated 
Financial Statements.  

Assessing Control 
AG2. To determine whether it controls another entity an entity shall assess whether it has all the 

following: 

(a) Power over the other entity; 

(b) Exposure, or rights, to variable benefits from its involvement with the other entity; and 

(c) The ability to use its power over the other entity to affect the nature or amount of the 
benefits from its involvement with the other entity.  

AG3. Consideration of the following factors may assist in making that determination: 

(a) The purpose and design of the other entity (see paragraphs AG5–AG8); 

(b) What the relevant activities are and how decisions about those activities are made (see 
paragraphs AG13–AG15); 

(c) Whether the rights of the entity give it the current ability to direct the relevant activities 
of the other entity (see paragraphs AG16–AG56);  

(d) Whether the entity is exposed, or has rights, to variable benefits from its involvement 
with the other entity (see paragraph AG57–AG58); and 

(e) Whether the entity has the ability to use its power over the other entity to affect the 
nature or amount of the benefits from its involvement with the other entity (see 
paragraphs AG59–AG73).  

AG4. When assessing whether it controls another entity, an entity shall consider the nature of its 
relationship with other parties (see paragraphs AG74–AG76). 

Purpose and Design of another Entity 

AG5. An entity shall consider the purpose and design of the entity being assessed for control in 
order to identify the relevant activities, how decisions about the relevant activities are made, 
who has the current ability to direct those activities and who benefits from those activities.  

AG6. When the purpose and design of the entity being assessed for control are considered, it may 
be clear that the entity being assessed for control is controlled by means of equity 
instruments that give the holder proportionate voting rights, such as ordinary shares. In this 
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case, in the absence of any additional arrangements that alter decision-making, the 
assessment of control focuses on which party, if any, is able to exercise voting rights 
sufficient to determine the operating and financing policies of the entity being assessed for 
control (see paragraphs AG32–AG52). In the most straightforward case, the entity that holds 
a majority of those voting rights, in the absence of any other factors, controls the other entity. 

AG7. To determine whether an entity controls another entity in more complex cases, it may be 
necessary to consider some or all of the other factors in paragraph AG3.  

AG8. Voting rights may not be the dominant factor in deciding who controls the entity being 
assessed for control. If there are voting rights they may be limited in scope. The relevant 
activities of the entity being assessed for control may be directed by means of binding 
arrangements (including statutory arrangements, rights from contracts or other legal rights) or 
provisions in founding documents such as articles of association or a constitution. In such 
cases, an entity’s consideration of the purpose and design of the entity being assessed for 
control shall also include consideration of the risks to which the other entity was designed to 
be exposed, the risks it was designed to pass on to the parties involved and whether the 
entity is exposed to some or all of those risks. Consideration of the risks includes not only the 
downside risk, but also the potential for upside.  

Power 

AG9. To have power over another entity, an entity must have existing rights that give it the current 
ability to direct the relevant activities. For the purpose of assessing power, only substantive 
rights and rights that are not protective shall be considered (see paragraphs AG25–AG31). 

AG10. The determination about whether an entity has power depends on the relevant activities, the 
way decisions about the relevant activities are made and the rights of the entity and other 
entities in relation to the potentially controlled entity.  

AG11. An entity normally will have power over an entity that it has established when the constituting 
document or enabling legislation specifies the operating and financing activities that are to be 
carried out by that entity. However, the impact of the constituting document or legislation is 
evaluated in the light of other prevailing circumstances, as all facts and circumstances need 
to be considered in assessing whether an entity has power over another entity. For example, 
a government may not have power over a research and development corporation that 
operates under a mandate created, and limited, by legislation if that or other legislation 
assigns power to direct the relevant activities to other entities that are not controlled by the 
government.  

Regulatory Control 

AG12. Regulatory control does not usually give rise to power over an entity for the purposes of this 
Standard. Governments and other public sector bodies, including supranational bodies, may 
have wide ranging powers to establish the regulatory framework within which entities operate, 
to impose conditions or sanctions on their operations and to enforce those conditions or 
sanctions. For example, governments and other public sector bodies may enact regulations 
to protect the health and safety of the community, restrict the sale or use of dangerous goods 
or specify the pricing policies of monopolies. However, when regulation is so tight as to 
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effectively dictate how the entity performs its business, then it may be necessary to consider 
whether the purpose and design of the entity is such that it is controlled by the regulating 
entity. 

Relevant Activities and Direction of Relevant Activities 

AG13. For many entities, a range of operating and financing activities significantly affect the benefits 
they generate. Any activity that assists in achieving or furthering the objectives of a controlled 
entity may affect the benefits to the controlling entity. Examples of activities that, depending 
on the circumstances, can be relevant activities include, but are not limited to: 

(a) Using assets and incurring liabilities to provide services to service recipients; 

(b) Distributing funds to specified individuals or groups; 

(c) Collecting revenue through non-exchange transactions; 

(d) Selling and purchasing of goods or services;  

(e) Managing physical assets; 

(f) Managing financial assets during their life (including upon default); 

(g) Selecting, acquiring or disposing of assets; 

(h) Managing a portfolio of liabilities; 

(i) Researching and developing new products or processes; and 

(j) Determining a funding structure or obtaining funding.  

AG14. Examples of decisions about relevant activities include but are not limited to: 

(a) Establishing operating and capital decisions of an entity, including budgets; and  

(b) Appointing and remunerating an entity’s key management personnel or service 
providers and terminating their services or employment.  

AG15. In some situations, activities both before and after a particular set of circumstances arises or 
event occurs, may be relevant activities. When two or more entities have the current ability to 
direct relevant activities and those activities occur at different times, those entities shall 
determine which entity is able to direct the activities that most significantly affect those 
benefits consistently with the treatment of concurrent decision-making rights (see 
paragraph 22). The entities concerned shall reconsider this assessment over time if relevant 
facts or circumstances change.  

Rights that Give an Entity Power over another Entity 

AG16. Power arises from rights. To have power over another entity, an entity must have existing 
rights that give the entity the current ability to direct the relevant activities of the other entity.  
The rights that may give an entity power can differ.  

AG17. Examples of rights that, either individually or in combination, can give an entity power include 
but are not limited to: 

25 
Agenda Item 6.4 
Page 25 of 104 



ED 49, CONSOLIDATED FINANCIAL STATEMENTS 
IPSASB Meeting (September 2014) 

(a) Rights to give policy directions to the governing body of another entity that give the 
holder the ability to direct the relevant activities of the other entity;  

(b) Rights in the form of voting rights (or potential voting rights) of another entity (see 
paragraphs AG32–AG52);  

(c) Rights to appoint, reassign or remove members of another entity’s key management 
personnel who have the ability to direct the relevant activities; 

(d) Rights to appoint or remove another entity that directs the relevant activities; 

(e) Rights to approve or veto operating and capital budgets relating to the relevant 
activities of another entity; 

(f) Rights to direct the other entity to enter into, or veto any changes to, transactions for 
the benefit of the entity;  

(g) Rights to veto key changes to the other entity, such as the sale of a major asset or of 
the other entity as a whole; and 

(h) Other rights (such as decision-making rights specified in a management contract) that 
give the holder the ability to direct the relevant activities.   

AG18. In considering whether it has power, an entity will need to consider the mechanism(s) by 
which it has obtained power. Ways in which an entity may have obtained power, either 
individually or in combination with other arrangements, include: 

(a) Legislative or executive authority;  

(b) Administrative arrangements; 

(c) Contractual arrangements; 

(d) Founding documents (for example, articles of association); and 

(e) Voting or similar rights.  

AG19. To determine whether an entity has rights sufficient to give it power, the entity shall also 
consider the purpose and design of the other entity (see paragraphs AG5–AG8) and the 
requirements in paragraphs AG53–AG56 together with paragraphs AG20–AG22. 

AG20. In some circumstances it may be difficult to determine whether an entity’s rights are sufficient 
to give it power over another entity. In such cases, to enable the assessment of power to be 
made, the entity shall consider evidence of whether it has the practical ability to direct the 
relevant activities unilaterally. Consideration is given, but is not limited, to the following, 
which, when considered together with its rights and the indicators in paragraphs AG21 
and AG22, may provide evidence that the entity’s rights are sufficient to give it power over 
the other entity: 

(a) The entity can, without having the contractual right to do so, appoint or approve the 
other entity’s key management personnel who have the ability to direct the relevant 
activities; 
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(b) The entity can, without having the contractual right to do so, direct the other entity to 
enter into, or can veto any changes to, significant transactions for the benefit of the 
entity; 

(c) The entity can dominate either the nominations process for electing members of the 
other entity’s governing body or the obtaining of proxies from other holders of voting 
rights; 

(d) The other entity’s key management personnel are related parties of the entity (for 
example, the chief executive officer of the other entity and the chief executive officer of 
the entity are the same person); or 

(e) The majority of the members of the other entity’s governing body are related parties of 
the entity. 

AG21. Sometimes there will be indications that the entity has a special relationship with the other 
entity, which suggests that the entity has more than a passive interest in the other entity. The 
existence of any individual indicator, or a particular combination of indicators, does not 
necessarily mean that the power criterion is met. However, if an entity has more than a 
passive interest in another entity this may indicate that the entity has other related rights 
sufficient to give it power or provide evidence of existing power over another entity. For 
example, the following suggests that the entity has more than a passive interest in the other 
entity and, in combination with other rights, may indicate power: 

(a) The relationship between the entity and the other entity’s operations is one of 
dependence, such as in the following situations: 

(i) The entity funds a significant portion of the other entity’s operations and the other 
entity depends on this.  

(ii) The entity guarantees a significant portion of the other entity’s obligations, and 
the other entity depends on this. 

(iii) The entity provides critical services, technology, supplies or raw materials to the 
other entity, and the other entity depends on this. 

(iv) The entity controls assets such as licenses or trademarks that are critical to the 
other entity’s operations and the other entity depends on this. 

(v) The entity provides key management personnel to the other entity (for example, 
when the entity’s personnel have specialized knowledge of the other entity’s 
operations) and the other entity depends on this. 

(b) A significant portion of the other entity’s activities either involve or are conducted on 
behalf of the entity.  

(c) The entity’s exposure, or rights, to benefits from its involvement with the other entity is 
disproportionately greater than its voting or other similar rights. For example, there may 
be a situation in which an entity is entitled, or exposed, to more than half of the benefits 
of the other entity but holds less than half of the voting rights of the other entity.  
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AG22. Public sector entities often have special relationships with other parties as a result of the 
indicators listed in paragraph AG21. Public sector entities often fund the activities of other 
entities. Economic dependence is discussed in paragraphs AG 41 to AG42.  

AG23. The greater an entity’s exposure, or rights, to variability of benefits from its involvement with 
another entity, the greater is the incentive for the entity to obtain rights sufficient to give it 
power. Therefore, having a large exposure to variability of benefits is an indicator that the 
entity may have power. However, the extent of the entity’s exposure does not, in itself, 
determine whether an entity has power over the other entity.  

AG24. When the factors set out in paragraph AG20 and the indicators set out in paragraphs AG21–
AG23 are considered together with an entity’s rights, greater weight shall be given to the 
evidence of power described in paragraph AG20.  

Substantive Rights 

AG25. An entity, in assessing whether it has power, considers only substantive rights relating to 
another entity (held by the entity and others). For a right to be substantive, the holder must 
have the practical ability to exercise that right.  

AG26. Determining whether rights are substantive requires judgment, taking into account all facts 
and circumstances. Factors to consider in making that determination include but are not 
limited to: 

(a) Whether there are any barriers (economic or otherwise) that prevent the holder (or 
holders) from exercising the rights. Examples of such barriers include but are not 
limited to: 

(i) Financial penalties and incentives that would prevent (or deter) the holder from 
exercising its rights. 

(ii) An exercise or conversion price that creates a financial barrier that would prevent 
(or deter) the holder from exercising its rights. 

(iii) Terms and conditions that make it unlikely that the rights would be exercised, for 
example, conditions that narrowly limit the timing of their exercise. 

(iv) The absence of an explicit, reasonable mechanism in the founding documents of 
another entity or in applicable laws or regulations that would allow the holder to 
exercise its rights.  

(v) The inability of the holder of the rights to obtain the information necessary to 
exercise its rights. 

(vi) Operational barriers or incentives that would prevent (or deter) the holder from 
exercising its rights (e.g., the absence of other managers willing or able to 
provide specialized services or provide the services and take on other interests 
held by the incumbent manager). 

(vii) Legal or regulatory requirements that limit the manner in which rights may be 
exercised or that prevent the holder from exercising its rights (e.g., where 
another entity has statutory powers which permit it to operate independently of 
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the government or where a foreign entity is prohibited from exercising its 
rights).  

(b) When the exercise of rights requires the agreement of more than one party, or when 
the rights are held by more than one party, whether a mechanism is in place that 
provides those parties with the practical ability to exercise their rights collectively if they 
choose to do so. The lack of such a mechanism is an indicator that the rights may not 
be substantive. The more parties that are required to agree to exercise the rights, the 
less likely it is that those rights are substantive. However, a board of directors (or other 
governing body) whose members are independent of the decision maker may serve as 
a mechanism for numerous entities (or other parties) to act collectively in exercising 
their rights. Therefore, removal rights exercisable by an independent board of directors 
(or other governing body) are more likely to be substantive than if the same rights were 
exercisable individually by a large number of entities (or other parties). 

(c) Whether the party or parties that hold the rights would benefit from the exercise of 
those rights. For example, the holder of potential voting rights in another entity (see 
paragraphs AG49–AG52) shall consider the exercise or conversion price of the 
instrument. The terms and conditions of potential voting rights are more likely to be 
substantive when the instrument is in the money or the entity would benefit for other 
reasons (e.g., by realizing synergies between the entity and the other entity) from the 
exercise or conversion of the instrument.  

AG27. To be substantive, rights also need to be exercisable when decisions about the direction of 
the relevant activities need to be made. Usually, to be substantive, the rights need to be 
currently exercisable. However, sometimes rights can be substantive, even though the rights 
are not currently exercisable.  

AG28. Substantive rights exercisable by other parties can prevent an entity from controlling the 
entity being assessed for control to which those rights relate. Such substantive rights do not 
require the holders to have the ability to initiate decisions. As long as the rights are not 
merely protective (see paragraphs AG29–AG31), substantive rights held by other parties may 
prevent the entity from controlling the entity being assessed for control even if the rights give 
the holders only the current ability to approve or block decisions that relate to the relevant 
activities.  

Protective Rights 

AG29. In evaluating whether rights give an entity power over another entity, the entity shall assess 
whether its rights, and rights held by others, are protective rights. Protective rights relate to 
fundamental changes to the activities of another entity or apply in exceptional circumstances. 
However, not all rights that apply in exceptional circumstances or are contingent on events 
are protective (see paragraphs AG15 and AG55). 

AG30. Because protective rights are designed to protect the interests of their holder without giving 
that party power over the entity to which those rights relate, an entity that holds only 
protective rights cannot have power or prevent another party from having power over the 
entity to which those rights relate (see paragraph 25).  
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AG31. Examples of protective rights include but are not limited to: 

(a) A lender’s right to restrict a borrower from undertaking activities that could significantly 
change the credit risk of the borrower to the detriment of the lender.  

(b) The right of a party holding a non-controlling interest in an entity to approve capital 
expenditure greater than that required in the ordinary course of business, or to approve 
the issue of equity or debt instruments.  

(c) The right of a lender to seize the assets of a borrower if the borrower fails to meet 
specified loan repayment conditions. 

(d) The right of a regulator to curtail or close the operations of entities that are not 
complying with regulations or other requirements. For example, a pollution control 
authority may be able to close down activities of an entity that breaches environmental 
regulations.  

(e) The right to remove members of the governing body of another entity under certain 
restricted circumstances. For example, a state government may be able to remove or 
suspend the chairman of a municipality and appoint an administrator if the municipality 
is unable to make timely decisions about key policies.  

(f) The right of the government to remove tax deductibility for contributions to a not-for-
profit entity if the entity significantly changes its objectives or activities.  

(g) The right of an entity providing resources to a charity to demand that, if the charity were 
to be liquidated, the net assets of the charity would be distributed to an organization 
undertaking similar activities. (However, if the entity had the power to determine 
specifically to where the charity’s net assets would be distributed upon liquidation, the 
entity would have substantive rights in relation to the charity). 

Voting Rights 

AG32. Where an entity has voting or similar rights in respect of another entity, an entity should 
consider whether those rights give it the current ability to direct the relevant activities of the 
other entity. An entity considers the requirements in this section (paragraphs AG33–AG52) in 
making that assessment.  

Power with a Majority of the Voting Rights 

AG33. An entity that holds more than half of the voting rights of another entity has power in the 
following situations, unless paragraph AG34 or paragraph AG35 applies: 

(a) The relevant activities are directed by a vote of the holder of the majority of the voting 
rights; or 

(b) A majority of the members of the governing body that directs the relevant activities are 
appointed by a vote of the holder of the majority of the voting rights.  
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Majority of the Voting Rights but no Power  

AG34. For an entity that holds more than half of the voting rights of another entity, to have power 
over that other entity, the entity’s voting rights must be substantive, in accordance with 
paragraphs AG25–AG28, and must provide the entity with the current ability to direct the 
relevant activities, which often will be through determining operating and financing policies. If 
another entity has existing rights that provide that entity with the right to direct the relevant 
activities and that entity is not an agent of the entity making the assessment of control, the 
entity making the assessment of control does not have power over the other entity.  

AG35. An entity does not have power over another entity, even though the entity holds the majority 
of the voting rights in the other entity, when those voting rights are not substantive. For 
example, an entity that has more than half of the voting rights in another entity cannot have 
power if the relevant activities are subject to direction by a government, court, administrator, 
receiver, liquidator or regulator.  

Power without a Majority of the Voting Rights  

AG36. An entity can have power even if it holds less than a majority of the voting rights of another 
entity. An entity can have power with less than a majority of the voting rights of another entity, 
for example, through: 

(a) The power to appoint or remove a majority of the members of the board of directors (or 
other governing body), and control of the other entity is by that board or by that body 
(see paragraph AG38); 

(b) A binding arrangement between the entity and other vote holders (see 
paragraph AG39); 

(c) Rights arising from other binding arrangements or rights arising from legislative or 
executive authority (see paragraph AG40); 

(d) The entity’s voting rights (see paragraphs AG37 and AG44–AG48); 

(e) Potential voting rights (see paragraphs AG49–AG52); or 

(f) A combination of (a)–(e).  

Special Voting Rights Attaching to Ownership Interests (Golden Shares)  

AG37. An entity may have the right of decisive vote, thus to veto all other voting rights of another 
entity. This type of right is sometimes referred to as a “golden share”. Such special voting 
rights may give rise to power.  Usually these rights are documented in the founding 
documents of the other entity (such as articles of association), and are designed to restrict 
the level of voting or other rights that may be held by certain parties. They may also give an 
entity veto powers over any major change in the other entity, such as the sale of a major 
asset or of the other entity as a whole.  

Paragraph above amended to address comments by R16 and R21. 
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Control of the Board or Other Governing Body 

AG38. An entity may have the power to appoint or remove a majority of the members of the board of 
directors (or other governing body) as a result of binding arrangements (including existing 
legislation, regulation, contractual, or other arrangements).  

Binding Arrangement with Other Vote Holders 

AG39. A binding arrangement between an entity and other vote holders can give the entity the right 
to exercise voting rights sufficient to give the entity power, even if the entity does not have 
voting rights sufficient to give it power without the binding arrangement.  However, a binding 
arrangement might ensure that the entity can direct enough other vote holders on how to vote 
to enable the entity to make decisions about the relevant activities.  

Rights from Other Binding Arrangements and Legislative or Executive Authority 

AG40. Other decision-making rights, in combination with voting rights, can give an entity the current 
ability to direct the relevant activities. For example, the rights specified in a binding 
arrangement and rights arising from legislative or executive authority in combination with 
voting rights may give an entity the current ability to direct the operating or financing policies 
or other key activities of another entity that significantly affect the benefits received by the 
entity. However, an entity would not control another entity if that other entity were able to 
determine its policy or program to a significant extent, (for example, by failing to comply with 
the binding arrangement and accepting the consequences, or by changing its constitution or 
dissolving itself). 

Economic Dependence 

AG41. Economic dependence, alone, does not give rise to power over an entity for the purposes of 
this Standard. Economic dependence may occur when: 

(a) An entity has a single major client and the loss of that client could affect the existence 
of the entity’s operations; or 

(b) An entity’s activities are predominantly funded by grants and donations and it receives 
the majority of its funding from a single entity.  

AG42. An entity may be able to influence the financial and operating policies of another entity that is 
dependent on it for funding. However, a combination of factors will need to be considered to 
determine whether the economic dependence is such that the economically dependent entity 
no longer has the ultimate power to govern its own financial or operating policies. If an 
economically dependent entity retains discretion as to whether it will take funding from an 
entity, or do business with an entity, the economically dependent entity still has the ultimate 
power to govern its own financial or operating policies. For example, a private school that 
accepts funding from a government but whose governing body has retained discretion with 
respect to accepting funds or the manner in which those funds are to be used, would still 
have the ultimate power to govern its own financial or operating policies. This may be so 
even if government grants provided to such an entity requires it to comply with specified 
conditions. Although the entity might receive government grants for the construction of capital 
assets and operating costs subject to specified service standards or restrictions on user fees, 
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its governing bodies may have ultimate discretion about how assets are used; the entity 
would therefore control its financial and operating policies. It is also important to distinguish 
between the operations of an entity and an entity itself. The loss of a major client might affect 
the viability of the operations of an entity but not the existence of the entity itself.  

The Entity’s Voting Rights 

AG43. An entity with less than a majority of the voting rights has rights that are sufficient to give it 
power when the entity has the practical ability to direct the relevant activities unilaterally.  

AG44. When assessing whether an entity’s voting rights are sufficient to give it power, an entity 
considers all facts and circumstances, including: 

(a) The size of the entity’s holding of voting rights relative to the size and dispersion of 
holdings of the other vote holders, noting that: 

(i) The more voting rights an entity holds, the more likely the entity is to have 
existing rights that give it the current ability to direct the relevant activities; 

(ii) The more voting rights an entity holds relative to other vote holders, the more 
likely the entity is to have existing rights that give it the current ability to direct the 
relevant activities; 

(iii) The more parties that would need to act together to outvote the entity, the more 
likely the entity is to have existing rights that give it the current ability to direct the 
relevant activities;  

(b) Potential voting rights held by the entity, other vote holders or other parties (see 
paragraphs AG49–AG52); 

(c) Rights arising from other binding arrangements (see paragraph AG40); and 

(d) Any additional facts and circumstances that indicate the entity has, or does not have, 
the current ability to direct the relevant activities at the time that decisions need to be 
made, including voting patterns at previous shareholders’ meetings. 

AG45. When the direction of relevant activities is determined by majority vote and an entity holds 
significantly more voting rights than any other vote holder or organized group of vote holders, 
and the other shareholdings are widely dispersed, it may be clear, after considering the 
factors listed in paragraph AG44(a)–(c) alone, that the entity has power over the other entity.  

AG46. In other situations, it may be clear after considering the factors listed in paragraph AG44(a)–
(c) alone that an entity does not have power.  

AG47. However, the factors listed in paragraph AG44(a)–(c) alone may not be conclusive. If an 
entity, having considered those factors, is unclear whether it has power, it shall consider 
additional facts and circumstances, such as whether other shareholders are passive in nature 
as demonstrated by voting patterns at previous shareholders’ meetings. This includes the 
assessment of the factors set out in paragraph AG20 and the indicators in paragraphs AG21–
AG23. The fewer voting rights the entity holds, and the fewer parties that would need to act 
together to outvote the entity, the more reliance would be placed on the additional facts and 
circumstances to assess whether the entity’s rights are sufficient to give it power. When the 
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facts and circumstances in paragraphs AG20–AG23 are considered together with the entity’s 
rights, greater weight shall be given to the evidence of power in paragraph AG20 than to the 
indicators of power in paragraphs AG21–AG23. 

AG48. If it is not clear, having considered the factors listed in paragraph AG44(a)–(d), that the entity 
has power, the entity does not control the other entity. 

Potential Voting Rights 

AG49. When assessing control, an entity considers its potential voting rights as well as potential 
voting rights held by other parties, to determine whether it has power. Potential voting rights 
are rights to obtain voting rights of another entity, such as those arising from convertible 
instruments or options, including forward contracts. Those potential voting rights are 
considered only if the rights are substantive (see paragraphs AG25–AG28). 

AG50. When considering potential voting rights, an entity shall consider the purpose and design of 
the instrument, as well as the purpose and design of any other involvement the entity has 
with the other entity. This includes an assessment of the various terms and conditions of the 
instrument as well as the entity’s apparent expectations, motives and reasons for agreeing to 
those terms and conditions.  

AG51. If the entity also has voting or other decision-making rights relating to the other entity’s 
activities, the entity assesses whether those rights, in combination with potential voting rights, 
give the entity power.  

AG52. Substantive potential voting rights alone, or in combination with other rights, can give an 
entity the current ability to direct the relevant activities. For example, this is likely to be the 
case when an entity holds 40 per cent of the voting rights of another entity and, in 
accordance with paragraph AG26, holds substantive rights arising from options to acquire a 
further 20 per cent of the voting rights. 

Power when Voting or Similar Rights do not have a Significant Effect on Benefits 

AG53. In assessing the purpose and design of another entity (see paragraphs AG5–AG8), an entity 
shall consider the involvement and decisions made at the inception of the other entity as part 
of its design and evaluate whether the transaction terms and features of the involvement 
provide the entity with rights that are sufficient to give it power. Being involved in the design 
of another entity alone is not sufficient to give an entity control of that other entity. However, 
involvement in the design of the other entity may indicate that the entity had the opportunity 
to obtain rights that are sufficient to give it power over the other entity and hence the ability to 
determine the purpose and design of an entity may give rise to power. In the case of an entity 
established with most (or all) of its relevant activities predetermined at inception, assessing 
the impact of having the ability to determine the purpose and design of an entity may be more 
relevant to the control assessment than any on-going decision-making rights.  

Paragraph A53 amended in response to a comment by R21. 

AG54. In addition, an entity shall consider rights arising from binding arrangements such as call rights, 
put rights, liquidation rights and rights arising from legislative or executive authority established 
at the inception of the other entity. When binding arrangements involve activities that are 
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closely related to the other entity, then these activities are, in substance, an integral part of the 
other entity’s overall activities, even though they may occur outside the legal boundaries of the 
other entity. Therefore, explicit or implicit decision-making rights embedded in binding 
arrangements that are closely related to the other entity need to be considered as relevant 
activities when determining power over the other entity.  

AG55. For some other entities, relevant activities occur only when particular circumstances arise or 
events occur. The other entity may be designed so that the direction of its activities and the 
benefits from those activities are predetermined unless and until those particular 
circumstances arise or events occur. In this case, only the decisions about the other entity’s 
activities when those circumstances or events occur can significantly affect its benefits and 
thus be relevant activities. The circumstances or events need not have occurred for an entity 
with the ability to make those decisions to have power. The fact that the right to make 
decisions is contingent on circumstances arising or an event occurring does not, in itself, 
make those rights protective. 

AG56. An entity may have an explicit or implicit commitment to ensure that another entity continues 
to operate as designed. Such a commitment may increase the entity’s exposure to variability 
of benefits and thus increase the incentive for the entity to obtain rights sufficient to give it 
power.  Therefore a commitment to ensure that another entity operates as designed may be 
an indicator that the entity has power, but does not, by itself, give an entity power, nor does it 
prevent another party from having power.  

Exposure, or Rights, to Variable Benefits from another Entity 

AG57. When assessing whether an entity has control of another entity, the entity determines 
whether it is exposed, or has rights, to variable benefits from its involvement with the other 
entity.  

AG58. Variable benefits are benefits that are not fixed and have the potential to vary as a result of 
the performance of another entity. Variable benefits can be only positive, only negative or 
both positive and negative (see paragraph 26). An entity assesses whether benefits from 
another entity are variable and how variable those benefits are on the basis of the substance 
of the arrangement and regardless of the legal form of the benefits. For example:  

(a) In the context of non-financial benefits an entity may receive benefits as a result of the 
activities of another entity furthering its objectives. The benefits may be variable 
benefits for the purpose of this Standard because they may expose the entity to the 
performance risk of the other entity. If the other entity were unable to perform those 
activities then the entity might incur additional costs, either from undertaking the 
activities itself or by providing additional funds or other forms of assistance to enable 
the other entity to continue providing those activities. 

(b) In the context of financial benefits an entity can hold a bond with fixed interest 
payments.  The fixed interest payments are variable benefits for the purpose of this 
Standard because they are subject to default risk and they expose the entity to the 
credit risk of the issuer of the bond. The amount of variability (i.e., how variable those 
benefits are) depends on the credit risk of the bond. Similarly, fixed performance fees 
for managing another entity’s assets are variable benefits because they expose the 
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entity to the performance risk of the other entity. The amount of variability depends on 
the other entity’s ability to generate sufficient revenue to pay the fee. 

Link between Power and Benefits 

Delegated Power  

AG59. It is common for public sector entities to be responsible for carrying out government policy. In 
some cases they may have the authority to act in their own right, in other cases they may act 
as agent for a Minister or another entity. For example: 

(a) A government department, which is authorized by a Minister to act on the Minister’s 
behalf, might act solely as an agent of the responsible Minister in relation to another 
entity. In such cases the department would not control the other entity and would not 
consolidate it.  

(b) A government department may operate under a delegation of power from a Minister. 
The department uses its own discretion in making decisions and taking actions and is 
not subject to direction from the Minister. In such cases the department is acting in its 
own right and would need to apply the other requirements of this Standard to determine 
whether it controlled another entity. The scope of the department’s decision-making 
authority over another entity would be a significant factor in distinguishing whether it is 
acting as an agent or as a principal.  

(c) An entity may establish a trust to carry out specified activities and appoints the trustee. 
The trustee is responsible for making decisions about the financing and operating 
activities of the trust in accordance with the trust deed. If the entity can replace the 
trustee at its discretion, the entity would need to assess whether it controls the trust 
given that, for example, it would be exposed, or have rights, to variable benefits in 
terms of the extent to which its objectives are achieved or furthered through the 
activities of the trust.  

AG60. An entity may delegate its decision-making authority to an agent on some specific issues or 
on all relevant activities. When assessing whether it controls another entity, the entity shall 
treat the decision-making rights delegated to its agent as held by the entity directly. In 
situations where there is more than one principal, each of the principals shall assess whether 
it has power over the other entity by considering the requirements in paragraphs AG5–
AG56. Paragraphs AG61–AG73 provide guidance on determining whether a decision maker 
is an agent or a principal.  

AG61. A decision maker shall consider the overall relationship between itself, the other entity being 
managed (and assessed for control) and other parties involved with that entity. In particular, a 
decision maker shall consider all the factors below, in determining whether it is an agent: 

(a) The scope of its decision-making authority over the other entity (paragraphs AG63 
and AG64); 

(b) The rights held by other parties (paragraphs AG65–AG68); 

(c) The remuneration to which it is entitled in accordance with the remuneration 
agreement(s) (paragraphs AG69–AG71); and 
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(d) The decision maker’s exposure to variability of benefits from other interests that it holds 
in the other entity (paragraphs AG72 and AG73). 

Different weightings shall be applied to each of the factors on the basis of particular facts and 
circumstances.  

AG62. Determining whether a decision maker is an agent requires an evaluation of all the factors 
listed in paragraph AG61 unless a single party holds substantive rights to remove the 
decision maker (removal rights) and can remove the decision maker without cause (see 
paragraph AG66).  

The Scope of the Decision-Making Authority 

AG63. The scope of a decision maker’s decision-making authority is evaluated by considering: 

(a) The activities that are permitted according to the decision-making agreement(s) and 
specified by law, and 

(b) The discretion that the decision maker has when making decisions about those 
activities.  

AG64. A decision maker shall consider the purpose and design of the other entity, the risks to which 
the other entity was designed to be exposed, the risks it was designed to pass on to the 
parties involved and the level of involvement the decision maker had in the design of another 
entity. For example, if a decision maker is significantly involved in the design of the other 
entity (including in determining the scope of decision-making authority), that involvement may 
indicate that the decision maker had the opportunity and incentive to obtain rights that result 
in the decision maker having the ability to direct the relevant activities.  

Rights held by Other Parties 

AG65. Substantive rights held by other parties may affect the decision maker’s ability to direct the 
relevant activities of another entity. Substantive removal or other rights may indicate that the 
decision maker is an agent.  

AG66. When a single party holds substantive removal rights and can remove the decision maker 
without cause, this, in isolation, is sufficient to conclude that the decision maker is an agent.  
If more than one party holds such rights (and no individual party can remove the decision 
maker without the agreement of other parties) those rights are not, in isolation, conclusive in 
determining that a decision maker acts primarily on behalf and for the benefit of others. In 
addition, the greater the number of parties required to act together to exercise rights to 
remove a decision maker and the greater the magnitude of, and variability associated with, 
the decision maker’s other economic interests (i.e., remuneration and other interests), the 
less the weighting that shall be placed on this factor. 

AG67. Substantive rights held by other parties that restrict a decision maker’s discretion shall be 
considered in a similar manner to removal rights when evaluating whether the decision maker 
is an agent. For example, a decision maker that is required to obtain approval from a small 
number of other parties for its actions is generally an agent. (See paragraphs AG25–AG28 
for additional guidance on rights and whether they are substantive). 
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AG68. Consideration of the rights held by other parties shall include an assessment of any rights 
exercisable by another entity’s board of directors (or other governing body) and their effect on 
the decision-making authority (see paragraph AG26(b)).  

Remuneration  

AG69. The greater the magnitude of, and variability associated with, the decision maker’s 
remuneration relative to the benefits expected from the activities of the other entity, the more 
likely the decision maker is a principal.  

AG70. In determining whether it is a principal or an agent the decision maker shall also consider 
whether the remuneration agreement includes only terms, conditions or amounts that are 
customarily present in arrangements for similar services and level of skills negotiated on an 
arm’s length basis.  

AG71. A decision maker cannot be an agent unless the conditions set out in paragraph AG72(a) and 
(b) are present.  However, meeting those conditions in isolation is not sufficient to conclude 
that a decision maker is an agent.  

Exposure to Variability of Benefits from Other Interests  

AG72. A decision maker that holds other interests in another entity (e.g., investments in the other 
entity or provides guarantees with respect to the performance of the other entity), shall 
consider its exposure to variability of benefits from those interests in assessing whether it is 
an agent.  Holding other interests in another entity indicates that the decision maker may be 
a principal.  

AG73. In evaluating its exposure to variability of benefits from other interests in the other entity a 
decision maker shall consider the following: 

(a) The greater the magnitude of, and variability associated with, its economic interests, 
considering its remuneration and other interests in aggregate, the more likely the 
decision maker is a principal.  

(b) Whether its exposure to variability of benefits is different from that of the other entities 
that receive benefits from the entity being assessed for control and, if so, whether 
this might influence its actions. For example, this might be the case when a decision 
maker holds subordinated interests in, or provides other forms of credit enhancement 
to, another entity.  

The decision maker shall evaluate its exposure relative to the total variability of benefits of 
the other entity.  This evaluation is made primarily on the basis of benefits expected from the 
activities of the other entity but shall not ignore the decision maker’s maximum exposure to 
variability of benefits of the other entity through other interests that the decision maker holds.  

Relationship with Other Parties 

AG74. When assessing control, an entity shall consider the nature of its relationship with other 
parties and whether those other parties are acting on the entity’s behalf (i.e., they are “de 
facto agents”). The determination of whether other parties are acting as de facto agents 
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requires judgment, considering not only the nature of the relationship but also how those 
parties interact with each other and the entity. 

AG75. Such a relationship need not involve a binding arrangement. Such relationships could also 
arise from legislative or executive authority. A party is a de facto agent when the entity has, 
or those that direct the activities of the entity have, the ability to direct that party to act on the 
entity’s behalf. In these circumstances, the entity shall consider its de facto agent’s decision-
making rights and its indirect exposure, or rights, to variable benefits through the de facto 
agent together with its own when assessing control of another entity.  

AG76. The following are examples of such other parties that, by the nature of their relationship, 
might act as de facto agents for the entity: 

(a) The entity’s related parties. 

(b) A party that received its interest in the other entity as a contribution or loan from the 
entity making the assessment of control. 

(c) A party that has agreed not to sell, transfer or encumber its interests in the other entity 
without the entity’s prior approval (except for situations in which the entity and the other 
party have the right of prior approval and the rights are based on mutually agreed 
terms by willing independent parties). 

(d) A party that cannot finance its operations without subordinated financial support from 
the entity. 

(e) Another entity for which the majority of the members of its governing body or for which 
its key management personnel are the same as those of the entity. 

(f) A party that has a close business relationship with the entity, such as the relationship 
between a professional service provider and one of its significant clients.  

Control of Specified Assets 

AG77. An entity shall consider whether it treats a portion of another entity as a deemed separate 
entity and, if so, whether it controls the deemed separate entity. 

AG78. An entity shall treat a portion of another entity as a deemed separate entity if and only if the 
following condition is satisfied: 

Specified assets of the other entity (and related credit enhancements, if any) are 
the only source of payment for specified liabilities of, or specified other interests in, 
the other entity. Parties other than those with the specified liability do not have 
rights or obligations related to the specified assets or to residual cash flows from 
those assets. In substance, none of the benefits from the specified assets can be 
used by the remaining portion of the other entity and none of the liabilities of the 
deemed separate entity are payable from the assets of the remainder of the other 
entity. Thus, in substance, all the assets, liabilities and equity instruments of that 
deemed separate entity are ring-fenced from the overall other entity. Such a 
deemed separate entity is often called a “silo”.  

AG79. When the condition in paragraph AG78 is satisfied, an entity shall identify the activities that 
significantly affect the benefits of the deemed separate entity and how those activities are 
directed in order to assess whether it has power over that portion of the other entity. When 
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assessing control of the deemed separate entity, the entity shall also consider whether it has 
exposure or rights to variable benefits from its involvement with that deemed separate entity 
and the ability to use its power over that portion of the other entity to affect the amount of the 
benefits from that entity.  

AG80. If the entity controls the deemed separate entity, the entity shall consolidate that portion of 
the other entity. In that case, other parties exclude that portion of the other entity when 
assessing control of, and in consolidating, the other entity. 

Continuous Assessment 

AG81. An entity shall reassess whether it controls another entity if facts and circumstances indicate 
that there are changes to one or more of the three elements of control listed in paragraph 16. 

AG82. If there is a change in how power over another entity can be exercised, that change must be 
reflected in how an entity assesses its power over another entity. For example, changes to 
decision-making rights can mean that the relevant activities are no longer directed through 
voting rights, but instead other agreements, such as contracts, give another party or parties 
the current ability to direct the relevant activities.  

AG83. An event can cause an entity to gain or lose power over another entity without the entity 
being involved in that event. For example, an entity can gain power over another entity 
because decision-making rights held by another party or parties that previously prevented the 
entity from controlling another entity have lapsed. 

AG84. An entity also considers changes affecting its exposure, or rights, to variable benefits from its 
involvement with another entity.  For example, an entity that has power over another entity 
can lose control of that other entity if the entity ceases to be entitled or have the ability to 
receive benefits or to be exposed to obligations, because the entity would fail to satisfy 
paragraph 14(b) (e.g., if a contract to receive performance-related fees is terminated).  

Paragraph AG84 amended in response to a comment from R21. 

AG85. An entity shall consider whether its assessment that it acts as an agent or a principal has 
changed.  Changes in the overall relationship between the entity and other parties can mean 
that an entity no longer acts as an agent, even though it has previously acted as an agent, 
and vice versa.  For example, if changes to the rights of the entity, or of other parties, occur, 
the entity shall reconsider its status as a principal or an agent. 

AG86. An entity’s initial assessment of control or its status as a principal or an agent would not 
change simply because of a change in market conditions (e.g., a change in the other entity’s 
benefits driven by market conditions), unless the change in market conditions changes one 
or more of the three elements of control listed in paragraph 16 or changes the overall 
relationship between a principal and an agent. 

Determining Whether an Entity is an Investment Entity 
AG87. An entity shall consider all facts and circumstances when assessing whether it is an 

investment entity, including its purpose and design. Paragraphs AG88–AG105 describe 
aspects of the definition of an investment entity in more detail. 
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Number of Investors 

AG88. The definition of an investment entity requires that the entity have one or more investors. An 
investment entity may have several investors who pool their funds to gain access to 
investment management services and investment opportunities that they might not have had 
access to individually. Having several investors would make it less likely that the entity, or 
other members of the economic entity containing the entity, would obtain benefits other than 
capital appreciation or investment revenue. 

AG89. However, in the public sector it is also common for an investment entity to be formed by, or 
for, a single controlling entity that represents or supports the interests of a wider group of 
investors (e.g., a pension fund, government investment fund or trust).  

Ownership Interests 

AG90. An investment entity is typically, but is not required to be, a separate legal entity. The 
investors in an investment entity will often, but not always, have ownership interests in the 
form of equity or similar interests (e.g., partnership interests), to which proportionate shares 
of the net assets of the investment entity are attributed. The definition of an investment entity 
does not specify that all investors must have the same rights. Having different classes of 
investors, some of which have rights only to a specific investment or groups of investments or 
which have different proportionate shares of the net assets, does not preclude an entity from 
being an investment entity.  

AG91. The definition of an investment entity does not specify that the investors must have an 
ownership interest that meets the definition of net assets/equity in accordance with other 
applicable IPSASs. An entity that has significant ownership interests in the form of debt that 
does not meet the definition of net assets/equity may still qualify as an investment entity, 
provided that the debt holders are exposed to variable returns from changes in the fair value 
of the entity’s net assets.  

Purpose  

AG92. The definition of an investment entity requires that the purpose of the entity is to invest solely 
for returns from capital appreciation, investment revenue (such as dividends or similar 
distributions, interest or rental revenue), or both. Documents that indicate what the entity’s 
investment objectives are, such as the entity’s mandate, constitution, offering memorandum, 
publications distributed by the entity and other corporate or partnership documents, will 
typically provide evidence of an investment entity’s purpose. Further evidence may include 
the manner in which the entity presents itself to other parties; for example, an entity may 
present its objective as providing medium-term investment for capital appreciation.  

AG93. An entity that has additional objectives that are inconsistent with the purpose of an 
investment entity would not meet the definition of an investment entity. Examples of when 
this may occur are as follows: 

(a) An investor whose objective is to jointly develop, produce or market products with its 
investees. The entity will earn returns from the development, production or marketing 
activity as well as from its investments; 
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(b) An investor whose objectives require it to be aligned with the economic, social or 
environmental policies of another entity. For example, if an entity is required to align its 
investment policies with other objectives such as owning certain businesses or 
improving employment outcomes in a jurisdiction; and 

(c) An investor whose individual investment decisions have to be ratified or approved by a 
controlling entity or which is required to follow the direction of a controlling entity. Such 
ratifications, approvals or decisions are likely to be inconsistent with the purpose of an 
investment entity.   

AG94. An entity’s purpose may change over time. In assessing whether it continues to meet the 
definition of an investment entity, an entity would need to have regard to any changes in the 
environment in which it operates and the impact of such changes on its investment strategy.  

Demonstrating Purpose through Holding More than One Investment 

AG95. An investment entity may have a number of ways in which it can demonstrate that its purpose 
is to invest funds from capital appreciation, investment revenue or both. One way is by 
holding several investments to diversify its risk and maximize its returns. An entity may hold a 
portfolio of investments directly or indirectly, for example by holding a single investment in 
another investment entity that itself holds several investments.  

AG96. There may be times when the entity holds a single investment. However, holding a single 
investment does not necessarily prevent an entity from meeting the definition of an 
investment entity. For example, an investment entity may hold only a single investment when 
the entity: 

(a) Is in its start-up period and has not yet identified suitable investments and, therefore, 
has not yet executed its investment plan to acquire several investments; 

(b) Has not yet made other investments to replace those it has disposed of;  

(c) Is established to pool investors’ funds to invest in a single investment when that 
investment is unobtainable by individual investors (e.g., when the required minimum 
investment is too high for an individual investor); or 

(d) Is in the process of being disestablished.  

Investment-related Services and Activities 

AG97. An investment entity may provide investment-related services (e.g., investment advisory 
services, investment management, investment support and administrative services), either 
directly or through a controlled entity, to third parties as well as to its controlling entity or other 
investors, even if those activities are substantial to the entity.  

AG98. An investment entity may also participate in the following investment-related activities, either 
directly or through a controlled entity, if these activities are undertaken to maximize the 
investment return (capital appreciation or investment revenue) from its investees and do not 
represent a separate substantial activity or a separate substantial source of revenue to the 
investment entity: 
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(a) Providing management services and strategic advice to an investee; and 

(b) Providing financial support to an investee, such as a loan, capital commitment or 
guarantee.  

AG99. If an investment entity has a controlled entity that provides is not itself an investment entity 
and whose main purpose is to support the investment entity’s investment activities by 
providing investment-related services or activities, such as those described in paragraphs 
AG97–AG98, to the entity or other parties, it shall consolidate that controlled entity in 
accordance with paragraph 53. If the subsidiary that provides the investment-related services 
or activities is itself an investment entity, the investment entity parent shall measure the 
subsidiary at fair value through profit or loss in accordance with paragraph 52   

The paragraph above has been amended to reflect proposals in IASB ED/2014/2 Investment 
Entities–Applying the Consolidation Exception (Proposed amendments to IFRS 10 and 
IAS 28).  

Exit Strategies 

AG100. An entity’s investment plans also provide evidence of its business purpose. One feature that 
differentiates an investment entity from other entities is that an investment entity does not 
plan to hold its investments indefinitely; it holds them for a limited period. Because equity 
investments and non-financial asset investments have the potential to be held indefinitely, an 
investment entity shall have an exit strategy documenting how the entity plans to realize 
capital appreciation from substantially all of its equity investments and non-financial asset 
investments. An investment entity shall also have an exit strategy for any debt instruments 
that have the potential to be held indefinitely, for example perpetual debt investments. The 
entity need not document specific exit strategies for each individual investment but shall 
identify different potential strategies for different types or portfolios of investments, including a 
substantive time frame for exiting the investments. Exit mechanisms that are only put in place 
for default events, such as a breach of contract or non-performance, are not considered exit 
strategies for the purpose of this assessment. 

AG101. Exit strategies can vary by type of investment. For investments in private equity securities, 
examples of exit strategies include an initial public offering, a private placement, a trade sale 
of a business, distributions (to investors) of ownership interests in investees and sales of 
assets (including the sale of an investee’s assets followed by a liquidation of the investee). 
For equity investments that are traded in a public market, examples of exit strategies include 
selling the investment in a private placement or in a public market. For real estate 
investments, an example of an exit strategy includes the sale of the real estate through 
specialized property dealers or the open market. 

AG102. An investment entity may have an investment in another investment entity that is formed in 
connection with the entity for legal, regulatory, tax or similar business reasons. In this case, 
the investment entity investor need not have an exit strategy for that investment, provided 
that the investment entity investee has appropriate exit strategies for its investments. 
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Fair Value Measurement 

AG103. An essential element of the definition of an investment entity is that it measures and 
evaluates the performance of substantially all of its investments on a fair value basis, 
because using fair value results in more relevant information than, for example, consolidating 
its controlled entities or using the equity method for its interests in associates or joint 
ventures. In order to demonstrate that it meets this element of the definition, an investment 
entity: 

(a) Provides investors with fair value information and measures substantially all of its 
investments at fair value in its financial statements whenever fair value is required or 
permitted in accordance with IPSASs; and 

(b) Reports fair value information internally to the entity’s key management personnel (as 
defined in IPSAS 20, Related Party Disclosures), who use fair value as the primary 
measurement attribute to evaluate the performance of substantially all of its 
investments and to make investment decisions.  

AG104. In order to meet the requirement in AG103(a), an investment entity would: 

(a) Elect to account for any investment property using the fair value model in IPSAS 16, 
Investment Property;  

(b) Elect the exemption from applying the equity method in IPSAS XX (ED 50) for its 
investments in associates and joint ventures; and refer to cost and equity method; and 

(c) Measure its financial assets at fair value using the requirements in IPSAS 29.  

AG105. An investment entity may have some non-investment assets, such as a head office property 
and related equipment, and may also have financial liabilities. The fair value measurement 
element of the definition of an investment entity in paragraph 50(c) applies to an investment 
entity’s investments. Accordingly, an investment entity need not measure its non-investment 
assets or its liabilities at fair value.  
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Appendix B 

Amendments to Other IPSASs 

IPSAS 1, Presentation of Financial Statements 
Paragraphs 4, 12, 88(n), 95(d), 97, 103, 118 and 135 are amended and paragraph 153E added as 
follows: 

4. This Standard applies equally to all entities including those that present consolidated financial 
statements in accordance with IPSAS XX (ED 49), Consolidated Financial Statements and those 
that present whether or not they need to prepare consolidated financial statements or separate 
financial statements, as defined in accordance with IPSAS XX (ED 48)6, Consolidated and 
Separate Financial Statements. 

 

The definitions policy will determine whether the terms controlled entity and controlling entity are shown in 
IPSAS 1 or the draft Standard based on ED 49. This will be addressed at a staff level. 

12. GBEs include both trading enterprises, such as utilities, and financial enterprises, such as financial 
institutions. GBEs are, in substance, no different from entities conducting similar activities in the 
private sector. GBEs generally operate to make a profit, although some may have limited 
community service obligations under which they are required to provide some individuals and 
organizations in the community with goods and services at either no charge or a significantly 
reduced charge. IPSAS XX (ED 49), IPSAS 6 provides guidance on determining whether control 
exists for financial reporting purposes, and should be referred to in determining whether a GBE is 
controlled by another public sector entity.  

88. As a minimum, the face of the statement of financial position shall include line items that 
present the following amounts:  

(a) … 

(n)  Minority Non-controlling interest, presented within net assets/equity; and 

95. When an entity has no share capital, it shall disclose net assets/equity, either on the face of 
the statement of financial position or in the notes, showing separately:  

(a) … 

(d)  Minority Non-controlling interests. 

97. In some cases, there may be a minority non-controlling interest in the net assets/equity of the 
entity. For example, at the whole-of-government level, the economic entity may include a GBE that 
has been partly privatized. Accordingly, there may be private shareholders who have a financial 
interest in the net assets/equity of the entity. 

103. The following items shall be disclosed on the face of the statement of financial performance as 
allocations of surplus or deficit for the period: 

(a) Surplus or deficit attributable to minority non-controlling interest; and 

(b) Surplus or deficit attributable to owners of the controlling entity. 
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118. An entity shall present a statement of changes in net assets/equity showing on the face of 
the statement: 

(a) … 

(c) Total revenue and expense for the period (calculated as the sum of (a) and (b)), 
showing separately the total amounts attributable to owners of the controlling entity 
and to minority non-controlling interest; and 

135. Each entity considers the nature of its operations and the policies that the users of its financial 
statements would expect to be disclosed for that type of entity. For example, public sector entities 
would be expected to disclose an accounting policy for recognition of taxes, donations, and other 
forms of non-exchange revenue. When an entity has significant foreign operations or transactions 
in foreign currencies, disclosure of accounting policies for the recognition of foreign exchange gains 
and losses would be expected. When entity combinations have occurred, the policies used for 
measuring goodwill and minority non-controlling interest are disclosed. 

153E. IPSAS XX (ED 49) and IPSAS XX (ED 52), Disclosure of Interests in Other Entities, issued in 
[Date], amended paragraphs 4, 12, 88(n), 95(d), 97, 103, 118, 134, 135 and 139. An entity shall 
apply those amendments when it applies IPSAS XX (ED 49), and IPSAS XX (ED 52). 

In the Implementation Guidance that accompanies IPSAS 1, all references to “minority interest” 
are replaced with “non-controlling interest”. 

IPSAS 2, Cash Flow Statements  
Paragraphs 8 and 30(b) areis amended and paragraphs 50A, 52A, 52B and 63C are added as 
follows: 

8. The following terms are used in this Standard with the meanings specified: 

… 

 Control is the power to govern the financial and operating policies of another entity so as to 
benefit from its activities.  

 Control: An entity controls another entity when the entity is exposed, or has rights, to 
variable benefits from its involvement with the other entity and has the ability to affect the 
nature and amount of those benefits through its power over the other entity. 

 

30. Under the indirect method, the net cash flow from operating activities is determined by adjusting 
surplus or deficit from ordinary activities for the effects of: 

(a) … 

(b)  Non-cash items such as depreciation, provisions, deferred taxes, unrealized foreign currency 
gains and losses, undistributed surpluses of associates, and minority non-controlling 
interests; and 
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50A An investment entity, as defined in IPSAS XX (ED 49), Consolidated Financial Statements, need 
not apply paragraphs 50(c) or 50(d) to an investment in a controlled entity that is required to be 
measured at fair value through surplus or deficit. 

52A  Cash flows arising from changes in ownership interests in a controlled entity that do not result in a 
loss of control shall be classified as cash flows from financing activities, unless the controlled entity 
is held by an investment entity, as defined in IPSAS XX (ED 49) and is required to be measured at 
fair value through surplus or deficit. 

52B Changes in ownership interests in a controlled entity that do not result in a loss of control, such as 
the subsequent purchase or sale by a controlling entity of a controlled entity’s equity instruments, 
are accounted for as equity transactions (see IPSAS XX (ED 49)), unless the controlled entity is 
held by an investment entity and is required to be measured at fair value through surplus or deficit. 
Accordingly, the resulting cash flows are classified in the same way as other transactions described 
in paragraph 26. 

63C. IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 
paragraph 30(b) and added paragraphs 52A and 52B. An entity shall apply those 
amendments when it applies IPSAS XX (ED 49) and IPSAS XX (ED 51). 

IPSAS 4, The Effects of Changes in Foreign Exchange Rates 
Paragraphs 22, 47, 51, 53 and 55 are amended and paragraph 71A is added as follows: 

22. This Standard also permits a stand-alone entity preparing financial statements or an entity 
preparing separate financial statements in accordance with IPSAS XX (ED 48)6, Consolidated and 
Separate Financial Statements, to present its financial statements in any currency (or currencies). If 
the entity’s presentation currency differs from its functional currency, its financial performance and 
financial position are also translated into the presentation currency in accordance with paragraphs 
43–59. 

47. The exchange differences referred to in paragraph 44(c) result from: 

… 

These exchange differences are not recognized in surplus or deficit because the changes in 
exchange rates have little or no direct effect on the present and future cash flows from operations. 
When the exchange differences relate to a foreign operation that is consolidated but is not wholly 
owned, accumulated exchange differences arising from translation and attributable to minority 
interests are allocated to, and recognized as part of, minority non-controlling interests in the 
consolidated statement of financial position.  

51. The incorporation of the financial performance and financial position of a foreign operation with 
those of the reporting entity follows normal consolidation procedures, such as the elimination of 
balances and transactions within an economic entity (see IPSAS 6  IPSAS XX (ED 49), 
Consolidated Financial Statements and IPSAS 8, Interests in Joint Ventures.)  

53. When the financial statements of a foreign operation are as of a date different from that of the 
reporting entity, the foreign operation often prepares additional statements as of the same date as 
the reporting entity’s financial statements. When this is not done, IPSAS XX (ED 49) IPSAS 6 
specifies requirements for when the reporting period of the controlling entity is different from that of 
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a controlled entity allows the use of a different reporting date, provided that (a) the difference is no 
greater than three months, and (b) adjustments are made for the effects of any significant 
transactions or other events that occur between the different dates. 

55. Adjustments are made for significant changes in exchange rates up to the reporting date of the 
reporting entity in accordance with IPSAS XX (ED 49) IPSAS 6 ….. 

71A. IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 
paragraphs 22, 47, 51, 53 and 55. An entity shall apply those amendments when it applies 
IPSAS XX (ED 49) and IPSAS XX (ED 51).  

IPSAS 18, Segment Reporting  
Paragraph 41 is amended as follows: 

41. The financial statements for the whole-of-government, and certain other controlling entities, will 
require the consolidation of a number of separate entities such as departments, agencies, and 
GBEs. In preparing these consolidated financial statements, transactions and balances between 
controlled entities will be eliminated in accordance with IPSAS XX (ED 49)IPSAS 6, Consolidated 
and Separate Financial Statements. However, segment revenue, segment expense, segment 
assets, and segment liabilities are determined before balances and transactions between entities 
within the economic entity are eliminated as part of the consolidation process, except to the extent 
that such intra-economic entity balances and transactions are between entities within a single 
segment. 

IPSAS 20, Related Party Disclosures 
Paragraph 24 and 33 are amended and paragraph 42A added as follows: 

24. Some IPSASs also require disclosure of transactions with related parties. For example, IPSAS 1 
requires disclosure of amounts payable to and receivable from controlling entities, fellow controlled 
entities, associates, and other related parties. IPSAS 6, Consolidated and Separate Financial 
Statements, and IPSAS 7 require disclosure of a list of significant controlled entities and associates. 
IPSAS XX (ED 52), Disclosure of Interests in Other Entities, requires an entity to disclose 
information that enables users of its consolidated financial statements to understand the 
composition of the economic entity and information about each joint arrangement and associate 
that is material to the reporting entity.  

33. Disclosure of related party transactions between members of an economic entity is unnecessary in 
consolidated financial statements, because consolidated financial statements present information 
about the controlling entity and controlled entities as a single reporting entity. Related party 
transactions that occur between entities within an economic entity, except for those between an 
investment entity and its controlled entities measured at fair value through surplus or deficit, are 
eliminated on consolidation in accordance with IPSAS XX (ED 49), Consolidated Financial 
Statements IPSAS 6. Transactions with associated entities accounted for under the equity method 
are not eliminated, and therefore require separate disclosure as related party transactions. 

42A. IPSAS XX (ED 49), IPSAS XX (ED 51), Joint Arrangements and IPSAS XX (ED 52) issued in 
[Date], amended paragraphs 24 and 33. An entity shall apply those amendments when it 
applies IPSAS XX (ED 49), IPSAS XX (ED 51), and IPSAS XX (ED 52). 
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Implementation Guidance 

Amend the following note when it occurs (twice) in Implementation Guidance. 

… 

(Note: IPSAS XX (ED 52) IPSAS 6, Consolidated and Separate Financial Statements, requires that 
certain disclosures be made about significant controlled entities.) 

IPSAS 21, Impairment of Non-Cash-Generating Assets  
Paragraph 13 is amended as follows: 

13. Investments in: 

(a)  Controlled entities, as defined in IPSAS XX (ED 49)6, Consolidated and Separate Financial 
Statements; 

IPSAS 22, Disclosure of Financial Information About the General Government 
Sector  
Paragraphs 24, 26, 27, 29, 30 and BC9 are amended and paragraph 47A is added as follows: 

24. In presenting financial information about the GGS, entities shall not apply the requirements 
of IPSAS XX (ED 49)6, Consolidated and Separate Financial Statements, in respect of 
entities in the PFCs and public NFCS sectors. 

26. This Standard reflects the view that the consolidated financial statements of a government that 
elects to disclose information about the GGS are to be disaggregated to present the GGS as one 
sector of the government reporting entity. Consistent with this view, this Standard requires that the 
same definitions and the same recognition, measurement, and presentation requirements that are 
applied when preparing the consolidated financial statements are also applied to the GGS 
disclosures, with one exception. That exception is that the requirements of IPSAS XX (ED 49)6 are 
not applied in respect of the relationship of the GGS sector with entities in the PFC and PNFC 
sectors. 

27. IPSAS XX (ED 49)6 requires controlling entities to prepare financial statements that consolidate 
controlled entities on a line-by-line basis. IPSAS XX (ED 49)6 also contains (a) a detailed 
discussion of the concept of control as it applies in the public sector, and (b) guidance on 
determining whether control exists for financial reporting purposes. Consistent with the 
requirements of IPSAS XX (ED 49)6, entities in the PFC and PNFC sectors, as defined in statistical 
bases of financial reporting, that are controlled entities of the government will be consolidated in the 
government’s financial statements. 

29. To apply the IPSAS XX (ED 49)6 requirements for consolidation to the GGS would result in the re-
presentation of the consolidated financial statements of a government, rather than the GGS 
financial statements. 

30. Therefore, in disclosing financial information about the GGS, balances and transactions between 
entities within the GGS are eliminated in accordance with IPSAS XX (ED 49)6. However, balances 
and transactions between entities in the GGS and entities in other sectors are not eliminated. 
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41. This Standard requires entities electing to disclose information about the GGS to disclose a list of 
the significant controlled entities that are included in the GGS. IPSAS XX (ED 49)6 requires entities 
preparing consolidated financial statements to disclose a list of the significant controlled entities 
that are included in the consolidated financial statements. Disclosure of which of the entities 
consolidated in the financial statements in accordance with IPSAS XX (ED 49)6 are included in the 
GGS will assist users in developing an understanding of the relationship between information about 
the government and its GGS, and in better understanding the GGS information itself. 

47A. IPSAS XX (ED 49) issued in [Date], amended paragraphs 24, 26, 27, 29, 30, and 41. An entity 
shall apply those amendments when it applies IPSAS XX (ED 49). 

Basis for Conclusions 

BC9.  When GGS disclosures are made in financial statements, the requirements of IPSAS XX (ED 49)6 
should not be applied in respect of PFCs and PNFCs. This is because the application of IPSAS XX 
(ED 49)6 to the PFC and PNFC sectors would result in the re-presentation of a government’s 
consolidated financial statements rather than the GGS financial statements. This would defeat the 
purpose of the disclosure of GGS information as a bridge between financial statements prepared in 
accordance with IPSASs and those prepared in accordance with statistical bases of financial 
reporting. 

IPSAS 24, Presentation of Budget Information in Financial Statements  
In the Illustrative Examples that accompany IPSAS 24 all references to “minority interest” are 
replaced with “non-controlling interest”. They are also amended as follows: 

Extract of Note Disclosures—for Government X 

(Government X presents its approved budget on a cash basis and the financial statements on the accrual 
basis.) 

1. The budget is approved on a cash basis by functional classification. The approved budget covers 
the fiscal period from January 1, 20XX to December 31, 20XX, and includes all entities within the 
general government sector. The general government sector includes all entities identified as 
government departments in note xx (prepared in accordance with IPSAS XX (ED 49)6, 
Consolidated and Separate Financial Statements. 

IPSAS 26, Impairment of Cash-Generating Assets  
Paragraph 12 is amended and paragraph 126D added as follows: 

12. Investments in: 

(a) Controlled entities, as defined in IPSAS XX (ED 49)6, Consolidated and Separate Financial 
Statements; 

47A. IPSAS XX (ED 49) issued in [Date], amended paragraph 12. An entity shall apply that 
amendment when it applies IPSAS XX (ED 49).  
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IPSAS 28, Financial Instruments: Presentation 
Paragraph 12 is amended and paragraph 60A added as follows: 

3. An entity that prepares and presents financial statements under the accrual basis of 
accounting shall apply this Standard to all types of financial instruments except: 

(a) Those interests in controlled entities, associates or joint ventures that are accounted 
for in accordance with IPSAS XX (ED 49), Consolidated Financial Statements, 
IPSAS XX (ED 48)6, Consolidated and Separate Financial Statements, or IPSAS XX (ED 
50)7, Investments in Associates and Joint Ventures, or IPSAS 8, Interests in Joint 
Ventures. However, in some cases, IPSAS XX (ED 49), , IPSAS XX (ED 48)6,, or 
IPSAS XX (ED 50)7, or IPSAS 8 require or permits an entity to account for an interest in 
a controlled entity, associate, or joint venture using IPSAS 29; in those cases, entities 
shall apply the requirements of this Standard. Entities shall also apply this Standard to 
all derivatives linked to interests in controlled entities, associates, or joint ventures. 

60A. IPSAS XX (ED 49), and IPSAS XX (ED 51), Joint Arrangements issued in [Date], amended 
paragraph 3. An entity shall apply those amendments when it applies IPSAS XX (ED 49), and 
IPSAS XX (ED 51). 

In the Appendix, paragraph AG53 is amended as follows: 

AG53. In consolidated financial statements, an entity presents non-controlling interests i.e., the 
interests of other parties in the net assets/equity and revenue of its controlled entities in 
accordance with IPSAS 1 and IPSAS XX (ED 49)6.  When … 

IPSAS 29, Financial Instruments: Recognition and Measurement 
Paragraphs 2(a), 17 and 89 are amended and paragraph 125B added as follows: 

2. This Standard shall be applied by all entities to all types of financial instruments, except: 

(a) Those interests in controlled entities, associates and joint ventures that are accounted 
for under in accordance with IPSAS XX (ED 49), Consolidated Financial Statements, 
IPSAS XX (ED 48)6, Consolidated and Separate Financial Statements, or IPSAS XX (ED 
50)7, Investments in Associates and Joint Ventures, or IPSAS 8, Interests in Joint 
Ventures. However, in some cases, IPSAS XX (ED 49), IPSAS XX (ED 48)6,, or 
IPSAS XX (ED 50)7, require or permit an entity to account for entities shall apply this 
Standard to an interest in a controlled entity, associate, or joint venture that according 
to IPSAS 6, IPSAS 7, or IPSAS 8 is accounted for under in accordance with some or all 
of the requirements of this Standard. … 

17. In consolidated financial statements, paragraphs 18–25 and Appendix A paragraphs AG49–AG67 
are applied at a consolidated level. Hence, an entity first consolidates all controlled entities in 
accordance with IPSAS 6XX (ED 49) and the relevant international or national accounting standard 
or interpretation dealing with the consolidation of special purpose entities, and then applies 
paragraphs 18–25 and Appendix A paragraphs AG49–AG67 to the resulting economic entity. 
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89. For hedge accounting purposes, only assets, liabilities, firm commitments or highly probable 
forecast transactions that involve a party external to the entity can be designated as hedged items. 
It follows that hedge accounting can be applied to transactions between entities in the same 
economic entity only in the individual or separate financial statements of those entities and not in 
the consolidated financial statements of the economic entity except for the consolidated financial 
statements of an investment entity, as defined in IPSAS XX (ED 49), where transactions between 
an investment entity and its controlled entities measured at fair value through surplus or deficit will 
not be eliminated in the consolidated financial statements. As an exception, … 

125B.IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 
paragraphs 2(a), 17, 89, AG2, AG14 and C2. An entity shall apply those amendments when it 
applies IPSAS XX (ED 49) and IPSAS XX (ED 51). 

In Appendix A the flowchart following paragraph AG51 and paragraphs AG52–AG53 are amended 
as follows: 

Consolidate all controlled entities, (including 
any Special Purpose Entities) [paragraph 17] 

AG52. The situation described in paragraph 20(b) (when an entity retains the contractual rights to 
receive the cash flows of the financial asset, but assumes a contractual obligation to pay the 
cash flows to one or more recipients) occurs, for example, if the entity is a special purpose 
entity (SPE) or trust, and issues to investors beneficial interests in the underlying financial 
assets that it owns and provides servicing of those financial assets. In that case, the financial 
assets qualify for derecognition if the conditions in paragraphs 21 and 22 are met. 

AG53. In applying paragraph 21, the entity could be, for example, the originator of the financial 
asset, or it could be an economic entity that includes a controlled entity consolidated SPE 
that has acquired the financial asset and passes on cash flows to unrelated third party 
investors. 

In the Implementation Guidance examples F.1.4 and F.1.6 are amended as follows: 

F.1.4 Internal Hedges 

… 

Yes, if the derivative contracts are internal to the entity being reported on. IPSAS 29 does not specify how 
an entity should manage its risk. However, it states that internal hedging transactions do not qualify for 
hedge accounting. This applies both (a) in consolidated financial statements for hedging transactions 
within an economic entity, and (b) in the individual or separate financial statements of a legal entity for 
hedging transactions between divisions in the entity. The principles of preparing consolidated financial 
statements in IPSAS 6.49  IPSAS XX (ED 49) paragraph 21.1 requires that “Balances, transactions, 
revenue and expenses within the economic entity shall be eliminated in full.” a controlling entity “Eliminate 
in full intra-economic entity assets and liabilities, net assets/equity, revenue, expenses and cash flows 
relating to transactions between entities of the economic entity”. 
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F.1.6 Offsetting Internal Derivative Contracts Used to Manage Foreign Currency Risk 

… 

It depends. IPSAS XX (ED 49)6, Consolidated and Separate Financial Statements requires all internal 
transactions to be eliminated in consolidated financial statements. As stated in IPSAS 29.82, internal 
hedging transactions do not qualify for hedge accounting in the consolidated financial statements of the 
economic entity. Therefore, if an entity wishes to achieve hedge accounting in the consolidated financial 
statements, it must designate a hedging relationship between a qualifying external hedging instrument 
and a qualifying hedged item. 

 

In the Basis for Conclusions, paragraph BC4 is footnoted as follows  

 In [Date] the IPSASB introduced the concept of investment entities in IPSAS XX (ED 49) and required investment entities, as 

defined in that Standard, to measure their investments in controlled entities, other than those providing investment-related 

services or activities, at fair value through surplus or deficit. 

IPSAS 30, Financial Instruments: Disclosures 
Paragraph 3(a) is amended and paragraph 52A added as follows: 

3. This Standard shall be applied by all entities to all types of financial instruments, except: 

(a) Those interests in controlled entities, associates, or joint ventures that are accounted 
for in accordance with IPSAS XX (ED 49), Consolidated Financial Statements, 
IPSAS XX (ED 48)6, Consolidated and Separate Financial Statements, or IPSAS XX (ED 
50)7, Investments in Associates and Joint Ventures, or IPSAS 8, Interests in Joint 
Ventures. However, in some cases, IPSAS XX (ED 49), IPSAS XX (ED 48)6, or IPSAS XX 
(ED 50)7, or IPSAS 8 require or permits an entity to account for an interest in a 
controlled entity, associate, or joint venture using IPSAS 29; in those cases …. 

52A. IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 
paragraph 3(a). An entity shall apply that amendment when it applies IPSAS XX (ED 49), and 
IPSAS XX (ED 51).  

IPSAS 31, Intangible Assets 
Paragraph 6(d) is amended and paragraph 132A added as follows: 

6.  If another IPSAS prescribes the accounting for a specific type of intangible asset, an entity applies 
that IPSAS instead of this Standard. For example, this Standard does not apply to: 

(a) … 

(d) Financial assets as defined in IPSAS 28. The recognition and measurement of some financial 
assets are covered by IPSAS XX (ED 49), Consolidated Financial Statements, IPSAS XX 
(ED 48)6, Consolidated and Separate Financial Statements, and IPSAS XX (ED 50)7, 
Investments in Associates and Joint Ventures, and IPSAS 8, Interests in Joint Ventures; 
and.... 
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132A. IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements issued in [Date], amended 
paragraph 6(d). An entity shall apply that amendment when it applies IPSAS XX (ED 49), and 
IPSAS XX (ED 51). 

IPSAS 32, Service Concession Arrangements: Grantor 
Paragraphs BC33(d) and BC349(d) are amended as follows: 

BC33. Some respondents to ED 43 indicated that the credit should be treated as net assets/equity, 
consistent with IPSAS 1, which defines net assets/equity as the residual interest in the assets of 
the entity after deducting all its liabilities. IPSAS 1 envisages four components of net 
assets/equity. Those components include: 

(a)  … 

(d)  MinorityNon-controlling interests. 

BC34. The IPSASB concluded that the credit did not represent a direct increase in the grantor’s net 
assets/equity because the credit is not one of the components of net assets/equity identified in 
paragraph BC33 for the reasons noted below:  

(a)  … 

(d)  A minority non-controlling interest is defined as “that portion of the surplus or deficit and net 
assets/equity of a controlled entity attributable to net assets/equity interests that are not 
owned, directly or indirectly, through controlled entities, by the controlling entity.” A minority 
non-controlling interest may arise, ….. 
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Basis for Conclusions 
This Basis for Conclusions accompanies, but is not part of, IPSAS XX (ED 49), Consolidated Financial 
Statements.  

Objective 

BC1. This Basis for Conclusions summarizes the IPSASB‘s considerations in reaching the 
conclusions in IPSAS XX (ED 49). As this Standard is based on IFRS 10, Consolidated 
Financial Statements issued by the IASB, the Basis for Conclusions outlines only those areas 
where IPSAS XX (ED 49), departs from the main requirements of IFRS 10, or where the 
IPSASB considered such departures. 

Overview 

BC2. In 2012 the IPSASB commenced work on a project to update those IPSASs that dealt with 
accounting for interests in controlled entities, associates and joint ventures.  In October 2013 
the IPSASB issued Exposure Drafts (EDs) 48 to 52 which were collectively referred to as 
Interests in Other Entities. ED 48 Separate Financial Statements was based on IAS 27 
Separate Financial Statements (2011), having regard to the relevant public sector 
modifications in IPSAS 6 Consolidated and Separate Financial Statements.  In [insert date] 
the IPSASB issued five new IPSASs, including IPSAS XX. These new IPSASs supersede 
IPSAS 6, Consolidated and Separate Financial Statements, IPSAS 7, Investments in 
Associates and IPSAS 8, Interests in Joint Ventures. 

Process  

BC3. In developing the Standard the IPSASB had regard to those aspects of IPSAS 6 that had 
been developed specially to address public sector issues or circumstances that are more 
prevalent in the public sector than in other sectors. The IPSASB focused on addressing these 
issues in the Standard. The IPSASB also had regard to the guidance on assessing whether 
an entity is controlled for the purposes of the Government Finance Statistics Manual 20143 
(GFSM 20143) with the aim of avoiding unnecessary differences. In developing additional 
examples that illustrated the public sector environment the IPSASB also considered guidance 
developed, or in the process of being developed, by national standard setters or by bodies 
with oversight responsibilities for sectors of government(for example, the Australian 
Accounting Standards Board).  

Alignment with Government Finance Statistics 

BC4. Both at the time of developing ED 49, and as part of the process of finalizing the Standard, 
the IPSASB considered analysis of similarities and differences between the definition of 
control, together with the associated indicators and guidance in GFSM 2014 (and the 2008 
System of National Accounts (2008 SNA) with which the GFSM 2014 is harmonized) and the 
proposed Standard. The IPSASB noted that some of the differences between GFSM and 
financial reporting are due to their nature and differing objectives. For example, the 
classification of institutional units into sectors based on their economic nature of being 
government units will continue to be a significant difference between macroeconomic 
statistical reporting and accounting and financial reporting. Furthermore, the distinction 
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between market producers and nonmarket producers in macroeconomic statistics would 
continue to result in a difference even if there was exactly the same principle and conceptual 
guidance on the notion of control.  

BC5. During the development of the Standard the IPSASB made a number of efforts to align more 
closely with guidance in GFSM 2014 or to explain more clearly the nature of differences.  
Issues in respect of which the IPSASB specifically considered GFSM requirements included: 

(a) Whether to require the consolidation of all controlled entities, as opposed to reporting 
by sectors of government; 

(b) The similarity between the concept of control in the Standard and the approach taken 
in GFSM 2014, including consideration of the indicators of control of nonprofit 
institutions and corporations in 2008 SNA); 

(c) The differences between regulatory control and control for financial reporting purposes; 
and; 

(d) The rights associated with golden shares.  

Some of these matters are discussed in more detail in later sections of this Basis for 
Conclusions. 

New BC paragraphs proposed to explain in more detail the process undertaken by the 
IPSASB in developing the Standard. 

Scope (paragraphs 5–9) 

Wholly and Partly Owned Controlling Entities 

BC2.BC6. The IPSASB agreed that, consistent with the requirements in IPSAS 6 (December 2006) and 
IFRS 10, wholly or partly owned controlling entities that meet certain conditions, and post-
employment or other long-term employee benefit plans should not be required to present 
consolidated financial statements. The IPSASB decided that a controlling entity which itself is 
a controlled entity should not be required to present consolidated financial statements only if 
“users of such financial statements are unlikely to exist or their information needs are met by 
the controlling entity’s consolidated financial statements”. This limitation is intended to protect 
users where such controlling entities represent key sectors or activities of a government and 
there are users that need consolidated financial statements for accountability or decision 
making purposes. 

Application of the Consolidation Requirements to all Controlled Entities 

BC3.BC7. The IPSASB noted the general principle in both IFRS 10 and IPSAS 6 (December 2006) that 
a controlling entity should consolidate, on a line by line basis, all of its controlled entities. The 
IPSASB noted that over recent years the potential scale and complexity of a public sector 
entity’s involvement with other entities (particularly the relationships between a government 
and other entities) had increased. Government interventions had been a contributing factor to 
governments (and other public sector entities) having a broad range of interests in other 
entities, some of which could give rise to control as defined in the proposed Standard. The 
implications of consolidation when a government has a large number of controlled entities, 
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controlled entities carrying out activities that were formerly regarded as solely private sector 
activities, and controlled entities where control is intended to be temporary, had led some to 
query whether consolidation of all controlled entities was justified, having regard to the costs 
and benefits of doing so. 

BC4.BC8. The IPSASB deliberated extensively on the issue of whether all controlled entities should be 
consolidated, having regard to users’ needs. The IPSASB focused on the information 
provided by consolidated financial statements, whilst noting that users’ information needs 
may also be met through other statements and reports such as (i) separate financial 
statements of both controlling and controlled entities; (ii) performance reports; and 
(iii) statistical reports. Although some of the IPSASB’s discussions were relevant to any type 
of public sector entity that is a controlling entity, many of the matters considered were more 
pertinent at the whole of government level. The IPSASB considered views on the usefulness 
of consolidation in relation to the following types of controlled entities (whilst noting that these 
broad categories would not be universally applicable): 

(a) Departments and ministries; 

(b) Government agencies; 

(c) Government Business Enterprises (GBE); 

(d) Financial institutions (excluding government sponsored enterprises); and 

(e) Other investments (including intentional investments, incidental investments and 
investment entities). The term “incidental investments” was used to refer to interests 
acquired in the course of meeting another objective, such as preventing the collapse of 
a private sector entity. 

BC5.BC9. The IPSASB noted that, although there was general agreement that consolidation of 
controlled departments and ministries and government agencies is appropriate, some 
members were less certain that the cost of preparing consolidated financial information was 
justified for other categories of controlled entities. 

BC6.BC10. The IPSASB noted arguments in support of requiring consolidation of all controlled entities of 
a government, including the following:  

(a) Consolidated financial statements provide a panoramic view of a government’s 
activities and current financial position. This panoramic view ensures that users do not 
lose sight of the risks associated with certain sectors. It shows the performance of the 
government as a whole. 

(b) Identifying categories of entities which should not be consolidated could be difficult. 
Such attempts could lead to rules-based standards. For example, there could be 
difficulties in separately identifying entities rescued from financial distress on a 
consistent basis across jurisdictions and over time. Similar issues could arise in respect 
of any separate proposals for GBEs. Although the term GBE is a defined term within 
IPSASs, the IPSASB noted that there are differences in the way this definition is being 
applied in practice in different jurisdictions. In addition to the issue of clearly identifying 
any group of entities for which different accounting requirements would be appropriate, 
the IPSASB noted that similar activities can be conducted by a variety of entity types 
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both within and across jurisdictions. So, although proposals for different accounting 
treatments might lead to consistent treatment for a group of entities within a jurisdiction, 
it might not result in comparable accounting for similar activities.  

(c) Consolidation of all controlled entities is an example of like items being accounted for in 
like ways. Exceptions to consolidation reduce the coherence of the financial 
statements. Given that there could be a number of entities that could potentially be 
regarded as warranting separate treatment or disclosure, this could adversely affect the 
coherence of consolidated financial statements. 

(d) Whole of government financial statements have a different perspective from separate 
financial statements. Separate financial statements provide information on the activities 
of the core government.  

BC7.BC11. The IPSASB also noted arguments that have been raised in opposition to consolidation of 
certain controlled entities of a government, including the following: 

(a) The consolidation of entities that have activities that differ from the activities of the core 
government could obscure the presentation of the results and the condition of the 
government itself. This argument was raised in relation to a variety of controlled entities 
including manufacturing activities, large financial institutions, temporarily controlled 
entities and entities with financial objectives as opposed to social objectives.  

(b) Some consider that equity accounting for certain categories of controlled entities 
provides appropriate information on financial performance subsequent to acquisition 
without incurring high costs or obscuring information about the core government.  

(c) Some consider that it is inappropriate to consolidate entities that have been rescued 
from financial distress because they do not represent core government activities and 
are not intended to be long-term investments.  

(d) Where governments have high numbers of controlled entities the costs of the 
consolidation process are high and may be perceived to outweigh the benefits of 
consolidating those entities on a line by line basis.  

BC8.BC12. Reflecting on these arguments for and against requiring consolidation of all controlled entities 
the IPSASB had regard to:  

(a) The objectives of financial reporting, as outlined in The Conceptual Framework for 
General Purpose Financial Reporting by Public Sector Entities (the Conceptual 
Framework); 

(b) The limited availability of evidence on user needs and usefulness of consolidated 
financial information (particularly on the usefulness of consolidated financial information 
in respect of specific types of controlled entities);  

(c) The context within which whole of government consolidated financial statements are 
prepared;  

(d) The interaction between the definition of control and the consolidation requirements in 
the proposed Standard; and 

(e) The IPSASB’s role as an international accounting standard setter. 
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BC9.BC13. With regard to the objectives of financial reporting, the IPSASB noted that Chapter 2 of the 
Conceptual Framework identifies the objectives of financial reporting as being to provide 
information that is useful for accountability purposes and for decision-making purposes. 
Because of the importance of the budget in the public sector (and the importance of 
demonstrating compliance with the budget) the IPSASB considered an argument that 
consolidated financial statements should consolidate only those entities that comprise a 
government’s budget entity.  However, the IPSASB agreed that a budget entity approach 
would not be appropriate for general purpose financial reporting because: 

(a) Decisions about which entities are included in a government’s budget may be based on 
factors other than the degree of autonomy of the entity and the extent to which it 
provides market goods or makes a commercial return. 

(b) Decisions about which entities are included in a government’s budget are often related 
to whether the entity’s activity is intended to be self-funding. The exclusion of self-
funding entities from a government’s budget, essentially allows the offsetting of 
revenue and expenses for those activities and means that budget sector information 
does not reflect the substance of all transactions controlled by a government. 

(c) The budget boundary for a jurisdiction is determined within a jurisdiction. If financial 
reporting were based on budget sectors there would not be standardized and 
comparable financial reporting by governments in an international context.  

BC10.BC14. IPSAS 6 (December 2006) required the consolidation of all controlled entities apart from 
controlled entities where there was evidence that (a) control was intended to be temporary 
because the controlled entity was held exclusively with a view to its disposal within twelve 
months from acquisition and (b) management was actively seeking a buyer. Such temporarily 
controlled entities were required to be accounted for as financial instruments. The IPSASB 
considered whether this treatment of temporarily controlled entities should also be required in 
the proposed Standard. The IPSASB noted a number of concerns regarding the 
requirements in IPSAS 6 (December 2006). These included:  

(a) The difficulty of identifying temporarily controlled entities; 

(b) The difficulty of justifying a different accounting treatment for controlled entities that are 
held for more than a couple of years (which can occur with some entities that are 
initially considered to be temporarily controlled); 

(c) The difficulty of disposing of an investment in its current form. A public sector entity 
may need to retain responsibility for certain risks in order to dispose of its investment in 
a temporarily controlled entity. Accounting for such entities as financial instruments 
provides only a partial representation of the risks associated with the investment;  

(d) If a public sector entity is exposed to risks from an investment in a “temporarily” 
controlled entity these risks should be reported consistently with the risk exposures 
from other controlled entities; and 

(e) The provision of additional explanations by the reporting entity can address some of 
the issues that arise when large temporarily controlled entities are consolidated. 
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BC11.BC15. The IPSASB therefore decided not to require a different accounting treatment for temporarily 
controlled entities. Respondents to ED 49 generally agreed with this proposal, for similar 
reasons to the IPSASB. In discussing respondents’ comments the IPSASB acknowledged 
the arguments made by those that considered there should be an exemption from 
consolidation for temporarily controlled entities, particularly those acquired by a government 
to protect the interests of citizens. However, the IPSASB also noted the experience of various 
jurisdictions in accounting for such situations and that consolidation of such entities had 
occurred in some jurisdictions. The IPSASB also considered the weight of the support for the 
removal of the exemption. Respondents noted that such investments can end up being held 
for longer periods than originally envisaged. Some respondents encouraged the IPSASB to 
consider requiring additional disclosures in respect of entities acquired with a view to 
disposal. The IPSASB agreed to require disclosure of interests in other entities held for sale 
in IPSAS XX, Disclosure of Interests in Other Entities.  

The above paragraph has been expanded to include the IPSASB’s discussions in June 2014.  
The additional disclosures are subject to the IPSASB’s discussions in September 2014.  

BC12.BC16. In considering the existence of research regarding the usefulness of consolidated financial 
statements in meeting user needs, the IPSASB noted that although an increasing number of 
governments are applying the accrual basis of accounting, this has been a relatively recent 
trend and consolidation is often implemented in stages, with core government activities being 
consolidated first, followed by the consolidation of other categories of entities as time and 
resources permit. As a result, there are few jurisdictions that currently present consolidated 
whole of government financial statements, and empirical research on the usefulness of 
consolidated whole of government financial statements has been limited. Research to date 
has tended to focus on who uses consolidated financial statements and the overall benefits 
of consolidated financial statements, as opposed to the usefulness of consolidating certain 
types of controlled entities or accounting for them in an alternative way.  As part of its 
deliberations the IPSASB did consider alternative ways of accounting for and presenting 
information on subsets of controlled entities such as temporarily controlled entities. The 
IPSASB noted the difficulties of consistently identifying categories of controlled entities that 
might be accounted for differently or subject to additional disclosures.  

BC13.BC17. The IPSASB noted that in developing its requirements for investment entities the IASB 
focused on user needs. Matters considered by the IPSASB in relation to investment entities 
are discussed later in this Basis for Conclusions.  

BC14.BC18. The IPSASB noted that many governments prepared statistical reports which present 
consolidated financial information in a sectoral approach, breaking down between the general 
government sectors and public corporation sectors (Non-Financial and Financial). This 
information is compiled in accordance with statistical guidance in the 2008 System of 
National Accounts (2008 SNA 2008), that is consistent with guidance in the GFSM 20143 
and ESA 2010. The IPSASB considered whether such a statistical approach could be 
considered as an alternative to the compilation of whole of government accounts based on 
the IPSAS approach. The IPSASB noted that IPSAS 22, Disclosure of Financial Information 
about the General Government Sector provides guidance on the presentation of such 
statistical information in consolidated financial statements. However, IPSAS 22 neither 
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requires the provision of such information in consolidated financial statements, nor permits 
the presentation of such information as an alternative to consolidation of all controlled 
entities. Although the IPSASB noted that statistical reporting serves an important role and 
provides information that is comparable across countries, the IPSASB agreed that such 
information had a different objective and did not fulfill the role of consolidated financial 
statements in giving an overview of all government activity. The IPSASB also noted that 
mandating the provision of statistical sector information by governments other than national 
governments could be difficult. The IPSASB therefore agreed that any changes to IPSAS 22 
should not form part of its project to update IPSASs 6 to 8. Although the IPSASB decided not 
to provide guidance in this Standard on the presentation of information on statistical sectors, 
it noted that governments may present consolidated financial statements that are 
disaggregated by statistical sector.  

BC19. ED 49 therefore Having taken all these factors into consideration in the development of the 
proposed Standard, the IPSASB agreed to proposed the consolidation of all controlled 
entities, other than the exception(s) from consolidation relating to investment entities 
(discussed separately in this Basis for Conclusions). The IPSASB sought also agreed to seek 
the views of constituents as to whether there are any categories of entities that should not be 
consolidated, with any proposals for non-consolidation being justified having regard to user 
needs. Respondents were generally supportive of this proposal, although a number of 
respondents highlighted implementation difficulties (for example, the costs associated with 
consolidating a large number of controlled entities). Some respondents also commented on 
the existence of reporting entities established through legal or administrative means and 
noted that they may differ from the reporting entity identified in accordance with the proposed 
Standard. The IPSASB agreed to acknowledge, in the Standard, the existence of reporting 
entities established through legal or administrative means.  

The above paragraph has been expanded to include the IPSASB’s discussions in June 2014.  

Investment Entities 

BC15.BC20. In October 2012 the IASB issued Investment Entities (Amendments to IFRS 10, IFRS 12 and 
IAS 27). As a result of these amendments IFRS 10 requires that a controlling entity that is an 
investment entity account for most of its investments at fair value through profit or loss, as 
opposed to consolidating them. The IPSASB considered the appropriateness of the 
requirements in IFRS 10 for similar entities in the public sector. The IPSASB first considered 
which entities might be affected by such requirements. Entities that might meet the definition 
of an investment entity include some sovereign wealth funds, some pension funds and some 
funds holding controlling interests in public-private partnership projects (PPP) or private 
finance initiatives (PFI). The IPSASB noted that any requirements applicable only to 
investment entities might apply to a relatively small number of public sector entities (having 
regard to the types of entities that might be investment entities and the fact that these entities 
might be required to report in accordance with a range of accounting standards, including 
domestic standards).  

BC16.BC21. The IPSASB noted the comments made by respondents to the IASB in relation to the IASB’s 
investment entity proposals and considered that similar arguments would apply in the public 
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sector. Indeed, the IPSASB noted that some types of entities specifically identified by the 
IASB as potential investment entities (for example, sovereign wealth funds) could be public 
sector entities applying IPSASs. The IPSASB noted the IASB’s focus on user needs in the 
IASB’s deliberations on investment entities. The IPSASB noted that, depending on the 
reporting framework of the jurisdiction in which they operate, a public sector investment entity 
might be required to report in accordance with IPSASs, IFRSs, or domestic standards. The 
IPSASB agreed that the IFRS 10 requirement for an investment entity to account for its 
investments at fair value appeared to be appropriate in the public sector. The IPSASB also 
noted that consistent requirements in IPSASs and IFRSs would reduce any opportunity for 
accounting arbitrage when determining which accounting standards an investment entity 
should be required to apply.  

BC17.BC22. The IPSASB considered whether the definition of an investment entity in IFRS 10 was 
appropriate in the public sector. The IPSASB agreed that the definition was largely 
appropriate although it noted that an investment entity will frequently have an external 
mandate that establishes its purpose (as opposed to the entity asserting its purpose to 
investors) and amended the definition accordingly. The IPSASB considered that it would be 
helpful to give additional public sector examples of scenarios in which an entity would not be 
an investment entity by virtue of having additional objectives.  

BC18.BC23. The IPSASB considered whether the typical characteristics of an investment entity were 
appropriate for application in the public sector. The IPSASB noted that IFRS 10 allows for the 
possibility that an entity may be an investment entity, despite not meeting all the typical 
characteristics. In such cases the entity is required to explain why it is an investment entity, 
despite not having all of the typical characteristics of an investment entity. The IPSASB 
considered that the typical characteristics identified in IFRS 10 were not likely to be typical 
characteristics in the public sector context.  For example, a sovereign wealth fund might:  

(a) Have a single investor (being a Minister or a public sector entity). The fund could argue 
that it is investing funds on behalf of, or for the benefit of, citizens. Indeed, IFRS 10, 
paragraph BC259 explicitly refers to government-owned investment funds and funds 
wholly owned by pension plans and endowments when explaining why the IASB 
decided to make this a typical characteristic rather than an essential part of the 
definition of an investment entity.  

(b) Have investors that are related parties. A fund with a related party investor could 
nevertheless be acting on behalf of many unrelated beneficiary investors. 

(c) Have ownership interests in a form other than equity or similar interests. The IPSASB 
noted both that the form of ownership interests in sovereign wealth funds could vary, 
and that IFRS 10, paragraph BC264, specifically refers to pension funds and sovereign 
wealth funds when explaining why the IASB decided to make this a typical 
characteristic rather than an essential part of the definition. IFRS 10, paragraph BC264 
states “For example, a pension fund or sovereign wealth fund with a single direct 
investor may have beneficiaries that are entitled to the net assets of the investment 
fund, but do not have ownership units. 

BC19.BC24. Because of the differences between the private and public sector, the IPSASB decided not to 
identify typical characteristics separately from the definition of an investment entity. The 
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IPSASB noted that much of the discussion in IFRS 10 regarding the typical characteristics of 
investment entities described ways in which an entity could demonstrate that it met the 
definition of an investment entity. The IPSASB therefore decided to retain such guidance, but 
to locate it together with other guidance on the definition of an investment entity. The IPSASB 
agreed that the characteristic in IFRS 10 that “The individuals or entities that have provided 
funds to the entity are not related parties of the entity” did not reflect the public sector context 
and agreed to omit the guidance on that characteristic.  

BC20.BC25. Although the IPSASB decided not to identify typical characteristics separately from the 
definition of an investment entity, the IPSASB considered that most public sector entities 
classifying themselves as investment entities should be required to disclose information 
about the judgments and assumptions made. The IPSASB considered that disclosure of 
these judgments and assumptions would be important for transparency and encourage 
appropriate use of the investment entity accounting requirements.  

BC21.BC26. The IPSASB noted that in comparison with private sector entities which tend to have clear 
financial objectives, public sector entities can have a broader range of objectives, and these 
objectives can change over time. A public sector entity’s objectives may also change as a 
result of changes in government policy and changes could lead to an entity that had formerly 
met the definition of an investment entity ceasing to do so. Having regard to the possibility of 
changing objectives the IPSASB therefore agreed to highlight the need for an entity to 
reassess its status on a regular basis.  

BC22.BC27. The IPSASB noted that the IFRS 10 investment entity requirements apply to the financial 
statements of an investment entity itself – they cannot be applied by the controlling entity of 
any investment entity. IFRS 10 requires that a controlling entity that is not itself an investment 
entity shall present consolidated financial statements in which all controlled entities are 
consolidated on a line by line basis. The IPSASB considered whether the public sector 
context would lead it to place more or less weight on arguments considered by the IASB in 
relation to this matter, and whether there were any public sector characteristics that would 
support a differing accounting treatment by the controlling entity of an investment entity.  

BC23.BC28. The IPSASB noted that the IASB had concerns that if a non-investment controlling entity 
were required to retain the fair value treatment used by its controlled investment entities, it 
could achieve different accounting outcomes by holding controlled entities directly or 
indirectly through a controlled investment entity. The IPSASB considered that this issue was 
of less concern in the public sector context. In particular the IPSASB noted that ownership 
interests through shares or other equity instruments are less common in the public sector. As 
a consequence, it is less likely that entities within an economic entity in the public sector 
would hold an ownership investment in the ultimate controlling entity and less likely that they 
would have ownership investments in other entities within the economic entity.   

BC29. The IPSASB considered what type of information users would find most useful about a 
controlled investment entity. The IPSASB considered that users would find it most useful if 
the accounting for investments applied in a controlled investment entity’s financial statements 
were extended to its controlling entity’s financial statements. The IPSASB therefore proposed 
that a controlling entity with a controlled investment entity should be required to present 
consolidated financial statements in which it (i) measures the investments of the controlled 
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investment entity at fair value through surplus or deficit in accordance with IPSAS 29 and 
(ii) consolidates the other assets and liabilities and revenue and expenses of the controlled 
investment entity in accordance with the usual consolidation accounting policies required by 
the Standard. The IPSASB considered that its proposals reflect the fact that a controlling 
entity does not manage an investment entity itself on a fair value basis. Rather, it manages 
the investments of the investment entity on a fair value basis. This approach is also 
consistent with the accounting by an investment entity for its investments in other entities.  

BC24.BC30. In June 2014 the IASB issued ED 2014/2 Investment Entities–Applying the Consolidation 
Exception (Proposed amendments to IFRS 10 and IAS 28) which proposed to clarify aspects 
of the application of the investment entity requirements. The IPSASB incorporated those 
aspects of the amendments that were relevant to this Standard.  The impact of those 
proposals on IPSAS XX, Accounting for Associates and Joint Ventures is discussed in the 
Basis for Conclusions on that Standard.  

Control (paragraphs 14–33) 

BC25.BC31. The IPSASB agreed that the three requirements for control outlined in IFRS 10 are generally 
appropriate for the public sector. The IPSASB noted that the IFRS 10 requirements to have 
power, returns and a link between power and returns is similar to the approach previously 
taken by the IPSASB in IPSAS 6 (December 2006), although IPSAS 6 (December 2006) 
required that both power and benefits be present. Consistent with the terminology used in 
IPSAS 6 (December 2006) the IPSASB decided that the term “benefits” was more 
appropriate than “returns” in the public sector context (as discussed under the subheading 
“Terminology” below).  

BC26.BC32. The IPSASB took note of the approach taken in Government Finance Statistics in relation to 
control over an entity. The 2008 System of National Accounts (2008 SNA 2008, 
paragraph 4.80) includes eight indicators of control of corporations and five indicators of 
control of nonprofit institutions and explains that "Although a single indicator could be 
sufficient to establish control, in other cases a number of indicators may collectively indicate 
control". Overall, the direction of the statistical indicators is on the same lines as the 
approach in this Standard and therefore the practical results of the respective analyses will 
likely largely coincide. Some of the indicators in GFS are mentioned in the following 
paragraphs. 

Power (paragraphs 19–25) 

BC27.BC33. The IPSASB decided to modify IFRS 10 to: 

(a) Highlight the range of relevant activities that could occur in the public sector and stress 
that control of financial and operating policies can demonstrate power over relevant 
activities; 

(b) Clarify that regulatory control and economic dependence do not give rise to power for 
the purposes of the Standard; and 
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(c) Discuss specific powers that could give rise to control in the public sector, including 
golden shares, a right to appoint the majority of the board of another entity, and powers 
obtained through legislation or enabling documents.  

Regulatory Control  

BC28.BC34. The IPSASB agreed that the previous guidance on regulatory control in IPSAS 6 (December 
2006) should be incorporated in the Standard. The IPSASB noted that IFRS 10 had been 
developed for application by profit-oriented entities, few of whom have powers to create or 
enforce legislation or regulations. By contrast, the nature of government means that 
regulatory power occurs frequently in the public sector.  

BC29.BC35. In considering how to incorporate guidance on regulatory control in the Standard the IPSASB 
noted that (i) the discussion of power in IFRS 10 focuses on the ability to influence the 
“relevant activities” of the investee, and (ii) power is only one of the three elements that are 
required for control to exist. The IPSASB decided to place the discussion of regulatory control 
alongside the discussion of power and relevant activities.  

BC30.BC36. The IPSASB noted that the discussion of regulation and control in the 2008 SNA 2008 is 
similar to that previously in IPSAS 6. The 2008 SNA 2008 states:  

Regulation and control. The borderline between regulation that applies to all entities within a class or 

industry group and the control of an individual corporation can be difficult to judge. There are many examples 

of government involvement through regulation, particularly in areas such as monopolies and privatized 

utilities. It is possible for regulatory involvement to exist in important areas, such as in price setting, without the 

entity ceding control of its general corporate policy. Choosing to enter into or continue to operate in a highly 

regulated environment suggests that the entity is not subject to control. When regulation is so tight as to 

effectively dictate how the entity performs its business, then it could be a form of control. If an entity retains 

unilateral discretion as to whether it will take funding from, interact commercially with, or otherwise deal with a 

public sector entity, the entity has the ultimate ability to determine its own corporate policy and is not 

controlled by the public sector entity. 

BC31.BC37. The IPSASB noted that the 2008 SNA 2008 discusses control by a dominant customer. ItThe 
SNA 2008 states:  

"In general, if there is clear evidence that the corporation could not choose to deal with non-public sector 

clients because of public sector influence, then public control is implied." 

Economic Dependence  

BC32.BC38. IFRS 10 paragraph AG40 states that “In the absence of any other rights, economic 
dependence of an investee on the investor (such as relations of a supplier with its main 
customer) does not lead to the investor having power over the investee.” Although the 
IPSASB agreed that economic dependence, on its own, does not give rise to control, the 
IPSASB noted that, in the public sector, economic dependence may occur in conjunction with 
other rights. These other rights need to be assessed to determine if they give rise to control.  

BC33.BC39. Because of the prevalence of economic dependence in the public sector the IPSASB 
decided that it was appropriate to discuss ways in which economic dependence can arise 
and include examples of economic dependence.  
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Special Voting Rights Attaching to Ownership Interests (Golden Shares)  

BC34.BC40. The IPSASB agreed that the Standard should acknowledge that special voting rights 
attaching to ownership interests (often referred to as “golden shares”) will influence 
assessments of control. The IPSASB noted that such rights are also acknowledged in the 
GFSM 20134.  

Substantive Rights  

BC35.BC41. Statutory independence is common in the public sector. The IPSASB agreed to illustrate the 
ways in which statutory independence may influence an investor’s assessments of rights. 
The Standard notes that the existence of statutory independence of an investee could be 
seen as a barrier to the investor exercising its rights (paragraph AG26). It also notes that the 
existence of statutory powers to operate independently does not, of itself, preclude an 
entity from being controlled by another entity (paragraph 19). 

Terminology  

BC36.BC42. In addition to making changes to reflect the standard terminology in IPSASs, the IPSASB 
agreed that a number of other changes to the terminology in IFRS 10 were appropriate.  

Investor/Investee  

BC37.BC43. IFRS 10 uses the terms “investor” and “investee” to denote (i) the potential controlling entity, 
being the entity that is applying the Standard to assess whether control exists and (ii) the 
potential controlled entity. The IPSASB considered that these terms were inappropriate in 
most parts of this Standard because they could be read as implying the existence of a 
financial instrument representing an ownership interest. Most assessments of control in the 
public sector do not involve such financial instruments. 

BC38.BC44. The IPSASB considered other terms that could be used to describe investors and investees, 
in the context of the Standard. One option was to refer to an investor as a “potential 
controlling entity” and an investee as a “potential controlled entity”. The IPSASB considered 
that these phrases, whilst clear in meaning, would be cumbersome to use throughout the 
Standard. The IPSASB noted that IPSASs generally refer to the entity applying the Standard 
as “the entity”. In the case of this Standard, the entity applying the Standard is the entity that 
is assessing whether or not it controls another entity (referred to as the investor in IFRS 10). 
The entity applying the Standard is doing so in order to determine whether it controls another 
entity. The IPSASB therefore decided that, depending on the context, it would refer to the 
investor as “the entity” and the investee as “another entity”, “other entity”, or “entity being 
assessed for control”.  

BC39.BC45. The IPSASB agreed to retain use of the term “investors” where the Standard is referring to a 
specific investment and the term is used in accordance with its usual meaning. This was 
particularly relevant in the parts of the Standard dealing with investment entities.  

BC40.BC46. The IPSASB also agreed that the terms “investor” and “investee” are appropriate when 
referring to interests in joint ventures and associates. 
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Binding Arrangements 

BC41.BC47. The IPSASB agreed to replace references to “contractual arrangements” with reference to 
the term “binding arrangements”. This change acknowledges that in some jurisdictions, 
entities applying IPSASs may not have the power to enter into contracts but nevertheless 
may have the authority to enter into binding arrangements. In addition, the IPSASB agreed 
that binding arrangements, for the purpose of this Standard, should encompass rights that 
arise from legislative or executive authority.  

Benefits 

BC42.BC48. The IPSASB agreed that the term “benefits” is more appropriate than the term “returns” in 
the public sector, particularly given the existence of control relationships in the absence of a 
financial investment in the controlled entity. The IPSASB considered that the term “returns” 
could be regarded as giving an inappropriate emphasis to financial returns, whereas, in the 
public sector, benefits are more likely to be non-financial than financial. 

BC43.BC49. The IPSASB decided to modify IFRS 10 to: 

(a) Highlight that many assessments of control in the public sector involve assessments of 
non-financial benefits;  

(b) Note that benefits can have positive or negative aspects; and 

(c) Include examples of benefits in a public sector context. 

BC44.BC50. The IPSASB agreed to locate the examples of benefits in the body of the Standard as it 
considered that the examples would be particularly useful for an entity making an initial 
assessment of whether it might control other entities. 

BC51. The definition of control in IPSAS XX (ED 49) refers to “variable benefits” and this concept is 
referred to throughout the Standard. The IPSASB considered how the Standard would apply 
to benefits that appeared to be fixed or constant. The IPSASB noted that the IASB had 
explicitly considered this issue and had provided examples to show that benefits that appear 
to be fixed could in fact be variable, because they exposed the entity to performance risk. 
The IPSASB noted that the IASB examples related to financial benefits and agreed to 
incorporate an example of a non-financial benefit in paragraph AG58.  

Uniform Reporting Dates 

BC52. The IPSASB considered whether to impose a time limit on the difference between the end of 
the reporting period of the controlling entity and its controlled entities. The IPSASB noted that 
IFRS 10 requires that the financial statements used in preparing consolidated financial 
statements have the same reporting ate, or where this is impracticable, requires that 
adjustments be made to the most recent financial statements of the controlled entities. In 
addition, IFRS 10 limits the difference in dates to three months. The IPSASB noted that there 
may be instances in the public sector where entities have different reporting dates and it may 
not be possible to change those dates. The IPSASB agreed not to impose a three month limit 
on the difference in dates.  

New BC paragraph to discuss the reporting date requirements – as proposed by R26. 
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Implementation Issues 

BC53. A number of respondents commented on the difficulty of preparing consolidated financial 
statements, particularly when there are a large number of controlled entities, as in the case of 
whole of government financial statements. The IPSASB acknowledged these practical 
difficulties, whilst noting that jurisdictions that are now presenting consolidated financial 
statements have also faced a range of similar difficulties and have used various strategies to 
reach their goal of full consolidation.   Issues associated with the adoption of accrual 
accounting and some of the approaches that governments have taken in dealing with those 
issues are discussed in Study 14 Transition to the Accrual Basis of Accounting: Guidance for 
Public Sector Entities. In particular, the careful consideration of materiality and the 
implications of various approaches to transition upon assessments of materiality, can help 
entities to identify opportunities to make the best use of scarce resources.  In the context of 
preparing consolidated financial statements, assessments of materiality can assist an entity 
in making cost-effective decisions.  

BC54. The IPSASB noted that strategies used by governments in transitioning to full consolidation 
include: 

(a) Assessing the existence of control for various categories of entities in phases, with an 
initial focus on completing assessments of entities that are likely to be material. 

(b) Not consolidating (or deferring the consolidation of) immaterial sub-groups of controlled 
entities.  

(c) Looking for alternative (including less expensive or less time-consuming) ways of 
obtaining information about inter-entity balances and transactions. 

(d) Not eliminating immaterial inter-entity transactions and balances. 

(e) Considering whether all disclosures must be made in respect of all entities. 

BC55. The IPSASB considered whether to provide specific guidance on the application of materiality 
when preparing consolidated financial statements. For a number of reasons the IPSASB 
concluded that this would not be appropriate. These reasons included the following: 

BC56. Materiality is a fundamental concept underpinning the preparation and presentation of 
financial statements that applies to all aspects of the preparation and presentation of financial 
statements – not just consolidation. Materiality is a general concept that is discussed in the 
Conceptual Framework, IPSAS 1 Presentation of Financial Statements and IPSAS 3 
Accounting Policies, Changes in Accounting Estimates and Errors.  Because materiality is a 
general concept, it is not discussed in each individual IPSAS.   

BC57. Both preparers and auditors form assessments about materiality. Any implementation 
strategies that would affect materiality would need to be discussed with the entity’s auditors.  

BC58. The strategies used by various governments in preparing whole of government financial 
statements are influenced by a variety of factors, of which materiality is one factor. 
Information about such strategies is more suited to a guidance document rather than an 
IPSAS.  

New BC paragraphs to reflect the IPSASB’s discussions in June 2014.  
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Alternative View of Mr. Bob Dacey 

Alternative View deleted because they are not published in final standards. 

This exposure draft proposes to withdraw the current exemption in IPSAS 6 for temporarily controlled 
entities. This member believes that certain entities that are temporarily controlled should be exempted 
from consolidation, similar to the current IPSAS 6 provisions, and that relevant information, consistent 
with user needs as discussed below, should be presented. Also, this member believes that sufficient 
criteria can be developed for identifying such entities. For example, the following characteristics could be 
used to identify such entities: (1) control results from exceptional interventions in the private sector, (2) 
control over the entity is not expected to be permanent, and (3) investment recoverability and 
identification of any further risks are the principal user information needs. Such characteristics are 
described more fully below. Consolidating such entities would result in misstatements of the public sector 
entity’s financial position and financial performance, and misleading financial statement presentation that 
does not meet user needs. 

Exceptional public sector intervention in the private sector  
In response to exceptional circumstances, such as economic instability or security concerns, a public 
sector entity may exercise regulatory or other sovereign powers and intervene in private sector entities. 
Some of these interventions may result in control over a private sector entity, while others do not. Such 
interventions arise because of the public sector entity’s broad responsibility for the well-being of its 
jurisdiction, rather than routine public sector activities. Such intervention actions may relate broadly to 
entire markets, to key industries, or specific entities. Control may be obtained for a variety of reasons, 
such as ensuring that the public sector entity will optimize the recovery of its investment, enhancing the 
likelihood that the entity will continue to operate, and preventing other investors from unfairly profiting 
from the intervention.  

Control not expected to be permanent  
For many interventions, it is clear at the time of acquisition that the public sector entity intends to dispose 
of its interests as soon as economically practicable and that control is not expected to be permanent, but 
rather is expected to be temporary. Such expectations may be made clear through legislation or other 
actions of the public sector entity. In some instances, the entities may be controlled through specific legal 
structures, such as conservatorships and receiverships, which may indicate the intent of the public sector 
entity’s actions. For example, receiverships or conservatorships are established to liquidate failing 
institutions or to guide such institutions back to safe and sound conditions. Generally, such intervention 
entities are under some form of economic duress and the intervention provides temporary relief or 
liquidity to such entities. While the public sector entity plans to dispose of its investments in the 
intervention entities as soon as economically practicable, the timing of the public sector entity’s actions to 
dispose of its investments may be affected by its efforts to maximize the recovery of the public sector 
entity’s investments in the intervention entities, as well as by the financial health of the intervention 
entities and market conditions. Because of the unique and often severe conditions leading to these public 
sector interventions, the exact period of control may not be known or estimable and may exceed one 
year, even though the public sector clearly intends control to be temporary. Consequently, the temporary 
nature of the control would need to be reconfirmed at the end of each reporting period.  
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Investment recoverability and identification of any further risks are the principal 
user information needs  
Consistent with the public sector entity’s intention to dispose of its interests as soon as economically 
practicable, the public sector entity’s focus, which may be clearly indicated  through laws or its actions, is 
on investment recovery and any future risks. Consequently, the principal user information needs relate to 
the public sector entity’s accountability to the public regarding (1) the public sector entity’s recoverability 
of its investments and any potential further public sector entity investments in the entity, and (2) 
minimizing loss of taxpayer funds. Accordingly, users’ needs are best met through information about 
amounts invested, the market value or fair value of the investment (consistent with IPSAS 29), any 
additional liabilities or contingencies for future investment in such entities (in accordance with existing 
reporting standards), and disclosure of any additional risks that could result in future losses through 
additional disclosure requirements. In addition, such reporting should be consistent with other 
interventions for which control was not obtained or which are no longer controlled by the public sector 
entity.  

Contrary to meeting such user needs, consolidation of intervention entities meeting the above 
characteristics would: 

1. fail to provide useful information on the recoverability of investments in such temporarily controlled 
entities,  

2. obscure the public sector entity’s liabilities or risks with respect to the temporarily-controlled entity 
(because balances between the entities would be eliminated), and 

3. provide misleading information about the public sector entity’s financial resources and obligations 
by including intervention entity: 

(a) assets (such as inventory and production plant) that are not available for the ongoing 
operations of the public sector entity  

(a) liabilities that are not the responsibility of the public sector entity, and  

(b) revenues and expenses that do not reflect the public sector entity’s operations.  

Further, disclosure of recoverability information would not be an effective substitute for proper recognition. 
In addition, consolidation and deconsolidation within a relatively short period of time (e.g., 2-3 years) 
could lead to user confusion and significant costs. 

Finally, if such intervention entities were consolidated, the overall cost to the public sector entity to 
prepare and audit the financial information of such intervention entities could be significant. These entities 
may be required to continue to file audited financial statements on a private sector GAAP basis with 
security regulators. The financial statements would need to be analyzed and converted, as necessary, to 
IPSAS standards and the public sector entity would likely directly bear the additional cost of the audit.  

  

70 
Agenda Item 6.4 
Page 70 of 104 



ED 49, CONSOLIDATED FINANCIAL STATEMENTS 
IPSASB Meeting (September 2014) 

Implementation Guidance 
This guidance accompanies, but is not part of, IPSAS X (ED 49), Consolidated Financial Statements. 

Nature of Relationship with Another Entity  

IG1. The diagram below summarizes the accounting for various types of involvement with another 
entity. 

 

Flowchart 1: Forms of Involvement with Other Parties 
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Assessing Control of Another Entity for Financial Reporting Purposes  

IG2. The diagram below summarizes the key issues an entity will need to consider in deciding 
whether it has control of another entity.  

 
Flowchart 2: Assessing Control of Another Entity for Financial Reporting Purposes 

Flowchart 2 deleted to address concerns raised by R16 and R21. R06 and R04 suggested other changes 
to the flowchart if it was retained. 
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Illustrative Examples 
These examples accompany, but are not part of, IPSAS XX (ED 49), Consolidated Financial Statements. 

IE1. The examples in this appendix portray hypothetical situations. Although some aspects of the 
examples may be present in actual fact patterns, all facts and circumstances of a particular 
fact pattern would need to be evaluated when applying IPSAS XX (ED 49).  

Power (paragraphs AG9–AG56)  

IE2. The following example illustrates an assessment of whether power exists. 
 

Example 1 

A state government partially funds the activities of a local government. Some of this funding is 
required to be spent on specified activities. The local government has a council that is elected 
every four years by the local community. The council decides how to use the local government’s 
resources for the benefit of the local community. The activities of the local government are diverse 
and include library services, provision of leisure facilities, management of refuse and wastewater, 
and enforcement of building and health and safety regulations. These activities are the relevant 
activities of the local government. Many of these activities also coincide with the interests of the 
state government.   

Despite its partial funding of the local government’s activities, the state government does not have 
the power to direct the relevant activities of the local government. The rights of the local 
government over the relevant activities preclude the state government from having control.  

  

Regulatory Control (paragraph AG12) 

IE3. The following examples illustrate various forms of regulatory control. None of these forms of 
regulatory control give rise to power over the relevant activities for the purposes of this 
Standard. 
 

Example 2 

A pollution control authority has the power to close down the operations of entities that are not 
complying with environmental regulations.  

The existence of this power does not constitute power over the relevant activities. 

Example 3 

A city has the power to pass zoning laws to limit the location of fast food outlets or to ban them 
altogether.  

The existence of this power does not constitute power over the relevant activities of the fast food 
outlets. 
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Example 4 

A central government has the power to impose regulatory control on monopolies. A wholly owned 
government agency has the power to regulate monopolies that are subject to regulatory control 
and has established price ceilings for entities that distribute electricity. Neither the central 
government, nor the government agency, has power over the relevant activities of the electricity 
distributors. 

Example 5 

A gaming control board (GCB) is a government agency that regulates casinos and other types of 
gaming in a state, and enforces state gaming legislation. The GCB is responsible for promulgating 
rules and regulations that govern the conduct of gaming activities in the state. The rules and 
regulations stem from legislation. The legislation was passed by the legislature and sets forth the 
broad policy of the state with regard to gaming; while the rules and regulations provide detailed 
requirements that must be satisfied by a gaming establishment, its owners, employees, and 
vendors. The rules and regulations cover a broad range of activity, including licensing, accounting 
systems, rules of casino games, and auditing. 

The GCB also has authority to grant or deny licenses to gaming establishments, their ownership, 
employees, and vendors. In order to obtain a license, an applicant must demonstrate that they 
possess good character, honesty and integrity. License application forms typically require detailed 
personal information. Based upon the type of license being sought, an applicant may also be 
required to disclose details regarding previous business relationships, employment history, 
criminal records, and financial stability.  

Although the rules and regulations have an impact on how gaming establishments operate, the 
GCB does not have power over the relevant activities of the gaming establishments. The 
regulations apply to all gaming establishments and each establishment has a choice as to 
whether it wishes to engage in gaming or not. The purpose of the gaming legislation and 
regulations is to protect the public. 

 

Relevant Activities and Direction of Relevant Activities (paragraphs AG13–AG15) 

IE4. The following examples illustrate assessments of whether an entity has the power to direct 
the relevant activities of another entity.  
 

Example 6 

Entities A and B, form another entity, entity C, to develop and market a medical product. Entity A 
is responsible for developing and obtaining regulatory approval of the medical product—that 
responsibility includes having the unilateral ability to make all decisions relating to the 
development of the product and to obtaining regulatory approval. Once the regulator has 
approved the product, entity B will manufacture and market it—entity B has the unilateral ability to 
make all decisions about the manufacture and marketing of the product. If all the activities—
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developing and obtaining regulatory approval as well as manufacturing and marketing of the 
medical product—are relevant activities, entity A and entity B each needs to determine whether 
they are able to direct the activities that most significantly affect the benefits from entity C.  
Accordingly, entity A and B each need to consider whether developing and obtaining regulatory 
approval or the manufacturing and marketing of the medical product is the activity that most 
significantly affects the benefits from entity C and whether they are able to direct that activity.  In 
determining which entity has power, entities A and B would consider: 

(a) The purpose and design of entity C;  

(b) The factors that determine the surplus, revenue and value of entity C as well as the value of 
the medical product; 

(c) The effect of their decision-making authority on entity C’s performance with respect to the 
factors in (b); and 

(d) Their exposure to variability of benefits from entity C. 

In this particular example, the entities would also consider: 

(e) The uncertainty of, and effort required in, obtaining regulatory approval (considering their  
record of successfully developing and obtaining regulatory approval of medical products); 
and 

(f) Which entity controls the medical product once the development phase is successful. 

Example 7 

An investment vehicle is created and financed with a debt instrument held by an entity (the debt 
investor) and equity instruments held by a number of other investors. The equity tranche is 
designed to absorb the first losses and to receive any residual benefit from the investment 
vehicle. One of the equity investors who holds 30 per cent of the equity instruments is also the 
asset manager. The investment vehicle uses its proceeds to purchase a portfolio of financial 
assets, exposing the investment vehicle to the credit risk associated with the possible default of 
principal and interest payments of the assets. The transaction is marketed to the debt investor as 
an investment with minimal exposure to the credit risk associated with the possible default of the 
assets in the portfolio because of the nature of these assets and because the equity tranche is 
designed to absorb the first losses of the investment vehicle. The benefits from the investment 
vehicle are significantly affected by the management of the investment vehicle’s asset portfolio, 
which includes decisions about the selection, acquisition and disposal of the assets within 
portfolio guidelines and the management upon default of any portfolio assets. All those activities 
are managed by the asset manager until defaults reach a specified proportion of the portfolio 
value (i.e., when the value of the portfolio is such that the equity tranche of the investment vehicle 
has been consumed). From that time, a third-party trustee manages the assets according to the 
instructions of the debt investor. Managing the investment vehicle’s asset portfolio is the relevant 
activity of the investment vehicle. The asset manager has the ability to direct the relevant activities 
until defaulted assets reach the specified proportion of the portfolio value; the debt investor has 
the ability to direct the relevant activities when the value of defaulted assets surpasses that 
specified proportion of the portfolio value. The asset manager and the debt investor each need to 
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determine whether they are able to direct the activities that most significantly affect the benefits 
from the investment vehicle, including considering the purpose and design of the investment 
vehicle as well as each party’s exposure to variability of benefits.  

Rights that Give an Entity Power over another Entity (paragraphs AG16–AG28) 

IE5. The following examples illustrate assessments of whether an entity has the power to direct 
the relevant activities of another entity.  

 

Example 8  

A government housing agency establishes a community housing program that provides low-cost 
housing. The program is operated under an agreement with an incorporated association. The 
association’s only activity is to manage the community housing facility. The association has no 
ownership instruments. 

The relevant activities of the association comprise: 

• Reviewing and selecting applicants for housing; 

• The day-to-day operation of the housing program; 

• Maintaining the houses and common facilities; and 

• Improving and extending the housing facilities. 

The board of governors of the association has 16 members, with eight appointed by (and subject 
to removal by) the government housing agency. By tradition, tThe chair of the association is 
appointed by the board from amongst the appointees of the government housing agency, and. 
The chair of the association has a casting vote that is rarely exercised. The board meets regularly 
and reviews reports received from the association’s management. Based on these reports, the 
board may confirm or override management decisions.  In addition, the board makes decisions on 
major issues such as significant maintenance and investing further capital to build additional 
housing, after reviewing vacancy levels and the demand for housing. 

The government housing agency owns the land on which the housing facilities stand and has 
contributed capital and operating funds to the association over the life of the facilitiessince it was 
established. The association owns the housing facilities. 

The association retains any surplus resulting from the operation of the facilities and under its 
constitution is unable to provide a direct financial return to the government housing agency. The 
above fact pattern applies to examples 8A and 8B described below. Each example is considered 
in isolation. 

[Note: Updated to reflect changes to AASB Example IG1, the example on which this was based] 

Example 8A 

Based on the facts and circumstances outlined above, the government housing agency controls 
the association. 
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The government housing agency has rights that give it the current ability to direct the relevant 
activities of the association, regardless of whether it chooses to exercise those rights. 

The government housing agency appoints eight members of the board of governors, one of whom 
will become the chair, who has a casting vote. As a result, the government housing agency has 
power over the association through substantive rights that give it the current ability to direct the 
relevant activities of the association, regardless of whether the government housing agency 
chooses to exercise those substantive rights. 

The government housing agency also has exposure or rights to variable benefits from its 
involvement with the association. Even though the government housing agency has never 
received (and cannot receive) a financial return, Tthe government housing agency is 
receivingobtains non-financial benefits through the association furthering its social objective of 
providing meeting the need for low-cost community housing. Although not able to receive direct 
financial benefits, the government housing agency obtains indirect benefits through its ability to 
direct how the financial returns are to be employed in the community housing program.  

The government housing agency also satisfies the final control criterion. Through its appointees 
on the board, In addition, the government housing agency has the ability to use its powers over 
the composition of the board of governors of the association to affect the nature and amount of its 
benefits from the association. 

Based on the facts and circumstances outlined above, The government housing agency satisfies 
all three criteria for control and therefore the government housing agency controls the association.  

[Note: Updated to reflect changes to AASB Example IG1A, the example on which this was based] 

Example 8B 

In this example, the facts of Example 8A apply, except that: 

(a) The association’s board of governors is elected through a public nomination and voting 
process that does not give rights to the government housing agency . The government 
housing agency does not have power to appoint board members; and 

(b) Decisions made by the association’s board are reviewed by the government housing 
agency, which may offer advice to the association. but it is unable to replace board 
members as a form of veto. 

Based on the revised facts and circumstances outlined above, the government housing agency 
does not have substantive rights relating to the association and therefore does not have power 
over the association. 

The government housing agency may still consider that it receives indirect, non-financial benefits 
from the association in that the agency’s social objectives in relation to low-cost community 
housing are still being achieved and therefore it will still obtain direct non-financial benefits.  being 
furthered by the activities of the association. However, congruence of objectives alone is 
insufficient to conclude that one entity controls another entity (refer paragraph 30). 

Based on the facts and circumstances outlined above, the government housing agency does not 
hold sufficient power over the association to direct its relevant activities and therefore does not 
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control the association. 

The government housing agency does not have power and consequently does not have the ability 
to use power to affect the amount of the agency’s benefits. The government housing agency is 
unable to satisfy two of the three control criteria and therefore the government housing agency 
does not control the association.  

[Note: Updated to reflect changes to AASB Example IG1B, the example on which this was based] 

 

Example 9 

A government has the right to appoint and remove the majority of members of a statutory body. 
This power has been used by previous governments. The current government has not done so 
because it does not wish, for political reasons, to be regarded as interfering in the activities of the 
statutory body. In this case the government still has substantive rights, even though it has chosen 
not to use them.  

 

Example 10 

A local government has a policy that, where it holds land that is surplus to its requirements, 
consideration should be given to making the land available for affordable housing. The local 
government establishes terms and conditions to ensure that the housing provided remains 
affordable and available to meet local housing needs.  

In accordance with this policy, the local government sold part of a site to a housing association for 
CU1 to provide 20 affordable homes. The remainder of the site was sold at open market value to 
a private developer.  

The contract between the local government and the housing association specifies what the land 
can be used for, the quality of housing developments, ongoing reporting and performance 
management requirements, the process for return of unused land and dispute resolution. The land 
must be used in a manner consistent with the local government’s policy for affordable housing. 

The agreement also has requirements regarding the housing association’s quality assurance and 
financial management processes. The housing association must demonstrate that it has the 
capacity and authority to undertake the development. It must also demonstrate the added value 
that can be achieved by joining the local government’s resources with that of the housing 
association to address a need within a particular client group in a sustainable way. 

The Board of the housing association is appointed by the members of the housing association. 
The local government does not have a representative on the Board.  

Based on the facts and circumstances outlined above, the government housing agency does not 
hold sufficient power over the association to direct its relevant activities and therefore does not 
control the association. The local government may receive indirect, non-financial benefits from the 
association in that the local government’s social objectives in relation to low-cost community 
housing are being furthered by the activities of the housing association. However, congruence of 
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objectives alone is insufficient to conclude that one entity controls another (see paragraph 30). In 
order to have power over the housing association the local government would need to have the 
ability to direct the housing association to work with the local government to further the local 
governments’ objectives. 

 

Example 11 

An entity being assessed for control has annual shareholder meetings at which decisions to direct 
the relevant activities are made. The next scheduled shareholders’ meeting is in eight months.  
However, shareholders that individually or collectively hold at least 5 per cent of the voting rights 
can call a special meeting to change the existing policies over the relevant activities, but a 
requirement to give notice to the other shareholders means that such a meeting cannot be held 
for at least 30 days. Policies over the relevant activities can be changed only at special or 
scheduled shareholders’ meetings.  This includes the approval of material sales of assets as well 
as the making or disposing of significant investments. 

The above fact pattern applies to examples 11A–11D described below. Each example is 
considered in isolation. 

Example 11A  

An entity holds a majority of the voting rights in the other entity. The entity’s voting rights are 
substantive because the entity is able to make decisions about the direction of the relevant 
activities when they need to be made. The fact that it takes 30 days before the entity can exercise 
its voting rights does not stop the entity from having the current ability to direct the relevant 
activities from the moment the entity acquires the shareholding. 

Example 11B 

An entity is party to a forward contract to acquire the majority of shares in the other entity.  The 
forward contract’s settlement date is in 25 days. The existing shareholders are unable to change 
the existing policies over the relevant activities because a special meeting cannot be held for at 
least 30 days, at which point the forward contract will have been settled. Thus, the entity has 
rights that are essentially equivalent to the majority shareholder in example 11A above (i.e., the 
entity holding the forward contract can make decisions about the direction of the relevant activities 
when they need to be made). The entity’s forward contract is a substantive right that gives the 
entity the current ability to direct the relevant activities even before the forward contract is settled. 

Example 11C 

An entity holds a substantive option to acquire the majority of shares in the other entity that is 
exercisable in 25 days and is deeply in the money. The same conclusion would be reached as in 
example 11B. 

Example 11D 

An entity is party to a forward contract to acquire the majority of shares in the other entity, with no 
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other related rights over the other entity. The forward contract’s settlement date is in six months.  
In contrast to the examples above, the entity does not have the current ability to direct the 
relevant activities. The existing shareholders have the current ability to direct the relevant 
activities because they can change the existing policies over the relevant activities before the 
forward contract is settled. 

Power without a Majority of the Voting Rights Special Voting Rights Attaching to Ownership Interests 
(paragraphs AG36–AG37) 

IE6. The following examples illustrate assessments of whether special voting rights attaching to 
ownership interests in another entity give rise to power. 

 

Example 12 

A central government has privatized a number of entities. In the case of certain strategic entities 
which it has wished to privatize without risking national interests it has used a “golden share” 
mechanism to give it veto power for certain of the most important decisions to be taken by the 
company. The “golden share” does not have any value or percentage in the charter capital of the 
company.  

The central government has protective rights, not substantive rights, in respect of these 
companies. 

Example 13 

A central government sold all of its shares in a company, but kept a golden share (with a nominal 
value of one currency unit) which allows it to veto foreign control of the board or company. 

The central government has protective rights, not substantive rights, in respect of these 
companies. 

Example 14 

A central government does not own any shares in defense companies. However it has passed 
legislation which specifies that, with respect to companies carrying out strategic activities for the 
defense and national security system, in the event that fundamental interests of national defense 
or security could be materially affected, the government may: 

(a) Impose specific conditions on the purchase of an interest in any such company – by any 
person – relating to the security of procurement and of information, the transfer of 
technologies and export controls;  

(b) Veto the purchase by any person – other than the state (whether directly or indirectly, 
individually or jointly) – of an interest in the voting share capital in any such company that, 
given its size, may jeopardize defense or national security; and 

(c) Veto the adoption of resolutions by the shareholders or the board of directors of any such 
company relating to certain extraordinary transactions (such as mergers, de-mergers, 
assets disposals, winding up, and bylaws amendments concerning the corporate purpose 
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or equity ownership caps in certain state-controlled companies). 

The central government has protective rights, not substantive rights, in respect of these 
companies. 

Control of the Board or Other Governing Body (paragraph AG38) 

IE7. The following examples illustrate assessments of whether an entity has control of the board 
or governing body of another entity. The existence of such control may provide evidence that 
an entity has sufficient rights to have power over another entity.  

 

Example 15 

A national museum is governed by a board of trustees who are chosen by the government 
department responsible for funding the museum. The trustees have freedom to make decisions 
about the operation of the museum.  

The department has the power to appoint the majority of the museum’s trustees. The department 
has the potential to exercise power over the museum. 

Economic Dependence (paragraphs AG41–AG42) 

IE8. The following examples illustrate assessments of whether dependence on funding from 
another entity gives rise to power in the context of this Standard. 

 

Example 16 

A research institution is one of many institutions that receive the majority of their funding from a 
central government. The institutions submit proposals and the funding is allocated through a 
tendering process. The research institution retains the right to accept or decline funding.  

The central government does not control the research institution because the research institution 
can choose to decline funding from the government, seek alternative sources of funding or cease 
to operate. 

Example 17 

A catering entity has a binding arrangement to supply food to a government-owned school. The 
arrangement is between the company and the school. The school contracts generate the majority 
of the revenue of the catering entity. There are general requirements, set out in regulations, which 
are applicable to all such arrangements including nutritional standards and policies on 
procurement. For example, the arrangements specify how much produce must be purchased 
locally.  

Current arrangements are for a period of five years. At the end of this period, if the catering entity 
wishes to continue supplying school meals it is required to go through a tendering process and 
compete with other entities for the business.  
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The school does not control the catering entity because the catering entity can choose to stop 
supplying school meals, seek other work, or cease to operate.  

Example 18 

An international donor funds a project in a developing country. The donor uses a small, local 
agency in the country to run the project. The local agency has its own management board but is 
highly dependent on the donor for funding. The agency retains the power to turn down funding 
from the donor.  

The international donor does not control the local agency because the agency can choose not to 
accept funding from the donor and seek alternative sources of funding, or cease to operate. 

Voting Rights (paragraphs AG43–AG48) 

IE9. The following examples illustrate assessments of whether an entity with less than a majority 
of the voting rights in another entity has the practical ability to direct the relevant activities 
unilaterally, and whether its rights are sufficient to give it power over that other entity.  

 

Example 19 

An entity acquires 48 per cent of the voting rights of another entity. The remaining voting rights 
are held by thousands of shareholders, none individually holding more than 1 per cent of the 
voting rights. None of the shareholders has any arrangements to consult any of the others or 
make collective decisions.  When assessing the proportion of voting rights to acquire, on the basis 
of the relative size of the other shareholdings, the entity determined that a 48 per cent interest 
would be sufficient to give it control.  In this case, on the basis of the absolute size of its holding 
and the relative size of the other shareholdings, the entity concludes that it has a sufficiently 
dominant voting interest to meet the power criterion without the need to consider any other 
evidence of power. 

Example 20 

Entity A holds 40 per cent of the voting rights of another entity and twelve other investors each 
hold 5 per cent of the voting rights of the other entity. A shareholder agreement grants Entity A the 
right to appoint, remove and set the remuneration of management responsible for directing the 
relevant activities. To change the agreement, a two-thirds majority vote of the shareholders is 
required.  In this case, Entity A concludes that the absolute size of its holding and the relative size 
of the other shareholdings alone are not conclusive in determining whether it has rights sufficient 
to give it power. However, Entity A determines that its contractual right to appoint, remove and set 
the remuneration of management is sufficient to conclude that it has power over the other entity.  
The fact that Entity A might not have exercised this right or the likelihood of Entity A exercising its 
right to select, appoint or remove management shall not be considered when assessing whether 
Entity A has power. 
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Example 21 

Entity A holds 45 per cent of the voting rights of another entity. Two other investors each hold 26 
per cent of the voting rights of the other entity. The remaining voting rights are held by three other 
shareholders, each holding 1 per cent. There are no other arrangements that affect decision-
making. In this case, the size of Entity A’s voting interest and its size relative to the other 
shareholdings are sufficient to conclude that Entity A does not have power. Only two other 
investors would need to co-operate to be able to prevent Entity A from directing the relevant 
activities of the other entity. 

Example 22 

An entity holds 45 per cent of the voting rights of another entity. Eleven other shareholders each 
hold 5 per cent of the voting rights of the other entity. None of the shareholders has contractual 
arrangements to consult any of the others or make collective decisions. In this case, the absolute 
size of the entity’s holding and the relative size of the other shareholdings alone are not 
conclusive in determining whether the entity has rights sufficient to give it power over the other 
entity. Additional facts and circumstances that may provide evidence that the entity has, or does 
not have, power shall be considered. 

Example 23 

An entity holds 35 per cent of the voting rights of another entity. Three other shareholders each 
hold 5 per cent of the voting rights of the other entity. The remaining voting rights are held by 
numerous other shareholders, none individually holding more than 1 per cent of the voting rights.  
None of the shareholders has arrangements to consult any of the others or make collective 
decisions. Decisions about the relevant activities of the other entity require the approval of a 
majority of votes cast at relevant shareholders’ meetings—75 per cent of the voting rights of the 
other entity have been cast at recent relevant shareholders’ meetings. In this case, the active 
participation of the other shareholders at recent shareholders’ meetings indicates that the entity 
would not have the practical ability to direct the relevant activities unilaterally, regardless of 
whether the entity has directed the relevant activities because a sufficient number of other 
shareholders voted in the same way as the entity.  

Potential Voting Rights (paragraphs AG49–AG52) 

IE10. The following examples illustrate assessments of whether potential voting rights are 
substantive.  

 

Example 24 

Entity A holds 70 per cent of the voting rights of another entity. Entity B has 30 per cent of the 
voting rights of the other entity as well as an option to acquire half of Entity A’s voting rights. The 
option is exercisable for the next two years at a fixed price that is deeply out of the money (and is 
expected to remain so for that two-year period). Entity  A has been exercising its votes and is 
actively directing the relevant activities of the other entity. In such a case, Entity A is likely to meet 
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the power criterion because it appears to have the current ability to direct the relevant activities.  
Although Entity  B has currently exercisable options to purchase additional voting rights (that, if 
exercised, would give it a majority of the voting rights in the other entity), the terms and conditions 
associated with those options are such that the options are not considered substantive.  

Example 25 

Entity A and two other investors each hold a third of the voting rights of another entity. The other 
entity’s business activity is closely related to Entity A. In addition to its equity instruments, Entity A 
also holds debt instruments that are convertible into ordinary shares of the other entity at any time 
for a fixed price that is out of the money (but not deeply out of the money). If the debt were 
converted, Entity A would hold 60 per cent of the voting rights of the other entity. Entity A would 
benefit from realizing synergies if the debt instruments were converted into ordinary shares.  
Entity A has power over the other entity because it holds voting rights of the other entity together 
with substantive potential voting rights that give it the current ability to direct the relevant activities.  

Power when Voting or Similar Rights do not have a Significant Effect on Benefits 
(paragraphs AG53–AG56) 

IE11. The following examples illustrate assessments of whether an entity has power in the absence 
of voting rights or similar rights.  

 

Example 26 

A central government has legislation that governs the establishment of cultural and heritage 
boards. These boards have a separate legal status and have limited liability. The powers and 
objectives of the boards, along with their reporting requirements are specified by legislation. The 
main function of each board is to administer the board’s assets, mainly property, for the general 
benefit of beneficiaries. Boards are permitted to spend money on the promotion of health, 
education, vocational training, and the social and economic welfare of the beneficiaries. They 
have limited authority to spend money unless it is for a purpose specifically mentioned in the 
legislation. Each board must deliver an annual financial report to the government. The 
beneficiaries (as defined by each board and comprising people from a specified area) elect the 
members of the board. Trustees are appointed for a three-year term by way of voting by 
beneficiaries at the annual general meeting. Strategy is determined by the board. 

The central government does not control the boards. The government was involved in 
establishing the legislation that governs the activities of the boards, but it has not obtained rights 
that give it power over the boards. Despite the fact that their powers are limited by legislation, 
each board is responsible for determining its own operating and financial policies. 
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Example 27 

Five local authorities create a separate company to deliver shared services to participating 
authorities. The company operates under contract to these local authorities. The company’s major 
objective is the provision of services to these local authorities. 

The company is owned by all of the participating local authorities with each owning one share and 
allowed one vote. The chief executive of each local government is permitted to be a board 
member of the company. The board of the company is responsible for strategic direction, 
approval of business cases and monitoring of performance. 

For each shared activity there is an advisory group that is responsible for operational 
management and decision-making in relation to that activity. Each advisory group consists of one 
representative from each local government. 

The benefits of the shared services arrangement are: 

• Improved levels and quality of service; 

• A co-ordinated and consistent approach to the provision of services; 

• Reductions in the cost of support and administrative services; 

• Opportunities to develop new initiatives; and 

• Economies of scale resulting from a single entity representing many councils in 
procurement. 

If further shared service activities are established that lead to the need for further capital, the 
company will either issue a new class of equity instrument or will form a controlled entity to hold 
the interest in the new assets. 

The company covers its costs in two ways. It retains a percentage of savings from its bulk 
purchasing activities and it charges an administrative transaction cost of services provided to the 
local authorities.  

None of the local authorities individually controls the company. They have joint control over the 
company. 

Example 28 

A leisure trust was established as a charity, limited by guarantee, to operate and manage sport 
and leisure facilities on behalf of a local government. Under the terms of the agreement with the 
local government, the leisure trust is responsible for the operational management, delivery and 
development of the city’s sports and leisure facilities. The trust is required to operate the existing 
leisure facilities of the local government. The level of service required, including hours of 
operation and staffing levels, are specified by the local government. The leisure trust’s activities 
must be consistent with the long-term plan of the local government and a significant portion of the 
trusts activities are funded by the local government. The leisure trust may not create new facilities 
nor may it engage in any other activities without the approval of the local government. 

The articles of association of the leisure trust specify that there shall be no more than 13 
directors. Out of that number, up to 8 directors may be drawn from elected members, officers or 
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employees of the local government. The other 5 directors must be independent. That is, they 
must not be elected representatives, officers or employees of the local government nor may they 
be employees of the leisure trust. 

If the leisure trust ceases to operate the proceeds must be distributed to another charity with 
similar purposes. The local government is not responsible for the debts of the leisure trust (its 
liability is limited to one currency unit). 

The local government controls the leisure trust. By specifying in detail the way in which the leisure 
trust must operate the local government has predetermined the leisure trust’s activities and the 
nature of benefits to the local government. 

Example 29 

A local government transfers its leisure centers, libraries and theatres into a charitable trust. 

In creating the trust the local government expects to benefit from cost savings, increased use of 
facilities by the public, a more favorable taxation treatment, and better access to funding 
restricted to charities. The trust can decide the nature and extent of facilities to be provided and 
can engage in any other charitable purpose. The board of the trust is elected by the community. 
The local government is entitled to have one representative on the board. The trust is required to 
retain any surplus and use it for the objectives of the trust.  

The local government benefits from the trust’s activities but it does not control the trust. The local 
government cannot direct how the trust uses its resources. 

Example 30 

A local government has transferred its sports and leisure facilities into a charitable trust. The local 
government has the right to appoint one of its councilors to the board of the trust. The board of 
the trust has nine members. The local government is entitled to ten percent of the trust’s surplus 
for the year or, in the case of the deficit, may be required to contribute up to ten percent of the 
deficit for the year. The trust board determines the strategy of the trust and is ultimately 
responsible for the policies of the trust. 

The local government does not control the trust. 

Example 31 

A funding agency was established by legislation. It is owned by ten local authorities and the 
central government. It operates on a for-profit basis. The funding agency will raise debt funding 
and provide that funding to the participating local authorities. Its primary purpose is to provide 
more efficient funding costs and diversified funding sources for the local authorities. It may 
undertake any other activities considered by the board to be reasonably related or incidental to, or 
in connection with, that business. 

The main benefits to the participating local authorities are the reduced borrowing costs. The 
board of the funding agency may decide to pay dividends but dividend payments are expected to 
be low. 

The board is responsible for the strategic direction and control of the funding agency’s activities. 
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The board will comprise between four and seven directors with a majority of independent 
directors. 

There is also a shareholders' council which is made up of ten appointees of the shareholders 
(including an appointee from the central government). The role of the shareholders' council is to: 

• Review the performance of the funding agency and the Board, and report to shareholders 
on that performance; 

• Make recommendations to shareholders as to the appointment, removal, replacement and 
remuneration of directors; and 

• Coordinate shareholders’ governance decisions. 

The funding agency purchases debt securities in accordance with its lending and/or investment 
policies, as approved by the board and/or shareholders. 

To participate in the funding agency as a principal shareholding authority, each local government 
made an initial capital investment of CU100,000, provided security against future property taxes 
and agreed to borrow a set portion of its borrowing needs from the funding agency for a period of 
three years. 

Neither the central government nor the participating local authorities control the funding agency. 
The funding agency is jointly controlled by the central government and the participating local 
authorities. 

Example 32 

Entity A’s only business activity, as specified in its founding documents, is to purchase 
receivables and service them on a day-to-day basis for Entity B. The servicing on a day-to-day 
basis includes the collection and passing on of principal and interest payments as they fall due.  
Upon default of a receivable Entity A automatically puts the receivable to Entity B as agreed 
separately in a put agreement between Entity A and Entity B. The only relevant activity is 
managing the receivables upon default because it is the only activity that can significantly affect 
Entity A’s financial performance. Managing the receivables before default is not a relevant activity 
because it does not require substantive decisions to be made that could significantly affect 
Entity A’s financial performance—the activities before default are predetermined and amount only 
to collecting cash flows as they fall due and passing them on to Entity B. Therefore, only 
Entity B’s right to manage the assets upon default should be considered when assessing the 
overall activities of Entity A that significantly affect Entity A’s financial performance. In this 
example, the design of Entity A ensures that Entity B has decision-making authority over the 
activities that significantly affect the financial performance at the only time that such decision-
making authority is required. The terms of the put agreement are integral to the overall 
transaction and the establishment of Entity A. Therefore, the terms of the put agreement together 
with the founding documents of Entity A lead to the conclusion that Entity B has power over 
Entity A even though Entity B takes ownership of the receivables only upon default and manages 
the defaulted receivables outside the legal boundaries of Entity A. 
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Example 33 

The only assets of Entity A are receivables. When the purpose and design of Entity A are 
considered, it is determined that the only relevant activity is managing the receivables upon 
default. The party that has the ability to manage the defaulting receivables has power over the 
other entity, irrespective of whether any of the borrowers have defaulted.  

Exposure, or Rights, to Variable Benefits from another Entity (paragraph AG57) 

IE12. The following examples illustrate assessments of whether an entity receives variable benefits 
from another entity.  

 

Example 34 

Research has shown that family friendly policies at universities, which include the provision of 
quality early childhood education services, are critical in attracting and retaining students and 
staff. This is particularly important for attracting high-level staff and post-graduate students, which 
in turn help uphold the reputation of the University and its ability to obtain research funding. 

The above background information is relevant to examples 34A and 34B described below. Each 
example is considered in isolation. 

Example 34A 
University A has established seven childcare centers (although University A receives government 
funding for its educational programs, the childcare centers have been established by the 
university, not by the government). The centers operate in University owned buildings. Each 
center has its own manager, staff and budget. The centers are able to be used by university staff 
and students only. The University is the licensed provider of childcare services. The University 
has the right to close centers or relocate them to other properties. Because the childcare center is 
on university property the staff and parents are required to comply with University health and 
safety policies. The management team of the childcare center has the ability to determine all other 
operating policies.  

University A receives non-financial benefits from having childcare services available on campus. 
Although University A is not involved in the day-to-day running of the centers, it has the ability to 
close the centers or change their hours of operation.  

University A controls the childcare centers. 

Example 34B 

University B has made a building available free of charge for the provision of childcare services on 
the grounds of the University. The childcare services are provided by an incorporated society. All 
parents using the childcare center are members of the society. The members appoint the Board of 
the incorporated society and are in charge of the childcare center’s operating and financial 
policies. The childcare center is able to be used by staff, students and the general public, with 
students having priority. Because the childcare center is on university property the staff and 
parents are required to comply with University health and safety policies. The incorporated society 
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is the licensed provider of childcare services. If the incorporated society ceases to operate, its 
resources must be distributed to a similar non-profit organization. The incorporated society could 
choose not to use the University’s buildings in providing its services. 

Although the University receives non-financial benefits from having childcare services available on 
campus it does not control the incorporated society.  

Link between Power and Benefits  

Delegated Power (paragraphs AG58–AG62) 

IE13. The following examples illustrate assessments of whether an entity is acting as a principal or 
an agent. 

 

Example 35 

A government department may be responsible for monitoring the performance of another public 
sector entity. The role of the monitoring department is to make sure the other entity's approach is 
consistent with the government's goals, provide Ministers with quality assurance about delivery 
and results and assess and notify the Minister of any risks. The department has an explicit 
agreement with the Minister which sets out its monitoring responsibilities. The department has the 
authority to request information from the other entity and provides advice to the Minister on any 
funding requests from that entity. The department also advises the Minister as to whether the 
other entity should be permitted to undertake certain activities. The department is acting as an 
agent of the Minister. 

Example 36 

A provincial government establishes a trust to co-ordinate fundraising efforts for the benefit of 
health programs and other health initiatives in the region. The trust also invests and manages 
designated endowment funds. The funds raised are applied to the government-owned hospitals 
and aged care facilities in the region.  

The provincial government appoints all the trustees on the board of the trust and funds the trust’s 
operating costs. The trust is a registered charity and is exempt from income tax.  

Based on the following analysis, the provincial government controls the trust: 

(a) The provincial government can give directions to the trustees, and the trustees have the 
current ability to direct the relevant activities of the trust. The trustees have power over 
control the trust and the provincial government can replace the trustees at its discretion. 
The trustees’ fiduciary obligation to act in the best interest of the beneficiaries does not 
prevent the provincial government from having power over the trust; 

(b) The provincial government has exposure and rights to variable benefits from involvement 
with the trust;  

(c) The provincial government can use its power over the trust to affect the nature and amount 
of the trust’s benefits; and 
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(d) The activities of the trust are complementary to the activities of the provincial government. 

Example 37 

A statutory body is established under legislation to deliver services to the community. The 
statutory body has a governing council that oversees the body’s operations and is responsible for 
its day-to-day operations. and has a governing council that oversees its operations.The Minister 
of Health for the provincial government appoints the statutory body’s governing council and, 
subject to the Minister’s approval, the statutory body’s governing council appoints the chief 
executive of the body. 

The provincial government Health Department acts as the “system manager” for the provincial 
public health system on behalf of the Minister. This role includes:  

(a) Strategic leadership, such as the development of provincial-wide health service plans;  

(b) Giving dDirections for the delivery of health services, . The Health Department can give 
directions on matters such as entering into service agreements, capital works approval and 
management of provincial-wide industrial relations, including employment terms and 
conditions for the statutory body’s employees; and 

(c) Monitoring of performance (e.g., quality of health services and financial data) of the 
authority and taking remedial action when performance does not meet specified 
performance measures. 

Although the Health Department holds decision-making authority in regard to the statutory body, it 
requires tThe Minister’s approval is specifically required for the following major decisions: 

(a) Entering into service agreements with the body; 

(b) Issuing binding health service directives; 

(c) Development Finalization of health service plans and capital works management and 
planning; and 

(d) Employment and remuneration of the statutory body’s executive senior staff. 

The Health Department receives all its operating and capital funding from the provincial 
government. 

Based on the facts and circumstances outlined above, the Health Department generally has 
delegated power to acts as an agent of the Minister in relation to the statutory body. The Health 
Department’s agency statusThis is evident through from the restricted decision-making authority 
held by the Department., the rights held by the Minister and the fact that the costs of the 
Department’s activities in relation to the statutory body are paid for by the provincial government.  
The Health Department does not control the statutory body.  

As the Minister appoints the statutory body’s governing council and approves the major decisions 
affecting the body’s activities, the Minister has the power to direct the relevant activities of the 
body. Assuming that the other control criteria (variable returns and link between power and 
benefits) are satisfied, as would be expected, then the Minister would control the statutory body.  
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As a result, the statutory body would be consolidated directly into the whole of government 
general purpose financial statements. However, the provincial government does control the 
statutory body.  

[Note: Updated to reflect changes to AASB Example IG5, the example on which this was based] 

Example 38 
The facts are the same as in Example 37 except that: 

(a) The Minister has delegated the power to Health Department appoints members of the 
statutory body’s governing council to the Health Department’s head, and the body’s 
governing council appoints the chief executive of the statutory body; 

(b) The appointment of the statutory body’s chief executive by the governing council Health 
Department does not require the Minister’s approval; for its decisions as manager of 
provincial health services; and 

(c) The Minister has delegated the power to approve the major decisions to the Health 
Department head; and 

(c)(d) Assessments of the Health Department’s performance encompass chief executive of the 
Health Department is held accountable for the performance of the statutory body. 

In this example, the scope of the decision-making authority held by the Health Department has 
increased significantly as a result of the delegations by the Minister to the Health Department 
head. As the Health Department acts as a principal under the delegations, the to the extent that 
the Health Department has the current ability to direct the relevant activities of the statutory body 
so as to achieve the health service objectives of the Health Department. Therefore, based on the 
new facts and circumstances, As the Health Department also has the ability to use its power over 
the authority to affect the nature and amount of the Department’s benefits, the Department 
controls the statutory body. The control held is considered delegated control from the Minister. 

[Note: Updated to reflect changes to AASB Example IG5B, the example on which this was based] 
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Example 39 

The head of the government department related to finance and taxation (the Treasury) is 
designated by law as the managing trustee for a number of investment funds. The investment 
funds are funded by designated taxes and are used to deliver federal welfare programs. The 
Treasury collects most of the designated tax revenue that relates to these funds. Other agencies 
also collect some of the revenues and forward these to the Treasury.  

The Treasury is delegated the responsibility for administering the funds. For each of the funds, 
the Treasury immediately invests all receipts credited to the fund, and maintains the invested 
assets in a designated trust fund until money is needed by the relevant agency.  

When the relevant agencies determine that monies are needed, the Treasury redeems securities 
from the funds' investment balances, and transfers the cash proceeds, including interest earned 
on the investments, to the program accounts for disbursement by the agency. The Treasury 
provides monthly and other periodic reporting to each agency. The Treasury charges a 
management fee for its services. 

The Treasury does not control the funds. 

Example 40  

A local government administers ten funds, each relating to a specific district. The funds hold 
specified assets (such as land, property and investments) that belonged to districts that 
previously had their own local government but which have since been amalgamated with other 
districts. The funds receive the revenue associated with the assets and certain taxes such as the 
property taxes for that district. The rights of the funds to hold these specified assets and receive 
the specified revenue are set out in legislation. The assets and revenue of the fund may be 
applied solely for the benefit of the inhabitants of the former districts.  

The local government has wide discretion over spending by the funds. Funds must be applied for 
the benefit of the community in such a manner as using reasonable judgment the local 
government thinks proper and having regard to the interests of the inhabitants of the former 
district. The local government may apply the fund to spending which is not covered by council 
taxation. Expenditure charged to the fund must be for purposes permitted by law. 

The funds are controlled by the local government. 

Example 41 

A sovereign wealth fund (the fund) is a constitutionally established permanent fund, managed by 
a government corporation. Legislation specifies that the fund is entitled to receive at least 25% of 
proceeds from oil sales. The fund sets aside a certain share of these revenues to benefit current 
and future generations of citizens. 

The corporation manages the assets of both the fund and certain other state investments and is 
remunerated for doing so. The corporation may not spend the fund revenue. Decisions on 
spending fund revenue are made by the Parliament. Each year, the fund's revenue is split 
between operating expenses and an annual payment to residents that meet certain criteria 
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specified in legislation. 

The corporation does not control the sovereign wealth fund. It acts solely as an agent. 

 

Example 42  

A decision maker (fund manager) establishes, markets and manages a publicly traded, regulated 
fund according to narrowly defined parameters set out in the investment mandate as required by 
its local laws and regulations.  The fund was marketed to investors as an investment in a 
diversified portfolio of equity securities of publicly traded entities. Within the defined parameters, 
the fund manager has discretion about the assets in which to invest. The fund manager has made 
a 10 per cent pro rata investment in the fund and receives a market-based fee for its services 
equal to 1 per cent of the net asset value of the fund. The fees are commensurate with the 
services provided. The fund manager does not have any obligation to fund losses beyond its 10 
per cent investment. The fund is not required to establish, and has not established, an 
independent board of directors.  The investors do not hold any substantive rights that would affect 
the decision-making authority of the fund manager, but can redeem their interests within particular 
limits set by the fund. 

Although operating within the parameters set out in the investment mandate and in accordance 
with the regulatory requirements, the fund manager has decision-making rights that give it the 
current ability to direct the relevant activities of the fund—the investors do not hold substantive 
rights that could affect the fund manager’s decision-making authority. The fund manager receives 
a market-based fee for its services that is commensurate with the services provided and has also 
made a pro rata investment in the fund. The remuneration and its investment expose the fund 
manager to variability of benefits from the activities of the fund without creating exposure that is of 
such significance that it indicates that the fund manager is a principal. 

In this example, consideration of the fund manager’s exposure to variability of benefits from the 
fund together with its decision-making authority within restricted parameters indicates that the 
fund manager is an agent. Thus, the fund manager concludes that it does not control the fund. 

Example 43 

A decision maker establishes, markets and manages a fund that provides investment 
opportunities to a number of investors. The decision maker (fund manager) must make decisions 
in the best interests of all investors and in accordance with the fund’s governing agreements.  
Nonetheless, the fund manager has wide decision-making discretion. The fund manager receives 
a market-based fee for its services equal to 1 per cent of assets under management and 20 per 
cent of all the fund’s surplus if a specified level of surplus is achieved. The fees are 
commensurate with the services provided. 

Although it must make decisions in the best interests of all investors, the fund manager has 
extensive decision-making authority to direct the relevant activities of the fund. The fund manager 
is paid fixed and performance-related fees that are commensurate with the services provided.  In 
addition, the remuneration aligns the interests of the fund manager with those of the other 
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investors to increase the value of the fund, without creating exposure to variability of benefits from 
the activities of the fund that is of such significance that the remuneration, when considered in 
isolation, indicates that the fund manager is a principal.  

The above fact pattern and analysis applies to examples 44–46 described below.  Each example 
is considered in isolation. 

Example 44 

The fund manager also has a 2 per cent investment in the fund that aligns its interests with those 
of the other investors. The fund manager does not have any obligation to fund losses beyond its 
2 per cent investment. The investors can remove the fund manager by a simple majority vote, but 
only for breach of contract.  

The fund manager’s 2 per cent investment increases its exposure to variability of benefits from 
the activities of the fund without creating exposure that is of such significance that it indicates that 
the fund manager is a principal. The other investors’ rights to remove the fund manager are 
considered to be protective rights because they are exercisable only for breach of contract. In this 
example, although the fund manager has extensive decision-making authority and is exposed to 
variability of benefits from its interest and remuneration, the fund manager’s exposure indicates 
that the fund manager is an agent. Thus, the fund manager concludes that it does not control the 
fund.  

Example 45 

The fund manager has a more substantial pro rata investment in the fund, but does not have any 
obligation to fund losses beyond that investment. The investors can remove the fund manager by 
a simple majority vote, but only for breach of contract. 

In this example, the other investors’ rights to remove the fund manager are considered to be 
protective rights because they are exercisable only for breach of contract. Although the fund 
manager is paid fixed and performance-related fees that are commensurate with the services 
provided, the combination of the fund manager’s investment together with its remuneration could 
create exposure to variability of benefits from the activities of the fund that is of such significance 
that it indicates that the fund manager is a principal. The greater the magnitude of, and variability 
associated with, the fund manager’s economic interests (considering its remuneration and other 
interests in aggregate), the more emphasis the fund manager would place on those economic 
interests in the analysis, and the more likely the fund manager is a principal. 

For example, having considered its remuneration and the other factors, the fund manager might 
consider a 20 per cent investment to be sufficient to conclude that it controls the fund. However, 
in different circumstances (i.e., if the remuneration or other factors are different), control may arise 
when the level of investment is different.  

Example 46 

The fund manager has a 20 per cent pro rata investment in the fund, but does not have any 
obligation to fund losses beyond its 20 per cent investment. The fund has a board of directors, all 
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of whose members are independent of the fund manager and are appointed by the other 
investors. The board appoints the fund manager annually. If the board decided not to renew the 
fund manager’s contract, the services performed by the fund manager could be performed by 
other managers in the industry. 

Although the fund manager is paid fixed and performance-related fees that are commensurate 
with the services provided, the combination of the fund manager’s 20 per cent investment 
together with its remuneration creates exposure to variability of benefits from the activities of the 
fund that is of such significance that it indicates that the fund manager is a principal. However, the 
investors have substantive rights to remove the fund manager—the board of directors provides a 
mechanism to ensure that the investors can remove the fund manager if they decide to do so. 

In this example, the fund manager places greater emphasis on the substantive removal rights in 
the analysis. Thus, although the fund manager has extensive decision-making authority and is 
exposed to variability of benefits of the fund from its remuneration and investment, the 
substantive rights held by the other investors indicate that the fund manager is an agent.  Thus, 
the fund manager concludes that it does not control the fund.  

Example 47 

Entity A is created to purchase a portfolio of fixed rate asset-backed securities, funded by fixed 
rate debt instruments and equity instruments. The equity instruments are designed to provide first 
loss protection to the debt investors and receive any residual benefits from Entity A. The 
transaction was marketed to potential debt investors as an investment in a portfolio of asset-
backed securities with exposure to the credit risk associated with the possible default of the 
issuers of the asset-backed securities in the portfolio and to the interest rate risk associated with 
the management of the portfolio. On formation, the equity instruments represent 10 per cent of 
the value of the assets purchased. A decision maker (the asset manager) manages the active 
asset portfolio by making investment decisions within the parameters set out in Entity A’s 
prospectus. For those services, the asset manager receives a market-based fixed fee (i.e., 1 per 
cent of assets under management) and performance-related fees (i.e., 10 per cent of surplus) if 
Entity A’s surpluses exceed a specified level. The fees are commensurate with the services 
provided. The asset manager holds 35 per cent of the equity instruments of Entity A. The 
remaining 65 per cent of the equity instruments, and all the debt instruments of Entity A, are held 
by a large number of widely dispersed unrelated third party investors. The asset manager can be 
removed, without cause, by a simple majority decision of the other investors. 

The asset manager is paid fixed and performance-related fees that are commensurate with the 
services provided. The remuneration aligns the interests of the fund manager with those of the 
other investors to increase the value of the fund. The asset manager has exposure to variability of 
returns from the activities of the fund because it holds 35 per cent of the equity instruments and 
from its remuneration. 

Although operating within the parameters set out in Entity A’s prospectus, the asset manager has 
the current ability to make investment decisions that significantly affect Entity A’s benefits in the 
form of returns—the removal rights held by the other investors receive little weighting in the 
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analysis because those rights are held by a large number of widely dispersed investors. In this 
example, the asset manager places greater emphasis on its exposure to variability of returns of 
the fund from its net asset/equity interest, which is subordinate to the debt instruments. Holding 
35 per cent of the equity instruments creates subordinated exposure to losses and rights to 
returns of Equity A, which are of such significance that it indicates that the asset manager is a 
principal. Thus, the asset manager concludes that it controls Entity A.  

Example 48 

A decision maker (the sponsor) sponsors a multi-seller conduit, which issues short-term debt 
instruments to unrelated third party investors. The transaction was marketed to potential investors 
as an investment in a portfolio of highly rated medium-term assets with minimal exposure to the 
credit risk associated with the possible default by the issuers of the assets in the portfolio.  
Various transferors sell high quality medium-term asset portfolios to the conduit. Each transferor 
services the portfolio of assets that it sells to the conduit and manages receivables on default for 
a market-based servicing fee. Each transferor also provides first loss protection against credit 
losses from its asset portfolio through over-collateralization of the assets transferred to the 
conduit. The sponsor establishes the terms of the conduit and manages the operations of the 
conduit for a market-based fee. The fee is commensurate with the services provided. The sponsor 
approves the sellers permitted to sell to the conduit, approves the assets to be purchased by the 
conduit and makes decisions about the funding of the conduit. The sponsor must act in the best 
interests of all investors. 

The sponsor is entitled to any residual benefit from the conduit and also provides credit 
enhancement and liquidity facilities to the conduit. The credit enhancement provided by the 
sponsor absorbs losses of up to 5 per cent of all of the conduit’s assets, after losses are absorbed 
by the transferors. The liquidity facilities are not advanced against defaulted assets. The investors 
do not hold substantive rights that could affect the decision-making authority of the sponsor. 

Even though the sponsor is paid a market-based fee for its services that is commensurate with 
the services provided, the sponsor has exposure to variability of benefits from the activities of the 
conduit because of its rights to any residual benefits from the conduit and the provision of credit 
enhancement and liquidity facilities (i.e., the conduit is exposed to liquidity risk by using short-term 
debt instruments to fund medium-term assets). Even though each of the transferors has decision-
making rights that affect the value of the assets of the conduit, the sponsor has extensive 
decision-making authority that gives it the current ability to direct the activities that most 
significantly affect the benefits from the conduit (i.e., the sponsor established the terms of the 
conduit, has the right to make decisions about the assets (approving the assets purchased and 
the transferors of those assets) and the funding of the conduit (for which new investment must be 
found on a regular basis)). The right to residual benefits from the conduit and the provision of 
credit enhancement and liquidity facilities expose the sponsor to variability of benefits from the 
activities of the conduit that is different from that of the other investors. Accordingly, that exposure 
indicates that the sponsor is a principal and thus the sponsor concludes that it controls the 
conduit. The sponsor’s obligation to act in the best interest of all investors does not prevent the 
sponsor from being a principal.  
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Investment Entities (paragraphs AG87–AG105) 

IE14. The following examples illustrate assessments of whether an entity is an investment entity.  

 

Example 49 

An entity, Limited Partnership, is formed in 20X1 as a limited partnership with a 10-year life. The 
offering memorandum states that Limited Partnership’s purpose is to invest in entities with rapid 
growth potential, with the objective of realizing capital appreciation over their life. Entity GP (the 
general partner of Limited Partnership) provides 1 per cent of the capital to Limited Partnership 
and has the responsibility of identifying suitable investments for the partnership. Approximately 75 
limited partners, who are unrelated to Entity GP, provide 99 per cent of the capital to the 
partnership. 

Limited Partnership begins its investment activities in 20X1. However, no suitable investments are 
identified by the end of 20X1. In 20X2 Limited Partnership acquires a controlling interest in one 
entity, ABC Corporation. Limited Partnership is unable to close another investment transaction 
until 20X3, at which time it acquires equity interests in five additional operating companies. Other 
than acquiring these equity interests, Limited Partnership conducts no other activities. Limited 
Partnership measures and evaluates its investments on a fair value basis and this information is 
provided to Entity GP and the external investors. 

Limited Partnership has plans to dispose of its interests in each of its investees during the 10-year 
stated life of the partnership. Such disposals include the outright sale for cash, the distribution of 
marketable equity securities to investors following the successful public offering of the investees’ 
securities and the disposal of investments to the public or other unrelated entities. 

Conclusion 

From the information provided, Limited Partnership meets the definition of an investment entity 
from formation in 20X1 to 31 December 20X3 because the following conditions exist: 

(a) Limited Partnership has obtained funds from the limited partners and is providing those 
limited partners with investment management services; 

(b) Limited Partnership’s only activity is acquiring equity interests in operating companies with 
the purpose of realizing capital appreciation over the life of the investments. Limited 
Partnership has identified and documented exit strategies for its investments, all of which 
are equity investments; and 

(c) Limited Partnership measures and evaluates its investments on a fair value basis and 
reports this financial information to its investors. 

In addition, Limited Partnership displays the following characteristics that are relevant in 
assessing whether it meets the definition of an investment entity: 

(a) Limited Partnership is funded by many investors; and 

(b) Ownership in Limited Partnership is represented by units of partnership interests acquired 
through a capital contribution. 

97 
Agenda Item 6.4 
Page 97 of 104 



ED 49, CONSOLIDATED FINANCIAL STATEMENTS 
IPSASB Meeting (September 2014) 

Limited Partnership does not hold more than one investment throughout the period. However, this 
is because it was still in its start-up period and had not identified suitable investment 
opportunities. 

Example 50 

High Technology Fund was formed by Technology Corporation to invest in technology start-up 
companies for capital appreciation. Technology Corporation holds a 70 per cent interest in High 
Technology Fund and controls High Technology Fund; the other 30 per cent ownership interest in 
High Technology Fund is owned by 10 investors. Technology Corporation holds options to 
acquire investments held by High Technology Fund, at their fair value, which would be exercised 
if the technology developed by the investees would benefit the operations of Technology 
Corporation. No plans for exiting the investments have been identified by High Technology Fund. 
High Technology Fund is managed by an investment adviser that acts as agent for the investors 
in High Technology Fund. 

Conclusion 

Even though High Technology Fund’s business purpose is investing for capital appreciation and it 
provides investment management services to its investors, High Technology Fund is not an 
investment entity because of the following arrangements and circumstances: 

(a) Technology Corporation, the controlling entity of High Technology Fund, holds options to 
acquire investments in investments held by High Technology Fund if the assets developed 
by those entities would benefit the operations of Technology Corporation. This provides a 
benefit in addition to capital appreciation or investment revenue; and 

(b) The investment plans of High Technology Fund do not include exit strategies for its 
investments, which are equity investments. The options held by Technology Corporation 
are not controlled by High Technology Fund and do not constitute an exit strategy. 

Example 51 

Real Estate Entity was formed to develop, own and operate retail, office and other commercial 
properties. Real Estate Entity typically holds its property in separate wholly-owned controlled 
entities, which have no other substantial assets or liabilities other than borrowings used to finance 
the related investment property. Real Estate Entity and each of its controlled entities report their 
investment properties at fair value in accordance with IPSAS 16, Investment Property. Real 
Estate Entity does not have a set time frame for disposing of its property investments, but uses 
fair value to help identify the optimal time for disposal. Although fair value is one performance 
indicator, Real Estate Entity and its investors use other measures, including information about 
expected cash flows, rental revenues and expenses, to assess performance and to make 
investment decisions. The key management personnel of Real Estate Entity do not consider fair 
value information to be the primary measurement attribute to evaluate the performance of its 
investments but rather a part of a group of equally relevant key performance indicators. 

Real Estate Entity undertakes extensive property and asset management activities, including 
property maintenance, capital expenditure, redevelopment, marketing and tenant selection, some 
of which it outsources to third parties. This includes the selection of properties for refurbishment, 
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development and the negotiation with suppliers for the design and construction work to be done 
to develop such properties. This development activity forms a separate substantial part of Real 
Estate Entity’s business activities. 

Conclusion 

Real Estate Entity does not meet the definition of an investment entity because: 

(a) Real Estate Entity has a separate substantial business activity that involves the active 
management of its property portfolio, including lease negotiations, refurbishments and 
development activities, and marketing of properties to provide benefits other than capital 
appreciation, investment revenue, or both;  

(b) The investment plans of Real Estate Entity do not include specified exit strategies for its 
investments. As a result, Real Estate Entity plans to hold those property investments 
indefinitely; and 

(c) Although Real Estate Entity reports its investment properties at fair value in accordance 
with IPSAS 16, fair value is not the primary measurement attribute used by management to 
evaluate the performance of its investments. Other performance indicators are used to 
evaluate performance and make investment decisions.  

Example 52 

An entity, Master Fund, is formed in 20X1 with a 10-year life. The equity of Master Fund is held by 
two related feeder funds. The feeder funds are established in connection with each other to meet 
legal, regulatory, tax or similar requirements. The feeder funds are capitalized with a 1 per cent 
investment from the general partner and 99 per cent from equity investors that are unrelated to 
the general partner (with no party holding a controlling financial interest). 
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The purpose of Master Fund is to hold a portfolio of investments in order to generate capital 
appreciation and investment revenue (such as dividends, interest or rental revenue). The 
investment objective communicated to investors is that the sole purpose of the Master-Feeder 
structure is to provide investment opportunities for investors in separate market niches to invest in 
a large pool of assets. Master Fund has identified and documented exit strategies for the equity 
and non-financial investments that it holds. Master Fund holds a portfolio of short- and 
medium-term debt investments, some of which will be held until maturity and some of which will 
be traded but Master Fund has not specifically identified which investments will be held and which 
will be traded. Master Fund measures and evaluates substantially all of its investments, including 
its debt investments, on a fair value basis. In addition, investors receive periodic financial 
information, on a fair value basis, from the feeder funds. Ownership in both Master Fund and the 
feeder funds is represented through units of equity. 

Conclusion 

Master Fund and the feeder funds each meet the definition of an investment entity. The following 
conditions exist: 

(a) Both Master Fund and the feeder funds have obtained funds for the purpose of providing 
investors with investment management services; 

(b) The Master-Feeder structure’s business purpose, which was communicated directly to 
investors of the feeder funds, is investing solely for capital appreciation and investment 
revenue and Master Fund has identified and documented potential exit strategies for its 
equity and non-financial investments; 

(c) Although the feeder funds do not have an exit strategy for their interests in Master Fund, 
the feeder funds can nevertheless be considered to have an exit strategy for their 
investments because Master Fund was formed in connection with the feeder funds and 
holds investments on behalf of the feeder funds; and 

(d) The investments held by Master Fund are measured and evaluated on a fair value basis 
and information about the investments made by Master Fund is provided to investors on a 
fair value basis through the feeder funds. 

Master Fund and the feeder funds were formed in connection with each other for legal, regulatory, 
tax or similar requirements. When considered together, they display the following characteristics: 

(a) The feeder funds indirectly hold more than one investment because Master Fund holds a 
portfolio of investments;  

(b) Although Master Fund is wholly capitalized by the feeder funds, the feeder funds are 
funded by many investors who are unrelated to the feeder funds (and to the general 
partner); and 

(c) Ownership in the feeder funds is represented by units of equity interests acquired through a 
capital contribution. 
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Comparison with IFRS 10 

IPSAS XX (ED 49), Consolidated Financial Statements is drawn primarily from IFRS 10, Consolidated 
Financial Statements (originally issued in 2011, including amendments published in July and October 
2012). At the time of issuing this Standard, the IPSASB has not considered the applicability to public 
sector entities of certain IFRSs referred to in IFRS 10. These standards include:  

• IFRS 5, Non-current Assets Held for Sale and Discontinued Operations; and 

• IFRS 9, Financial Instruments. 

The main differences between IPSAS XX (ED 49) and IFRS 10 are as follows:  

• Commentary additional to that in IFRS 10 has been included in IPSAS XX (ED 49) to clarify the 
applicability of the Standard to accounting by public sector entities. 

• IPSAS XX (ED 49) uses different terminology, in certain instances, from IFRS 10. The most 
significant examples are the use of the terms “statement of financial performance,” “net 
assets/equity,” “economic entity,” “controlling entity,” and “controlled entity”. The equivalent terms in 
IFRS 10 are “income statement,” “equity,” “group,” “parent,” and “subsidiary.” In many cases the 
terms “investor” and “investee” used in IFRS 10 are replaced by references to “an entity”, “another 
entity” or “an entity being assessed for control”. The terms “investor” and “investee” have been 
retained in the application guidance on investment entities as they are appropriate in that context. 

• IFRS 10 identifies typical characteristics of an investment entity separately from the definition of an 
investment entity. IPSAS XX (ED 49) does not identify such typical characteristics. However, it does 
discuss some of these characteristics in the context of the definition of an investment entity.  

• IPSAS XX (ED 49) contains more guidance on non-financial benefits. 

• IPSAS XX (ED 49) does not require that a controlling entity, that is not itself an investment entity, 
shall consolidate all controlled entities. Instead it requires that such a controlling entity shall present 
consolidated financial statements in which it (i) measures the investments of the controlled 
investment entity at fair value through surplus or deficit in accordance with IPSAS 29 and 
(ii) consolidates the other assets and liabilities and revenue and expenses of the controlled 
investment entity in accordance with IPSAS XX (ED 49).  

• IPSAS XX (ED 49) contains additional illustrative examples that reflect the public sector context. 
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ISSUES PAPER – INVESTMENTS IN ASSOCIATES  
AND JOINT VENTURES 

Objectives of Issues Paper 
1. This paper discusses changes that have been made to the draft standard on separate financial 

statements, having regard to constituents’ responses and feedback from the IPSASB in June 2014. 
The objective is to seek approval of those changes and any directions for further changes prior to 
seeking approval of the standard in December 2014. 

Background 
2. ED 50 Investments in Associates and Joint Ventures was issued in October 2013 with a response 

date of February 28, 2014. At its June 2014 meeting the IPSASB considered an analysis of 
responses to the three SMCs in ED 50 and provided direction on how to proceed. The IPSASB: 

(a) Agreed to revise the scope section of ED 50 and paragraphs 10 and 11 to clarify its intentions 
regarding quantifiable and non-quantifiable ownership interests. The comments from R26  

(b) Agreed that the proposal in ED 50 paragraph 26 regarding the use of carrying amount as the 
initial cost for residual interests (in the absence of published price quotations) should be 
modified to acknowledge that IPSAS 29 provides appropriate guidance for some situations; 
and 

(c) Agreed that the proposed IPSAS based on ED 50 should explain the link between the 
investment entity requirements in the proposed IPSAS based on ED 49 and the requirements 
applicable to investment entities with investments in associates and joint ventures. 

3. This issues paper is organized into the following sections: 

(a) Changes agreed in June 2014; 

(b) Editorial and Other Comments; and 

(c) Related IASB Projects. 

Changes Agreed in June 2014  
4. The IPSASB is asked to confirm that the changes to the proposed Standard to give effect to its 

decisions in June 2014 are appropriate. Because respondents’ comments on these issues were 
considered in June they have not been repeated in these agenda papers (unless further guidance 
is being sought).  
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Matter(s) for Consideration 
1. The IPSASB is asked to REVIEW and CONFIRM the following sections of the proposed IPSAS 

which have been changed to reflect the decisions of the IPSASB in June 2014: 

 (a) Clarification of the scope: paragraphs 4 and 10-11; 

 (b) Modification of guidance on initial cost of residual interests (to include reference to 
IPSAS 29): paragraph 27(b); and 

 (c) Clarification of how the requirements in the proposed Standard apply to investment entities: 
paragraph 26.  

Editorial and Other Comments 
5. Table 1 below summarizes editorial and other comments received in response to ED 50 and 

changes to the proposed Standard as a result of those comments.  

Table 1 
R# ED 50 EDITORIAL AND OTHER COMMENTS STAFF COMMENTS 

26 Definitions 
We agree with the definitions that have been included in the Exposure 
Draft, but as with our general comment to Exposure Draft 48, we are of 
the view that the definition for “investor” and “investee” should be 
included in this Exposure Draft as it would be useful to the preparers of 
the financial statements.   

Disagree – The terms are 
currently used in IPSASs 
and are not defined. The 
definitions would be 
circular.  

30 Paragraph 22 
Having regard to the use of black letter type in ED 50, we suggest that 
the material in paragraph 22 sets out a key requirement and this should 
also be signalled in black letter type. 

Agree – now in black 
letter type.  

04 Paragraph 30 
The cross-references mentioned at the end of the paragraph may be 
more appropriate to refer to paragraphs 37 and 38 (instead of 
paragraphs 36 and 37).   

Agree – references 
updated (now paragraphs 
38 and 39). 

26 Cross reference to transitional provisions following the elimination 
of proportionate consolidation – Paragraph 32 
Paragraph .32 of Exposure Draft 51 sets out the transitional provisions 
to be applied in the transition from proportionate consolidation to the 
equity method. We propose that the IPSASB should consider including 
a cross reference in this Exposure Draft to the transitional guidance in 
Exposure Draft 51.   

Agree – Cross reference 
added. Although the 
proposed IPSAS based 
on ED 51 Joint 
Arrangements is the most 
suitable location for 
transitional provisions 
related to the changes in 
accounting requirements 
for joint arrangements, 
some readers might look 
for them in this standard.  

04 Paragraph 33 
The reference to paragraph 30 may more appropriately changed to 
paragraph 31. 

Agree – Reference 
updated.  

25 Paragraph 35  Disagree – Significant 
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R# ED 50 EDITORIAL AND OTHER COMMENTS STAFF COMMENTS 
We are of the opinion that the Exposure Draft should specify the 
quantitative threshold that qualifies an investment as associate.  

influence depends on a 
number of factors – 
holding a specific 
proportion of ownership 
interest does not 
necessarily mean that the 
holder has significant 
influence.  

25 Paragraph 36  
We are of the opinion that a definition of what constitutes “significant 
transactions be stated. 

Staff recommend no 
change. ‘Significant’ is 
likely to be interpreted to 
mean material. However, 
it cannot be assumed 
that this is consistent with 
the intention every time 
the term significant has 
be used throughout all 
the IPSASs without 
undertaking a review of 
the use of both terms.   

26 Impairment losses – Paragraph 45 
Paragraph .45 includes detail guidance on how an entity should apply 
the principles in IPSAS 26 to determine whether its net investment in an 
associate or joint venture, is impaired, whereas paragraph .46, merely 
explains the principles and terminology in IPSAS 21. 

We question whether the guidance in paragraphs .45 and .46 are 
needed, as we believe that the reference to IPSAS 21 and IPSAS 26 in 
paragraph .44 is sufficient. We therefore propose that paragraphs .45 to 
.46 should be deleted. 

Agree – Reference 
updated.  

26 Paragraph 49 
As with the other Exposure Drafts that deal with interests in other 
entities, we propose that the first effective date paragraph should be in 
bold text. 

Agree – now in black 
letter type.  

26 Different reporting periods – Basis for Conclusions 
IAS 28.34 requires that the difference between the end of the reporting 
period of the associate or joint venture, and that of the entity should not 
be more than three months. 

The IPSASB has not included a similar requirement in this Exposure 
Draft, but rather requires that adjustments should be made for the 
effects of significant transactions or events between the date of the 
financial statements of the associate or joint venture, and that of the 
entity. The IPSASB’s rationale for including a different requirement in 
this Exposure Draft is not explained in the Basis for Conclusions. We 
therefore propose that the Basis for Conclusions should be amended to 
explain the decision. 

Agree – new BC 
paragraph added. 

33 The proposal to require the use of the equity method to account for 
investments in joint ventures is fine. But as earlier alluded to, rights 
should also define how much risks could be borne by each party based 

No amendments have 
been made to the 
proposals in ED 50 in 
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R# ED 50 EDITORIAL AND OTHER COMMENTS STAFF COMMENTS 
on the percentage of the shareholding. In some sectors Joint 
arrangements burden one entity especially in the initial stage even 
though the shareholding is on a 50: 50 basis.  

relation to this comment. 
A joint arrangement is 
defined as an 
arrangement of which 
two or more parties have 
joint control i.e. 
unanimous consent of 
the parties sharing 
control is required for 
decisions about activities 
of the joint arrangement. 
Changes in the extent to 
which risks are borne do 
not affect whether joint 
control exists.  

 

Matter(s) for Consideration 
2. The IPSASB is asked to  

 (a) CONFIRM that it agrees with the proposed response to respondents’ comments on ED 50 
set out in Table 1 above (or, if it disagrees, provide alternative direction); and 

 (b) CONFIRM that it agrees with how these changes have been incorporated in the proposed 
IPSAS (at agenda item 6.6).  

Related IASB Projects 
6. Staff have been monitoring IASB projects that could result in amendments to the IFRSs on which 

EDs 48 to 52 were based. In June 2014 the IASB issued Exposure Draft ED 2014/2 Investment 
Entities–Applying the Consolidation Exception (Proposed amendments to IFRS 10 and IAS 28). 
The IASB’s proposed amendments:  

(a) Simplify the application of the equity method for an entity that is not itself an investment entity 
but which has an interest in an associate that is an investment entity; 

(b) Confirm that the exemption from presenting consolidated financial statements also applies to 
subsidiaries of an investment entity that are themselves parent entities; and 

(c) Clarify when an investment entity parent should consolidate a subsidiary that provides 
investment-related services (rather than measuring that subsidiary at fair value). 

7. Table 2 below summarizes the proposals in IASB ED 2014/2 and staffs’ proposed amendments to 
the IPSASs based on EDs 48 to 52. 
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Table 2 Related IASB Projects  

 PROPOSED AMENDMENTS to IFRS STAFF COMMENTS 

IAS 28 Application of the equity method by a non-
investment entity investor to an investment 
entity investee 

 

 Paragraph 33 of IFRS 10 states that a non-
investment entity parent of an investment entity 
cannot retain the fair value measurement applied 
by the investment entity to its interests in 
subsidiaries. That non-investment entity parent 
shall instead consolidate all subsidiaries in the 
group.  

The IPSASB took a different position in 
ED 49 to the requirements of IFRS 10. 
ED 49 required that a controlling entity, 
that is not itself an investment entity but 
which controls an investment entity, 
present consolidated financial statements 
in which it measures the investments of the 
controlled investment entity at fair value 
through surplus or deficit. 

 However, IAS 28 does not contain an equivalent 
explicit statement related to the application of the 
equity method by a non-investment entity 
investor for its investments in joint ventures or 
associates that are investment entities.  

Some of the respondents to ED 50 (for 
example, R21) noted the lack of guidance 
on this issue. The IPSASB agreed, in June 
2014, to address this issue but did not 
consider specific wording. 

 The IASB proposes to amend IAS 28 to:  

(a) Provide relief to a non-investment entity 
investor by requiring it to retain, when 
applying the equity method, the fair value 
measurement applied by an investment 
entity associate to its interests in 
subsidiaries; and 

Staff propose to require (in the IPSAS 
based on ED 50) that an entity with an 
interest in an associate or a joint venture 
that is an investment entity, shall, when 
applying the equity method, retain the fair 
value measurement applied by that 
investment entity associate or joint venture 
to its interest in controlled entities. Refer to 
paragraph 40 of the proposed IPSAS at 
agenda item 6.6. 

 (b) Clarify that a non-investment entity 
investor that is a joint venturer in a joint 
venture that is an investment entity 
cannot, when applying the equity 
method, retain the fair value 
measurement applied by the investment 
entity joint venture to its interests in 
subsidiaries.  

This recommendation would differ from the 
IASB proposal for joint ventures. Staff 
consider that this is appropriate because:  

(a) It would be consistent with the 
proposals in ED 49  

(b) The IPSASB has previously agreed 
that the risks identified by the IASB 
(including structuring opportunities) 
are of less concern in the public 
sector.   

Staff will monitor the IASB’s deliberations, 
but the IPSASB will most likely be finalizing 
its standards before the IASB has 
concluded its deliberations on this issue. 
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 PROPOSED AMENDMENTS to IFRS STAFF COMMENTS 

IFRS 10 

 

Exemption from preparing consolidated financial 
statements and a subsidiary that provides 
services that relate to the parent’s investment 
activities 

Refer agenda paper 6.3.  

See also paragraph 23(b)(iv)) of the 
proposed IPSAS XX Investments in 
Associates and Joint Ventures (agenda 
paper 6.6  

 

  A subsidiary that provides services that relate to 
the parent’s investment activities   

Refer agenda paper 6.3. 

 

Matter(s) for Consideration 
3. The IPSASB is asked to AGREE that an entity with an interest in an investment entity associate or 

an investment entity joint venture should, when applying the equity method, retain the fair value 
measurement applied by that investment entity associate or investment entity joint venture to its 
interest in controlled entities. 
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This Exposure Draft 50, Investments in Associates and Joint Ventures, was developed and approved by 
the International Public Sector Accounting Standards Board (IPSASB). 

The IPSASB sets International Public Sector Accounting Standards (IPSASs) for use by public sector 
entities, including national, regional, and local governments, and related governmental agencies. A key 
part of the IPSASB’s strategy is to converge the IPSASs, to the extent appropriate, with the IFRSs issued 
by the IASB.  

The objective of the IPSASB is to serve the public interest by setting high-quality public sector accounting 
standards and by facilitating the adoption and implementation of these, thereby enhancing the quality and 
consistency of practice throughout the world and strengthening transparency and accountability of public 
sector finances. 

 

The structures and processes that support the operations of the IPSASB are facilitated by the 
International Federation of Accountants (IFAC).  
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REQUEST FOR COMMENTS 
This Exposure Draft 50, Investments in Associates and Joint Ventures, was developed and approved by 
the International Public Sector Accounting Standards Board (IPSASB).  

The proposals in this Exposure Draft may be modified in light of comments received before being issued 
in final form. Comments are requested by February 28, 2014.  

Respondents are asked to submit their comments electronically through the IPSASB website, using the 
“Submit a Comment” link. Please submit comments in both a PDF and Word file. Also, please note that 
first-time users must register to use this feature. All comments will be considered a matter of public record 
and will ultimately be posted on the website. Although IPSASB prefers that comments are submitted via 
its website, comments can also be sent to Stephenie Fox, IPSASB Technical Director at 
stepheniefox@ipsasb.org. 

This publication may be downloaded free of charge from the IPSASB website: www.ipsasb.org. The 
approved text is published in the English language. 

Objective of the Exposure Draft  

The objective of this Exposure Draft is to propose the accounting for investments in associates and joint 
ventures and to set out the requirements for the application of the equity method when accounting for 
investments in associates and joint ventures.  

Guide for Respondents  

The IPSASB would welcome comments on all of the matters discussed in this Exposure Draft. Comments 
are most helpful if they indicate the specific paragraph or group of paragraphs to which they relate, 
contain a clear rationale and, where applicable, provide a suggestion for alternative wording.  

The Specific Matters for Comment requested for the Exposure Draft are provided below.  

Specific Matter for Comment 1 

Do you generally agree with the proposals in the Exposure Draft? If not, please provide reasons. 

Specific Matter for Comment 2 

Do you agree with the proposal that the scope of the Exposure Draft be restricted to situations where 
there is a quantifiable ownership interest? 

Specific Matter for Comment 3 

Do you agree with the proposal to require the use of the equity method to account for investments in joint 
ventures? If not, please provide reasons and indicate your preferred treatment. 
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IPSAS XX (ED 50) — INVESTMENTS IN ASSOCIATES AND JOINT 
VENTURES 

CONTENTS 
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Discontinuing the Use of the Equity Method .....................................................................  276–287 

Changes in Ownership Interest .........................................................................................  298 

Equity Method Procedures ................................................................................................  2930–431 
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Separate Financial Statements .............................................................................................  5048 

Transitional Provisions ..........................................................................................................  5132 

Effective Date ........................................................................................................................  5249–5350 

Withdrawal of IPSAS 7 (December 2006) .............................................................................  5451 

Basis for Conclusions 

Comparison with IAS 28, Investments in Associates and Joint Ventures (Amended in 2011) 
 

 

 

 

International Public Sector Accounting Standard XX (ED 50), Investments in Associates and Joint 
Ventures, is set out in paragraphs 1-531. All the paragraphs have equal authority. IPSAS XX (ED 50) 
should be read in the context of its objective, the Basis for Conclusions, and the Preface to International 
Public Sector Accounting Standards. IPSAS 3, Accounting Policies, Changes in Accounting Estimates 
and Errors, provides a basis for selecting and applying accounting policies in the absence of explicit 
guidance. 
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Objective 
1. The objective of this Standard is to prescribe the accounting for investments in associates and joint 

ventures and to set out the requirements for the application of the equity method when accounting 
for investments in associates and joint ventures. 

Scope 
2. An entity that prepares and presents financial statements under the accrual basis of 

accounting shall apply this Standard in accounting for investments in associates and joint 
ventures.  

3. This Standard shall be applied by all entities that are investors with significant influence 
over, or joint control of, an investee where the investment leads to the holding of a 
quantifiable ownership interest.  

4. This Standard provides the basis for accounting for ownership interests in associates and joint 
ventures. That is, the investment in the other entity confers on the entity the risks and rewards 
incidental to an ownership interest. This Standard applies only to quantifiable ownership interests,. 
This includesing ownership interests arising from investments in the formal equity structure (or its 
equivalent) of another entity. A formal equity structure means share capital or an equivalent form of 
capital, such as units in a property trust., Quantifiable ownership interests but may also include 
ownership interests arising from other investments other equity structures  in which the entity’s 
ownership interest can be measured reliably (for example, interests in a partnership). Where the 
equity structure of the other entity is poorly defined, it may not be possible to obtain a reliable 
measure of the ownership interest.  

5. Some contributions made by public sector entities may be referred to as an “investment,” but may 
not give rise to an ownership interest. For example, a public sector entity may make a substantial 
investment in the development of a hospital that is owned and operated by a charity. While such 
contributions are non-exchange in nature, they allow the public sector entity to participate in the 
operation of the hospital, and the charity is accountable to the public sector entity for its use of 
public monies. However, the contributions made by the public sector entity do not constitute an 
ownership interest, as the charity could seek alternative funding and thereby prevent the public 
sector entity from participating in the operation of the hospital. Accordingly, the public sector entity 
is not exposed to the risks, nor does it enjoy the rewards, that are incidental to an ownership 
interest.  

6. This Standard applies to all public sector entities other than Government Business 
Enterprises (GBEs).  

7. The Preface to International Public Sector Accounting Standards issued by the IPSASB explains 
that GBEs apply IFRSs issued by the IASB. GBEs are defined in IPSAS 1, Presentation of 
Financial Statements.  
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Definitions 
8. The following terms are used in this Standard with the meanings specified:  

An associate is an entity over which the investor has significant influence.  

Binding arrangement: For the purposes of this Standard, a binding arrangement is an 
arrangement that confers enforceable rights and obligations on the parties to it as if it were 
in the form of a contract. It includes rights from contracts or other legal rights.  

Consolidated financial statements are the financial statements of an economic entity in 
which assets, liabilities, net assets/equity, revenue, expenses and cash flows of the 
controlling entity and its controlled entities are presented as those of a single economic 
entity.  

The equity method is a method of accounting whereby the investment is initially recognized 
at cost and adjusted thereafter for the post-acquisition change in the investor’s share of the 
investee’s net assets/equity of the associate or joint venture. The investor’s surplus or 
deficit includes its share of the investee’s surplus or deficit and the investor’s net 
assets/equity includes its share of changes in the investee’s net assets/equity that have not 
been recognized in the investee’s surplus or deficit.  

A joint arrangement is an arrangement of which two or more parties have joint control. 

Joint control is the contractually agreed sharing of control of an arrangement, which exists 
only when decisions about the relevant activities require the unanimous consent of the 
parties sharing control. 

A joint venture is a joint arrangement whereby the parties that have joint control of the 
arrangement have rights to the net assets of the arrangement.  

A joint venturer is a party to a joint venture that has joint control of that joint venture. 

Significant influence is the power to participate in the financial and operating policy 
decisions of another entity but is not control or joint control of those policies. 

Terms defined in other IPSASs are used in this Standard with the same meaning as in those 
Standards, and are reproduced in the Glossary of Defined Terms published separately. 

Staff will review the location of definitions in the standards comprising this project prior to 
December.  

Binding Arrangement 

9. Binding arrangements can be evidenced in several ways. A binding arrangement is often, but not 
always, in writing, in the form of a contract or documented discussions between the parties. 
Statutory mechanisms such as legislative or executive authority can also create enforceable 
arrangements, similar to contractual arrangements, either on their own, or in conjunction with 
contracts between the parties. 
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Significant Influence 
10. Whether an investor has significant influence over the investee is a matter of judgment based on 

the nature of the relationship between the investor and the investee, and on the definition of 
significant influence in this Standard. This Standard applies only to those associates in which an 
entity holds an quantifiable ownership interest either in the form of a shareholding or other formal 
equity structure or in another form in which the entity’s interest can be measured reliably.  

11. If an entity holds an quantifiable ownership interest in the form of a shareholding or other formal 
equity structure and it holds, directly or indirectly (e.g., through controlled entities), 20 per cent or 
more of the voting power of the investee, it is presumed that the entity has significant influence, 
unless it can be clearly demonstrated that this is not the case. Conversely, if the entity holds, 
directly or indirectly (e.g., through controlled entities), less than 20 per cent of the voting power of 
the investee, it is presumed that the entity does not have significant influence, unless such 
influence can be clearly demonstrated. A substantial or majority ownership by another investor 
does not necessarily preclude an entity from having significant influence.  

Paragraphs 10 and 11 have been revised to address comments from respondents that these 
paragraphs were not consistent with paragraph 4. In June 2014 the IPSASB agreed to revise these 
paragraphs to make it clear that it is possible to have other forms of quantifiable ownership 
interests.  

12. The existence of significant influence by an entity is usually evidenced in one or more of the 
following ways:  

(a)  Representation on the board of directors or equivalent governing body of the investee; 

(b)  Participation in policy-making processes, including participation in decisions about dividends 
or similar distributions; 

(c)  Material transactions between the entity and its investee; 

(d)  Interchange of managerial personnel; or 

(e)  Provision of essential technical information. 

13. An entity may own share warrants, share call options, debt or equity instruments that are 
convertible into ordinary shares, or other similar instruments that have the potential, if exercised or 
converted, to give the entity additional voting power or to reduce another party’s voting power over 
the financial and operating policies of another entity (i.e., potential voting rights). The existence and 
effect of potential voting rights that are currently exercisable or convertible, including potential 
voting rights held by other entities, are considered when assessing whether an entity has significant 
influence. Potential voting rights are not currently exercisable or convertible when, for example, 
they cannot be exercised or converted until a future date or until the occurrence of a future event.  

14. In assessing whether potential voting rights contribute to significant influence, the entity examines 
all facts and circumstances (including the terms of exercise of the potential voting rights and any 
other binding arrangements whether considered individually or in combination) that affect potential 
rights, except the intentions of management and the financial ability to exercise or convert those 
potential rights.  
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15. An entity loses significant influence over an investee when it loses the power to participate in the 

financial and operating policy decisions of that investee. The loss of significant influence can occur 
with or without a change in absolute or relative ownership levels. It could occur, for example, when 
an associate becomes subject to the control of another government, a court or an administrator. It 
could also occur as a result of a binding arrangement.  

Equity Method 
16. Under the equity method, on initial recognition the investment in an associate or a joint venture is 

recognized at cost and the carrying amount is increased or decreased to recognize the investor’s 
share of the surplus or deficit of the investee after the date of acquisition. The investor’s share of 
the investee’s surplus or deficit is recognized in the investor’s surplus or deficit. Distributions 
received from an investee reduce the carrying amount of the investment. Adjustments to the 
carrying amount may also be necessary for changes in the investor’s proportionate interest in the 
investee arising from changes in the investee’s equity that have not been recognized in the 
investee’s surplus or deficit. Such changes include those arising from the revaluation of property, 
plant and equipment and from foreign exchange translation differences. The investor’s share of 
those changes is recognized in net assets/equity of the investor.  

17. The recognition of revenue on the basis of distributions received may not be an adequate measure 
of the revenue earned by an investor on an investment in an associate or a joint venture because 
the distributions received may bear little relation to the performance of the associate or joint 
venture. Because the investor has joint control of, or significant influence over, the investee, the 
investor has an interest in the associate’s or joint venture’s performance and, as a result, the return 
on its investment. The investor accounts for this interest by extending the scope of its financial 
statements to include its share of the surplus or deficit of such an investee. As a result, application 
of the equity method provides more informative reporting of the investor’s net assets/equity and 
surplus or deficit. 

18. When potential voting rights or other derivatives containing potential voting rights exist, an entity’s 
interest in an associate or a joint venture is determined solely on the basis of existing ownership 
interests and does not reflect the possible exercise or conversion of potential voting rights and 
other derivative instruments, unless paragraph 19 applies. 

19. In some circumstances, an entity has, in substance, an existing ownership interest as a result of a 
transaction that currently gives it access to the benefits associated with an ownership interest. In 
such circumstances, the proportion allocated to the entity is determined by taking into account the 
eventual exercise of those potential voting rights and other derivative instruments that currently give 
the entity access to the benefits. 

20. IPSAS 29, Financial Instruments: Recognition and Measurement does not apply to interests in 
associates and joint ventures that are accounted for using the equity method. When instruments 
containing potential voting rights in substance currently give access to the benefits associated with 
an ownership interest in an associate or a joint venture, the instruments are not subject to 
IPSAS 29. In all other cases, instruments containing potential voting rights in an associate or a joint 
venture are accounted for in accordance with IPSAS 29.  
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21. An investment in an associate or a joint venture accounted for using the equity method shall be 

classified as a non-current asset.  

Application of the Equity Method 
22. An entity with joint control of, or significant influence over, an investee shall account for its 

investment in an associate or a joint venture using the equity method except when that 
investment qualifies for exemption in accordance with paragraphs 23–265.  

Exemptions from Applying the Equity Method 

23. An entity need not apply the equity method to its investment in an associate or a joint venture if:  

(a) The entity is a controlling entity that is exempt from preparing consolidated financial 
statements by the scope exception in paragraph 5(a) of IPSAS XX (ED 49), Consolidated 
Financial Statements; or  

(b) All the following apply: 

(i) The entity itself is a controlled entity and the information needs of users are met by its 
controlling entity’s consolidated financial statements, and, in the case of a partially 
owned entity, all its other owners, including those not otherwise entitled to vote, have 
been informed about, and do not object to, the entity not applying the equity method. 

(ii) The entity’s debt or equity instruments are not traded in a public market (a domestic or 
foreign stock exchange or an over-the-counter market, including local and regional 
markets). 

(iii) The entity did not file, nor is it in the process of filing, its financial statements with a 
securities commission or other regulatory organization, for the purpose of issuing any 
class of instruments in a public market.  

(iv) The ultimate or any intermediate controlling entity of the entity produces consolidated 
financial statements available for public use that comply with IPSASs, including the 
requirements of IPSAS XX Consolidated Financial Statements to consolidate controlled 
entities or measure them at fair value.  

24. When an investment in an associate or a joint venture is held by, or is held indirectly through, an 
entity that is a venture capital organization, or a mutual fund, unit trust and similar entities including 
investment-linked insurance funds, the entity may elect to measure investments in those associates 
and joint ventures at fair value through surplus or deficit in accordance with IPSAS 29.  

25. When an entity has an investment in an associate, a portion of which is held indirectly through a 
venture capital organization, or a mutual fund, unit trust and similar entities including investment-
linked insurance funds, the entity may elect to measure that portion of the investment in the 
associate at fair value through surplus or deficit in accordance with IPSAS 29 regardless of whether 
the venture capital organization, or the mutual fund, unit trust and similar entities including 
investment-linked insurance funds, has significant influence over that portion of the investment. If 
the entity makes that election, the entity shall apply the equity method to any remaining portion of 
its investment in an associate that is not held through a venture capital organization, or a mutual 
fund, unit trust and similar entities including investment-linked insurance funds.  
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26. One of the requirements for an entity to be classified as an investment entity is that the entity 

measure and evaluate the performance of substantially all of its investments on a fair value basis 
(see paragraph 10 of IPSAS XX Consolidated Financial Statements). Therefore, an investment 
entity needs to qualify for, and elect to apply, the option to measure investments in associates and 
joint ventures at fair value through surplus or deficit in accordance with IPSAS 29, as permitted by 
paragraphs 24 and 25 of this Standard.  

The paragraph above has been added to clarify how the requirements apply to investment entities. 

Discontinuing the Use of the Equity Method 

26.27. An entity shall discontinue the use of the equity method from the date when its investment 
ceases to be an associate or a joint venture as follows:  

(a) If the investment becomes a controlled entity, the entity shall account for its 
investment in accordance with the relevant national or international pronouncement 
dealing with public sector combinations and IPSAS XX (ED 49). 

(b) If the retained interest in the former associate or joint venture is a financial asset, the 
entity shall measure the retained interest at fair value. The fair value of the retained 
interest shall be regarded as its fair value on initial recognition as a financial asset in 
accordance with IPSAS 29. If an entity is precluded by IPSAS 29, paragraphs AG113 
and AG114 from measuring the retained interest at fair valueIf there are no published 
price quotations, the entity shall measure the retained interest at the carrying amount 
of the investment at the date that it ceases to be an associate or joint venture and that 
carrying amount shall be regarded as its cost on initial recognition as a financial asset 
in accordance with IPSAS 29. The entity shall recognize in surplus or deficit any 
difference between: 

 (i)  The fair value (or, where relevant, the carrying amount) of any retained interest 
and any proceeds from disposing of a part interest in the associate or joint 
venture; and  

 (ii)  The carrying amount of the investment at the date the equity method was 
discontinued. 

(c) When an entity discontinues the use of the equity method, the entity shall account for 
all amounts previously recognized directly in the entity’s net assets/equity in relation 
to that investment on the same basis as would have been required if the investee had 
directly disposed of the related assets or liabilities. 

27.28. If an investment in an associate becomes an investment in a joint venture or an 
investment in a joint venture becomes an investment in an associate, the entity continues to 
apply the equity method and does not remeasure the retained interest.  

Changes in Ownership Interest 

29. If an entity’s ownership interest in an associate or a joint venture is reduced, but the investment 
continues to be classified either as an associate or a joint venture respectivelyentity continues to 
apply the equity method, the entity shall transfer directly to accumulated surpluses or deficits the 
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proportion of the gain or loss that had previously been recognized in net assets/equity relating to 
that reduction in ownership interest if that gain or loss would be required to be transferred directly to 
accumulated surpluses or deficits on the disposal of the related assets or liabilities.  

The paragraph above has been amended to reflect wording in Equity Method in Separate Financial 
Statements (Amendments to IAS 27) issued by the IASB on 12 August 2014. 

Equity Method Procedures 

28.30. Many of the procedures that are appropriate for the application of the equity method are similar to 
the consolidation procedures described in IPSAS XX (ED 49). Furthermore, the concepts 
underlying the procedures used in accounting for the acquisition of a controlled entity are also 
adopted in accounting for the acquisition of an investment in an associate or a joint venture. 

29.31. An economic entity’s share in an associate or a joint venture is the aggregate of the holdings in 
that associate or joint venture by the controlling entity and its controlled entities. The holdings of the 
economic entity’s other associates or joint ventures are ignored for this purpose. When an 
associate or a joint venture has controlled entities, associates or joint ventures, the surplus or deficit 
and net assets taken into account in applying the equity method are those recognized in the 
associate’s or joint venture’s financial statements (including the associate’s or joint venture’s share 
of the surpluses or deficits and net assets of its associates and joint ventures), after any 
adjustments necessary to give effect to uniform accounting policies (see paragraphs 386 -and 
3739). 

30.32. Gains and losses resulting from “upstream” and “downstream” transactions between an entity 
(including its consolidated controlled entities) and its associate or joint venture are recognized in 
the entity’s financial statements only to the extent of unrelated investors’ interests in the associate 
or joint venture.  “Upstream” transactions are, for example, sales of assets from an associate or a 
joint venture to the investor. “Downstream” transactions are, for example, sales or contributions of 
assets from the investor to its associate or its joint venture. The investor’s share in the associate’s 
or joint venture’s gains or losses resulting from these transactions is eliminated.  

31.33. When downstream transactions provide evidence of a reduction in the net realizable value of the 
assets to be sold or contributed, or of an impairment loss of those assets, those losses shall be 
recognized in full by the investor. When upstream transactions provide evidence of a reduction in 
the net realizable value of the assets to be purchased or of an impairment loss of those assets, the 
investor shall recognize its share in those losses. 

32.34. The contribution of a non-monetary asset to an associate or a joint venture in exchange for an 
equity interest in the associate or joint venture shall be accounted for in accordance with 
paragraph 320, except when the contribution lacks commercial substance, as that term is described 
in IPSAS 17, Property, Plant and Equipment. If such a contribution lacks commercial substance, the 
gain or loss is regarded as unrealized and is not recognized unless paragraph 354 also applies. 
Such unrealized gains and losses shall be eliminated against the investment accounted for using 
the equity method and shall not be presented as deferred gains or losses in the entity’s 
consolidated statement of financial position or in the entity’s statement of financial position in which 
investments are accounted for using the equity method.  
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33.35. If, in addition to receiving an equity interest in an associate or a joint venture, an entity receives 

monetary or non-monetary assets, the entity recognizes in full in surplus or deficit the portion of the 
gain or loss on the contribution relating to the monetary or non-monetary assets received.  

34.36. An investment is accounted for using the equity method from the date on which it becomes an 
associate or a joint venture. On acquisition of the investment, any difference between the cost of 
the investment and the entity’s share of the net fair value of the investee’s identifiable assets and 
liabilities is accounted for as follows:  

(a)  When an entity has included goodwill relating to an associate or a joint venture in the carrying 
amount of the investment, amortization of that goodwill is not permitted.  

(b)  Any excess of the entity’s share of the net fair value of the investee’s identifiable assets and 
liabilities over the cost of the investment is included as revenue in the determination of the 
entity’s share of the associate or joint venture’s surplus or deficit in the period in which the 
investment is acquired. 

Appropriate adjustments to the entity’s share of the associate’s or joint venture’s surplus or deficit 
after acquisition are made in order to account, for example, for depreciation of the depreciable 
assets based on their fair values at the acquisition date. Similarly, appropriate adjustments to the 
entity’s share of the associate’s or joint venture’s surplus or deficit after acquisition are made for 
impairment losses such as for property, plant and equipment or, where relevant, goodwill. 

35.37. The most recent available financial statements of the associate or joint venture are used 
by the entity in applying the equity method. When the end of the reporting period of the 
entity is different from that of an associate or a joint venture the entity either: 

(a) Obtains, for the purpose of applying the equity method, additional financial 
information as of the same date as the financial statements of the entity; or 

(b) Uses the most recent financial statements of the associate or joint venture adjusted 
for the effects of significant transactions or events that occur between the date of 
those financial statements and the date of the entity’s financial statements.  

36.38. The entity’s financial statements shall be prepared using uniform accounting policies for 
like transactions and events in similar circumstances. 

39. Except as described in paragraph 40, if an associate or a joint venture uses accounting policies 
other than those of the entity for like transactions and events in similar circumstances, adjustments 
shall be made to make the associate’s or joint venture’s accounting policies conform to those of the 
entity when the associate’s or joint venture’s financial statements are used by the entity in applying 
the equity method.  

40. Notwithstanding the requirements in paragraph 39, if an entity has an interest in an associate or a 
joint venture that is an investment entity, the entity shall, when applying the equity method, retain 
the fair value measurement applied by that investment entity associate or joint venture to its interest 
in controlled entities.  

The paragraph above has been added to clarify how the requirements in this Standard apply to an 
interest in an investment entity that is an associate or a joint venture. The clarification was 
requested by a few respondents to ED 50.  
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37.41. If an associate or a joint venture has outstanding cumulative preference shares that are held by 

parties other than the entity and are classified as equity, the entity computes its share of surplus or 
deficit after adjusting for the dividends on such shares, whether or not the dividends have been 
declared. 

38.42. If an entity’s share of the deficit of an associate or a joint venture equals or exceeds its interest in 
the associate or joint venture, the entity discontinues recognizing its share of further deficits. The 
interest in an associate or a joint venture is the carrying amount of the investment in the associate 
or joint venture determined using the equity method together with any long-term interests that, in 
substance, form part of the entity’s net investment in the associate or joint venture. For example, an 
item for which settlement is neither planned nor likely to occur in the foreseeable future is, in 
substance, an extension of the entity’s investment in that associate or joint venture. Such items 
may include preference shares and long-term receivables or loans, but do not include trade 
receivables, trade payables or any long-term receivables for which adequate collateral exists, such 
as secured loans. Deficits recognized using the equity method in excess of the entity’s investment 
in ordinary shares are applied to the other components of the entity’s interest in an associate or a 
joint venture in the reverse order of their seniority (i.e. priority in liquidation).  

39.43. After the entity’s interest is reduced to zero, additional deficits are provided for, and a liability is 
recognized, only to the extent that the entity has incurred legal or constructive obligations or made 
payments on behalf of the associate or joint venture. If the associate or joint venture subsequently 
reports surpluses, the entity resumes recognizing its share of those surpluses only after its share of 
the surpluses equals the share of deficits not recognized.  

Impairment Losses 

40.44. After application of the equity method, including recognizing the associate’s or joint venture’s 
deficits in accordance with paragraph 420, the entity applies IPSAS 29 to determine whether it is 
necessary to recognize any additional impairment loss with respect to its net investment in the 
associate or joint venture. 

41.45. The entity also applies IPSAS 29 to determine whether any additional impairment loss is 
recognized with respect to its interest in the associate or joint venture that does not constitute part 
of the net investment and the amount of that impairment loss.  

42.46. Whenever application of IPSAS 29 indicates that the investment in an associate or a joint venture 
may be impaired, an entity applies IPSAS 26, Impairment of Cash-Generating Assets, and possibly, 
IPSAS 21, Impairment of Non-Cash-Generating Assets.  

43.47. IPSAS 26 directs an entity to determine the value in use of the cash-generating investment. In 
determining the value in use of the cash-generating investment in accordance with IPSAS 26, an 
entity estimates:  

(a)  Its share of the present value of the estimated future cash flows expected to be generated by 
the associate or joint venture, including the cash flows from the operations of the associate or 
joint venture and the proceeds from the ultimate disposal of the investment; or 

(b)  The present value of the estimated future cash flows expected to arise from dividends or 
similar distributions to be received from the investment, and from its ultimate disposal. 
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Using appropriate assumptions, both methods give the same result.  

44.48. IPSAS 21 requires that, if the recoverable service amount of an asset is less than its carrying 
amount, the carrying amount shall be reduced to its recoverable service amount. Recoverable 
service amount is the higher of an asset’s fair value, less costs to sell and its value in use. Value in 
use of a non-cash-generating asset is defined as the present value of the asset’s remaining service 
potential. The present value of the remaining service potential may be assessed using the 
depreciated replacement cost approach, the restoration cost approach or the service units 
approach, as appropriate.  

45.49. The recoverable amount of an investment in an associate or a joint venture shall be assessed for 
each associate or joint venture, unless the associate or joint venture does not generate cash 
inflows from continuing use that are largely independent of those from other assets of the entity. 

Separate Financial Statements 
46.50. An investment in an associate or a joint venture shall be accounted for in the entity’s separate 

financial statements in accordance with paragraph 12 of IPSAS XX (ED 48), Separate Financial 
Statements.  

Transitional Provisions  
51. The transitional provisions for changing from proportionate consolidation to the equity method, or 

from the equity method to accounting for assets and liabilities in respect of a joint operation are set 
out in IPSAS XX, Joint Arrangements.  

The paragraph above was added to address an issue raised by R26. Staff have included a cross 
reference to the requirements in IPSAS XX, Joint Arrangements.  

Effective Date  
47.52. An entity shall apply this Standard for annual financial statements covering periods 

beginning on or after [Date]. Earlier application is encouraged.  If an entity applies this 
Standard for a period beginning before [Date], it shall disclose that fact and apply IPSAS XX 
(ED 48), IPSAS XX (ED 49), IPSAS XX (ED 51), Joint Arrangements, and IPSAS XX (ED 52), 
Disclosure of Interests in Other Entities, at the same time.  

48.53. When an entity adopts the accrual basis of accounting as defined by IPSASs for financial 
reporting purposes subsequent to this effective date, this Standard applies to the entity’s annual 
financial statements covering periods beginning on or after the date of adoption.  

Withdrawal of IPSAS 7 (December 2006)  
49.54. This Standard supersedes IPSAS 7, Investments in Associates (December 2006).  
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Basis for Conclusions 
This Basis for Conclusions accompanies, but is not part of, IPSAS XX (ED 50), Investments in Associates 
and Joint Ventures.  

Objective 

BC1. This Basis for Conclusions summarizes the IPSASB‘s considerations in reaching its 
conclusions on IPSAS XX (ED 50). As this Standard is based on IAS 28, Investments in 
Associates and Joint Ventures (Amended in 2011) issued by the IASB, the Basis for 
Conclusions outlines only those areas where IPSAS XX (ED 50) departs from the main 
requirements of IAS 27 (Amended in 2011), or where the IPSASB considered such 
departures.  

BC2. This Standard results from the Board’s project to update IPSASs 6–8. As a result of 
combining the accounting for associates and joint ventures the title of the Standard was 
changed to Investments in Associates and Joint Ventures.  

BC3. In drafting IPSAS XX (ED 50) the Board did not reconsider all the requirements of IPSAS 7, 
Investments in Associates (December 2006). The most significant changes resulted from the 
decision to require the use of the equity method to account for investments in joint ventures 
and therefore to combine the accounting for investments in associates and joint ventures in 
one standard. The Board’s views on the use of the equity method to account for investments 
in joint ventures are discussed in the Basis for Conclusions on IPSAS XX (ED 51).  

Scope 

Quantifiable Ownership Interests 

BC4. The IPSASB noted that the scope of IPSAS 7 (December 2006) had been limited to 
investments in associates “where the investment in the associate leads to the holding of an 
ownership interest in the form of a shareholding or other formal equity structure”. In 
developing IPSAS 7 (December 2006) the IPSASB noted that it is unlikely equity accounting 
could be applied unless the associate had a formal or other reliably measurable equity 
structure. The IPSASB reflected on the intention of this modification and concluded that it 
was intended to prevent the inappropriate application of that Standard to interests other than 
ownership interests. 

BC5. In contrast with IPSAS 7 (December 2006) this Standard applies to both associates and joint 
ventures. Because joint ventures can take many forms, including partnership arrangements 
which do not have formal equity structures, the scope limitation in IPSAS 7 (December 2006) 
was not appropriate. The IPSASB decided that the scope of this Standard should be limited 
to “quantifiable ownership interests”. Respondents supported this proposal, but considered 
that disclosure of information about an entity’s non-quantifiable ownership interests in other 
entities would be appropriate.  The IPSASB agreed to require, in IPSAS XX ED 52, 
disclosure of non-quantifiable ownership interests. 
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Temporary Joint Control and Significant Influence 

BC6. IPSAS 7 (December 2006) and IPSAS 8, Interests in Joint Ventures (December 2006) did not 
require application of the equity method or proportionate consolidation when joint control of, 
or significant influence over, another entity was intended to be temporary. The IPSASB noted 
that the IASB had removed these exemptions from the equivalent IFRSs in 2003, as a 
consequence of issuing IFRS 5, Non-current Assets Held for Sale and Discontinued 
Operations. 

BC7. The IPSASB noted that in developing IPSAS XX (ED 49) it had considered the related issue 
of whether to incorporate a temporary control exemption in that Standard, and had agreed 
not to do so. Accordingly the IPSASB decided not to provide exemptions based on temporary 
joint control or temporary significant influence in IPSAS XX (ED 50).  

Significant Influence 

BC8. The Standard establishes a presumption that an entity has significant influence over an 
investee if an entity holds an ownership interest in the form of a shareholding or other formal 
equity structure and holds, directly, or indirectly, (e.g., through controlled entities) 20 per cent 
or more of the voting power of an investee. The IPSASB noted that the use of 20 percent in 
establishing a presumption of significant influence came initially from IAS 27 and had also 
been used in IPSAS 7 (December 2006). In deciding to retain this presumption in the 
Standard, the IPSASB noted that it was unaware of any public sector reason to use an 
amount other than 20 per cent. 

Uniform Reporting Dates 

BC9. The IPSASB considered whether to impose a time limit on the difference between the end of 
the reporting period of the entity and associate or joint venture of the entity. The IPSASB 
noted that IAS 28 requires that the most recent available financial statements of the 
associate or joint venture be used by an entity in applying the equity method and requires 
adjustments when they are not the same. In addition, IAS 28 limits the difference in dates to 
three months. The IPSASB noted that there may be instances in the public sector where 
entities have different reporting dates and it may not be possible to change those dates. The 
IPSASB agreed not to impose a three month limit on the difference in dates.  

New BC paragraph to discuss the reporting date requirements – as proposed by R26. 

Investment Entities 

BC10. Some respondents to ED 50 requested that the IPSASB clarify the application of the equity 
method by investment entities and by investors with investments in an associate or a joint 
venture that is an investment entity.  Accordingly the IPSASB:  

(a) Added guidance explaining that by virtue of the definition of an investment entity an 
investment entity would qualify to use the option to measure investments in associates 
and joint ventures at fair value through surplus or deficit in accordance with IPSAS 29 
in paragraphs 24 and 25 of the Standard; and 
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(b) Added a requirement that an entity has an interest in an associate or a joint venture 

that is an investment entity, shall, when applying the equity method, retain the fair 
value measurement applied by that investment entity associate or joint venture to its 
interest in controlled entities. The IPSASB noted that the retention of the fair value 
measurement by an investment entity associate was consistent with proposals issued 
by the IASB in ED 2014/2 Investment Entities–Applying the Consolidation Exception 
(Proposed amendments to IFRS 10 and IAS 28) issued in June 2014. However, the 
retention of the fair value measurement by an investment entity joint venture was 
inconsistent with the IASB’s proposals in that ED. The IPSASB considered that the 
retention of the fair value treatment for joint ventures should be consistent with the 
retention of the fair value treatment for controlled investment entities in IPSAS XX 
Consolidated Financial Statements. 

Possible Future Issues 

Share of Other Net Asset Changes  

50. The IPSASB noted that at the time IPSAS XX (ED 50) was being developed, the IASB was in the 
process of considering proposals to clarify how an investor should account for other net asset 
changes of the investee. The IASB’s proposals were set out in IASB ED/2012/3 Equity Method: 
Share of Other Net Asset Changes (Proposed Amendments to IAS 28). The IPSASB noted that the 
IASB had indicated its intention to finalize the proposed amendments by the end of 2013.  

51. At the time that this ED was issued, the outcome of the IASB’s deliberations on these proposals 
was uncertain. The IPSASB therefore decided not to incorporate the proposals from IASB 
ED/2012/3 in this ED, but to retain the requirements that were in IPSAS 7 (December 2006).  

The discussion of how to account for the share of other net asset changes has been deleted 
because the IASB decided not to proceed with the proposals in ED/2013/3.  

Sale or Contribution of Assets between an Investor and its Associate or Joint Venture 

BC11. The IPSASB noted that at the time IPSAS XX (ED 50) was being developed, the IASB was 
deliberating on proposals to amend IAS 28 so that the requirements for the recognition of a 
partial gain or loss for transactions between an investor and its associate or joint venture 
apply only to the gain or loss resulting from the sale or contribution of assets that do not 
constitute a business, as defined in IFRS 3, Business Combinations. These proposals were 
set out in IASB ED 2012/6 Sale or Contribution of Assets between an Investor and its 
Associate or Joint Venture (Proposed amendments to IFRS 10 and IAS 28). The IPSASB 
agreed not to incorporate the amendments in ED/2012/6 in IPSAS XX (ED 50) on the 
grounds that it would be more appropriate to consider the recognition of full or partial gains 
and losses in the context of drafting standards level requirements for public sector 
combinations.  

Note: As at 28 August 2014 the IASB had not concluded its deliberations on ED 2012/6. Final 
IASB amendments are expected to be issued in the third quarter of 2014. The Basis for 
Conclusions paragraphs on IASB ED 2012/6 will be updated if the IASB issues final 
amendments before this proposed IPSAS is issued.  
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Comparison with IAS 28 (Amended in 2011) 
IPSAS XX (ED 50), Investments in Associates and Joint Ventures is drawn primarily from IAS 28, 
Investments in Associates and Joint Ventures (Amended in 2011). At the time of issuing this Standard, 
the IPSASB has not considered the applicability to public sector entities of IFRS 9, Financial Instruments. 
References to IFRS 9 in IAS 28 have therefore been replaced by references to the IPSASs dealing with 
financial instruments. 

The main differences between IPSAS XX (ED 50) and IAS 28 (Amended in 2011) are as follows:  

• Commentary additional to that in IAS 28 (Amended in 2011) has been included in IPSAS XX (ED 
50) to clarify the applicability of the standards to accounting by public sector entities. 

• IPSAS XX (ED 50) uses different terminology, in certain instances, from IAS 28 (Amended in 2011). 
The most significant examples are the use of the terms “net assets/equity,” “economic entity,” 
“controlling entity,” “controlled entity”, “revenue” in IPSAS XX (ED 50). The equivalent terms in 
IAS 28 (Amended in 2011) are “equity,” “group,” “parent,” “subsidiary” and “income.” 

• IPSAS XX (ED 50) applies to all investments where the investor has a quantifiable ownership 
interest. IAS 28 (Amended in 2011) does not contain a similar requirement. However, it is unlikely 
that equity accounting could be applied unless there was a quantifiable ownership interest. 

• Where an entity is precluded by IPSAS 29 from measuring the there are no published quotations 
available IPSAS XX (ED 50) permits an entity with a retained interest in a former associate or joint 
venture at fair value, IPSAS XX permits an entity to use carrying amount as the cost on initial 
recognition of the financial asset. IAS 28 (Amended in 2011) requires that the retained interest 
financial asset be measured recognized at fair value.  

• IPSAS XX requires that an entity with an interest in an associate or a joint venture that is an 
investment entity, shall, when applying the equity method, retain the fair value measurement 
applied by that investment entity associate or joint venture to its interest in controlled entities.  
IAS 28 (Amended in 2011) does not specify requirements for investment entity associates or joint 
ventures.  

[Note: The last bullet point above will need to be updated if the IASB issues amendments based on ED 
2014/2 Investment Entities–Applying the Consolidation Exception (Proposed amendments to IFRS 10 
and IAS 28) issued in June 2014 before this IPSAS is finalized.]  
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ISSUES PAPER – JOINT ARRANGEMENTS  

Objectives of Issues Paper 
1. This paper discusses changes that have been made to the draft standard on joint arrangements, 

having regard to constituents’ responses and feedback from the IPSASB in June 2014. The 
objective is to seek approval of those changes and any directions for further changes prior to 
seeking approval of the standard in December 2014. 

Background 
2. ED 51 Joint Arrangements was issued in October 2013 with a response date of February 28, 2014. 

The agenda papers in June 2014 included the responses to ED 51 and an analysis of those 
responses. Respondents generally supported the classification of joint arrangements proposed in 
ED 51 and the proposal to use the equity method to account for interests in joint ventures. The 
IPSASB considered the recommendations in respect of ED 51 on an exceptions basis. Apart from a 
brief discussion of unanimous consent, the IPSASB did not raise any issues in respect of the 
analysis or recommendations in respect of ED 51.   

3. At this meeting staff are seeking feedback on the proposed action in respect of any remaining 
comments from respondents. Staff are also seeking direction on a few other issues required to 
finalize the standard based on ED 51.  

Editorial and Other Comments  
4. Table 1 sets out editorial and other comments on ED 51. It indicates changes proposed as a result 

of these comments.  

Table 1 
R# ED 51 EDITORIAL AND OTHER COMMENTS STAFF COMMENTS 

17 Explanation for Elimination of Proportionate Consolidation 
In addition to the reason that IPSASs should be consistent with the 
International Financial Reporting Standards (IFRSs), a more detailed 
rationale should be provided in the Basis for Conclusions (e.g., BC3). 
For example, we find an explanation as to why the proportionate 
consolidation was eliminated in paragraphs BC41-BC45 of IFRS 11, 
Joint Arrangements. An appropriate explanation should be included in 
the IPSASs to ensure that the rationale can be understood without any 
reference to the IFRSs, even in cases where the IFRSs are revised.  

Staff has included 
additional BC 
paragraphs.   

26 Determining joint control – Paragraph 7 
Paragraph .07 defines joint control as the agreed sharing of control of 
an arrangement by way of a binding arrangement, which exists only 
when decisions about the relevant activities requires unanimous 
consent of the parties sharing the control. Exposure Draft 49 explains 
how and whether control exists where a public sector entity is carrying 
out government policy on behalf of an executive authority (AG 59). We 
propose that similar guidance should be included in this Exposure Draft 
to illustrate whether joint control exists where government policy are 
carried out in terms of an arrangement.   

No change proposed to 
ED 51. ED 49 
addresses the many 
ways in which an entity 
may have control over 
another entity (see 
ED 49 paragraph AG59 
shown below). Entities 
may need to refer first 
to the standard dealing 
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R# ED 51 EDITORIAL AND OTHER COMMENTS STAFF COMMENTS 
with control before 
assessing whether they 
have joint control.  

26 Reference to “sale” – Paragraph 23 
Paragraph .23(c) and (d) makes reference to “sale”, which in our view, 
reflects private sector circumstances. The requirements in this 
paragraph should also be expanded to non-exchange revenue 
transactions, and we propose that the paragraph should be extended to 
also refer to distributions made at no or nominal value. 

No change proposed to 
paragraph 23. The 
words “or distribution” 
could be included in 
sub-paragraphs 23(c) 
and (d) but the change 
would have no impact 
on the amount of 
revenue recognized. A 
joint operator is unlikely 
to have revenue from 
non-exchange 
transactions, but, if it 
did, paragraph 24 
would ensure that such 
revenue was 
recognized. 

26 Cross reference to transitional provisions following the elimination 
of proportionate consolidation – Paragraph 32 

Paragraph .32 of this Exposure Draft sets out the transitional provisions 
to be applied in the transition from proportionate consolidation to the 
equity method. We propose that the IPSASB should consider including 
a cross reference to Exposure Draft 50 that deals with the accounting of 
joint ventures. 

This issue has been 
addressed in agenda 
paper 6.5. 

Staff have included a 
cross reference in the 
standard based on 
ED 50. 

26 Transitional provisions – Paragraph 41  
Paragraph .41 of this Exposure Draft sets out the transitional provisions 
to be applied in an entity’s separate financial statements for interests in 
joint operations. As we have mentioned in our general comments to 
Exposure Daft 48 above, we propose that the IPSASB should 
reconsider the positioning of this guidance. In our view, it should be 
included in the pronouncement that provides guidance on separate 
financial statements. Alternatively, the IPSASB should consider 
including cross references between this Exposure Draft and Exposure 
Draft 48. 

This issue has been 
addressed in agenda 
paper 6.1.  

Staff have proposed to 
include a cross 
reference in the 
standard based on 
ED 48. 

26 Example 1 
Example 1 illustrates the application of this Exposure Draft to a 
construction service between a private sector entity and a public sector 
entity. Some of our stakeholders questioned how this example impacts 
the application of the IPSAS on Service Concession Arrangements: 
Grantor (IPSAS 32). We therefore propose that the link between this 
example and IPSAS 32 should be clarified.   

Clarify that the 
example does not 
involve a service 
concession 
arrangement.  

04 Example 3 variation – Joint Provision of Assisted Living Services 
IE18 in example 3 specifies that entity X will be responsible for 
providing the assisted living services and entity Y will be responsible for 
the construction and ongoing maintenance of the premises. IE20 states 

Agree – Propose to 
amend IE18 to clarify 
(see agenda item 6.8) 
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that entity X and Y should recognise their share of the revenue and 
expenses resulting from the provision of assisted living services through 
the new entity Z.   

Given entity Y will not be directly involved in providing the assisted 
living services, IE20 appears to suggest that the proposed basis for 
allocating revenue and expenses would only be applicable to entity X 
but not entity Y. HoTARAC suggests that the IPSASB review the 
proposed allocation basis in the example, to ensure it is consistent with 
the surrounding paragraphs.   

5. The following extract from ED 49 is provided to give context to the comment about determining joint 
control in Table 1.  

 

 Extract from ED 49, CONSOLIDATED FINANCIAL STATEMENTS  

Delegated Power  

AG59. It is common for public sector entities to be responsible for carrying out government policy. In 
some cases they may have the authority to act in their own right, in other cases they may act 
as agent for a Minister or another entity. For example:  

(a) A government department, which is authorized by a Minister to act on the Minister’s 
behalf, might act solely as an agent of the responsible Minister in relation to another 
entity. In such cases the department would not control the other entity and would not 
consolidate it.  

(b) A government department may operate under a delegation of power from a Minister. 
The department uses its own discretion in making decisions and taking actions and is 
not subject to direction from the Minister. In such cases the department is acting in its 
own right and would need to apply the other requirements of this Standard to 
determine whether it controlled another entity. The scope of the department’s decision-
making authority over another entity would be a significant factor in distinguishing 
whether it is acting as an agent or as a principal.  

(c) An entity may establish a trust to carry out specified activities and appoints the trustee. 
The trustee is responsible for making decisions about the financing and operating 
activities of the trust in accordance with the trust deed. If the entity can replace the 
trustee at its discretion, the entity would need to assess whether it controls the trust 
given that, for example, it would be exposed, or have rights, to variable benefits in 
terms of the extent to which its objectives are achieved or furthered through the 
activities of the trust.  

Matter(s) for Consideration  
1. The IPSASB is asked to:  

 (a) CONFIRM that it agrees with the proposed response to respondents’ comments on ED 51 
set out in Table 1 above (or, if it disagrees, provide alternative direction); and 

 (b) CONFIRM that it agrees with the addition of paragraph BC5 on the rationale for changing to 
the equity method of accounting for joint ventures (in agenda item 6.8). 
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This Exposure Draft 51, Joint Arrangements, was developed and approved by the International Public 

Sector Accounting Standards Board (IPSASB). 

The IPSASB sets International Public Sector Accounting Standards (IPSASs) for use by public sector 

entities, including national, regional, and local governments, and related governmental agencies. A key part 

of the IPSASB’s strategy is to converge the IPSASs, to the extent appropriate, with the IFRSs issued by 

the IASB.  

The objective of the IPSASB is to serve the public interest by setting high-quality public sector accounting 

standards and by facilitating the adoption and implementation of these, thereby enhancing the quality and 

consistency of practice throughout the world and strengthening transparency and accountability of public 

sector finances. 

 

The structures and processes that support the operations of the IPSASB are facilitated by the International 

Federation of Accountants (IFAC).  

Copyright © October 2013 by the International Federation of Accountants (IFAC). For copyright, trademark, 

and permissions information, please see page 45. 
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REQUEST FOR COMMENTS 

This Exposure Draft 51, Joint Arrangements, was developed and approved by the International Public 

Sector Accounting Standards Board (IPSASB).  

The proposals in this Exposure Draft may be modified in light of comments received before being issued in 

final form. Comments are requested by February 28, 2014.  

Respondents are asked to submit their comments electronically through the IPSASB website, using the 

“Submit a Comment” link. Please submit comments in both a PDF and Word file. Also, please note that 

first-time users must register to use this feature. All comments will be considered a matter of public record 

and will ultimately be posted on the website. Although IPSASB prefers that comments are submitted via its 

website, comments can also be sent to Stephenie Fox, IPSASB Technical Director at 

stepheniefox@ipsasb.org. 

This publication may be downloaded free of charge from the IPSASB website: www.ipsasb.org. The 

approved text is published in the English language. 

Objective of the Exposure Draft  

The objective of this Exposure Draft is to propose principles for financial reporting by entities that have an 

interest in arrangements that are controlled jointly.  

Guide for Respondents  

The IPSASB would welcome comments on all of the matters discussed in this Exposure Draft. Comments 

are most helpful if they indicate the specific paragraph or group of paragraphs to which they relate, contain 

a clear rationale and, where applicable, provide a suggestion for alternative wording.  

The Specific Matters for Comment requested for the Exposure Draft are provided below.  

Specific Matter for Comment 1:  

Do you agree that joint arrangements should be classified as joint ventures or joint operations based on 

whether an entity has (i) rights to assets and obligations for liabilities, or (ii) rights to net assets? 

Specific Matter for Comment 2:  

Do you agree that joint ventures should be accounted for in consolidated financial statements using the 

equity method? 
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International Public Sector Accounting Standard XX (ED 51), Joint Arrangements, is set out in paragraphs 

1-45. All the paragraphs have equal authority. IPSAS XX (ED 51) should be read in the context of its 

objective, the Basis for Conclusions, and the Preface to International Public Sector Accounting Standards. 

IPSAS 3, Accounting Policies, Changes in Accounting Estimates and Errors, provides a basis for selecting 

and applying accounting policies in the absence of explicit guidance. 
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Objective 

1. The objective of this Standard is to establish principles for financial reporting by entities that have an 

interest in arrangements that are controlled jointly (i.e., joint arrangements). 

2. To meet the objective in paragraph 1, this Standard defines joint control and requires an entity that 

is a party to a joint arrangement to determine the type of joint arrangement in which it is involved by 

assessing its rights and obligations and to account for those rights and obligations in accordance with 

that type of joint arrangement.  

Scope 

3. An entity that prepares and presents financial statements under the accrual basis of 

accounting shall apply this Standard in determining the type of joint arrangement in which it 

is involved and in accounting for the rights and obligations of the joint arrangement. 

4. This Standard shall be applied by all entities that are a party to a joint arrangement.  

5. This Standard applies to all public sector entities other than Government Business 

Enterprises (GBEs).  

6. The Preface to International Public Sector Accounting Standards issued by the IPSASB explains that 

GBEs apply IFRSs issued by the IASB. GBEs are defined in IPSAS 1, Presentation of Financial 

Statements.  

Definitions 

7. The following terms are used in this Standard with the meanings specified: 

Binding arrangement: For the purposes of this Standard, a binding arrangement is an 

arrangement that confers enforceable rights and obligations on the parties to it as if it were 

in the form of a contract. It includes rights from contracts or other legal rights.  

A joint arrangement is an arrangement of which two or more parties have joint control. 

Joint control is the agreed sharing of control of an arrangement by way of a binding 

arrangement, which exists only when decisions about the relevant activities require the 

unanimous consent of the parties sharing control. 

A joint operation is a joint arrangement whereby the parties that have joint control of the 

arrangement have rights to the assets, and obligations for the liabilities, relating to the 

arrangement. 

A joint operator is a party to a joint operation that has joint control of that joint operation. 

A joint venture is a joint arrangement whereby the parties that have joint control of the 

arrangement have rights to the net assets of the arrangement. 

A joint venturer is a party to a joint venture that has joint control of that joint venture. 

A party to a joint arrangement is an entity that participates in a joint arrangement, regardless 

of whether that entity has joint control of the arrangement. 
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A separate vehicle is a separately identifiable financial structure, including separate legal 

entities or entities recognized by statute, regardless of whether those entities have a legal 

personality. 

Terms defined in other IPSASs are used in this Standard with the same meaning as in those 

Standards, and are reproduced in the Glossary of Defined Terms published separately.  

Staff will review the location of definitions in the standards comprising this project prior to December.  

Binding Arrangement 

8. Binding arrangements can be evidenced in several ways. A binding arrangement is often, but not 

always, in writing, in the form of a contract or documented discussions between the parties. Statutory 

mechanisms such as legislative or executive authority can also create enforceable arrangements, 

similar to contractual arrangements, either on their own, or in conjunction with contracts between the 

parties. 

Joint Arrangements (see paragraphs AG2–AG33) 

9. A joint arrangement is an arrangement of which two or more parties have joint control.  

10. A joint arrangement has the following characteristics:  

(a) The parties are bound by a binding arrangement (see paragraphs AG2–AG4). 

(b) The binding arrangement gives two or more of those parties joint control of the 

arrangement (see paragraphs 12–18).  

11. A joint arrangement is either a joint operation or a joint venture.  

Joint Control 

12. Joint control is the sharing of control of an arrangement, which exists only when decisions 

about the relevant activities require the unanimous consent of the parties sharing control. The 

sharing of control may have been agreed by way of a binding arrangement or result from 

legislative or executive authority.  

13. An entity that is a party to an arrangement shall assess whether the binding arrangement or legislative 

or executive authority gives all the parties, or a group of the parties, control of the arrangement 

collectively. All the parties, or a group of the parties, control the arrangement collectively when they 

must act together to direct the activities that significantly affect the benefits from the arrangement 

(i.e., the relevant activities).  

14. Once it has been determined that all the parties, or a group of the parties, control the arrangement 

collectively, joint control exists only when decisions about the relevant activities require the 

unanimous consent of the parties that control the arrangement collectively.  

15. In a joint arrangement, no single party controls the arrangement on its own. A party with joint control 

of an arrangement can prevent any of the other parties, or a group of the parties, from controlling the 

arrangement. 

16. An arrangement can be a joint arrangement even though not all of its parties have joint control of the 

arrangement. This Standard distinguishes between parties that have joint control of a joint 
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arrangement (joint operators or joint venturers) and parties that participate in, but do not have joint 

control of, a joint arrangement.  

17. An entity will need to apply judgment when assessing whether all the parties, or a group of the parties, 

have joint control of an arrangement. An entity shall make this assessment by considering all facts 

and circumstances (see paragraphs AG5–AG11).  

18. If facts and circumstances change, an entity shall reassess whether it still has joint control of the 

arrangement.  

Types of Joint Arrangement 

19. An entity shall determine the type of joint arrangement in which it is involved.  The 

classification of a joint arrangement as a joint operation or a joint venture depends upon the 

rights and obligations of the parties to the arrangement.  

20. An entity applies judgment when assessing whether a joint arrangement is a joint operation or a joint 

venture. An entity shall determine the type of joint arrangement in which it is involved by considering 

its rights and obligations arising from the arrangement. An entity assesses its rights and obligations 

by considering the structure and legal form of the arrangement, the terms agreed by the parties in 

the binding arrangement or established by legislative or executive authority and, when relevant, other 

facts and circumstances (see paragraphs AG12–AG33).  

21. Sometimes the parties are bound by a framework agreement that sets up the general terms for 

undertaking one or more activities. The framework agreement might set out that the parties establish 

different joint arrangements to deal with specific activities that form part of the agreement. Even 

though those joint arrangements are related to the same framework agreement, their type might be 

different if the parties’ rights and obligations differ when undertaking the different activities dealt with 

in the framework agreement. Consequently, joint operations and joint ventures can coexist when the 

parties undertake different activities that form part of the same framework agreement.  

22. If facts and circumstances change, an entity shall reassess whether the type of joint arrangement in 

which it is involved has changed.  

Financial Statements of Parties to a Joint Arrangement  

(see paragraphs AG34–AG37) 

Joint Operations 

23. A joint operator shall recognize in relation to its interest in a joint operation:  

(a) Its assets, including its share of any assets held jointly; 

(b) Its liabilities, including its share of any liabilities incurred jointly;  

(c) Its revenue from the sale of its share of the output arising from the joint operation; 

(d) Its share of the revenue from the sale of the output by the joint operation; and 

(e) Its expenses, including its share of any expenses incurred jointly.  

24. A joint operator shall account for the assets, liabilities, revenues and expenses relating to its interest 

in a joint operation in accordance with the IPSASs applicable to the particular assets, liabilities, 

revenues and expenses.  
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25. The accounting for transactions such as the sale, contribution or purchase of assets between an 

entity and a joint operation in which it is a joint operator is specified in paragraphs AG34–AG37.  

26. A party that participates in, but does not have joint control of, a joint operation shall also account for 

its interest in the arrangement in accordance with paragraphs 23–25 if that party has rights to the 

assets, and obligations for the liabilities, relating to the joint operation. If a party that participates in, 

but does not have joint control of, a joint operation does not have rights to the assets, and obligations 

for the liabilities, relating to that joint operation, it shall account for its interest in the joint operation in 

accordance with the IPSASs applicable to that interest.  

Joint Ventures 

27. A joint venturer shall recognize its interest in a joint venture as an investment and shall 

account for that investment using the equity method in accordance with IPSAS XX (ED 50), 

Investments in Associates and Joint Ventures unless the entity is exempted from applying 

the equity method as specified in that [draft] standard.  

28. A party that participates in, but does not have joint control of, a joint venture shall account for its 

interest in the arrangement in accordance with the IPSASs dealing with financial instruments, being 

IPSAS 28, Financial Instruments: Presentation, IPSAS 29, Financial Instruments: Recognition and 

Measurement, and IPSAS 30, Financial Instruments: Disclosures, unless it has significant influence 

over the joint venture, in which case it shall account for it in accordance with IPSAS XX (ED 50). 

Separate Financial Statements  

29. In its separate financial statements, a joint operator or joint venturer shall account for its 

interest in:  

(a) A joint operation in accordance with paragraphs 23–25; and 

(b) A joint venture in accordance with paragraph 12 of IPSAS XX (ED 48), Separate Financial 

Statements.  

30. In its separate financial statements, a party that participates in, but does not have joint control 

of, a joint arrangement shall account for its interest in:  

(a) A joint operation in accordance with paragraph 26; and 

(b) A joint venture in accordance with IPSAS 29, unless the entity has significant influence 

over the joint venture, in which case it shall apply paragraph 12 of IPSAS XX (ED 48).  

Transitional Provisions 

31. Notwithstanding the requirements of paragraph 33 of IPSAS 3, Accounting Policies, Changes 

in Accounting Estimates and Errors, when this Standard is first applied, an entity need only 

present the quantitative information required by paragraph 33(f) of IPSAS 3, for the annual 

period immediately preceding the first annual period for which this Standard is applied (the 

‘immediately preceding period’). An entity may also present this information for the current 

period or for earlier comparative periods, but is not required to do so. 
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Joint Ventures—Transition from Proportionate Consolidation to the Equity Method  

32. When changing from proportionate consolidation to the equity method, an entity shall recognize its 

investment in the joint venture as at the beginning of the immediately preceding period. That initial 

investment shall be measured as the aggregate of the carrying amounts of the assets and liabilities 

that the entity had previously proportionately consolidated, including any purchased goodwill arising 

from acquisition transactions (guidance on accounting for the acquisition of an entity and the 

allocation of goodwill to joint ventures can be found in the relevant international or national standards 

on entity combinations and joint arrangements).  

33. The opening balance of the investment determined in accordance with paragraph 32 is regarded as 

the deemed cost of the investment at initial recognition. An entity shall apply paragraphs 42–47 of 

IPSAS XX (ED 50) to the opening balance of the investment to assess whether the investment is 

impaired and shall recognize any impairment loss as an adjustment to accumulated surplus or deficit 

at the beginning of the immediately preceding period.   

34. If aggregating all previously proportionately consolidated assets and liabilities results in negative net 

assets, an entity shall assess whether it has legal or constructive obligations in relation to the negative 

net assets and, if so, the entity shall recognize the corresponding liability. If the entity concludes that 

it does not have legal or constructive obligations in relation to the negative net assets, it shall not 

recognize the corresponding liability but it shall adjust accumulated surplus or deficit at the beginning 

of the immediately preceding period. The entity shall disclose this fact, along with its cumulative 

unrecognized share of losses of its joint ventures as at the beginning of the immediately preceding 

period and at the date at which this Standard is first applied.  

35. An entity shall disclose a breakdown of the assets and liabilities that have been aggregated into the 

single line investment balance as at the beginning of the immediately preceding period. That 

disclosure shall be prepared in an aggregated manner for all joint ventures for which an entity applies 

the transition requirements referred to in paragraphs 32–36.  

36. After initial recognition, an entity shall account for its investment in the joint venture using the equity 

method in accordance with IPSAS XX (ED 50).  

Joint Operations—Transition from the Equity Method to Accounting for Assets and Liabilities  

37. When changing from the equity method to accounting for assets and liabilities in respect of its interest 

in a joint operation, an entity shall, at the beginning of the immediately preceding period, derecognize 

the investment that was previously accounted for using the equity method and any other items that 

formed part of the entity’s net investment in the arrangement in accordance with paragraph 40 of 

IPSAS XX (ED 50) and recognize its share of each of the assets and the liabilities in respect of its 

interest in the joint operation, including any goodwill that might have formed part of the carrying 

amount of the investment.  

38. An entity shall determine its interest in the assets and liabilities relating to the joint operation on the 

basis of its rights and obligations in a specified proportion in accordance with the binding 

arrangement. An entity measures the initial carrying amounts of the assets and liabilities by 

disaggregating them from the carrying amount of the investment at the beginning of the immediately 

preceding period on the basis of the information used by the entity in applying the equity method.  

39. Any difference arising from the investment previously accounted for using the equity method together 

with any other items that formed part of the entity’s net investment in the arrangement in accordance 



IPSAS XX (ED 51)—JOINT ARRANGEMENTS 

 IPSASB Meeting (September 2014) 

Agenda Item 6.8 

Page 10 of 48 

with paragraph 40 of IPSAS XX (ED 50) and the net amount of the assets and liabilities, including 

any goodwill, recognized shall be:  

(a) Offset against any goodwill relating to the investment with any remaining difference adjusted 

against accumulated surplus or deficit at the beginning of the immediately preceding period, if 

the net amount of the assets and liabilities, including any goodwill, recognized is higher than 

the investment (and any other items that formed part of the entity’s net investment) 

derecognized. 

(b) Adjusted against retained earnings at the beginning of the immediately preceding period, if the 

net amount of the assets and liabilities, including any goodwill, recognized is lower than the 

investment (and any other items that formed part of the entity’s net investment) derecognized. 

40. An entity changing from the equity method to accounting for assets and liabilities shall provide a 

reconciliation between the investment derecognized, and the assets and liabilities recognized, 

together with any remaining difference adjusted against accumulated surplus or deficit, at the 

beginning of the immediately preceding period. 

Transitional Provisions in an Entity’s Separate Financial Statements 

41. An entity that, in accordance with paragraph 5812 of IPSAS 6 Consolidated and Separate Financial 

Statements, XX (ED 48) was previously accounting in its separate financial statements for its interest 

in a joint operation as an investment using the equity method, at cost or in accordance with IPSAS 29 

shall: 

(a) Derecognize the investment and recognize the assets and the liabilities in respect of its interest 

in the joint operation at the amounts determined in accordance with paragraphs 37–39. 

(b) Provide a reconciliation between the investment derecognized, and the assets and liabilities 

recognized, together with any remaining difference adjusted in accumulated surplus or deficit, 

at the beginning of the immediately preceding period. 

References to the “Immediately Preceding Period”   

42. Notwithstanding the references to the “immediately preceding period” in paragraphs 31–41, an entity 

may also present adjusted comparative information for any earlier periods presented, but is not 

required to do so. If an entity does present adjusted comparative information for any earlier periods, 

all references to the “immediately preceding period” in paragraphs 31–41 shall be read as the “earliest 

adjusted comparative period presented”.  

43. If an entity presents unadjusted comparative information for any earlier periods, it shall clearly identify 

the information that has not been adjusted, state that it has been prepared on a different basis, and 

explain that basis.  

Effective Date 

44. An entity shall apply this Standard for annual financial statements covering periods beginning 

on or after [Date]. Earlier application is encouraged. If an entity applies this Standard for a 

period beginning before [Date], it shall disclose that fact and apply IPSAS XX (ED 48), 

Consolidated Financial Statements, IPSAS XX (ED 49), IPSAS XX (ED 50), and IPSAS XX (ED 

52), Disclosure of Interests in Other Entities, at the same time. 
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Withdrawal of IPSAS 8 (December 2006) 

45. This Standard supersedes IPSAS 8, Interests in Joint Ventures (December 2006).  
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Appendix A 

 

Application Guidance 

This Appendix is an integral part of IPSAS XX (ED 51), Joint Arrangements.  

AG1. The examples in this appendix portray hypothetical situations. Although some aspects of the 

examples may be present in actual fact patterns, all relevant facts and circumstances of a 

particular fact pattern would need to be evaluated when applying IPSAS XX (ED 51).  

Joint Arrangements 

Binding Arrangement and Legislative or Executive Authority (paragraph 8) 

AG2. The discussion of binding arrangements in this Standard is also relevant to enforceable 

arrangements created by legislative or executive authority.  

AG3. When joint arrangements are structured through a separate vehicle (see paragraphs AG19–

AG33), the binding arrangement, or some aspects of the binding arrangement, will in some 

cases be incorporated in the articles, charter or by-laws of the separate vehicle.  

AG4. The binding arrangement sets out the terms upon which the parties participate in the activity 

that is the subject of the arrangement. The binding arrangement generally deals with such 

matters as: 

(a) The purpose, activity and duration of the joint arrangement. 

(b) How the members of the board of directors, or equivalent governing body, of the joint 

arrangement, are appointed.  

(c) The decision-making process: the matters requiring decisions from the parties, the voting 

rights of the parties and the required level of support for those matters. The decision-

making process reflected in the binding arrangement establishes joint control of the 

arrangement (see paragraphs AG5–AG11). 

(d) The capital or other contributions required of the parties. 

(e) How the parties share assets, liabilities, revenues, expenses or surplus or deficit relating 

to the joint arrangement.  

Joint Control (paragraphs 12–18) 

AG5. In assessing whether an entity has joint control of an arrangement, an entity shall assess first 

whether all the parties, or a group of the parties, control the arrangement. IPSAS XX (ED 49) 

defines control and shall be used to determine whether all the parties, or a group of the parties, 

are exposed, or have rights, to variable benefits from their involvement with the arrangement 

and have the ability to affect those benefits through their power over the arrangement. When 

all the parties, or a group of the parties, considered collectively, are able to direct the activities 

that significantly affect the benefits of the arrangement (i.e., the relevant activities), the parties 

control the arrangement collectively.  
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AG6. After concluding that all the parties, or a group of the parties, control the arrangement 

collectively, an entity shall assess whether it has joint control of the arrangement. Joint control 

exists only when decisions about the relevant activities require the unanimous consent of the 

parties that collectively control the arrangement. Assessing whether the arrangement is jointly 

controlled by all of its parties or by a group of the parties, or controlled by one of its parties 

alone, can require judgment.  

AG7. Sometimes the decision-making process that is agreed upon by the parties in their binding 

arrangement implicitly leads to joint control. For example, assume two parties establish an 

arrangement in which each has 50 per cent of the voting rights and the binding arrangement 

between them specifies that at least 51 per cent of the voting rights are required to make 

decisions about the relevant activities. In this case, the parties have implicitly agreed that they 

have joint control of the arrangement because decisions about the relevant activities cannot 

be made without both parties agreeing. 

AG8. In other circumstances, the binding arrangement requires a minimum proportion of the voting 

rights to make decisions about the relevant activities. When that minimum required proportion 

of the voting rights can be achieved by more than one combination of the parties agreeing 

together, that arrangement is not a joint arrangement unless the binding arrangement specifies 

which parties (or combination of parties) are required to agree unanimously to decisions about 

the relevant activities of the arrangement.  

Application Examples 

Example 1 

Assume that three parties establish an arrangement: A has 50 per cent of the voting rights in the 

arrangement, B has 30 per cent and C has 20 per cent. The binding arrangement between A, B 

and C specifies that at least 75 per cent of the voting rights are required to make decisions about 

the relevant activities of the arrangement. Even though A can block any decision, it does not 

control the arrangement because it needs the agreement of B. The terms of their binding 

arrangement requiring at least 75 per cent of the voting rights to make decisions about the 

relevant activities imply that A and B have joint control of the arrangement because decisions 

about the relevant activities of the arrangement cannot be made without both A and B agreeing. 

Example 2 

Assume an arrangement has three parties: A has 50 per cent of the voting rights in the 

arrangement and B and C each have 25 per cent. The binding arrangement between A, B and C 

specifies that at least 75 per cent of the voting rights are required to make decisions about the 

relevant activities of the arrangement. Even though A can block any decision, it does not control 

the arrangement because it needs the agreement of either B or C. In this example, A, B and C 

collectively control the arrangement. However, there is more than one combination of parties that 

can agree to reach 75 per cent of the voting rights (i.e., either A and B or A and C). In such a 

situation, to be a joint arrangement the binding arrangement between the parties would need to 

specify which combination of the parties is required to agree unanimously to decisions about the 

relevant activities of the arrangement. 
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Example 3 

Assume an arrangement in which A and B each have 35 per cent of the voting rights in the 

arrangement with the remaining 30 per cent being widely dispersed. Decisions about the 

relevant activities require approval by a majority of the voting rights. A and B have joint control of 

the arrangement only if the binding arrangement specifies that decisions about the relevant 

activities of the arrangement require both A and B agreeing. 

AG9. The requirement for unanimous consent means that any party with joint control of the 

arrangement can prevent any of the other parties, or a group of the parties, from making 

unilateral decisions (about the relevant activities) without its consent. If the requirement for 

unanimous consent relates only to decisions that give a party protective rights and not to 

decisions about the relevant activities of an arrangement, that party is not a party with joint 

control of the arrangement.  

AG10. A binding arrangement might include clauses on the resolution of disputes, such as arbitration. 

These provisions may allow for decisions to be made in the absence of unanimous consent 

among the parties that have joint control. The existence of such provisions does not prevent 

the arrangement from being jointly controlled and, consequently, from being a joint 

arrangement.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

AG11. When an arrangement is outside the scope of IPSAS XX (ED 51) an entity accounts for its 

interest in the arrangement in accordance with relevant IPSASs, such as IPSAS XX (ED 49), 

IPSAS XX (ED 50), or IPSAS 29.  

 Does the binding arrangement  

give all the parties, or a group of the 

parties, control of the arrangement  

collectively 

 Do decisions about the relevant  

activities require the unanimous consent of 

all the parties, or of a group of the parties, 

that collectively control the arrangement? 

 

The arrangement is jointly controlled: 

the arrangement is a joint arrangement 

Outside the 

scope of 

IPSAS XX (ED 

51) 

Outside the scope  

of IPSAS XX (ED 

51)  

No 

No 

Yes 

Yes 

Assessing Joint Control 
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Types of Joint Arrangement (paragraphs 19–22) 

AG12. Joint arrangements are established for a variety of purposes (e.g., as a way for parties to share 

costs and risks, or as a way to provide the parties with access to new technology or new 

markets), and can be established using different structures and legal forms. 

AG13. Some arrangements do not require the activity that is the subject of the arrangement to be 

undertaken in a separate vehicle. However, other arrangements involve the establishment of 

a separate vehicle.  

AG14. The classification of joint arrangements required by this Standard depends upon the parties’ 

rights and obligations arising from the arrangement in the normal course of operations. This 

Standard classifies joint arrangements as either joint operations or joint ventures. When an 

entity has rights to the assets, and obligations for the liabilities, relating to the arrangement, the 

arrangement is a joint operation. When an entity has rights to the net assets of the 

arrangement, the arrangement is a joint venture. Paragraphs AG16–AG33 set out the 

assessment an entity carries out to determine whether it has an interest in a joint operation or 

an interest in a joint venture. 

Classification of a Joint Arrangement 

AG15. As stated in paragraph AG14, the classification of joint arrangements requires the parties to 

assess their rights and obligations arising from the arrangement. When making that 

assessment, an entity shall consider the following:  

(a) The structure of the joint arrangement (see paragraphs AG16–AG21). 

(b) When the joint arrangement is structured through a separate vehicle: 

(i) The legal form of the separate vehicle (see paragraphs AG22–AG24); 

(ii) The terms of the binding arrangement (see paragraphs AG25–AG28); and  

(iii) When relevant, other facts and circumstances (see paragraphs AG29–AG33). 

Structure of the Joint Arrangement  

Joint Arrangements not Structured Through a Separate Vehicle 

AG16. A joint arrangement that is not structured through a separate vehicle is a joint operation.  In 

such cases, the binding arrangement establishes the parties’ rights to the assets, and 

obligations for the liabilities, relating to the arrangement, and the parties’ rights to the 

corresponding revenues and obligations for the corresponding expenses. 

AG17. The binding arrangement often describes the nature of the activities that are the subject of the 

arrangement and how the parties intend to undertake those activities together. For example, 

the parties to a joint arrangement could agree to deliver services or manufacture a product 

together, with each party being responsible for specific areas and each using its own assets 

and incurring its own liabilities. The binding arrangement could also specify how the revenues 

and expenses that are common to the parties are to be shared among them. In such a case, 

each joint operator recognizes in its financial statements the assets and liabilities used for the 

specific task, and recognizes its share of the revenues and expenses in accordance with the 

binding arrangement.  
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AG18. In other cases, the parties to a joint arrangement might agree, for example, to share and 

operate an asset together. In such a case, the binding arrangement establishes the parties’ 

rights to the asset that is operated jointly, and how output or revenue from the asset and 

operating costs are shared among the parties. Each joint operator accounts for its share of the 

joint asset and its agreed share of any liabilities, and recognizes its share of the output, 

revenues and expenses in accordance with the binding arrangement.  

Joint Arrangements Structured through a Separate Vehicle  

AG19. A joint arrangement in which the assets and liabilities relating to the arrangement are held in a 

separate vehicle can be either a joint venture or a joint operation.  

AG20. Whether a party is a joint operator or a joint venturer depends on the party’s rights to the assets, 

and obligations for the liabilities, relating to the arrangement, that are held in the separate 

vehicle.  

AG21. As stated in paragraph AG15, when the parties have structured a joint arrangement in a 

separate vehicle, the parties need to assess whether the legal form of the separate vehicle, 

the terms of the binding arrangement and, when relevant, any other facts and circumstances 

give them: 

(a) Rights to the assets, and obligations for the liabilities, relating to the arrangement (i.e., 

the arrangement is a joint operation); or 

(b) Rights to the net assets of the arrangement (i.e., the arrangement is a joint venture).  

 

  



IPSAS XX (ED 51)—JOINT ARRANGEMENTS 

 IPSASB Meeting (September 2014) 

Agenda Item 6.8 

Page 17 of 48 

 

 

 

 

 

 

 

 

 

 

The Legal Form of the Separate Vehicle  

AG22. The legal form of the separate vehicle is relevant when assessing the type of joint arrangement. 

The legal form assists in the initial assessment of the parties’ rights to the assets and 

obligations for the liabilities held in the separate vehicle, such as whether the parties have 

interests in the assets held in the separate vehicle and whether they are liable for the liabilities 

held in the separate vehicle.  

AG23. For example, the parties might conduct the joint arrangement through a separate vehicle, 

whose legal form causes the separate vehicle to be considered in its own right (i.e., the assets 

and liabilities held in the separate vehicle are the assets and liabilities of the separate vehicle 

and not the assets and liabilities of the parties). In such a case, the assessment of the rights 

and obligations conferred upon the parties by the legal form of the separate vehicle indicates 

that the arrangement is a joint venture. However, the terms agreed by the parties in their 

binding arrangement (see paragraphs AG25–AG28) and, when relevant, other facts and 

circumstances (see paragraphs AG29–AG33) can override the assessment of the rights and 

obligations conferred upon the parties by the legal form of the separate vehicle.  

AG24. The assessment of the rights and obligations conferred upon the parties by the legal form of 

the separate vehicle is sufficient to conclude that the arrangement is a joint operation only if 

the parties conduct the joint arrangement in a separate vehicle whose legal form does not 

confer separation between the parties and the separate vehicle (i.e., the assets and liabilities 

held in the separate vehicle are the parties’ assets and liabilities).  

Assessing the Terms of the Binding Arrangement  

AG25. In many cases, the rights and obligations agreed to by the parties in their binding arrangements 

are consistent, or do not conflict, with the rights and obligations conferred on the parties by the 

legal form of the separate vehicle in which the arrangement has been structured.   

AG26. In other cases, the parties use the binding arrangement to reverse or modify the rights and 

obligations conferred by the legal form of the separate vehicle in which the arrangement has 

been structured. 

Structure of the joint arrangement 

Classification of a Joint Arrangement: Assessment of the 

Parties’ Rights and Obligations Arising from the 

Arrangement 

Not structured through 

a separate vehicle 
Structured through a 

separate vehicle 

Joint venture Joint operation 

An entity shall consider: 

(i) The legal form of the 

separate vehicle; 

(ii) The terms of the binding 

arrangement; and 

(iii) When relevant, other facts 

and circumstances. 
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Application Example 

Example 4 

Assume that two parties structure a joint arrangement in an incorporated entity. Each party has a 

50 per cent ownership interest in the incorporated entity. The incorporation enables the 

separation of the entity from its owners and as a consequence the assets and liabilities held in 

the entity are the assets and liabilities of the incorporated entity. In such a case, the assessment 

of the rights and obligations conferred upon the parties by the legal form of the separate vehicle 

indicates that the parties have rights to the net assets of the arrangement. 

However, the parties modify the features of the corporation through their binding arrangement so 

that each has an interest in the assets of the incorporated entity and each is liable for the 

liabilities of the incorporated entity in a specified proportion. Such binding modifications to the 

features of a corporation can cause an arrangement to be a joint operation. 

AG27. The following table compares common terms in binding arrangements of parties to a joint 

operation and common terms in binding arrangements of parties to a joint venture. The 

examples of the binding terms provided in the following table are not exhaustive.  
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Assessing the Terms of the Binding Arrangement 

 Joint Operation Joint Venture 

The terms of the 

binding arrangement 

The binding arrangement provides 

the parties to the joint 

arrangement with rights to the 

assets, and obligations for the 

liabilities, relating to the 

arrangement. 

The binding arrangement 

provides the parties to the joint 

arrangement with rights to the 

net assets of the arrangement 

(i.e., it is the separate vehicle, 

not the parties, that has rights to 

the assets, and obligations for 

the liabilities, relating to the 

arrangement). 

Rights to assets The binding arrangement 

establishes that the parties to the 

joint arrangement share all 

interests (e.g., rights, title or 

ownership) in the assets relating to 

the arrangement in a specified 

proportion (e.g., in proportion to 

the parties’ ownership interest in 

the arrangement or in proportion to 

the activity carried out through the 

arrangement that is directly 

attributed to them). 

The binding arrangement 

establishes that the assets 

brought into the arrangement or 

subsequently acquired by the 

joint arrangement are the 

arrangement’s assets. The 

parties have no interests (i.e., 

no rights, title or ownership) in 

the assets of the arrangement. 

Obligations for 

liabilities 

The binding arrangement 

establishes that the parties to the 

joint arrangement share all 

liabilities, obligations, costs and 

expenses in a specified proportion 

(e.g., in proportion to the parties’ 

ownership interest in the 

arrangement or in proportion to the 

activity carried out through the 

arrangement that is directly 

attributed to them). 

The binding arrangement 

establishes that the joint 

arrangement is liable for the 

debts and obligations of the 

arrangement. 

The binding arrangement 

establishes that the parties to 

the joint arrangement are liable 

to the arrangement only to the 

extent of their respective 

investments in the arrangement 

or to their respective obligations 

to contribute any unpaid or 

additional capital to the 

arrangement, or both. 

The binding arrangement 

establishes that the parties to the 

The binding arrangement states 

that creditors of the joint 
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Assessing the Terms of the Binding Arrangement 

 Joint Operation Joint Venture 

joint arrangement are liable for 

claims raised by third parties. 

arrangement do not have rights 

of recourse against any party 

with respect to debts or 

obligations of the arrangement. 

Revenues, expenses, 

surplus or deficit 

The binding arrangement 

establishes the allocation of 

revenues and expenses on the 

basis of the relative performance 

of each party to the joint 

arrangement. For example, the 

binding arrangement might 

establish that revenues and 

expenses are allocated on the 

basis of the capacity that each 

party uses in a plant operated 

jointly, which could differ from their 

ownership interest in the joint 

arrangement. In other instances, 

the parties might have agreed to 

share the surplus or deficit relating 

to the arrangement on the basis of 

a specified proportion such as the 

parties’ ownership interest in the 

arrangement. This would not 

prevent the arrangement from 

being a joint operation if the 

parties have rights to the assets, 

and obligations for the liabilities, 

relating to the arrangement. 

The binding arrangement 

establishes each party’s share 

in the surplus or deficit relating 

to the activities of the 

arrangement. 

Guarantees The parties to joint arrangements are often required to provide 

guarantees to third parties that, for example, receive a service from, 

or provide financing to, the joint arrangement. The provision of such 

guarantees, or the commitment by the parties to provide them, does 

not, by itself, determine that the joint arrangement is a joint operation.  

The feature that determines whether the joint arrangement is a joint 

operation or a joint venture is whether the parties have obligations for 

the liabilities relating to the arrangement (for some of which the 

parties might or might not have provided a guarantee). 
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AG28. When the binding arrangement specifies that the parties have rights to the assets, and 

obligations for the liabilities, relating to the arrangement, they are parties to a joint operation 

and do not need to consider other facts and circumstances (paragraphs AG29–AG33) for the 

purposes of classifying the joint arrangement. 

Assessing Other Facts and Circumstances  

AG29. When the terms of the binding arrangement do not specify that the parties have rights to the 

assets, and obligations for the liabilities, relating to the arrangement, the parties shall consider 

other facts and circumstances to assess whether the arrangement is a joint operation or a joint 

venture. 

AG30. A joint arrangement might be structured in a separate vehicle whose legal form confers 

separation between the parties and the separate vehicle. The binding terms agreed among the 

parties might not specify the parties’ rights to the assets and obligations for the liabilities, yet 

consideration of other facts and circumstances can lead to such an arrangement being 

classified as a joint operation. This will be the case when other facts and circumstances give 

the parties rights to the assets, and obligations for the liabilities, relating to the arrangement. 

AG31. When the activities of an arrangement are primarily designed for the provision of output to the 

parties, this indicates that the parties have rights to substantially all the economic benefits of 

the assets of the arrangement. The parties to such arrangements often ensure their access to 

the outputs provided by the arrangement by preventing the arrangement from selling output to 

third parties.  

AG32. The effect of an arrangement with such a design and purpose is that the liabilities incurred by 

the arrangement are, in substance, satisfied by the cash flows received from the parties 

through their purchases of the output. When the parties are substantially the only source of 

cash flows contributing to the continuity of the operations of the arrangement, this indicates 

that the parties have an obligation for the liabilities relating to the arrangement.  
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Application Example 

Example 5 

Assume that two parties structure a joint arrangement in an incorporated entity (entity C) in 

which each party has a 50 per cent ownership interest. The purpose of the arrangement is to 

manufacture materials required by the parties for their own, individual manufacturing processes. 

The arrangement ensures that the parties operate the facility that produces the materials to the 

quantity and quality specifications of the parties. 

The legal form of entity C (an incorporated entity) through which the activities are conducted 

initially indicates that the assets and liabilities held in entity C are the assets and liabilities of 

entity C. The binding arrangement between the parties does not specify that the parties have 

rights to the assets or obligations for the liabilities of entity C. Accordingly, the legal form of 

entity C and the terms of the binding arrangement indicate that the arrangement is a joint 

venture. 

However, the parties also consider the following aspects of the arrangement:  

 The parties agreed to purchase all the output produced by entity C in a ratio of 50:50.  Entity C 

cannot sell any of the output to third parties, unless this is approved by the two parties to the 

arrangement. Because the purpose of the arrangement is to provide the parties with output 

they require, such sales to third parties are expected to be uncommon and not material.  

 The price of the output sold to the parties is set by both parties at a level that is designed to 

cover the costs of production and administrative expenses incurred by entity C. On the basis 

of this operating model, the arrangement is intended to operate at a break-even level. 

From the fact pattern above, the following facts and circumstances are relevant: 

 The obligation of the parties to purchase all the output produced by entity C reflects the 

exclusive dependence of entity C upon the parties for the generation of cash flows and, thus, 

the parties have an obligation to fund the settlement of the liabilities of entity C.  

 The fact that the parties have rights to all the output produced by entity C means that the 

parties are consuming, and therefore have rights to, all the service potential or economic 

benefits of the assets of entity C.  

These facts and circumstances indicate that the arrangement is a joint operation.  The 

conclusion about the classification of the joint arrangement in these circumstances would not 

change if, instead of the parties using their share of the output themselves in a subsequent 

manufacturing process, the parties sold their share of the output to third parties. 

If the parties changed the terms of the binding arrangement so that the arrangement was able to 

sell output to third parties, this would result in entity C assuming demand, inventory and credit 

risks. In that scenario, such a change in the facts and circumstances would require 

reassessment of the classification of the joint arrangement. Such facts and circumstances would 

indicate that the arrangement is a joint venture. 

AG33. The following flow chart reflects the assessment an entity follows to classify an arrangement 

when the joint arrangement is structured through a separate vehicle: 
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Classification of a Joint Arrangement Structured Through  

a Separate Vehicle 

Terms of the 

binding 

arrangement 

Legal form of the 

separate vehicle 

Other facts and 

circumstances 

Does the legal form of the separate 

vehicle give the parties rights to the 

assets, and obligations for the 

liabilities, relating to the 

arrangement? 

 

 

 

 

 

 

Joint 

operation 

Do the terms of the binding 

arrangement specify that the 

parties have rights to the assets, 

and obligations for the liabilities, 

relating to the arrangement? 

Have the parties designed 

arrangement so that: 

(a) Its activities primarily aim to 

provide the parties with an 

output (i.e., the parties have 

rights to substantially all of the 

service potential or economic 

benefits of the assets held in 

the separate vehicle) and 

(b) It depends on the parties on a 

continuous basis for setting the 

liabilities relating to the activity 

conducted through the 

arrangement? 

Joint venture 

No 

No 

No 

Yes 

Yes 

Yes 
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Financial Statements of Parties to a Joint Arrangement 

(paragraphs 23–28) 

Accounting for Sales or Contributions of Assets to a Joint Operation  

AG34. When an entity enters into a transaction with a joint operation in which it is a joint operator, 

such as a sale or contribution of assets, it is conducting the transaction with the other parties 

to the joint operation and, as such, the joint operator shall recognize gains and losses resulting 

from such a transaction only to the extent of the other parties’ interests in the joint operation.  

AG35. When such transactions provide evidence of a reduction in the net realizable value of the 

assets to be sold or contributed to the joint operation, or of an impairment loss of those assets, 

those losses shall be recognized fully by the joint operator.  

Accounting for Purchases of Assets from a Joint Operation  

AG36. When an entity enters into a transaction with a joint operation in which it is a joint operator, 

such as a purchase of assets, it shall not recognize its share of the gains and losses until it 

resells those assets to a third party.  

AG37. When such transactions provide evidence of a reduction in the net realizable value of the 

assets to be purchased or of an impairment loss of those assets, a joint operator shall 

recognize its share of those losses.  
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Appendix B 

 

Amendments to Other IPSASs 

IPSAS 2, Cash Flow Statements 

Paragraphs 47, 48 and 61 are amended and paragraph 63C added as follows:  

47. When accounting for an investment in an associate, a joint venture, or a controlled entity accounted 

for by use of the equity or cost method, an investor restricts its reporting in the cash flow statement 

to the cash flows between itself and the investee, for example, to dividends or similar distributions 

and advances. 

48. An entity that reports its interest in a jointly controlled entity using proportionate consolidation includes 

in its consolidated cash flow statement its proportionate share of the jointly controlled entity’s cash 

flows. An entity that reports its such an interest in an associate or a joint venture using the equity 

method includes in its cash flow statement (a) the cash flows in respect of its investments in the 

associate or joint venture, jointly controlled entity, and (b) distributions and other payments or receipts 

between it and the associate or joint venture jointly controlled entity. 

61. Additional information may be relevant to users in understanding the financial position and liquidity 

of an entity. Disclosure of this information, together with a description in the notes to the financial 

statements, is encouraged, and may include: 

(a) The amount of undrawn borrowing facilities that may be available for future operating activities 

and to settle capital commitments, indicating any restrictions on the use of these facilities; and 

(b) The aggregate amounts of the cash flows from each of operating, investing, and financing 

activities related to interests in joint ventures reported using proportionate consolidation; and 

(bc) The amount and nature of restricted cash balances. 

63C. IPSAS XX (ED 49), Consolidated Financial Statements and IPSAS XX (ED 51), Joint 

Arrangements, issued in [Date], amended paragraphs 47, 48, added paragraphs 52A and 52B 

and deleted paragraph 61(b).  An entity shall apply those amendments when it applies 

IPSAS XX (ED 49), and IPSAS XX (ED 51).  

IPSAS 4, The Effects of Changes in Foreign Exchange Rates 

Paragraphs 3, 10, 13, 21, 38, 50 51, 55, 57, 58 are amended and paragraphs 57A–57D and 71A added 

as follows: 

3. An entity that prepares and presents financial statements under the accrual basis of accounting shall 

apply this Standard:  

(a) In accounting for transactions and balances in foreign currencies, except for those derivative 

transactions and balances that are within the scope of IPSAS 29, Financial Instruments: 

Recognition and Measurement;  
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(b) In translating the financial performance and financial position of foreign operations that are 

included in the financial statements of the entity by consolidation, proportionate consolidation, 

or by the equity method; and 

(c) In translating an entity’s financial performance and financial position into a presentation 

currency. 

10. The following terms are used in this Standard with the meanings specified: 

… 

Foreign operation is an entity that is a controlled entity, associate, joint venture arrangement, 

or branch of a reporting entity, the activities of which are based or conducted in a country or 

currency other than those of the reporting entity. 

13. The following additional factors are considered in determining the functional currency of a foreign 

operation, and whether its functional currency is the same as that of the reporting entity (the reporting 

entity, in this context, being the entity that has the foreign operation as its controlled entity, branch, 

associate, or joint venture arrangement): 

… 

21. Many reporting entities comprise a number of individual entities (e.g., an economic entity is made up 

of a controlling entity and one or more controlled entities). Various types of entities, whether members 

of an economic entity or otherwise, may have investments in associates or joint ventures 

arrangements. …. 

38. When a monetary item forms part of a reporting entity’s net investment in a foreign operation, and is 

denominated in the functional currency of the reporting entity, an exchange difference arises in the 

foreign operation’s individual financial statements in accordance with paragraph 32. If such an item 

is denominated in the functional currency of the foreign operation, an exchange difference arises in 

the reporting entity’s separate financial statements in accordance with paragraph 32. If such an item 

is denominated in a currency other than the functional currency of either the reporting entity or the 

foreign operation, an exchange difference arises in the reporting entity’s separate financial 

statements and in the foreign operation’s individual financial statements in accordance with 

paragraph 32. Such exchange differences are reclassified to the separate component of net 

assets/equity in the financial statements that include the foreign operation and the reporting entity 

(i.e., financial statements in which the foreign operation is consolidated, proportionately consolidated, 

or accounted for using the equity method). 

50. Paragraphs 51–56, in addition to paragraphs 43–49, apply when the financial performance and 

financial position of a foreign operation are translated into a presentation currency, so that the foreign 

operation can be included in the financial statements of the reporting entity by consolidation, 

proportionate consolidation, or the equity method. 

51. The incorporation of the financial performance and financial position of a foreign operation with those 

of the reporting entity follows normal consolidation procedures, such as the elimination of balances 

and transactions within an economic entity (see IPSAS XX (ED 49), Consolidated Financial 

Statements IPSAS 6 and IPSAS 8, Interests in Joint Ventures.) 

55.  Adjustments are made for significant changes in exchange rates up to the reporting date of the 

reporting entity in accordance with IPSAS XX (ED 49)6, The same approach is used in applying the 

equity method to associates and joint ventures, and in applying proportionate consolidation to joint 
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ventures in accordance with IPSAS XX (ED 50)7, Investments in Associates and Joint Ventures, and 

IPSAS 8. 

Disposal or Partial Disposal of a Foreign Operation 

57. On the disposal of a foreign operation, the cumulative amount of the exchange differences 

relating to that foreign operation and accumulated in a deferred in the separate component of 

net assets/equity relating to that foreign operation shall be reclassified from net assets/equity 

to recognized in surplus or deficit (as a reclassification adjustment) when the gain or loss on 

disposal is recognized (see IPSAS 1, Presentation of Financial Statements).  

57A. In addition to the disposal of an entity’s entire interest in a foreign operation, the following partial 

disposals are accounted for as disposals: 

(a) When the partial disposal involves the loss of control of a controlled entity that includes a 

foreign operation, regardless of whether the entity retains a non-controlling interest in its former 

controlled entity after the partial disposal; and 

(b) When the retained interest after the partial disposal of an interest in a joint arrangement or a 

partial disposal of an interest in an associate that includes a foreign operation is a financial 

asset that includes a foreign operation.  

57B. On disposal of a controlled entity that includes a foreign operation, the cumulative amount of the 

exchange differences relating to that foreign operation that have been attributed to the non-controlling 

interests shall be transferred directly to accumulated surplus/deficit.  

57C. On the partial disposal of a controlled entity that includes a foreign operation, the entity shall 

re-attribute the proportionate share of the cumulative amount of the exchange differences 

accumulated in a separate category of net assets/equity to the non-controlling interests in 

that foreign operation. In any other partial disposal of a foreign operation the entity shall 

transfer to accumulated surplus/deficit only the proportionate share of the cumulative amount 

of the exchange differences accumulated in net assets/equity. 

57D. A partial disposal of an entity’s interest in a foreign operation is any reduction in an entity’s ownership 

interest in a foreign operation, except those reductions in paragraph 57A that are accounted for as 

disposals. 

58. An entity may dispose or partially dispose of its interest in a foreign operation through sale, liquidation, 

repayment of contributed capital, or abandonment of all or part of that entity. The payment of a 

dividend or similar distribution is part of a disposal only when it constitutes a return of the investment, 

for example when the dividend or similar distribution is paid out of pre-acquisition surplus. In the case 

of a partial disposal, only the proportionate share of the related accumulated exchange difference is 

included in the gain or loss. A writedown of the carrying amount of a foreign operation, either because 

of its own losses or because of an impairment recognized by the entity holding the interest, does not 

constitute a partial disposal. Accordingly, no part of the deferred foreign exchange gain or loss is 

recognized in surplus or deficit at the time of a writedown.  

71A.  IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 

paragraphs 3(b), 10, 13, 21, 22, 38, 47, 50 to 51, 53, 55, and 57 to 58.  An entity shall apply those 

amendments when it applies IPSAS XX (ED 49) and IPSAS XX (ED 51). 
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IPSAS 9, Revenue from Exchange Transactions 

Paragraph 10(b) is amended and paragraph 42A added as follows: 

10. This Standard does not deal with revenues arising from: 

(a) Lease agreements (see IPSAS 13, Leases); 

(b) Dividends or similar distributions arising from investments that are accounted for under the 

equity method (see IPSAS XX (ED 50)7, Investments in Associates and Joint Ventures); 

….  

42A. IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended paragraph 10(b).  An entity 

shall apply that amendment when it applies IPSAS XX (ED 51).  

IPSAS 18, Segment Reporting  

Paragraphs 27, 32 and 61 to 63 are amended and paragraph 77A added as follows: 

27. The following additional terms are used in this Standard with the meanings specified: 

 Segment assets include investments accounted for under the equity method only if the net 

surplus (deficit) from such investments is included in segment revenue. Segment assets 

include a joint venturer’s share of the operating assets of a jointly controlled entity that is 

accounted for by proportionate consolidation in accordance with IPSAS 8, Interests in Joint 

Ventures. 

 Segment expense includes a joint venturer’s share of the expenses of a jointly controlled 

entity that is accounted for by proportionate consolidation in accordance with IPSAS 8. 

 Segment liabilities include a joint venturer’s share of the liabilities of a jointly controlled entity 

that is accounted for by proportionate consolidation in accordance with IPSAS 8. 

 Segment revenue includes a joint venturer’s share of the revenue of a jointly controlled entity 

that is accounted for by proportionate consolidation in accordance with IPSAS 8. 

32. Governments and their agencies may enter into arrangements with private sector entities for the 

delivery of goods and services, or to conduct other activities. In some jurisdictions, these 

arrangements take the form of a joint venture or an investment in an associate that is accounted for 

by the equity method of accounting. Where this is the case, segment revenue will include the 

segment’s share of the equity accounted net surplus (deficit), where the equity accounted surplus 

(deficit) is included in entity revenue, and it can be directly attributed or reliably allocated to the 

segment on a reasonable basis. In similar circumstances, segment revenue and segment expense 

will include the segment’s share of revenue and expense of a jointly controlled entity that is accounted 

for by proportionate consolidation. 

77A. IPSAS XX (ED 51) , Joint Arrangements, issued in [Date], amended paragraphs (the 

descriptions of segment assets, segment expenses, segment liabilities and segment revenue), 

27, 32 and 61 to 63. An entity shall apply those amendments when it applies IPSAS XX (ED 51).  
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IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets 

Paragraph 37 is amended and paragraph 111B added as follows: 

37. Where an entity is jointly and severally liable for an obligation, the part of the obligation that is 

expected to be met by other parties is treated as a contingent liability. For example, in the case of 

joint venture arrangement debt, that part of the obligation that is to be met by other joint venture 

arrangement participants is treated as a contingent liability. The entity recognizes a provision for the 

part of the obligation for which an outflow of resources embodying economic benefits or service 

potential is probable, except in the rare circumstances where no reliable estimate can be made. 

111B. IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended paragraph 37. An entity 

shall apply that amendment when it applies IPSAS XX (ED 51).  

IPSAS 20, Related Party Disclosures  

Paragraphs 4 and 15 are amended and paragraph 42A added as follows: 

4. The following terms are used in this Standard with the meanings specified: 

 … 

 Related party means parties are considered to be related if one party has the ability to (a) control the 

other party, or (b) exercise significant influence over the other party in making financial and operating 

decisions, or if the related party entity and another entity are subject to common control. Related 

parties include: 

(a) Entities that directly, or indirectly through one or more intermediaries, control, or are controlled 

by, the reporting entity; 

(b) Associates (see IPSAS XX (ED 50)7, Investments in Associates and Joint Ventures);  

… 

 Significant influence (for the purpose of this Standard) is the power to participate in the financial and 

operating policy decisions of an entity, but not control those policies. Significant influence may be 

exercised in several ways, usually by representation on the board of directors or equivalent governing 

body but also by, for example, participation in (a) the policy making process, (b) material transactions 

between entities within an economic entity, (c) interchange of managerial personnel, or (d) 

dependence on technical information. Significant influence may be gained by an ownership interest, 

statute, or agreement. With regard to an ownership interest, significant influence is presumed in 

accordance with the definition contained in IPSAS XX (ED 50)7. 

15. The definition of related party includes entities owned by key management personnel, close family 

members of such individuals or major shareholders (or equivalent where the entity does not have a 

formal equity structure) of the reporting entity. The definition of related party also includes 

circumstances in which one party has the ability to exercise significant influence over the other party. 

In the public sector, an individual or entity may be given oversight responsibility for a reporting entity, 

which gives them significant influence, but not control, over the financial and operating decisions of 

the reporting entity. For the purposes of this Standard, significant influence is defined to encompass 

joint ventures entities subject to joint control.  



IPSAS XX (ED 51)—JOINT ARRANGEMENTS 

 IPSASB Meeting (September 2014) 

Agenda Item 6.8 

Page 30 of 48 

42A. IPSAS XX (ED 49), Consolidated Financial Statements and IPSAS XX (ED 51), Joint 

Arrangements, issued in [Date], amended paragraphs 4 and 15. An entity shall apply those 

amendments when it applies IPSAS XX (ED 49) and IPSAS XX (ED 51).  

IPSAS 21, Impairment of Non-Cash-Generating Assets 

Paragraph 13 is amended and paragraph 82C added as follows: 

13. Investments in: 

…. 

(b) Associates, as defined in IPSAS XX (ED 50)7, Investments in Associates and Joint Ventures; 

and 

(c) Joint arrangements ventures, as defined in IPSAS 8, Interests in Joint Ventures IPSAS XX (ED 

51), Joint Arrangements; 

…. 

82C. IPSAS XX (ED 51) issued in [Date], amended paragraph 13. An entity shall apply that 

amendment when it applies IPSAS XX (ED 51). 

IPSAS 26, Impairment of Cash-Generating Assets 

Paragraph 12 is amended and paragraph 47A added as follows: 

12. Investments in: 

… 

(b) Associates, as defined in IPSAS XX (ED 50)7, Investments in Associates and Joint Ventures; 

and 

(c) Joint arrangements ventures, as defined in IPSAS 8, Interests in Joint Ventures IPSAS XX (ED 

51), Joint Arrangements; 

47A. IPSAS XX ED 49), Consolidated Financial Statements and IPSAS XX (ED 51) issued in [Date], 

amended paragraph 12. An entity shall apply that amendment when it applies IPSAS XX (ED 

49) and IPSAS XX (ED 51).  

IPSAS 28, Financial Instruments: Presentation 

Paragraph 3(a) is amended and paragraph 60A added as follows: 

3. An entity that prepares and presents financial statements under the accrual basis of 

accounting shall apply this Standard to all types of financial instruments except: 

(a) Those interests in controlled entities, associates or joint ventures that are accounted 

for in accordance with IPSAS XX (ED 49), Consolidated Financial Statements, IPSAS XX 

(ED 48)6, Consolidated and Separate Financial Statements, or IPSAS XX ED 50)7, 

Investments in Associates and Joint Ventures, or IPSAS 8, Interests in Joint Ventures. 

However, in some cases, IPSAS XX (ED 48)6 or IPSAS XX (ED 50)7 or IPSAS 8 permits 

an entity to account for an interest in a controlled entity, associate, or joint venture using 

IPSAS 29; … 

60A. IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 

paragraph 3. An entity shall apply that amendment when it applies IPSAS XX (ED 49) and 

IPSAS XX (ED 51).  
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IPSAS 29 Financial Instruments: Recognition and Measurement  

Paragraph 2(a) is amended and paragraph 125B added as follows: 

2. This Standard shall be applied by all entities to all types of financial instruments, except: 

(a) Those interests in controlled entities, associates and joint ventures that are accounted 

for under in accordance with IPSAS XX (ED 49), Consolidated Financial Statements, 

IPSAS XX (ED 48)6, Consolidated and Separate Financial Statements, or IPSAS XX (ED 

50)7, Investments in Associates and Joint Ventures, or IPSAS 8, Interests in Joint 

Ventures. However, entities shall apply this Standard to an interest in a controlled entity, 

associate, or joint venture that according to IPSAS XX (ED 48)6,  or IPSAS XX (ED 50)7, 

or IPSAS 8 is accounted for under this Standard. …  

125B. IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 

paragraphs 2(a), 17, AG2, AG14 and C2. An entity shall apply those amendments when it 

applies IPSAS XX (ED 49) and IPSAS XX (ED 51).  

In Appendix A paragraphs AG2 and AG14 are amended as follows: 

Investments in Controlled Entities, Associates, and Joint Ventures 

AG2. Sometimes, an entity makes what it views as a “strategic investment” in equity instruments issued by 

another entity, with the intention of establishing or maintaining a long-term operating relationship with 

the entity in which the investment is made. The investor or joint venturer entity uses IPSAS XX (ED 

50)7, to determine whether the equity method of accounting is appropriate for such an investment. 

Similarly, the investor entity uses IPSAS 8 to determine whether proportionate consolidation or the 

equity method is appropriate for such an investment. If neither the equity method nor proportionate 

consolidation is not appropriate, the entity applies this Standard to that strategic investment. 

AG14. The following examples show when this condition could be met. In all cases, an entity may use this 

condition to designate financial assets or financial liabilities as at fair value through surplus or deficit 

only if it meets the principle in paragraph 10(b)(ii).  

(a) The entity is a venture capital organization, mutual fund, unit trust or similar entity whose 

business is investing in financial assets with a view to profiting from their total return in the form 

of interest, dividends or similar distributions and changes in fair value. IPSAS XX (ED 50)7 and 

IPSAS 8 allows such investments to be excluded from their scope provided they are measured 

at fair value through surplus or deficit in accordance with this Standard. An entity may apply 

the same accounting policy to other investments managed on a total return basis but over 

which its influence is insufficient for them to be within the scope of IPSAS XX (ED 50)7 or 

IPSAS 8. 

In Appendix C paragraph C2 is amended as follows: 

C2. Hedge accounting of the foreign currency risk arising from a net investment in a foreign operation will 

apply only when the net assets of that foreign operation are included in the financial statements. This 

will be the case for consolidated financial statements, financial statements in which investments such 

as associates or joint ventures are accounted for using the equity method, and financial statements 

in which venturers’ interests in joint ventures are proportionately consolidated and financial 

statements that include a branch or a joint operation as defined in IPSAS XX (ED 51). The item being 

hedged with respect to the foreign currency risk arising from the net investment in a foreign operation 
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may be an amount of net assets equal to or less than the carrying amount of the net assets of the 

foreign operation. 

IPSAS 30, Financial Instruments: Disclosures 

Paragraph 3(a) is amended and paragraph 52A added as follows: 

3. This Standard shall be applied by all entities to all types of financial instruments, except: 

(a) Those interests in controlled entities, associates, or joint ventures that are accounted 

for in accordance with IPSAS XX (ED 49), Consolidated Financial Statements, IPSAS XX 

(ED 48)6, Consolidated and Separate Financial Statements, or IPSAS XX (ED 50)7, 

Investments in Associates and Joint Ventures, or IPSAS 8, Interests in Joint Ventures. 

However, in some cases, IPSAS XX (ED 48)6, or IPSAS XX (ED 50)7, Investments in 

Associates or IPSAS 8 permits an entity to account for an interest in a controlled entity, 

associate, or joint venture using IPSAS 29; in those cases …. 

52A. IPSAS XX (ED 49) and IPSAS XX (ED 51) issued in [Date], amended paragraph 3(a). An entity 

shall apply that amendment when it applies IPSAS XX (ED 49) and IPSAS XX (ED 51). 

IPSAS 31, Intangible Assets 

Paragraph 6(d) is amended and paragraph 132A added as follows: 

6. If another IPSAS prescribes the accounting for a specific type of intangible asset, an entity applies 

that IPSAS instead of this Standard. For example, this Standard does not apply to: 

(a) … 

(d) Financial assets as defined in IPSAS 28. The recognition and measurement of some financial 

assets are covered by IPSAS XX (ED 49), Consolidated Financial Statements, IPSAS XX (ED 

48)6, Consolidated and Separate Financial Statements and IPSAS XX (ED 50)7, Investments 

in Associates and Joint Ventures, and IPSAS 8, Interests in Joint Ventures; and.... 

132A. IPSAS XX (ED 49) and IPSAS XX (ED 51), Joint Arrangements, issued in [Date], amended 

paragraph 6(d). An entity shall apply that amendment when it applies IPSAS XX (ED 49), and 

IPSAS XX (ED 51).  
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Basis for Conclusions 

This Basis for Conclusions accompanies, but is not part of, IPSAS XX (ED 51), Joint Arrangements.  

Objective 

BC1. This Basis for Conclusions summarizes the IPSASB‘s considerations in reaching the 

conclusions in IPSAS XX (ED 51). As this Standard is based on IFRS 11, Joint Arrangements 

issued by the IASB, the Basis for Conclusions outlines only those areas where IPSAS XX (ED 

51) departs from the main requirements of IFRS 11. 

Overview 

BC2. In 2012 the IPSASB commenced work on a project to update those IPSASs that dealt with 

accounting for interests in controlled entities, associates and joint ventures.  In October 2013 

the IPSASB issued Exposure Drafts (EDs) 48 to 52 which were collectively referred to as 

Interests in Other Entities. ED 51 Joint Arrangements was based on IFRS 11 Joint 

Arrangements, having regard to the relevant public sector modifications in IPSAS 8 Interests 

in Joint Ventures.  In [insert date] the IPSASB issued five new IPSASs, including IPSAS XX. 

These new IPSASs supersede IPSAS 6, Consolidated and Separate Financial Statements, 

IPSAS 7, Investments in Associates and IPSAS 8, Interests in Joint Ventures. 

Classification of Joint Arrangements 

BC1.BC3. IPSAS XX (ED 51) classifies joint arrangements as joint ventures or joint operations based on 

whether an entity has (i) rights to assets and obligations for liabilities, or (ii) rights to net assets. 

This differs from IPSAS 8 which referred to three types of arrangements, being jointly controlled 

entities, jointly controlled operations and jointly controlled assets. The IPSASB agreed that the 

classification of joint arrangements in IPSAS XX (ED 51) should be consistent with IFRS 11.  

Elimination of Accounting Option 

BC4. IPSAS XX (ED 51) requires that a joint venturer account for its interest in a joint ventures be 

accounted for in consolidated financial statements using the equity method. Previously 

IPSAS 8 permitted jointly controlled entities to be accounted for using either the equity method 

or proportionate consolidation. The IPSASB agreed that the accounting treatments permitted 

by IPSAS XX (ED 51) should be consistent with IFRS 11.  

BC5. The IPSASB noted the IASB’s rationale for removing proportionate consolidation as a method 

for accounting for interests in joint ventures, as explained in the Basis for Conclusion on 

IFRS 11.  The IASB: 

(a) Acknowledged respondents’ comments that joint control and significant influence are 

different so it is inappropriate to account for those types of investments in the same 

manner. However, the IASB concluded that, except for the specific circumstances that 

are addressed in IAS 28 (as amended in 2011), the equity method is the most 

appropriate method to account for joint ventures because it is a method that accounts 

for an entity’s interest in the net assets of an investee. Reconsideration of the equity 

method was outside the scope of the joint ventures project. 

(b) Acknowledged concerns expressed by other respondents about the elimination of 

proportionate consolidation. The IASB observed that the approach in IFRS 11 is 
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consistent with its view of what constitutes the economic substance of an entity’s 

interests in joint arrangements, which may differ from the view of those respondents. 

The IASB believes that the accounting for joint arrangements should faithfully reflect the 

rights and obligations that the parties have in respect of the assets and liabilities relating 

to the arrangement. 

(c) Observed that IFRS 11 requires parties to account for assets and liabilities when the 

contractual arrangement specifies that they have rights to the assets and obligations for 

the liabilities. The IASB believes that accounting for joint arrangements that is based on 

the principles of IFRS 11 will contribute not only to improving the faithful representation 

of the entity’s interests in joint arrangements but also to enhancing comparability. This 

is because arrangements in which the parties have rights to assets and obligations for 

the liabilities will require the same accounting treatment. In the same way, arrangements 

in which the parties have rights to the net assets of the arrangement will also require 

the same accounting treatment. 

(a)(d) Indicated that it did not believe that the elimination of proportionate consolidation will 

cause a loss of information for users of financial statements because the disclosure 

requirements in IFRS 12 Disclosure of Interests in Other Entities, when compared with 

IAS 31 Interests in Joint Ventures, will improve the quality of the information provided 

to users relating to an entity’s interest in joint ventures.  

BC2.BC6. The IPSASB took the view there were no public sector differences that warranted a different 

approach to that taken by the IASB. 

R17 suggested that the IPSASB include an explanation, in the Basis for Conclusions, of the 

reasons for adopting the use of the equity method for accounting for investments in joint 

ventures. The above paragraphs explain the IASB’s rationale for requiring the use of the equity 

method. 

Acquisition of an Interest in a Joint Operation  

BC3.BC7. The IPSASB noted that at the time IPSAS XX (ED 51) was being developed, the IASB was 

deliberating on proposals to amend IFRS 11. The objective of the proposed amendments, set 

out in IASB ED/2012/7 Acquisition of an Interest in a Joint Operation (Proposed amendment 

to IFRS 11), was to introduce guidance on the accounting, by a joint operator, for the acquisition 

of an interest in a joint operation in which the activity of the joint operation constitutes a 

business, as defined in IFRS 3, Business Combinations. IFRS 11 did not provide guidance on 

this issue. 

BC4.BC8. The IPSASB agreed not to incorporate the amendments in ED/2012/7 in IPSAS XX (ED 51) 

on the grounds that it would be more appropriate to consider such proposals in the context of 

drafting standards level requirements for public sector combinations. 
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Illustrative Examples 

These examples accompany, but are not part of, IPSAS XX (ED 51), Joint Arrangements.   

IE1. These examples portray hypothetical situations illustrating the judgments that might be used when 

applying IPSAS XX (ED 51) in different situations. Although some aspects of the examples may 

be present in actual fact patterns, all relevant facts and circumstances of a particular fact pattern 

would need to be evaluated when applying IPSAS XX (ED 51).  

Example 1 – Construction Services  

IE2. A and B (the parties) are two entities whose activities include the provision of many types of public 

and private construction services. Entity A is a private sector entity. Entity B is government owned. 

They set up a binding arrangement to work together for the purpose of fulfilling a contract with a 

government for the design and construction of a road between two cities. The binding arrangement 

determines the participation shares of A and B and establishes joint control of the arrangement, 

the subject matter of which is the delivery of the road. The joint arrangement will have no further 

involvement once the road has been completed. The road will be transferred to the government at 

that point. 

IE3. The parties set up a separate vehicle (entity Z) through which to conduct the arrangement. Entity Z, 

on behalf of A and B, enters into the contract with the government. In addition, the assets and 

liabilities relating to the arrangement are held in entity Z. The main feature of entity Z’s legal form 

is that the parties, not entity Z, have rights to the assets, and obligations for the liabilities, of the 

entity.   

IE4. The binding arrangement between A and B additionally establishes that: 

(a)  The rights to all the assets needed to undertake the activities of the arrangement are shared 

by the parties on the basis of their participation shares in the arrangement; 

(b)  The parties have several and joint responsibility for all operating and financial obligations 

relating to the activities of the arrangement on the basis of their participation shares in the 

arrangement; and  

(c)  The surplus or deficit resulting from the activities of the arrangement is shared by A and B 

on the basis of their participation shares in the arrangement.  

IE5. For the purposes of co-ordinating and overseeing the activities, A and B appoint a project 

manageran operator, who will be an employee of one of the parties. After a specified time, the role 

of the project manageroperator will rotate to an employee of the other party. A and B agree that 

the activities will be executed by the operator’s employees on a “no gain or loss” basis.   

IE6. In accordance with the terms specified in the contract with the government, entity Z invoices the 

construction services to the government on behalf of the parties.  

Analysis 

IE7. The joint arrangement is carried out through a separate vehicle whose legal form does not confer 

separation between the parties and the separate vehicle (i.e., the assets and liabilities held in 

entity Z are the parties’ assets and liabilities). This is reinforced by the terms agreed by the parties 

in their binding arrangement, which state that A and B have rights to the assets, and obligations 
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for the liabilities, relating to the arrangement that is conducted through entity Z. The joint 

arrangement is a joint operation.  It is not a service concession arrangement as there is no service 

concession involved. 

IE8. A and B each recognize in their financial statements their share of the assets (e.g., property, plant, 

and equipment, accounts receivable) and their share of any liabilities resulting from the 

arrangement (e.g., accounts payable to third parties) on the basis of their agreed participation 

share. Each also recognizes its share of the revenue and expenses resulting from the construction 

services provided to the government through entity Z.  

In response to a comment by R26, Example 1 has been changed to clarify that it does not involve a service 

concession arrangement. 

Example 2 – Service Centre Operated Jointly 

IE9. Two entities (the parties) set up a separate vehicle (entity X) for the purpose of establishing and 

operating a joint service center. The binding arrangement between the parties establishes joint 

control of the activities that are conducted in entity X. The main feature of entity X’s legal form is 

that the entity, not the parties, has rights to the assets, and obligations for the liabilities, relating to 

the arrangement. These activities include the allocation of office space to services, managing the 

car park, maintaining the center and its equipment, such as lifts, building the reputation of the 

center and managing the client base for the center. 

IE10. The terms of the binding arrangement are such that:   

(a)  Entity X owns the service center. The binding arrangement does not specify that the parties 

have rights to the service center. 

(b)  The parties are not liable in respect of the debts, liabilities or obligations of entity X.  If entity X 

is unable to pay any of its debts or other liabilities or to discharge its obligations to third 

parties, the liability of each party to any third party will be limited to the unpaid amount of 

that party’s capital contribution. 

(c)  The parties have the right to sell or pledge their interests in entity X.  

(d)  Each party pays for its share of expenses for operating the service in accordance with its 

interest in entity X. 

Analysis  

IE11. The joint arrangement is carried out through a separate vehicle whose legal form causes the 

separate vehicle to be considered in its own right (i.e., the assets and liabilities held in the separate 

vehicle are the assets and liabilities of the separate vehicle and not the assets and liabilities of the 

parties). In addition, the terms of the binding arrangement do not specify that the parties have 

rights to the assets, or obligations for the liabilities, relating to the arrangement. Instead, the terms 

of the binding arrangement establish that the parties have rights to the net assets of entity X.  

IE12. On the basis of the description above, there are no other facts and circumstances that indicate 

that the parties have rights to substantially all the service potential or economic benefits of the 

assets relating to the arrangement, and that the parties have an obligation for the liabilities relating 

to the arrangement. The joint arrangement is a joint venture.  
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IE13. The parties recognize their rights to the net assets of entity X as investments and account for them 

using the equity method. 

Example 3 – Joint Provision of Assisted Living Services 

IE14. A public sector health care provider (entity X) and a large property developer (entity Y) enter into 

an agreement to work together to provide assisted living services for the elderly. Entity X and 

entity Y establish a separate company (entity Z). The legal form of the company confers the rights 

to the assets and obligations for liabilities to the company itself. The agreement between entity X 

and entity Y requires all decisions be made jointly. The agreement also confirms: 

(a)  Entity X will provide the assisted living services. Entity Y will construct the premises. 

(b)  The assets of the arrangement are owned by entity Z, the company. Neither party will be 

able to sell, pledge, transfer or otherwise mortgage the assets of entity Z. 

(c)  The liability of the parties is limited to any unpaid capital of entity Z. 

(d)  Each party pays for its share of expenses for operating the service in accordance with its 

interest in entity Z. 

(e)     Profits of entity Z will be distributed to entity X and entity Y 40:60, being the parties’ 

respective interests in the arrangement. 

Analysis  

IE15. The joint arrangement is carried out through a separate vehicle whose legal form causes the 

separate vehicle to be considered in its own right (i.e., the assets and liabilities held in the separate 

vehicle are the assets and liabilities of the separate vehicle and not the assets and liabilities of the 

parties). In addition, the terms of the binding arrangement do not specify that the parties have 

rights to the assets, or obligations for the liabilities, relating to the arrangement. Instead, the terms 

of the binding arrangement establish that the parties have rights to the net assets of entity Z. 

IE16. On the basis of the description above, there are no other facts and circumstances that indicate 

that the parties have rights to substantially all the service potential or economic benefits of the 

assets relating to the arrangement, or that the parties have an obligation for the liabilities relating 

to the arrangement. The joint arrangement is a joint venture. 

IE17. The parties recognize their rights to the net assets of entity Z as investments and account for them 

using the equity method. 

Variation 

IE18. A public sector health care provider (entity X) and a large property developer (entity Y) enter into 

an agreement to work together to provide assisted living services for the elderly. The agreement 

between entity X and entity Y requires all decisions to be made jointly. The agreement confirms: 

(a) Entity X will provide the assisted living services. As part of this responsibility entity X will 

supply operational assets including office equipment, motor vehicles and furniture and 

fittings for the assisted living premises. Entity X will also be responsible for staffing. 

(b) Entity Y will construct the premises and will continue to own the premises. Entity Y will be 

responsible for the ongoing maintenance of the premises. Entity Y cannot sell the premises 
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without first offering entity X the right to purchase the premises. Entity Y is entitled to 100% 

of any gain on eventual sale of the premises. 

(c) The services will be delivered through a new entity, entity Z, established for this purpose. 

(d) Each party will pay for 50% of the expenses for operating the services. 

(e) Any profits from providing the assisted living services will be shared equally between entity X 

and entity Y. 

(f) Entity X will be responsible for managing staff and for any liabilities arising from personal 

grievance claims and health and safety issues. 

(g) Entity Y will be responsible for any liabilities to make good any defects in the premises or 

alterations to the premises required to meet health and safety codes and changes in those 

codes.  

IE18 changed to respond to a comment by R04 that the proposed allocation basis was not 

consistent with the statement that entity x would provide the assisted living services. The intention 

was to say that Entity X would be responsible for the administration of the assisted living services 

– not that it was responsible for paying for 100% of the cost. 

Analysis of Variation 

IE19. Although the services are delivered through a separate vehicle, entity X and entity Y continue to 

own the assets used to provide the services. The joint arrangement is a joint operation.   

IE20. Entity X and entity Y each recognize in their financial statements their own assets and liabilities. 

They also recognize their share of the revenue and expenses resulting from the provision of 

assisted living services through entity Z.  

Example 4 – Joint Manufacturing and Distribution of a Product  

IE21. Entities A and B (the parties) have set up a strategic and operating agreement (the framework 

agreement) in which they have agreed the terms according to which they will conduct the 

manufacturing and distribution of a product (product P) in different markets. 

IE22. The parties have agreed to conduct manufacturing and distribution activities by establishing joint 

arrangements, as described below: 

(a)  Manufacturing activity: the parties have agreed to undertake the manufacturing activity through 

a joint arrangement (the manufacturing arrangement). The manufacturing arrangement is 

structured in a separate vehicle (entity M) whose legal form causes it to be considered in its 

own right (i.e., the assets and liabilities held in entity M are the assets and liabilities of entity M 

and not the assets and liabilities of the parties). In accordance with the framework agreement, 

the parties have committed themselves to purchasing the whole production of product P 

manufactured by the manufacturing arrangement in accordance with their ownership interests 

in entity M. The parties subsequently sell product P to another arrangement, jointly controlled 

by the two parties themselves, that has been established exclusively for the distribution of 

product P as described below. Neither the framework agreement nor the binding arrangement 

between A and B dealing with the manufacturing activity specifies that the parties have rights 

to the assets, and obligations for the liabilities, relating to the manufacturing activity. 
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(b)  Distribution activity: the parties have agreed to undertake the distribution activity through a 

joint arrangement (the distribution arrangement). The parties have structured the distribution 

arrangement in a separate vehicle (entity D) whose legal form causes it to be considered in 

its own right (i.e., the assets and liabilities held in entity D are the assets and liabilities of 

entity D and not the assets and liabilities of the parties). In accordance with the framework 

agreement, the distribution arrangement orders its requirements for product P from the 

parties according to the needs of the different markets where the distribution arrangement 

sells the product. Neither the framework agreement nor the binding arrangement between A 

and B dealing with the distribution activity specifies that the parties have rights to the assets, 

and obligations for the liabilities, relating to the distribution activity.  

IE23. In addition, the framework agreement establishes:   

(a)  That the manufacturing arrangement will produce product P to meet the requirements for 

product P that the distribution arrangement places on the parties;  

(b)  The commercial terms relating to the sale of product P by the manufacturing arrangement 

to the parties. The manufacturing arrangement will sell product P to the parties at a price 

agreed by A and B that covers all production costs incurred. Subsequently, the parties sell 

the product to the distribution arrangement at a price agreed by A and B. 

(c)  That any cash shortages that the manufacturing arrangement may incur will be financed by 

the parties in accordance with their ownership interests in entity M.  

Analysis 

IE24. The framework agreement sets up the terms under which parties A and B conduct the 

manufacturing and distribution of product P. These activities are undertaken through joint 

arrangements whose purpose is either the manufacturing or the distribution of product P.  

IE25. The parties carry out the manufacturing arrangement through entity M whose legal form confers 

separation between the parties and the entity. In addition, neither the framework agreement nor 

the binding arrangement dealing with the manufacturing activity specifies that the parties have 

rights to the assets, and obligations for the liabilities, relating to the manufacturing activity. 

However, when considering the following facts and circumstances the parties have concluded that 

the manufacturing arrangement is a joint operation: 

(a) The parties have committed themselves to purchasing the whole production of product P 

manufactured by the manufacturing arrangement. Consequently, A and B have rights to 

substantially all the service potential or economic benefits of the assets of the manufacturing 

arrangement.  

(b)  The manufacturing arrangement manufactures product P to meet the quantity and quality 

needs of the parties so that they can fulfill the demand for product P of the distribution 

arrangement. The exclusive dependence of the manufacturing arrangement upon the parties 

for the generation of cash flows and the parties’ commitments to provide funds when the 

manufacturing arrangement incurs any cash shortages indicate that the parties have an 

obligation for the liabilities of the manufacturing arrangement, because those liabilities will be 

settled through the parties’ purchases of product P or by the parties’ direct provision of funds.  

IE26 The parties carry out the distribution activities through entity D, whose legal form confers 

separation between the parties and the entity. In addition, neither the framework agreement nor 
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the binding arrangement dealing with the distribution activity specifies that the parties have rights 

to the assets, and obligations for the liabilities, relating to the distribution activity.  

IE27. There are no other facts and circumstances that indicate that the parties have rights to substantially 

all the service potential or economic benefits of the assets relating to the distribution arrangement 

or that the parties have an obligation for the liabilities relating to that arrangement. The distribution 

arrangement is a joint venture.  

IE28. A and B each recognize in their financial statements their share of the assets (e.g., property, plant 

and equipment, cash) and their share of any liabilities resulting from the manufacturing 

arrangement (e.g., accounts payable to third parties) on the basis of their ownership interest in 

entity M. Each party also recognizes its share of the expenses resulting from the manufacture of 

product P incurred by the manufacturing arrangement and its share of the revenues relating to the 

sales of product P to the distribution arrangement.  

IE29. The parties recognize their rights to the net assets of the distribution arrangement as investments 

and account for them using the equity method. 

Variation 

IE30. Assume that the parties agree that the manufacturing arrangement described above is responsible 

not only for manufacturing product P, but also for its distribution to third-party customers. 

IE31. The parties also agree to set up a distribution arrangement like the one described above to 

distribute product P exclusively to assist in widening the distribution of product P in additional 

specific markets.  

IE32. The manufacturing arrangement also sells product P directly to the distribution arrangement.  No 

fixed proportion of the production of the manufacturing arrangement is committed to be purchased 

by, or to be reserved to, the distribution arrangement.  

Analysis of Variation 

IE33. The variation has affected neither the legal form of the separate vehicle in which the manufacturing 

activity is conducted nor the binding terms relating to the parties’ rights to the assets, and 

obligations for the liabilities, relating to the manufacturing activity. However, it causes the 

manufacturing arrangement to be a self-financed arrangement because it is able to undertake 

trade on its own behalf, distributing product P to third-party customers and, consequently, 

assuming demand, inventory and credit risks. Even though the manufacturing arrangement might 

also sell product P to the distribution arrangement, in this scenario the manufacturing arrangement 

is not dependent on the parties to be able to carry out its activities on a continuous basis. In this 

case, the manufacturing arrangement is a joint venture.  

IE34. The variation has no effect on the classification of the distribution arrangement as a joint venture.  

IE35. The parties recognize their rights to the net assets of the manufacturing arrangement and their 

rights to the net assets of the distribution arrangement as investments and account for them using 

the equity method.  
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Example 5 – Bank Operated Jointly  

IE36 Bank A, a government owned bank, and bank B, a privately owned bank, (the parties) agreed to 

combine certain corporate, investment banking, asset management and service activities by 

establishing a separate vehicle (bank C). Both parties expect the arrangement to benefit them in 

different ways. Bank A believes that the arrangement could enable it to achieve its strategic plans 

to improve its profitability through an enlarged offering of products and services. Bank B expects 

the arrangement to reinforce its offering in financial savings and market products.  

IE37. The main feature of bank C’s legal form is that it causes the separate vehicle to be considered in 

its own right (i.e., the assets and liabilities held in the separate vehicle are the assets and liabilities 

of the separate vehicle and not the assets and liabilities of the parties). Banks A and B each have 

a 40 per cent ownership interest in bank C, with the remaining 20 per cent being listed and widely 

held. The agreement between bank A and bank B establishes joint control of the activities of 

bank C.   

IE38. In addition, bank A and bank B entered into an irrevocable agreement under which, even in the 

event of a dispute, both banks agree to provide the necessary funds in equal amount and, if 

required, jointly and severally, to ensure that bank C complies with the applicable legislation and 

banking regulations, and honors any commitments made to the banking authorities. This 

commitment represents the assumption by each party of 50 per cent of any funds needed to ensure 

that bank C complies with legislation and banking regulations. 

Analysis  

IE39. The joint arrangement is carried out through a separate vehicle whose legal form confers 

separation between the parties and the separate vehicle. The terms of the binding arrangement 

do not specify that the parties have rights to the assets, or obligations for the liabilities, of bank C, 

but it establishes that the parties have rights to the net assets of bank C. The commitment by the 

parties to provide support if bank C is not able to comply with the applicable legislation and banking 

regulations is not by itself a determinant that the parties have an obligation for the liabilities of 

bank C. There are no other facts and circumstances that indicate that the parties have rights to 

substantially all the economic benefits of the assets of bank C and that the parties have an 

obligation for the liabilities of bank C. The joint arrangement is a joint venture.  

IE40. Both banks A and B recognize their rights to the net assets of bank C as investments and account 

for them using the equity method. 

Example 6 – Oil and Gas Exploration, Development and Production Activities  

IE41. Entities A and B (the parties) set up a separate vehicle (entity H) and a Joint Operating Agreement 

(JOA) to undertake oil and gas exploration, development and production activities in country O. 

The main feature of entity H’s legal form is that it causes the separate vehicle to be considered in 

its own right (i.e., the assets and liabilities held in the separate vehicle are the assets and liabilities 

of the separate vehicle and not the assets and liabilities of the parties). 

IE42. Country O has granted entity H permits for the oil and gas exploration, development and production 

activities to be undertaken in a specific assigned block of land (fields).  

IE43. The agreement and JOA agreed by the parties establish their rights and obligations relating to 

those activities. The main terms of those agreements are summarized below.  
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Agreement  

IE44. The board of entity H consists of a director from each party. Each party has a 50 per cent holding 

in entity H. The unanimous consent of the directors is required for any resolution to be passed. 

Joint Operating Agreement (JOA)  

IE45. The JOA establishes an Operating Committee. This Committee consists of one representative 

from each party.  Each party has a 50 per cent participating interest in the Operating Committee.  

IE46. The Operating Committee approves the budgets and work programs relating to the activities, 

which also require the unanimous consent of the representatives of each party. One of the parties 

is appointed as operator and is responsible for managing and conducting the approved work 

programs.   

IE47. The JOA specifies that the rights and obligations arising from the exploration, development and 

production activities shall be shared among the parties in proportion to each party’s shareholding 

in entity H. In particular, the JOA establishes that the parties share:  

(b)(e) The rights and the obligations arising from the exploration and development permits granted 

to entity H (e.g., the permits, rehabilitation liabilities, any royalties and taxes payable); 

(c)(f) The production obtained; and  

(d)(g) All costs associated with all work programs.  

IE48. The costs incurred in relation to all the work programs are covered by cash calls on the parties. If 

either party fails to satisfy its monetary obligations, the other is required to contribute to entity H 

the amount in default. The amount in default is regarded as a debt owed by the defaulting party to 

the other party.  

Analysis 

IE49. The parties carry out the joint arrangement through a separate vehicle whose legal form confers 

separation between the parties and the separate vehicle. The parties have been able to reverse 

the initial assessment of their rights and obligations arising from the legal form of the separate 

vehicle in which the arrangement is conducted. They have done this by agreeing terms in the JOA 

that entitle them to rights to the assets (e.g., exploration and development permits, production, 

and any other assets arising from the activities) and obligations for the liabilities (e.g., all costs and 

obligations arising from the work programs) that are held in entity H. The joint arrangement is a 

joint operation.  

IE50. Both entity A and entity B recognize in their financial statements their own share of the assets and 

of any liabilities resulting from the arrangement on the basis of their agreed participating interest. 

On that basis, each party also recognizes its share of the revenue (from the sale of their share of 

the production) and its share of the expenses. 

Example 7 – Liquefied Natural Gas Arrangement  

IE51. Entity A owns an undeveloped gas field that contains substantial gas resources. Entity A 

determines that the gas field will be economically viable only if the gas is sold to customers in 

overseas markets. To do so, a liquefied natural gas (LNG) facility must be built to liquefy the gas 

so that it can be transported by ship to the overseas markets. 



IPSAS XX (ED 51)—JOINT ARRANGEMENTS 

 IPSASB Meeting (September 2014) 

Agenda Item 6.8 

Page 44 of 48 

IE52. Entity A enters into a joint arrangement with entity B in order to develop and operate the gas field 

and the LNG facility. Under that arrangement, entities A and B (the parties) agree to contribute the 

gas field and cash, respectively, to a new separate vehicle, entity C. In exchange for those 

contributions, the parties each take a 50 per cent ownership interest in entity C. The main feature 

of entity C’s legal form is that it causes the separate vehicle to be considered in its own right (i.e., 

the assets and liabilities held in the separate vehicle are the assets and liabilities of the separate 

vehicle and not the assets and liabilities of the parties). 

IE53. The binding arrangement between the parties specifies that: 

(a) Entities A and B must each appoint two members to the board of entity C. The board of 

directors must unanimously agree the strategy and investments made by entity C.  

(b) Day-to-day management of the gas field and LNG facility, including development and 

construction activities, will be undertaken by the staff of entity B in accordance with the 

directions jointly agreed by the parties. Entity C will reimburse B for the costs it incurs in 

managing the gas field and LNG facility.   

(c) Entity C is liable for taxes and royalties on the production and sale of LNG as well as for 

other liabilities incurred in the ordinary course of business, such as accounts payable, site 

restoration and decommissioning liabilities.   

(d) Entities A and B have equal shares in the surplus from the activities carried out in the 

arrangement and, as such, are entitled to equal shares of any dividends or similar 

distributions made by entity C.  

IE54. The binding arrangement does not specify that either party has rights to the assets, or obligations 

for the liabilities, of entity C.  

IE55. The board of entity C decides to enter into a financing arrangement with a syndicate of lenders to 

help fund the development of the gas field and construction of the LNG facility. The estimated total 

cost of the development and construction is CU1,000 million.1   

IE56. The lending syndicate provides entity C with a CU700 million loan. The arrangement specifies that 

the syndicate has recourse to entities A and B only if entity C defaults on the loan arrangement 

during the development of the field and construction of the LNG facility. The lending syndicate 

agrees that it will not have recourse to entities A and B once the LNG facility is in production 

because it has assessed that the cash inflows that entity C should generate from LNG sales will 

be sufficient to meet the loan repayments. Although at this time the lenders have no recourse to 

entities A and B, the syndicate maintains protection against default by entity C by taking a lien on 

the LNG facility.  

Analysis 

IE57. The joint arrangement is carried out through a separate vehicle whose legal form confers 

separation between the parties and the separate vehicle. The terms of the binding arrangement 

do not specify that the parties have rights to the assets, or obligations for the liabilities, of entity C, 

but they establish that the parties have rights to the net assets of entity C. The recourse nature of 

the financing arrangement during the development of the gas field and construction of the LNG 

facility (i.e., entities A and B providing separate guarantees during this phase) does not, by itself, 

                                                            
1  In this example monetary amounts are denominated in ‘currency units (CU)’. 
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impose on the parties an obligation for the liabilities of entity C (i.e., the loan is a liability of entity C). 

Entities A and B have separate liabilities, which are their guarantees to repay that loan if entity C 

defaults during the development and construction phase.   

IE58. There are no other facts and circumstances that indicate that the parties have rights to substantially 

all the service potential or economic benefits of the assets of entity C and that the parties have an 

obligation for the liabilities of entity C. The joint arrangement is a joint venture.  

IE59. The parties recognize their rights to the net assets of entity C as investments and account for them 

using the equity method.  
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Comparison with IFRS 11 

IPSAS XX (ED 51), Joint Arrangements, is drawn primarily from IFRS 11, Joint Arrangements (originally 

issued in 2011, including amendments published in July and October 2012). At the time of issuing this 

Standard, the IPSASB has not considered the applicability to public sector entities of IFRS 9, Financial 

Instruments. References to IFRS 9 in IFRS 11 are therefore replaced by references to the IPSASs dealing 

with financial instruments. 

The main differences between IPSAS XX (ED 51) and IFRS 11 are as follows:  

 Commentary additional to that in IFRS 11 has been included in IPSAS XX (ED 51) to clarify the 

applicability of the Standard to accounting by public sector entities. 

 IPSAS XX (ED 51) uses different terminology, in certain instances, from IFRS 11. The most significant 

examples are the use of the terms “binding arrangement” “controlling entity”, “surplus or deficit” and 

“accumulated surplus or deficit” in IPSAS XX (ED 51). The equivalent terms in IFRS 11 are 

“contractual arrangement”, “parent,” “profit or loss” and “retained earnings.”  

 IPSAS XX (ED 51) does not provide guidance on the allocation of goodwill to joint ventures. Such 

guidance is included in IFRS 11.  

 IPSAS XX (ED 51) contains additional illustrative examples that reflect the public sector context. 
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ISSUES PAPER – DISCLOSURE OF INTERESTS IN OTHER ENTITIES 

Objectives of Issues Paper 
1. This paper discusses changes that have been made to the draft standard on disclosure of interests 

in other entities, having regard to constituents’ responses and feedback from the IPSASB in June 
2014. The objective is to seek approval of those changes and any directions for further changes 
prior to seeking approval of the standard in December 2014. 

Background 
2. ED 52 Disclosure of Interests in Other Entities was issued in October 2013 with a response date of 

February 28, 2014. The agenda papers for June 2014 included copies of responses to ED 52, an 
analysis of responses to ED 52, key issues arising from those responses and staff 
recommendations in respect of key issues. As noted in the draft minutes for June 2014, the 
IPSASB considered the staff recommendations on ED 52 on an exceptions basis.  

3. This issues paper highlights the changes to the proposed Standard (having regard to the 
recommendations made in June, and feedback provided by the IPSASB in June. The key changes 
are: 

(a) The disclosure of information about non-quantifiable ownership interests (refer issue 1 in this 
paper);  

(b) The wording of paragraph 13 which deals with the cross-referencing of documents outside 
the financial statements (refer issue 2 in this paper); and 

(c) Possible disclosures regarding investments held for sale/ temporarily controlled investments. 
(refer issue 3 in this paper). 

4. Consistent with the recommendations in the June agenda papers, staff propose to: 

(a) Retain the proposed disclosures about unconsolidated structured entities (refer issue 4 in this 
paper); and 

(b) Retain the proposed disclosures about the disclosure of significant restrictions on an entity’s 
ability to access or use the assets and settle the liabilities of the economic entity (ED 52 
paragraph 20).  

5. This issues paper also addresses editorial and other comments in relation to ED 52.  

Issue 1: Disclosure of Non-quantifiable Ownership Interests 
6. The proposed new disclosure requirement in respect of non-quantifiable interests in other entities is 

shown below. Paragraph 50 begins with the phrase “To the extent that this information has not 
already been provided in accordance with this Standard” to cover the possibility that an entity might 
have already disclosed information about such an interest (possibly as a structured entity).   
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Proposed requirement to disclose non-quantifiable interests 
Non-quantifiable Ownership Interests 
49. An entity shall disclose information that enables users of its financial statements to understand 

the nature and extent of any non-quantifiable ownership interests in other entities. 
50. To the extent that this information has not already been provided in accordance with this Standard, an 

entity shall disclose, in respect of each non-quantifiable ownership interest that is material to the 
reporting entity: 

 (a) The name of the entity in which it has an ownership interest; and 

 (b) The nature of its ownership interest in the entity. 

Non-quantifiable Ownership Interests (paragraphs 49 and 50) 
BC8 The scope of IPSAS XX, Investments in Associates and Joint Ventures is limited to “quantifiable 

ownership interests”.  The IPSASB noted that respondents supported this proposal, but considered that 
disclosure of information about an entity’s non-quantifiable ownership interests in other entities would 
be appropriate.  The IPSASB agreed to require, in this Standard, disclosure of information about non-
quantifiable ownership interests. 

Matter(s) for Consideration  
1. The IPSASB is asked to:  

 (a) AGREE to require the disclosure of non-quantifiable ownership interests in other entities in 
the Standard based on ED 52; and 

 (b)  CONFIRM the wording of the proposed disclosure paragraphs and the associated Basis for 
Conclusions paragraph. 

Issue 2: Cross Referencing to Disclosures in Another Publicly Available 
Document 
7. Two respondents to ED 52 expressed concern about the proposal that certain disclosures could be 

provided in another publicly available document. R01 noted that statements other than financial 
statements may be outside the standard-setter’s/regulator’s authority in a particular jurisdiction. R01 
suggested that paragraph 13 either be removed or amended to acknowledge that the use of cross-
referencing may be subject to jurisdictional restrictions. R21’s comment made similar points. 

8. In June, staff recommended amending paragraph 13 to acknowledge that cross-referencing 
documents outside the financial statements may be subject to jurisdictional restrictions. The 
IPSASB noted that some other standards (for example, financial instruments) also permit cross 
referencing to documents outside the financial statements, and requested that any change to the 
wording in ED 52 be considered in the context of these other standards.  

9. Relevant extracts from IPSAS 24 and IPSAS 30 (which permit cross-referencing to other 
documents) are shown below. 

Agenda Item 6.9 
Page 2 of 15 



Issues Paper – Disclosure of Interests in Other Entities 
IPSASB Meeting (September 2014) 

Extract from IPSAS 24 Presentation of Budget Information in Financial Statements 
14. Subject to the requirements of paragraph 21, an entity shall present a comparison of the budget 

amounts for which it is held publicly accountable and actual amounts, either as a separate 
additional financial statement or as additional budget columns in the financial statements 
currently presented in accordance with IPSASs. The comparison of budget and actual amounts 
shall present separately for each level of legislative oversight: 
(a)  The original and final budget amounts; 
(b)  The actual amounts on a comparable basis; and 
(c)  By way of note disclosure, an explanation of material differences between the budget for 

which the entity is held publicly accountable and actual amounts, unless such explanation 
is included in other public documents issued in conjunction with the financial statements, 
and a cross reference to those documents is made in the notes. 

Extract from IPSAS 30 Financial Instruments: Disclosures  

Nature and Extent of Risks Arising from Financial Instruments (paragraphs 38–49) 

AG6. The disclosures required by paragraphs 38–49 shall be either given in the financial statements or 
incorporated by cross-reference from the financial statements to some other statement, such as a 
management commentary or risk report, that is available to users of the financial statements on the 
same terms as the financial statements and at the same time. Without the information incorporated by 
cross-reference, the financial statements are incomplete. 

10. The proposed amended wording of paragraph 13 is shown below. The amended wording 
acknowledges that the use of cross-referencing may be subject to jurisdictional restrictions. The 
wording in ED 52 was already consistent that in IPSAS 30.  

Proposed Amendments to IPSAS XX Disclosure of Interests in Other Entities  

12. An entity shall disclose the methodology used to determine:  

(a) That it has control of another entity as described in paragraphs 15 and 16 of IPSAS XX 
(ED 49);  

(b) That it has joint control of an arrangement or significant influence over another entity; and  

(c) The type of joint arrangement (i.e., joint operation or joint venture) when the arrangement 
has been structured through a separate vehicle.  

13. The disclosures required by paragraph 12 shall be either given in the financial statements or 
incorporated by cross-reference from the financial statements to some other statement that is available 
to users of the financial statements on the same terms as the financial statements and at the same 
time. Without the information incorporated by cross-reference, the financial statements are incomplete. 
The use of such cross-referencing may be subject to jurisdictional restrictions. 

Matter(s) for Consideration  
2. The IPSASB is asked to:  

 (a) CONFIRM the proposed additional sentence in paragraph 13 regarding the use of cross 
referencing to disclosures in other statements. 
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Issue 3: Investments Held for Sale  
11. The IPSASB has previously confirmed that this project should not address the development of a 

standard based on IFRS 5 Non-current Assets Held for Sale and Discontinued Operations. 
However, in June 2014, the IPSASB noted that some respondents had proposed additional 
disclosures about investments held for sale and asked staff to develop proposals for additional 
disclosures.  

12. Specifically, R26 suggestions for additional disclosures were as follows: “We propose that some 
disclosure requirements should be included for temporarily controlled entities held for sale in the 
absence of an IPSAS that deals with non-current assets held for sale. We propose that the 
following disclosures should be considered for material temporarily controlled entities, associates or 
joint ventures, and in aggregate for immaterial temporarily controlled entities, associates or joint 
ventures:  

(a) A description of the temporarily controlled entity, associate or joint venture and the rationale 
for its acquisition; 

(b) The carrying value of the assets and liabilities that will be affected by the disposal of the 
temporarily controlled entity, associate or joint venture; and  

(c) A description of the intended manner of disposal, including the expected sale or transfer 
date.” 

13. To provide some background on this issue, and to ensure that any proposed disclosures are 
consistent, relevant requirements in IPSASs are summarized below. 

Table 1 
Disclosures and Requirements in IPSASs about Assets Held for Sale or Discontinuing Operations 

IPSAS 1, Presentation of Financial Statements paragraph 102(d), 107(e) 

Disclose pre-tax gain or loss recognized on the disposal of assets or settlement of liabilities attributable to 
discontinuing operations on the face of the statement of financial performance. 

Discontinuing operations would give rise to the separate disclosure of items of revenue and expense. 

There is no definition of discontinuing operations in IPSAS 1. 

IPSAS 7, Investments in Associates paragraph 44 

Disclose the investor’s share of any discontinuing operations of associates accounted for using the equity 
method. 

IPSAS 14, Events After the Reporting Date paragraph 31(d) 

Examples of non-adjusting events after the reporting date that would generally result in disclosure include 
“announcing a plan to discontinue an operation or major program, disposing of assets, or settling liabilities 
attributable to a discontinued operation or major program, or entering into binding agreements to sell such 
assets or settle such liabilities”. 

IPSAS 17, Property, Plant and Equipment paragraph 83A 

Items of property, plant and equipment held for rental to others are reclassified as inventories when they 
cease to be rented and become held for sale.  

IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets paragraph 6 

The Standard applies to provisions for restructuring (including discontinued operations).  

It notes that guidance on disclosing information about discontinued operations can be found in IFRS 5. 
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Disclosures and Requirements in IPSASs about Assets Held for Sale or Discontinuing Operations 

IPSAS 26 Impairment of Cash-Generating Assets paragraph 2(1), 25 

The scope of IPSAS 26 excludes “non-current assets (or disposal groups) classified as held for sale that 
are measured at the lower of carrying amount and fair value, less costs to sell, in accordance with the 
relevant international or national accounting standard dealing with non-current assets held for sale and 
discontinued operations.” 

It also discusses plans to discontinue an operation as an internal source of information when assessing 
impairment.  

IPSAS 29 Financial Instruments: Recognition and Measurement  

IPSAS 30 Financial Instruments: Disclosure 

IPSAS 6 currently permits an entity, in its separate financial statements, to account for its investments in 
controlled entities, jointly controlled entities and associates using the equity method, at cost, or as a 
financial instrument in accordance with IPSAS 29. In order to use the IPSAS 29 option, the investment 
would have to be a financial instrument (and some investments may not meet the definition of a financial 
instrument).  

If an entity elects to account, in its separate financial statements, for investments in accordance with 
IPSAS 29 it would have to classify the investment in accordance with categories in IPSAS 29. A decision to 
sell an investment that is a financial instrument could trigger requirements to reclassify the investment and 
make disclosures about the reclassification. 

IPSAS 27 Agriculture paragraph 48 

Requires a reconciliation of changes in the carrying amount of biological assets, including “Decreases 
attributable to sales and biological assets classified as held for sale (or included in a disposal group that is 
classified as held for sale) in accordance with the relevant international or national standard dealing with 
non-current assets held for sale and discontinued operations.” 

IPSAS 31 Intangible Assets paragraphs 3(j), 96, 117 

The scope of IPSAS 26 excludes “non-current intangible assets classified as held for sale (or included in a 
disposal group that is classified as held for sale) in accordance with the relevant international or national 
accounting standard dealing with non-current assets held for sale and discontinued operations.” 

Amortization of an intangible asset with a finite useful life ceases at the earlier of the date that the asset is 
classified as held for sale (or included in a disposal group that is classified as held for sale). 

The Standard also requires disclosure of assets held for sale, by each class of intangible assets. 

14. ED 52 did propose some requirements in relation to discontinuing operations (that were consistent 
with the requirements in IPSAS 1). The requirements that were in ED 52 are shown in Table 2. One 
respondent (R17) thought it could be difficult for entities to comply with these requirements.  

Table 2 
Proposals in ED 52 

AG12 required, for each joint venture and associate that is material to the reporting entity, disclosure of 
Summarized financial information including “Pre-tax gain or loss recognized on the disposal of assets or 
settlement of liabilities attributable to discontinuing operations”. 

AG16 required disclosure of the aggregate amount of an entity’s share of the pre-tax gain or loss 
recognized on the disposal of assets or settlement of liabilities attributable to discontinuing operations 
individually immaterial joint ventures or associates accounted for using the equity method. 
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15. Table 3 summarizes the proposed disclosure requirements for investments in a controlled entity, 
associate or joint venture that is held for sale. These requirements have been derived from IFRS 5 
(paragraphs 11, 38, 39 and 41). The proposed disclosures are intended to give some information 
about investments held for sale: they are not intended to specify complete requirements for assets 
held for sale (as would be required if the IPSASB decided to develop an IPSAS equivalent to 
IFRS 5). Accordingly, the proposals do not: 

(a) Define “asset held for sale” or “disposal group classified as held for sale”. These terms are 
used in other IPSASs without being defined; 

(b) Specify separate measurement requirements; or 

(c) Change the presentation requirements in IPSAS 1 regarding revenue and expenses. 

Table 3 
Proposed Requirements – IPSAS XX Disclosure of Interests in Other Entities 

Present non-current assets classified as held for sale (and the assets of a disposal group classified as held 
for sale) separately from other assets in the statement of financial position 

Present the liabilities of a disposal group separately from other liabilities in the statement of financial 
position 

Disclose major classes of assets and liabilities classified as held for sale 

Provide additional disclosures in the notes about the asset or group, and information about the sale or 
expected disposal 

16. The text of the proposed additional paragraphs is set out below.  
Interests Held for Sale  
51. An entity shall disclose information that enables users of its financial statements to understand 

the nature and extent of its interests in other entities which are held for sale. 
52. In relation to its interests in other entities which fall within the scope of this Standard, an entity shall 

present:  

(a) A non-current asset classified as held for sale and the assets of a disposal group classified as 
held for sale separately from other assets in the statement of financial position; and  

(b) The liabilities of a disposal group classified as held for sale separately from other liabilities in the 
statement of financial position.  

53. Those assets and liabilities required to be separately presented in accordance with paragraph 52 shall 
not be offset and presented as a single amount. The major classes of assets and liabilities classified as 
held for sale shall be separately disclosed either in the statement of financial position or in the notes, 
except if the disposal group is a newly acquired controlled entity that is classified as held for sale on 
acquisition, in which case separate disclosure is not required. Guidance on the classification of assets 
and liabilities as held for sale or as a disposal group or sale is found in the relevant international or 
national standard dealing with non-current assets held for sale and discontinued operations. 

54. An entity shall disclose the following information in the notes in the period in which it classifies as held 
for sale or sells a non-current asset (or disposal group):  

(a) A description of the non-current asset (or disposal group);  

(b) A description of the facts and circumstances of the sale, or leading to the expected disposal, 
and the expected manner and timing of that disposal; and  

(c) The segment(s) in which the disposal group is presented in accordance with IPSAS 18, 
Segment Reporting if applicable. 
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Matter(s) for Consideration  
3. The IPSASB is asked to:  

 (a) CONFIRM that the proposed disclosures on interests held for sale should be included in the 
Standard based on ED 52; and 

 (b) CONFIRM the wording of the proposed disclosure on interests held for sale. 

Issue 4: Structured Entities 
17. IFRS 12 defines structured entities (see Table 4 below) and requires that entities disclose 

information about their interests in consolidated and unconsolidated structured entities. The 
features of structured entities (according to IFRS 12) include: restricted activities, a narrow and 
well-defined objective, insufficient equity to finance its activities without subordinated financial 
support, and financing tranches in the form of multiple contractually linked instruments. IFRS 12 
refers to securitization vehicles, asset-backed financings and some investment funds as examples 
of structured entities. 

18. The impetus for the disclosures in IFRS 12 came from the global financial crisis that started in 
2007. Users and regulators had expressed concerns to the IASB about the lack of disclosure 
relating to investment and securitization activities that an entity conducts through structured 
entities. The IASB has stated1 that the type of entity it envisages being characterized as a 
structured entity is unlikely to differ significantly from an entity that SIC-12 Consolidation—Special 
Purpose Entities. SIC-12 described a special purpose entity (SPE) as an entity created to 
accomplish a narrow and well-defined objective (for example, entities established to effect a lease, 
research and development activities or a securitization of financial assets).  

19. Given that the IFRS 12 examples of structured entities also occur in the public sector it can be 
argued that the IFRS 12 disclosures would also be useful in the public sector. The problem is that 
applying the IFRS 12 definition of a structured entity in the public sector would result in a large 
number of entities being inappropriately classified as structured entities.  

20. The IPSASB therefore modified the definition of a structured entity in ED 52 (see Table 4 below) to 
try and ensure that the definition captured only those entities in respect of which the disclosures 
would be appropriate. In modifying IFRS 12 the IPSASB had regard to draft Australian guidance on 
structured entities in the public (and not-for-profit) sector. That Australian guidance has now been 
finalized. In 2013 the Australian Accounting Standards Board (AASB) issued an appendix to 
AASB 12 Disclosure of Interests in Other Entities to explain and illustrate the definition of 
‘structured entity’ in that Standard for not-for-profit entities in the private and public sectors, to 
address circumstances where the for-profit perspective does not readily translate to a not-for-profit 
perspective.2  A copy of the final Australian guidance is included in Appendix 1 of this paper. 

21. As noted in the analysis of responses on ED 52 SMC 2 in June, respondents were generally 
supportive of the proposed definition of a structured entity and the disclosures about structured 
entities (out of 24 respondents, 19 were classified as agreeing with the proposal, and 3 as partially 

1 IFRS 12 Basis for Conclusions paragraph BC82. 
2  AASB 2013-8 Amendments to Australian Accounting Standards – Australian Implementation Guidance for Not-for-Profit 

Entities – Control and Structured Entities [AASB 10, AASB 12 & AASB 1049] 
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agreeing). Some respondents thought that the proposed definition of a structured entity and the 
associated guidance could be improved. R09 requested that the IPSASB provide examples of 
structured entities and R16 and R26 requested more guidance and/or illustrative examples.   

22. Staff have considered whether further examples could be included in the standard based on ED 52 
but have not identified any.  

(a) Private sector disclosures of structured entities are, as one would expect, of the types of 
entities described in IFRS 12.  

(b) The Australian guidance referred to above applies for annual reporting periods beginning on 
or after 1 January 2014 so there are few examples available at this time.  

(c) Requirements regarding disclosure of structured entities have also been incorporated in 
United Kingdom guidance for local authorities, but this guidance has yet to be applied.3  
Extracts from this guidance are shown in Appendix 2 of this paper.  

23. The IPSASB is therefore asked to confirm the definition of a structured entity used in ED 52 and to 
consider whether it could identify any further examples of structured entities in the public sector.  

24. Extracts from IFRS 12 and ED 52 are shown in Table 4 below.  

Table 4 
IFRS 12 Extracts ED 52 Extracts 

Definition of a Structured Entity 
An entity that has been designed so that voting or 
similar rights are not the dominant factor in deciding 
who controls the entity, such as when any voting 
rights relate to administrative tasks only and the 
relevant activities are directed by means of 
contractual arrangements. 

Definition of a Structured Entity 
A structured entity is:  

(a) In the case of entities where administrative 
arrangements or legislation are normally the 
dominant factors in deciding who has control 
of an entity, an entity that has been designed 
so that administrative arrangements or 
legislation are not the dominant factor in 
deciding who controls the entity, such as 
when binding arrangements are significant to 
determining control of the entity and relevant 
activities are directed by means of binding 
arrangements; or  

(b) In the case of entities where voting or similar 
rights are normally the dominant factor in 
deciding who has control of an entity, an 
entity that has been designed so that voting 
or similar rights are not the dominant factor in 
deciding who controls the entity, such as 
when any voting rights relate to 
administrative tasks only and the relevant 
activities are directed by means of binding 

3  Local authorities in the United Kingdom are required to keep their accounts in accordance with ‘proper practices’.  This 
includes, for the purposes of local government legislation, compliance with the terms of the Code of Practice on Local Authority 
Accounting in the United Kingdom (the Code), prepared by the CIPFA/LASAAC Local Authority Accounting Code Board 
(CIPFA/LASAAC). The Code is reviewed continuously and is issued annually. 
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IFRS 12 Extracts ED 52 Extracts 
arrangements.  

Application Guidance on Structured Entities 
B21 A structured entity is an entity that has been 

designed so that voting or similar rights are 
not the dominant factor in deciding who 
controls the entity, such as when any voting 
rights relate to administrative tasks only and 
the relevant activities are directed by means 
of contractual arrangements.  

 

Application Guidance on Structured Entities 
AG20 A structured entity is an entity that has been 

designed so that the conventional ways in 
which an entity is controlled are not the 
dominant factors in deciding who controls the 
entity. In the case of entities such as 
departments or ministries where 
administrative arrangements or legislation are 
often the dominant factors in deciding who 
has control of an entity, a structured entity is 
an entity that has been designed so that 
administrative arrangements or legislation are 
not the dominant factor in deciding who 
controls the entity. In the case of entities 
where voting or similar rights are normally the 
dominant factor in deciding who has control of 
an entity (which may be the case for some 
entities with profit objectives), a structured 
entity is an entity that has been designed so 
that voting or similar rights are not the 
dominant factor in deciding who controls the 
entity. Although binding arrangements 
frequently occur between public sector 
entities, binding arrangements are not 
normally the dominant factor in determining 
who controls an entity. Therefore the use of 
binding arrangements to determine the 
relevant activities of an entity may indicate the 
existence of a structured entity. Depending on 
the context a structured entity could be (i) an 
entity for which most of the activities are 
predetermined, with the relevant activities 
limited in scope but directed through binding 
arrangements or (ii) an entity for which any 
voting rights relate to administrative tasks only 
and the relevant activities are directed by 
means of binding arrangements.  

B22 A structured entity often has some or all of 
the following features or attributes:  

(a) restricted activities.  

(b) a narrow and well-defined objective, 
such as to effect a tax-efficient lease, 
carry out research and development 
activities, provide a source of capital or 
funding to an entity or provide 
investment opportunities for investors 
by passing on risks and rewards 
associated with the assets of the 
structured entity to investors.  

AG21 A structured entity often has some or all of the 
following features or attributes: 

(a) Restricted activities. 

(b) A narrow and well-defined objective, such 
as to carry out research and development 
activities, provide a source of capital or 
funding to an entity or provide investment 
opportunities for investors by passing on 
risks and rewards associated with the 
assets of the structured entity to investors.  

(c) Insufficient net assets/equity to permit the 
structured entity to finance its activities 
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IFRS 12 Extracts ED 52 Extracts 
(c) insufficient equity to permit the 

structured entity to finance its activities 
without subordinated financial support.  

(d) financing in the form of multiple 
contractually linked instruments to 
investors that create concentrations of 
credit or other risks (tranches).  

without subordinated financial support. 

(d) Financing in the form of multiple 
contractually linked instruments to 
investors that create concentrations of 
credit or other risks (tranches). 

 

B23 Examples of entities that are regarded as 
structured entities include, but are not limited 
to:  

(a) securitisation vehicles.  

(b) asset-backed financings.  

(c) some investment funds.  

 

AG22. Examples of entities that are regarded as 
structured entities include, but are not limited 
to: 

(a) A partnership between a government 
and a private sector entity that is not a 
joint venture, being a partnership 
established and directed by binding 
arrangements.  

(b) Securitization vehicles. 

(c) Asset-backed financings. 

(d) Some investment funds. 

[AG22(a) was based on the draft Australian guidance 
and is consistent with the final Australian guidance, 
except that AG22 uses the term “binding 
arrangements” rather than “contractual 
arrangements”, paragraph IG8.] 

B24 An entity that is controlled by voting rights is 
not a structured entity simply because, for 
example, it receives funding from third parties 
following a restructuring. 

AG23 The mere fact that a government provides 
funding to another entity does not make that 
entity a structured entity. Nor is an entity that 
is controlled by voting rights a structured 
entity simply because, for example, it 
receives funding from third parties following a 
restructuring. 

[The first sentence in paragraph AG23 was taken 
from the draft Australian guidance and is consistent 
with the final Australian guidance, paragraph IG8.] 

 

Matter(s) for Consideration  
4. The IPSASB is asked to:  

 (a) CONFIRM the definition of a structured entity in ED 52; and  

 (b) CONSIDER whether there are any further examples of structured entities in the public 
sector. 
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Issue 5: Editorial and Other Comments  
25. Table 5 sets out editorial and other comments on ED 48. It indicates changes proposed as a result 

of these comments. 

Table 5 
R# ED 52 EDITORIAL AND OTHER COMMENTS STAFF COMMENT 

04 ED 52 – paragraph 23 
HoTARAC notes that paragraph 23 does not exactly replicate the wording 
of the corresponding IFRS paragraph and the IPSASB’s wording 
‘previously met the definition of a structured entity and was not 
consolidated’ could be read to imply that after a controlling entity obtained 
control over a structured entity, the structured entity would no longer meet 
the definition of a ‘structured entity’. HoTARAC suggests that the IPSASB 
clarify this wording, as a structured entity could continue to meet the 
‘structured entity’ definition, even after it becomes controlled. 

 

Agree – Reverted to 
IFRS 12 wording. 

11 The Cour is not certain of the adequacy of the present definition of these 
"structured entities". It assesses that in structured entities, the dominant 
factors for power or decision are not those defined by legal or 
administrative rules. This definition could be misunderstood, and seen as 
admitting the existence, in the public sector, of some kind of control 
mechanisms that would not be in accordance with laws. This could be seen 
as illegal in many jurisdictions. In France, for example, public sector entities 
have to conform to legal rules and not to others. The proposed definition 
has to be changed. 

R11 was concerned 
that the definition of a 
structured entity could 
be read as 
suggesting that an 
entity was operating 
in an unauthorized 
way or in 
contravention of laws.  
This was not the 
IPSASB’s intention, 
and an explanation 
has been included in 
the Basis for 
Conclusions. 

26 ED 52 – Disclosures around the nature of interests and risks 
Paragraphs .45 and .46 require an entity to disclose information about the 
nature of interests and the nature of risks, in tabular format. We question 
why the format is prescribed in these two paragraphs only. For example, 
the presentation of the disclosures about the nature of risks associated with 
an entity’s interest in consolidated structured entities (paragraphs .21 – .24) 
and the nature and extent of interests in joint arrangement and associates 
(paragraphs .36 - .39), are not that prescriptive. 

We therefore propose that the IPSASB should reconsider the requirement 
to present the information in a table. 

No change.  

Other formats may be 
used if they are 
considered to be 
“more appropriate”.  

The Basis for 
Conclusions on 
IFRS 12 does not 
discuss why a tabular 
format was selected. 
It was most likely to 
encourage a 
standardised format.  
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R# ED 52 EDITORIAL AND OTHER COMMENTS STAFF COMMENT 

26 Furthermore, the guidance provided in AG22(c) and (d) should be 
reconsidered as it is, in our view, not public sector specific. 

AG22. Examples of entities that are regarded as structured entities 
include, but are not limited to: 

(a) A partnership between a government and a private sector 
entity that is not a joint venture, being a partnership 
established and directed by binding arrangements.  

(b) Securitization vehicles. 

(c) Asset-backed financings. 

(d) Some investment funds.  

No change. Asset 
backed financings 
and investment funds 
can occur in the 
public sector and may 
be structured entities.  

26. In addition to the comments noted in Table 5 above, R26 requested that the IPSASB review the use 
of terms contractual arrangements and binding arrangements in this, and other standards forming 
part of this project (for consistency, and to ensure that the Basis for Conclusions supports the use 
of the terms). Staff propose to review the use of these terms before the December meeting. 

Matter(s) for Consideration  
5. The IPSASB is asked to  

 (a) CONFIRM that it agrees with the changes made in response to respondents’ editorial and 
other comments; and 

 (b) Note that a review of the use of the terms contractual arrangements and binding 
arrangements in the standard based on ED 52 (and more generally across all standards 
forming part of project) will occur before the IPSASB’s December meeting. 
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Appendix 1: Australian Implementation Guidance on Structured Entities 

APPENDIX E [AASB 12] AUSTRALIAN IMPLEMENTATION GUIDANCE FOR NOT-FOR-PROFIT 
ENTITIES  

This appendix is an integral part of AASB 12 and has the same authority as the other parts of the 
Standard. The appendix applies only to not-for-profit entities. The appendix does not apply to for-profit 
entities or affect their application of AASB 12.  

IG1 AASB 12 incorporates International Financial Reporting Standard IFRS 12 Disclosure of Interests 
in Other Entities, issued by the International Accounting Standards Board. Consequently, some of 
the text of this Standard particularly reflects the perspective of for-profit entities. The AASB has 
prepared this appendix to explain and illustrate the definition of ‘structured entity’ in the Standard 
for not-for-profit entities in the private and public sectors, to address circumstances where the for-
profit perspective does not readily translate to a not-for-profit perspective.  

IG2 AASB 12 includes specific disclosure requirements regarding both consolidated and 
unconsolidated structured entities. Some of those disclosures are not required of entities preparing 
general purpose financial statements under Australian Accounting Standards – Reduced 
Disclosure Requirements.  

Structured Entities  

IG3 A structured entity is defined in Appendix A of AASB 12 as follows:  

“An entity that has been designed so that voting or similar rights are not the dominant factor in deciding who 
controls the entity, such as when any voting rights relate to administrative tasks only and the relevant activities 
are directed by means of contractual arrangements.”  

Relevant activities are defined in AASB 10 as the activities of an entity that significantly affect the 
entity’s returns. The current ability to direct the relevant activities is necessary in order for one 
entity to control another.  

IG4 Paragraph B22 of AASB 12 states that structured entities often have some or all of the following 
features or attributes: restricted activities, a narrow and well-defined objective, insufficient equity to 
finance its activities without subordinated financial support, and financing tranches in the form of 
multiple contractually linked instruments. Paragraph B23 gives examples of structured entities: 
securitisation vehicles, asset-backed financings and some investment funds.  

IG5 The definition of a structured entity depends on voting or similar rights not being the dominant 
factor in deciding who controls an entity. Voting rights are a common feature in many for-profit 
entities, having a dominant role in determining who controls an entity. Accordingly, the principle 
underlying the definition limits the scope of structured entities to entities that are controlled through 
less conventional means. The features listed in paragraph B22 and the examples in paragraph B23 
also suggest that structured entities constitute a limited class of entity.  

IG6 It is common for not-for-profit entities to be established by administrative arrangements or 
legislation, especially in the public sector. Therefore, if the administrative arrangements or 
legislation are dominant factors in determining control of such an entity, the entity is not a 
structured entity. The AASB 12 disclosures regarding structured entities, such as the provision of 
financial support without a contractual obligation, are not particularly relevant to such entities, given 
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the expectation of ongoing government funding through appropriations to supplement any other 
revenue sources.  

IG7 Applying the principle underlying the definition of a structured entity means that structured entities 
have been designed so that less conventional means – in the context of not-for-profit entities – are 
the dominant factor in determining who controls the entity. This approach limits, for not-for-profit 
entities, the scope of structured entities to entities that have been designed so that voting or similar 
rights, including administrative arrangements or statutory provisions, are not the dominant factor in 
determining control of the entity.  

IG8 To illustrate the definition of a structured entity, an entity for which contractual arrangements are 
significant to determining control of the entity is a structured entity. This would include entities for 
which most of the activities are predetermined, with the relevant activities limited in scope but 
directed through contractual arrangements. Examples of such entities are included in 
paragraph B23. Another example would be a partnership between a government and a private 
sector entity, being a partnership established and directed by contractual arrangements. On that 
basis, the partnership is a structured entity, regardless of the rights (if any) that the government and 
the entity have in relation to the partnership. If the government guarantees a certain level of 
revenue for its private sector partner, for example, the AASB 12 disclosures concerning the 
provision of financial support would be particularly relevant, whether the partnership is a 
consolidated or an unconsolidated structured entity for the government. However, the mere fact 
that a government provides funding to another entity does not make that entity a structured entity.  

IG9 Not-for-profit private sector entities will also need to identify any structured entities with which they 
are associated. For example, a not-for-profit private sector entity may have established or 
sponsored a community service organisation whose relevant activities are directed by means of 
contractual arrangements. Those arrangements might require the not-for-profit private sector entity 
to provide financial support in specified circumstances to the community service organisation, or 
alternatively the entity might choose to provide financial or other support to the organisation without 
the contractual obligation to do so (e.g. due to the economic dependency of the organisation upon 
the entity). The AASB 12 disclosure requirements would be relevant in both circumstances as the 
community service organisation is a structured entity. Paragraph 31, for example, would require the 
not-for-profit private sector entity to disclose any current intentions to provide support to an 
unconsolidated structured entity. 
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Appendix 2: United Kingdom Local Authority Guidance on Structured Entities 

Extract from the Code of Practice on Local Authority Accounting in the United Kingdom  
(the 2014/15 Code)  

9.1.2.24  A structured entity is an entity that has been designed so that voting or similar rights are not the 
dominant factor in deciding who controls the entity, such as when any voting rights relate to 
administrative tasks only and the relevant activities are directed by means of contractual 
arrangements. The structured entity may have also been designed to pass on exposure of risks 
or rewards of the reporting authority; however this is insufficient in itself to evidence control over 
the investee. Other indicators of a structured entity relationship with the investor include: 

• the reporting authority having involvement in the design of the entity and the transaction 
terms and features of the involvement give rights to the authority that are sufficient to give 
it power over the investee; 

• there are contractual arrangements in place that involve activities that are closely related 
to the investee, and these activities are, in substance, an integral part of the investee’s 
overall activities; 

• the investee may be designed so that the direction of its activities and its returns are 
predetermined unless and until those particular circumstances arise or events occur. 
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REQUEST FOR COMMENTS 
This Exposure Draft 52, Disclosure of Interests in Other Entities, was developed and approved by the 
International Public Sector Accounting Standards Board (IPSASB).  

The proposals in this Exposure Draft may be modified in light of comments received before being issued 
in final form. Comments are requested by February 28, 2014.  

Respondents are asked to submit their comments electronically through the IPSASB website, using the 
“Submit a Comment” link. Please submit comments in both a PDF and Word file. Also, please note that 
first-time users must register to use this feature. All comments will be considered a matter of public record 
and will ultimately be posted on the website. Although IPSASB prefers that comments are submitted via 
its website, comments can also be sent to Stephenie Fox, IPSASB Technical Director at 
stepheniefox@ipsasb.org. 

This publication may be downloaded free of charge from the IPSASB website: www.ipsasb.org. The 
approved text is published in the English language. 

Objective of the Exposure Draft  

The objective of this Exposure Draft is to propose principles for the presentation and preparation of 
consolidated financial statements when a public sector entity controls one or more other entities.  

Guide for Respondents  

The IPSASB would welcome comments on all of the matters discussed in this Exposure Draft. Comments 
are most helpful if they indicate the specific paragraph or group of paragraphs to which they relate, 
contain a clear rationale and, where applicable, provide a suggestion for alternative wording.  

The Specific Matters for Comment requested for the Exposure Draft are provided below.  

Specific Matter for Comment 1:  

Do you agree the proposed disclosures in this draft Standard? If not, why? Are there any additional 
disclosures that would be useful for users of financial statements?  

Specific Matter for Comment 2:  

Do you agree with the proposal that entities for which administrative arrangements or statutory provisions 
are dominant factors in determining control of the entity are not structured entities? If not, please explain 
why and explain how you would identify entities in respect of which the structured entity disclosures would 
be appropriate. 
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International Public Sector Accounting Standard XX (ED 52), Disclosure of Interests in Other Entities, is 
set out in paragraphs 1-5852. All the paragraphs have equal authority. IPSAS XX (ED 52) should be read 
in the context of its objective, the Basis for Conclusions, and the Preface to International Public Sector 
Accounting Standards. IPSAS 3, Accounting Policies, Changes in Accounting Estimates and Errors, 
provides a basis for selecting and applying accounting policies in the absence of explicit guidance. 
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Objective 
1. The objective of this Standard is to require an entity to disclose information that enables users of its 

financial statements to evaluate: 

(a) The nature of, and risks associated with, its interests in controlled entities, unconsolidated 
controlled entities, joint arrangements and associates, and structured entities that are not 
consolidated; and  

(b) The effects of those interests on its financial position, financial performance and cash flows. 

Scope 
2. An entity that prepares and presents financial statements under the accrual basis of 

accounting shall apply this Standard in disclosing information about its interests in 
controlled entities, unconsolidated controlled entities, joint arrangements and associates, 
and structured entities that are not consolidated. 

3. This Standard shall be applied by an entity that has an interest in any of the following: 

(a) Controlled entities; 

(b) Joint arrangements (i.e., joint operations or joint ventures); 

(c) Associates; or 

(d) Structured entities that are not consolidated.  

4. This Standard does not apply to: 

(a) Post-employment benefit plans or other long-term employee benefit plans to which IPSAS 25, 
Employee Benefits applies. 

(b) An entity’s separate financial statements to which IPSAS XX (ED 48), Separate Financial 
Statements applies. However, if an entity has interests in structured entities that are not 
consolidated and prepares separate financial statements as its only financial statements, it 
shall apply the requirements in paragraphs 40–48 when preparing those separate financial 
statements.  

(c) An interest held by an entity that participates in, but does not have joint control of, a joint 
arrangement unless that interest results in significant influence over the arrangement or is an 
interest in a structured entity.  

(d) An interest in another entity that is accounted for in accordance with IPSAS 29, Financial 
Instruments: Recognition and Measurement. However, an entity shall apply this Standard: 

(i) When that interest is an interest in an associate or a joint venture that, in accordance 
with IPSAS XX (ED 50), Investments in Associates and Joint Ventures, is measured at 
fair value through surplus or deficit; or  

(ii) When that interest is an interest in a structured entity that is not consolidated.  
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5. This Standard applies to all public sector entities other than Government Business 
Enterprises (GBEs).  

6. The Preface to International Public Sector Accounting Standards issued by the IPSASB explains 
that GBEs apply IFRSs issued by the IASB. GBEs are defined in IPSAS 1, Presentation of 
Financial Statements.  

Definitions 
7. The following terms are used in this Standard with the meanings specified: 

Binding arrangement: For the purposes of this Standard, a binding arrangement is an 
arrangement that confers enforceable rights and obligations on the parties to it as if it were 
in the form of a contract. It includes rights from contracts or other legal rights. 

An interest in another entity, for the purpose of this Standard, refers to involvement by way 
of binding arrangements or otherwise that exposes an entity to variability of benefits from 
the performance of the other entity. An interest in another entity can be evidenced by, but is 
not limited to, the holding of equity or debt instruments as well as other forms of 
involvement such as the provision of funding, liquidity support, credit enhancement and 
guarantees. It includes the means by which an entity has control or joint control of, or 
significant influence over, another entity.  An entity does not necessarily have an interest in 
another entity solely because of a typical funder/recipient or customer/supplier relationship. 

Paragraphs AG7–AG9 provide further information about interests in other entities. 

Paragraphs AG57–AG58 of IPSAS XX (ED 49), Consolidated Financial Statements explain 
variability of benefits. 

Revenue from a structured entity, for the purpose of this Standard, includes, but is not 
limited to, recurring and non-recurring fees, interest, dividends or similar distributions, 
gains or losses on the remeasurement or derecognition of interests in structured entities 
and gains or losses from the transfer of assets and liabilities to the structured entity. 

A structured entity is:  

(a) In the case of entities where administrative arrangements or legislation are normally 
the dominant factors in deciding who has control of an entity, an entity that has been 
designed so that administrative arrangements or legislation are not the dominant 
factor in deciding who controls the entity, such as when binding arrangements are 
significant to determining control of the entity and relevant activities are directed by 
means of binding arrangements; or 

(b) In the case of entities where voting or similar rights are normally the dominant factor 
in deciding who has control of an entity, an entity that has been designed so that 
voting or similar rights are not the dominant factor in deciding who controls the entity, 
such as when any voting rights relate to administrative tasks only and the relevant 
activities are directed by means of binding arrangements.  
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Paragraphs AG20–AG23 provide further information about structured entities. 

Terms defined in other IPSASs are used in this Standard with the same meaning as in those 
Standards, and are reproduced in the Glossary of Defined Terms published separately.  

Staff will review the location of definitions in the standards comprising this project prior to 
December.  

Binding Arrangement 

8. Binding arrangements can be evidenced in several ways. A binding arrangement is often, but not 
always, in writing, in the form of a contract or documented discussions between the parties. 
Statutory mechanisms such as legislative or executive authority can also create enforceable 
arrangements, similar to contractual arrangements, either on their own or in conjunction with 
contracts between the parties. 

Disclosing Information about Interests in Other Entities  
9. To meet the objective in paragraph 1, an entity shall disclose: 

(a) The significant judgments and assumptions it has made in determining:  

(i) The nature of its interest in another entity or arrangement;  

(ii) The type of joint arrangement in which it has an interest (paragraphs 12–14); and 

(iii) That it meets the definition of an investment entity, if applicable (paragraph 15); 
and 

(b) Information about its interests in: 

(i) Controlled entities (paragraphs 17–26); 

(ii) Joint arrangements and associates (paragraphs 35–39); and 

(iii) Structured entities that are not consolidated (paragraphs 40–48).  

10. If the disclosures required by this Standard, together with disclosures required by other IPSASs, do 
not meet the objective in paragraph 1, an entity shall disclose whatever additional information is 
necessary to meet that objective.  

11. An entity shall consider the level of detail necessary to satisfy the disclosure objective in 
paragraph1 and how much emphasis to place on each of the requirements in this Standard. It shall 
aggregate or disaggregate disclosures so that useful information is not obscured by either the 
inclusion of a large amount of insignificant detail or the aggregation of items that have different 
characteristics (see paragraphs AG2–AG6).  

Significant Judgments and Assumptions 
12. An entity shall disclose the methodology used to determine: 
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(a) That it has control of another entity as described in paragraphs 15 and 16 of IPSAS XX 
(ED 49);  

(b) That it has joint control of an arrangement or significant influence over another entity; 
and 

(c) The type of joint arrangement (i.e., joint operation or joint venture) when the 
arrangement has been structured through a separate vehicle.  

13. The disclosures required by paragraph 12 shall be either given in the financial statements or 
incorporated by cross-reference from the financial statements to some other statement that is 
available to users of the financial statements on the same terms as the financial statements and at 
the same time. Without the information incorporated by cross-reference, the financial statements 
are incomplete. The use of such cross-referencing may be subject to jurisdictional restrictions. 

14. To comply with paragraph 12, an entity shall disclose, for example, the factors considered in 
determining that: 

(a) It controls a specific entity (or similar category of entities) where the interest in the other entity is 
not evidenced by the holding of equity or debt instruments;  

(b) It does not control another entity (or category of entities) even though it holds more than half of 
the voting rights of the other entity (or entities); 

(c) It controls another entity (or category of entities) even though it holds less than half of the voting 
rights of the other entity (or entities); 

(d) It is an agent or a principal (see paragraphs AG59–AG73 of IPSAS XX (ED 49); 

(e) It does not have significant influence even though it holds 20 per cent or more of the voting 
rights of another entity; and 

(f) It has significant influence even though it holds less than 20 per cent of the voting rights of 
another entity.  

Investment Entity Status 
15. When a controlling entity determines that it is an investment entity in accordance with 

IPSAS XX (ED 49) the investment entity shall disclose information about significant 
judgments and assumptions it has made in determining that it is an investment entity. An 
investment entity is not required to disclose this information if it has all of the 
characteristics in paragraph 57 of IPSAS XX (ED 49).  

16. When an entity becomes, or ceases to be, an investment entity, it shall disclose the change of 
investment entity status and the reasons for the change. In addition, an entity that becomes an 
investment entity shall disclose the effect of the change of status on the financial statements for the 
period presented, including: 

(a) The total fair value, as of the date of change of status, of the controlled entities that cease to 
be consolidated; 

9 

Agenda Item 6.10 
Page 9 of 32 



Draft IPSAS – Disclosure of Interests in Other Entities 
IPSASB Meeting (September 2014) 

ED 52, DISCLOSURE OF INTERESTS IN OTHER ENTITIES  
 

(b) The total surplus or deficit, if any, calculated in accordance with paragraph 59 of IPSAS XX 
(ED 49); and 

(c) The line item(s) in surplus or deficit in which the gain or loss is recognized (if not presented 
separately).  

Interests in Controlled Entities 
17. An entity shall disclose information that enables users of its consolidated financial 

statements:  

(a) To understand:  

(i) The composition of the economic entity; and 

(ii) The interest that non-controlling interests have in the economic entity’s activities 
and cash flows (paragraph 19); and 

(b) To evaluate:  

(i) The nature and extent of significant restrictions on its ability to access or use 
assets, and settle liabilities, of the economic entity (paragraph 20); 

(ii) The nature of, and changes in, the risks associated with its interests in 
consolidated structured entities (paragraphs 21–24); 

(iii) The consequences of changes in its ownership interest in a controlled entity that 
do not result in a loss of control (paragraph 25); and 

(iv) The consequences of losing control of a controlled entity during the reporting 
period (paragraph 26).  

18. When the financial statements of a controlled entity used in the preparation of consolidated 
financial statements are as of a date or for a period that is different from that of the consolidated 
financial statements (see paragraph 42 of IPSAS XX (ED 49) an entity shall disclose: 

(a) The date of the end of the reporting period of the financial statements of that controlled entity; 
and 

(b) The reason for using a different date or period. 

The Interest that Non-controlling Interests have in the Economic Entity’s Activities and  
Cash Flows 

19. An entity shall disclose for each of its controlled entities that have non-controlling interests that are 
material to the reporting entity: 

(a) The name of the controlled entity; 

(b) The domicile and legal form of the controlled entity and the jurisdiction in which it operates;   

(c) The proportion of ownership interests held by non-controlling interests; 
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(d) The proportion of voting rights held by non-controlling interests, if different from the proportion 
of ownership interests held; 

(e) The surplus or deficit allocated to non-controlling interests of the controlled entity during the 
reporting period; 

(f) Accumulated non-controlling interests of the controlled entity at the end of the reporting period; 
and 

(g) Summarized financial information about the controlled entity (see paragraph AG10).  

The Nature and Extent of Significant Restrictions  

20. An entity shall disclose: 

(a) Significant restrictions in binding arrangements (e.g., statutory, contractual and regulatory 
restrictions) on its ability to access or use the assets and settle the liabilities of the economic 
entity, such as: 

(i) Those that restrict the ability of a controlling entity or its controlled entities to transfer 
cash or other assets to (or from) other entities within the economic entity. 

(ii) Guarantees or other requirements that may restrict dividends and other capital 
distributions being paid, or loans and advances being made or repaid, to (or from) other 
entities within the economic entity. 

(b) The nature and extent to which protective rights of non-controlling interests can significantly 
restrict the entity’s ability to access or use the assets and settle the liabilities of the economic 
entity (such as when a controlling entity is obliged to settle liabilities of a controlled entity before 
settling its own liabilities, or approval of non-controlling interests is required either to access the 
assets or to settle the liabilities of a controlled entity). 

(c) The carrying amounts in the consolidated financial statements of the assets and liabilities to 
which those restrictions apply.  

Nature of the Risks Associated with an Entity’s Interests in Consolidated Structured Entities  

21. An entity shall disclose the terms of any binding arrangements that could require the controlling 
entity or its controlled entities to provide financial support to a consolidated structured entity, 
including events or circumstances that could expose the reporting entity to a loss (e.g., liquidity 
arrangements or credit rating triggers associated with obligations to purchase assets of the 
structured entity or provide financial support). 

22. If during the reporting period a controlling entity or any of its controlled entities has, without having 
an obligation under a binding arrangement to do so, provided financial or other support to a 
consolidated structured entity (e.g., purchasing assets of or instruments issued by the structured 
entity), the entity shall disclose: 

(a) The type and amount of support provided, including situations in which the controlling entity or 
its controlled entities assisted the structured entity in obtaining financial support; and 
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(b) The reasons for providing the support.  

23. If during the reporting period a controlling entity or any of its controlled entities has, without having 
an obligation under a binding arrangement to do so, provided financial or other support to a an 
entity that previously unconsolidated met the definition of a structured entity and was not 
consolidated and that provision of support resulted in the entity controlling the structured entity, the 
entity shall disclose an explanation of the relevant factors in reaching that decision.  

Reverted to the wording in IFRS 12.16, in response to a comment by R04.  

24. An entity shall disclose any current intentions to provide financial or other support to a consolidated 
structured entity, including intentions to assist the structured entity in obtaining financial support.  

Consequences of Changes in a Controlling Entity’s Ownership Interest in a Controlled Entity that 
do not Result in a Loss of Control 

25. An entity shall present a schedule that shows the effects on the net assets/equity attributable to 
owners of the controlling entity of any changes in its ownership interest in a controlled entity that do 
not result in a loss of control. 

Consequences of Losing Control of a Controlled Entity During the Reporting Period 

26. An entity shall disclose the gain or loss, if any, calculated in accordance with paragraph 48 of 
IPSAS XX (ED 49) and: 

(a) The portion of that gain or loss attributable to measuring any investment retained in the former 
controlled entity at its fair value at the date when control is lost; and 

(b) The line item(s) in surplus or deficit in which the gain or loss is recognized (if not presented 
separately).  

Interests in Unconsolidated Controlled Entities (Investment Entities) 
27. An investment entity that, in accordance with IPSAS XX (ED 49) is required to apply the exception 

to consolidation and instead account for its investment in a controlled entity at fair value through 
surplus or deficit shall disclose that fact. 

28. For each unconsolidated controlled entity, an investment entity shall disclose: 

(a) The controlled entity’s name; 

(b) The domicile and legal form of the controlled entity and the jurisdiction in which it operates; and  

(c) The proportion of ownership interest held by the investment entity and, if different, the 
proportion of voting rights held.  

29. If an investment entity is the controlling entity of another investment entity, the controlling entity 
shall also provide the disclosures in paragraph 28(a)–(c) for investments that are controlled by its 
controlled investment entity. The disclosure may be provided by including, in the financial 
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statements of the controlling entity, the financial statements of the controlled entity (or controlled 
entities) that contain the above information.  

30. An investment entity shall disclose: 

(a) The nature and extent of any significant restrictions arising from binding arrangements (e.g., 
resulting from borrowing arrangements, regulatory requirements or contractual 
arrangements) on the ability of an unconsolidated controlled entity to transfer funds to the 
investment entity in the form of cash dividends, or similar distributions, or to repay loans or 
advances made to the unconsolidated controlled entity by the investment entity; and 

(b) Any current commitments or intentions to provide financial or other support to an 
unconsolidated controlled entity, including commitments or intentions to assist the controlled 
entity in obtaining financial support.  

31. If, during the reporting period, an investment entity or any of its controlled entities has, without 
having an obligation arising from a binding arrangement to do so, provided financial or other 
support to an unconsolidated controlled entity (e.g., purchasing assets of, or instruments issued by, 
the controlled entity or assisting the controlled entity in obtaining financial support), the entity shall 
disclose: 

(a) The type and amount of support provided to each unconsolidated controlled entity; and 

(b) The reasons for providing the support. 

32. An investment entity shall disclose the terms of any contractual arrangements that could require the 
entity or its unconsolidated controlled entities to provide financial support to an unconsolidated, 
controlled, structured entity, including events or circumstances that could expose the reporting 
entity to a loss (e.g., liquidity arrangements or credit rating triggers associated with obligations to 
purchase assets of the structured entity or to provide financial support). 

33. If during the reporting period an investment entity or any of its unconsolidated controlled entities 
has, without having an obligation arising from a binding arrangement to do so, provided financial or 
other support to an unconsolidated, structured entity that the investment entity did not control, and if 
that provision of support resulted in the investment entity controlling the structured entity, the 
investment entity shall disclose an explanation of the relevant factors in reaching the decision to 
provide that support. 

34. A controlling entity that controls an investment entity and is not itself an investment entity, shall 
disclose in its consolidated financial statements, the information required by paragraphs 27 to 33 in 
respect of such unconsolidated controlled entities.  

Interests in Joint Arrangements and Associates 
35. An entity shall disclose information that enables users of its financial statements to 

evaluate: 

(a) The nature, extent and financial effects of its interests in joint arrangements and 
associates, including the nature and effects of its contractual relationship with the 
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other investors with joint control of, or significant influence over, joint arrangements 
and associates (paragraphs 36 and 38); and 

(b) The nature of, and changes in, the risks associated with its interests in joint ventures 
and associates (paragraph 39).  

Nature, Extent and Financial Effects of an Entity’s Interests in Joint Arrangements and Associates 

36. An entity shall disclose: 

(a) For each joint arrangement and associate that is material to the reporting entity:  

(i) The name of the joint arrangement or associate; 

(ii) The nature of the entity’s relationship with the joint arrangement or associate (by, for 
example, describing the nature of the activities of the joint arrangement or associate 
and whether they are strategic to the entity’s activities); 

(iii) The domicile and legal form of the joint arrangement or associate and the jurisdiction in 
which it operates; and 

(iv) The proportion of ownership interest or participating share held by the entity and, if 
different, the proportion of voting rights held (if applicable). 

(b) For each joint venture and associate that is material to the reporting entity: 

(i) Whether the investment in the joint venture or associate is measured using the equity 
method or at fair value; 

(ii) Summarized financial information about the joint venture or associate as specified in 
paragraphs AG12 and AG13; and 

(iii) If the joint venture or associate is accounted for using the equity method, the fair value 
of its investment in the joint venture or associate, if there is a quoted market price for 
the investment. 

(c) Financial information as specified in paragraph AG16 about the entity’s investments in joint 
ventures and associates that are not individually material: 

(i) In aggregate for all individually immaterial joint ventures; and  

(ii) In aggregate for all individually immaterial associates. This aggregated information is to 
be disclosed separately from the aggregated information on joint ventures.  

37. An investment entity need not provide the disclosures required by paragraphs 36(b)–36(c).  

38. An entity shall also disclose: 

(a) The nature and extent of any significant restrictions (e.g., resulting from borrowing 
arrangements, regulatory requirements or binding arrangements between investors with joint 
control of or significant influence over a joint venture or an associate) on the ability of joint 
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ventures or associates to transfer funds to the entity in the form of cash dividends or similar 
distributions, or to repay loans or advances made by the entity. 

(b) When the financial statements of a joint venture or associate used in applying the equity 
method are as of a date or for a period that is different from that of the entity: 

(i) The date of the end of the reporting period of the financial statements of that joint 
venture or associate; and  

(ii) The reason for using a different date or period. 

(c) The unrecognized share of losses of a joint venture or associate, both for the reporting period 
and cumulatively, if the entity has stopped recognizing its share of losses of the joint venture or 
associate when applying the equity method. 

Risks Associated with an Entity’s Interests in Joint Ventures and Associates 

39. An entity shall disclose: 

(a) Commitments that it has relating to its joint ventures separately from the amount of other 
commitments as specified in paragraphs AG17–AG19; and 

(b) In accordance with IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets, unless 
the probability of loss is remote, contingent liabilities incurred relating to its interests in joint 
ventures or associates (including its share of contingent liabilities incurred jointly with other 
investors with joint control of, or significant influence over, the joint ventures or associates), 
separately from the amount of other contingent liabilities.  

Interests in Structured Entities that are not Consolidated 
40. An entity shall disclose information that enables users of its financial statements: 

(a) To understand the nature and extent of its interests in structured entities that are not 
consolidated (paragraphs 43–45); and 

(b) To evaluate the nature of, and changes in, the risks associated with its interests in 
structured entities that are not consolidated (paragraphs 46–48).  

41. The information required by paragraph 40(b) includes information about an entity’s exposure to risk 
from involvement that it had with structured entities that are not consolidated in previous periods 
(e.g., sponsoring the structured entity), even if the entity no longer has any involvement by way of 
binding arrangement with the structured entity at the reporting date.  

42. An investment entity need not provide the disclosures required by paragraph 40 for a structured 
entity that it controls but which is not consolidated, and for which it presents the disclosures 
required by paragraphs 27–33.  
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Nature of Interests 

43. An entity shall disclose qualitative and quantitative information about its interests in structured 
entities that are not consolidated, including, but not limited to, the nature, purpose, size and 
activities of the structured entity and how the structured entity is financed.  

44. If an entity has sponsored a structured entity that is not consolidated for which it does not provide 
information required by paragraph 46 (e.g., because it does not have an interest in the entity at the 
reporting date), the entity shall disclose: 

(a) How it has determined which structured entities it has sponsored;  

(b) Revenue from those structured entities during the reporting period, including a description of 
the types of revenue presented; and  

(c) The carrying amount (at the time of transfer) of all assets transferred to those structured entities 
during the reporting period. 

45. An entity shall present the information in paragraph 44(b) and (c) in tabular format, unless another 
format is more appropriate, and classify its sponsoring activities into relevant categories (see 
paragraphs AG2–AG6).  

Nature of Risks 

46. An entity shall disclose in tabular format, unless another format is more appropriate, a summary of: 

(a) The carrying amounts of the assets and liabilities recognized in its financial statements relating 
to its interests in structured entities that are not consolidated; 

(b) The line items in the statement of financial position in which those assets and liabilities are 
recognized; 

(c) The amount that best represents the entity’s maximum exposure to loss from its interests in 
structured entities that are not consolidated, including how the maximum exposure to loss is 
determined. If an entity cannot quantify its maximum exposure to loss from its interests in 
structured entities that are not consolidated it shall disclose that fact and the reasons; and 

(d) A comparison of the carrying amounts of the assets and liabilities of the entity that relate to its 
interests in structured entities that are not consolidated and the entity’s maximum exposure to 
loss from those entities. 

47. If during the reporting period an entity has, without having an obligation under a binding 
arrangement to do so, provided financial or other support to a structured entity that is not 
consolidated in which it previously had or currently has an interest (for example, purchasing assets 
of or instruments issued by the structured entity), the entity shall disclose: 

(a) The type and amount of support provided, including situations in which the entity assisted the 
structured entity in obtaining financial support; and 

(b) The reasons for providing the support.  
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48. An entity shall disclose any current intentions to provide financial or other support to a structured 
entity that is not consolidated, including intentions to assist the structured entity in obtaining 
financial support. Such current intentions include intentions to provide support as a result of 
obligations under binding arrangements and intentions to provide support where the entity has no 
obligation under a binding arrangement.  

Non-quantifiable Ownership Interests 
49. An entity shall disclose information that enables users of its financial statements to 

understand the nature and extent of any non-quantifiable ownership interests in other 
entities. 

50. To the extent that this information has not already been provided in accordance with this Standard, 
an entity shall disclose, in respect of each non-quantifiable ownership interest that is material to the 
reporting entity: 

(a) The name of the entity in which it has an ownership interest; and 

(b) The nature of its ownership interest in the entity. 

Interests Held for Sale 
51. An entity shall disclose information that enables users of its financial statements to 

understand the nature and extent of its interests in other entities which are held for sale, 

52. In relation to its interests in other entities which fall within the scope of this Standard, an entity shall 
present:  

(a) A non-current asset classified as held for sale and the assets of a disposal group classified 
as held for sale separately from other assets in the statement of financial position; and  

(b) The liabilities of a disposal group classified as held for sale separately from other liabilities in 
the statement of financial position.  

53. Those assets and liabilities required to be separately presented in accordance with paragraph 52 
shall not be offset and presented as a single amount. The major classes of assets and liabilities 
classified as held for sale shall be separately disclosed either in the statement of financial position 
or in the notes, except if the disposal group is a newly acquired controlled entity that is classified as 
held for sale on acquisition, in which case separate disclosure is not required. Guidance on the 
classification of assets and liabilities as held for sale or as a disposal group or sale is found in the 
relevant international or national standard dealing with non-current assets held for sale and 
discontinued operations. 

54. An entity shall disclose the following information in the notes in the period in which it classifies as 
held for sale or sells a non-current asset (or disposal group):  

(a) A description of the non-current asset (or disposal group);  
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(b) A description of the facts and circumstances of the sale, or leading to the expected disposal, 
and the expected manner and timing of that disposal; and  

(c) The segment(s) in which the disposal group is presented in accordance with IPSAS 18, 
Segment Reporting if applicable. 

 

Transitional Provisions 
49.55. An entity is encouraged to provide information required by this Standard earlier than annual 

periods beginning on or after [Date]. Providing some of the disclosures required by this Standard 
does not compel the entity to comply with all the requirements of this Standard or to apply 
IPSAS XX (ED 48), IPSAS XX (ED 49), IPSAS XX (ED 50), and IPSAS XX (ED 51), Joint 
Arrangements early.  

50.56. The disclosure requirements of this Standard need not be applied for any period presented that 
begins before the annual period immediately preceding the first annual period for which this 
Standard is applied.  

51.57. The disclosure requirements of paragraphs 40–5048 and the corresponding guidance in 
paragraphs AG20–AG25 of this Standard need not be applied for any period presented that begins 
before the first annual period for which this Standard is applied.  

Effective Date 
52.58. An entity shall apply this Standard for annual financial statements covering periods 

beginning on or after [Date]. Earlier application is encouraged.  
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Appendix A 

Application Guidance 
This Appendix is an integral part of IPSAS XX (ED 52), Disclosure of Interests in Other Entities. 

AG1. The examples in this appendix portray hypothetical situations. Although some aspects of the 
examples may be present in actual fact patterns, all relevant facts and circumstances of a 
particular fact pattern would need to be evaluated when applying this Standard.  

Aggregation (paragraph 11) 
AG2. An entity shall decide, in the light of its circumstances, how much detail it provides to satisfy 

the information needs of users, how much emphasis it places on different aspects of the 
requirements and how it aggregates the information. It is necessary to strike a balance 
between burdening financial statements with excessive detail that may not assist users of 
financial statements and obscuring information as a result of too much aggregation. 

AG3. An entity may aggregate the disclosures required by this Standard for interests in similar 
entities if aggregation is consistent with the disclosure objective and the requirement in 
paragraph AG4, and does not obscure the information provided. An entity shall disclose how 
it has aggregated its interests in similar entities.  

AG4. An entity shall present information separately for interests in: 

(a) Controlled entities; 

(b) Joint ventures; 

(c) Joint operations; 

(d) Associates; and 

(e) Structured entities that are not consolidated. 

AG5. In determining whether to aggregate information, an entity shall consider quantitative and 
qualitative information about the different risk and benefit characteristics of each entity it is 
considering for aggregation and the significance of each such entity to the reporting entity.  
The entity shall present the disclosures in a manner that clearly explains to users of financial 
statements the nature and extent of its interests in those other entities.  

AG6. Examples of aggregation levels within the classes of entities set out in paragraph AG4 that 
might be appropriate are: 

(a) Nature of activities (e.g., a research and development entity, a revolving credit card 
securitization entity). 

(b) Industry classification. 

(c) Geography (e.g., country or region).  
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Interests in Other Entities 
AG7. An interest in another entity refers to involvement by way of binding arrangements or 

otherwise that exposes the reporting entity to variability of benefits from the performance of 
the other entity. Consideration of the purpose and design of the other entity may help the 
reporting entity when assessing whether it has an interest in that entity and, therefore, 
whether it is required to provide the disclosures in this Standard. That assessment shall 
include consideration of the risks that the other entity was designed to create and the risks 
the other entity was designed to pass on to the reporting entity and other parties.  

AG8. A reporting entity is typically exposed to variability of benefits from the performance of 
another entity by holding instruments (such as equity or debt instruments issued by the other 
entity) or having another involvement that absorbs variability. For example, assume a 
structured entity holds a loan portfolio. The structured entity obtains a credit default swap 
from another entity (the reporting entity) to protect itself from the default of interest and 
principal payments on the loans. The reporting entity has involvement that exposes it to 
variability of benefits from the performance of the structured entity because the credit default 
swap absorbs variability of benefits, in the form of returns, of the structured entity. 

AG9. Some instruments are designed to transfer risk from a reporting entity to another entity. Such 
instruments create variability of benefits for the other entity but do not typically expose the 
reporting entity to variability of benefits from the performance of the other entity. For example, 
assume a structured entity is established to provide investment opportunities for investors 
who wish to have exposure to entity Z’s credit risk (entity Z is unrelated to any party involved 
in the arrangement). The structured entity obtains funding by issuing to those investors notes 
that are linked to entity Z’s credit risk (credit-linked notes) and uses the proceeds to invest in 
a portfolio of risk-free financial assets. The structured entity obtains exposure to entity Z’s 
credit risk by entering into a credit default swap (CDS) with a swap counterparty. The CDS 
passes entity Z’s credit risk to the structured entity in return for a fee paid by the swap 
counterparty. The investors in the structured entity receive higher benefits that reflect both 
the structured entity’s return from its asset portfolio and the CDS fee. The swap counterparty 
does not have involvement with the structured entity that exposes it to variability of benefits 
from the performance of the structured entity because the CDS transfers variability to the 
structured entity, rather than absorbing variability of benefits of the structured entity. 

Summarized Financial Information for Controlled Entities, Joint Ventures and 
Associates (paragraphs 19 and 36) 
AG10. For each controlled entity that has non-controlling interests that are material to the reporting 

entity, an entity shall disclose: 

(a) Dividends or similar distributions paid to non-controlling interests; and 

(b) Summarized financial information about the assets, liabilities, surplus or deficit and 
cash flows of the controlled entity that enables users to understand the interest that 
non-controlling interests have in the economic entity’s activities and cash flows. That 
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information might include but is not limited to, for example, current assets, non-current 
assets, current liabilities non-current liabilities, revenue and surplus or deficit. 

AG11. The summarized financial information required by paragraph AG10(b) shall be the amounts 
before inter-entity eliminations. 

AG12. For each joint venture and associate that is material to the reporting entity, an entity shall 
disclose: 

(a) Dividends or similar distributions received from the joint venture or associate; and 

(b) Summarized financial information for the joint venture or associate (see paragraphs 
AG14 and AG15) including, but not necessarily limited to: 

(i) Current assets; 

(ii) Non-current assets; 

(iii) Current liabilities; 

(iv) Non-current liabilities; 

(v) Revenue; 

(vi) Tax expense; 

(vii) Pre-tax gain or loss recognized on the disposal of assets or settlement of 
liabilities attributable to discontinuing operations; and 

(viii) Surplus or deficit. 

AG13. In addition to the summarized financial information required by paragraph AG12, an entity 
shall disclose for each joint venture that is material to the reporting entity the amount of:  

(a) Cash and cash equivalents included in paragraph AG12(b)(i); 

(b) Current financial liabilities (excluding taxes and transfers payable, payables under 
exchange transactions and provisions) included in paragraph AG12(b)(iii);  

(c) Non-current financial liabilities (excluding taxes and transfers payable, payables under 
exchange transactions and provisions) included in paragraph AG12(b)(iv); 

(d) Depreciation and amortization; 

(e) Interest revenue; 

(f) Interest expense; and 

(g) Income tax expense.  

AG14. The summarized financial information presented in accordance with paragraphs AG12 and 
AG13 shall be the amounts included in the IPSAS financial statements of the joint venture or 
associate (and not the entity’s share of those amounts). If the entity accounts for its interest 
in the joint venture or associate using the equity method: 
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(a) The amounts included in the IPSAS financial statements of the joint venture or 
associate shall be adjusted to reflect adjustments made by the entity when using the 
equity method, such as fair value adjustments made at the time of acquisition and 
adjustments for differences in accounting policies.  

(b) The entity shall provide a reconciliation of the summarized financial information 
presented to the carrying amount of its interest in the joint venture or associate. 

AG15. An entity may present the summarized financial information required by paragraphs AG12 
and AG13 on the basis of the joint venture's or associate's financial statements if: 

(a) The entity measures its interest in the joint venture or associate at fair value in 
accordance with IPSAS XX (ED 50); and 

(b) The joint venture or associate does not prepare IPSAS financial statements and 
preparation on that basis would be impracticable or cause undue cost.  

In that case, the entity shall disclose the basis on which the summarized financial information 
has been prepared.  

AG16. An entity shall disclose, in aggregate, the carrying amount of its interests in all individually 
immaterial joint ventures or associates that are accounted for using the equity method. An 
entity shall also disclose separately the aggregate amount of its share of those joint ventures’ 
or associates’: 

(a) Revenue. 

(b) Tax expense.  

(c) Pre-tax gain or loss recognized on the disposal of assets or settlement of liabilities 
attributable to discontinuing operations. 

(d) Surplus or deficit.  

An entity provides the disclosures separately for joint ventures and associates.  

Commitments for Joint Ventures (paragraph 39(a))  
AG17. An entity shall disclose total commitments it has made but not recognized at the reporting 

date (including its share of commitments made jointly with other investors with joint control of 
a joint venture) relating to its interests in joint ventures. Commitments are those that may give 
rise to a future outflow of cash or other resources.  

AG18. Unrecognized commitments that may give rise to a future outflow of cash or other resources 
include: 

(a) Unrecognized commitments to contribute funding or resources as a result of, for 
example: 

(i) The constitution or acquisition agreements of a joint venture (that, for example, 
require an entity to contribute funds over a specific period).  
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(ii) Capital-intensive projects undertaken by a joint venture.  

(iii) Unconditional purchase obligations, comprising procurement of equipment, 
inventory or services that an entity is committed to purchasing from, or on behalf 
of, a joint venture. 

(iv) Unrecognized commitments to provide loans or other financial support to a joint 
venture. 

(v) Unrecognized commitments to contribute resources to a joint venture, such as 
assets or services. 

(vi) Other non-cancellable unrecognized commitments relating to a joint venture. 

(b) Unrecognized commitments to acquire another party’s ownership interest (or a portion 
of that ownership interest) in a joint venture if a particular event occurs or does not 
occur in the future.  

AG19. The requirements and examples in paragraphs AG17 and AG18 illustrate some of the types 
of disclosure required by paragraph 27 of IPSAS 20, Related Party Disclosures. 

Interests in Structured Entities that are not Consolidated (paragraphs 40–48 
Structured Entities 

AG20. A structured entity is an entity that has been designed so that the conventional ways in which 
an entity is controlled are not the dominant factors in deciding who controls the entity. In the 
case of entities such as departments or ministries where administrative arrangements or 
legislation are often the dominant factors in deciding who has control of an entity, a 
structured entity is an entity that has been designed so that administrative arrangements or 
legislation are not the dominant factor in deciding who controls the entity. In the case of 
entities where voting or similar rights are normally the dominant factor in deciding who has 
control of an entity (which may be the case for some entities with profit objectives), a 
structured entity is an entity that has been designed so that voting or similar rights are not the 
dominant factor in deciding who controls the entity. Although binding arrangements frequently 
occur between public sector entities, binding arrangements are not normally the dominant 
factor in determining who controls an entity. Therefore the use of binding arrangements to 
determine the relevant activities of an entity may indicate the existence of a structured entity. 
Depending on the context a structured entity could be (i) an entity for which most of the 
activities are predetermined, with the relevant activities limited in scope but directed through 
binding arrangements or (ii) an entity for which any voting rights relate to administrative tasks 
only and the relevant activities are directed by means of binding arrangements.  

AG21. A structured entity often has some or all of the following features or attributes: 

(a) Restricted activities. 

(b) A narrow and well-defined objective, such as to carry out research and development 
activities, provide a source of capital or funding to an entity or provide investment 
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opportunities for investors by passing on risks and rewards associated with the assets 
of the structured entity to investors.  

(c) Insufficient net assets/equity to permit the structured entity to finance its activities 
without subordinated financial support. 

(d) Financing in the form of multiple contractually linked instruments to investors that 
create concentrations of credit or other risks (tranches). 

AG22. Examples of entities that are regarded as structured entities include, but are not limited to: 

(a) A partnership between a government and a private sector entity that is not a joint 
venture, being a partnership established and directed by binding arrangements.  

(b) Securitization vehicles. 

(c) Asset-backed financings. 

(d) Some investment funds.  

AG23. The mere fact that a government provides funding to another entity does not make that entity 
a structured entity. Nor is an entity that is controlled by voting rights a structured entity simply 
because, for example, it receives funding from third parties following a restructuring.  

Nature of Risks from Interests in Structured Entities that are not Consolidated 
(paragraphs 46–48) 
AG24. In addition to the information required by paragraphs 46–48, an entity shall disclose 

additional information that is necessary to meet the disclosure objective in paragraph 40(b). 

AG25. Examples of additional information that, depending on the circumstances, might be relevant 
to an assessment of the risks to which an entity is exposed when it has an interest in a 
structured entity that is not consolidated are: 

(a) The terms of an arrangement that could require the entity to provide financial support 
to a structured entity that is not consolidated (e.g., liquidity arrangements or credit 
rating triggers associated with obligations to purchase assets of the structured entity or 
provide financial support), including: 

(i) A description of events or circumstances that could expose the reporting entity to 
a loss. 

(ii) Whether there are any terms that would limit the obligation. 

(iii) Whether there are any other parties that provide financial support and, if so, how 
the reporting entity’s obligation ranks with those of other parties. 

(b) Losses incurred by the entity during the reporting period relating to its interests in 
structured entities that are not consolidated. 

(c) The types of revenue the entity received during the reporting period from its interests in 
structured entities that are not consolidated. 
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(d) Whether the entity is required to absorb losses of a structured entity that is not 
consolidated before other parties, the maximum limit of such losses for the entity, and 
(if relevant) the ranking and amounts of potential losses borne by parties whose 
interests rank lower than the entity’s interest in the structured entity that is not 
consolidated. 

(e) Information about any liquidity arrangements, guarantees or other commitments with 
third parties that may affect the fair value or risk of the entity’s interests in structured 
entities that are not consolidated.  

(f) Any difficulties a structured entity that is not consolidated has experienced in financing 
its activities during the reporting period. 

(g) In relation to the funding of a structured entity that is not consolidated, the forms of 
funding (e.g., commercial paper or medium-term notes) and their weighted-average 
life. That information might include maturity analyses of the assets and funding of a 
structured entity if the structured entity has longer-term assets funded by shorter-term 
funding.  
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Appendix B 

Amendments to Other IPSASs 

IPSAS 1, Presentation of Financial Statements 
Paragraphs 134 and 139 are amended and paragraph 153E added as follows: 

134.  In deciding whether a particular accounting policy should be disclosed, management considers 
whether disclosure would assist users in understanding how transactions, other events, and 
conditions are reflected in the reported financial performance and financial position. Disclosure of 
particular accounting policies is especially useful to users when those policies are selected from 
alternatives allowed in IPSASs. An example is disclosure of whether an entity applies the fair value 
or cost model to its investment property (see IPSAS 16, Investment Property) a venturer recognizes 
its interest in a jointly controlled entity using proportionate consolidation or the equity method (see 
IPSAS 8, Interests in Joint Ventures.) … 

139. Some of the disclosures made in accordance with paragraph 137 are required by other IPSASs. For 
example, IPSAS XX (ED 52), Disclosure of Interests in Other Entities requires an entity to disclose 
the judgments it has made in determining whether it controls another entity IPSAS 6 requires an 
entity to disclose the reasons why the entity’s ownership interest does not constitute control, in 
respect of an investee that is not a controlled entity, even though more than half of its voting or 
potential voting power is owned directly or indirectly through controlled entities. IPSAS 16, 
Investment Property, requires disclosure of the criteria developed by the entity to distinguish 
investment property from owner-occupied property, and from property held for sale in the ordinary 
course of business, when classification of the property is difficult. 

153E. IPSAS XX (ED 49), Consolidated Financial Statements and IPSAS XX (ED 52) issued in 
[Date], amended paragraphs 4, 12, 88(n), 95(d), 97, 103, 118, 134, 135 and 139. An entity shall 
apply those amendments when it applies IPSAS XX (ED 49) and IPSAS XX (ED 52). 
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Basis for Conclusions 
This Basis for Conclusions accompanies, but is not part of, IPSAS XX (ED 52), Disclosure of Interests in 
Other Entities.  

Objective 

BC1. This Basis for Conclusions summarizes the IPSASB‘s considerations in reaching the 
conclusions in IPSAS XX (ED 52). As this Standard is based on IFRS 12, Disclosure of 
Interests in Other Entities issued by the IASB, the Basis for Conclusions outlines only those 
areas where IPSAS XX (ED 52) departs from the main requirements of IFRS 12. 

Terminology  

BC2. The IPSASB agreed to change terminology throughout the Standard to make it more 
appropriate for application by public sector entities. Changes are consistent with those made 
in IPSAS XX (ED 49)..  

Significant Judgments and Assumptions (paragraphs 12 to 14) 

BC3. The IPSASB noted that IFRS 12 paragraph 7 requires that an entity disclose information 
about significant judgments and assumptions it has made in determining the nature of its 
interest in another entity (for example, control, joint control or significant influence). Although 
the IPSASB agreed that users need information about how an entity has made these 
judgments, it noted that a public sector entity could be required to make many judgments and 
assumptions in relation to particular entities and that the disclosure of such judgments and 
assumptions and changes in such judgments from period to period could result in 
unnecessary detail. The IPSASB also noted that, in the public sector, decisions about the 
reporting entity may be made having regard to frameworks developed in conjunction with 
other parties such as legislative bodies or oversight committees. The assessments made in 
respect of the classification of certain types of entities as controlled entities, jointly controlled 
entities or entities subject to significant influence may be recorded in public documents other 
than the financial statements. The IPSASB therefore agreed to require that an entity disclose 
the methodology used to decide the existence or absence of control, joint control of an 
arrangement or significant influence, either in the financial statements themselves or by way 
of reference to another publicly available document.  

Definition of Structured Entity (paragraphs 7 and AG20 to AG23) 

BC4. The IPSASB noted that the definition of ‘structured entity’ in IFRS 12 focusses on voting or 
similar rights, which tend to occur less frequently or have less significance in the public sector 
than in the private sector. However, the IPSASB agreed that it was still appropriate to refer to 
voting or similar rights in the definition of a structured entity because voting or similar rights 
may be the predominant way in which a public sector entity establishes control over another 
entity. The IPSASB decided to modify the definition of a structured entity to highlight that they 
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occur when the conventional ways in which an entity is controlled are not the dominant 
factors in deciding who controls the entity and encompass the broader range of 
circumstances that occur in the public sector.  

BC5. The IPSASB identified administrative arrangements and statutory provisions (legislation) as 
common means by which control may be determined for many public sector entities. 
Accordingly, the IPSASB took the view that the reference to “similar rights” in the definition of 
structured entity should encompass administrative arrangements and statutory provisions. 
Thus, the ED proposes that entities for which administrative arrangements or statutory 
provisions are dominant factors in determining control of the entity would not be structured 
entities. The IPSASB considers that the disclosures required of structured entities are 
appropriate, but that in order to be useful they need to be focused on a limited class of 
entities (consistent with the intention of the IASB’s requirements in relation to entities 
applying IFRS 12).  

BC6. Some respondents to ED 52 were concerned that the definition of a structured entity could be 
read as suggesting that an entity was operating in an unauthorized way or in contravention of 
laws.  The IPSASB agreed that this was not its intention and reviewed the definition of 
structured entities to see if any clarification was required. The IPSASB noted that the 
definition does not suggest that a structured entity would not be required to comply with 
relevant statutes or administrative arrangements. Rather the definition allows for the 
possibility that a small group of entities may have been established under different 
arrangements from the arrangements commonly used to establish similar entities.  

Paragraph added to address concern raised by R11. 

Investment Entities (paragraphs 27 to 34) 

BC5.BC7. The IPSASB considered the investment entity disclosures required by IFRS 12 and 
concluded that those disclosures were particularly appropriate in the public sector context. 
The IPSASB noted that, as a consequence of the requirements in IPSAS XX (ED 49) most 
public sector entities with investment entities would be required to make these disclosures. 

BC6.BC8. The IPSASB considered whether a non-investment controlling entity accounting for 
investment entities at fair value should be required to make any additional disclosures. The 
IPSASB considered that the disclosures required in relation to investment entities were 
appropriate and should also be provided in the consolidated financial statements of a 
controlling entity with investment entities. 

Non-quantifiable Ownership Interests (paragraphs 49 and 50) 

BC9. The scope of IPSAS XX, Investments in Associates and Joint Ventures is limited to 
“quantifiable ownership interests”. The IPSASB noted that respondents supported this 
proposal, but considered that disclosure of information about an entity’s non-quantifiable 
ownership interests in other entities would be appropriate. The IPSASB agreed to require, in 
this Standard, disclosure of information about non-quantifiable ownership interests. 
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Interests Held for Sale (paragraphs 50 to 54) 

BC10. R17 and R21 considered that disclosures about temporarily controlled assets are required 
(either by developing a standard based on IFRS 5 Non-current Assets Held for Sale and 
Discontinued Operations or by adding disclosures to ED 52). R23 noted that governments 
had the option of using segment information to provide disaggregated information. R26 
proposed additional disclosures (in their response to ED 52). 
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Comparison with IFRS 12 

IPSAS XX (ED 52), Disclosure of Interests in Other Entities is drawn primarily from IFRS 12, Disclosure of 
Interests in Other Entities (originally issued in 2011, including amendments published in July and October 
2012). At the time of issuing this Standard, the IPSASB has not considered the applicability to public 
sector entities of IFRS 9, Financial Instruments. References to IFRS 9 in IFRS 12 are therefore replaced 
by references to the IPSASs dealing with financial instruments. 

The main differences between IPSAS XX (ED 52) and IFRS 12 are as follows:  

• IPSAS XX (ED 52) uses different terminology, in certain instances, from IFRS 12. The most 
significant examples are the use of the terms “net assets/equity,” “economic entity,” “controlling 
entity,” “controlled entity”, “revenue” in IPSAS XX (ED 52). The equivalent terms in IFRS 12 are 
“equity,” “group,” “parent,” “subsidiary” and “income.” 

• Commentary additional to that in IFRS 12 has been included in IPSAS XX (ED 52) to clarify the 
applicability of the Standard to accounting by public sector entities.  

• The definition of a structured entity in IPSAS XX (ED 52) acknowledges the differing ways in which 
control may be obtained in the public sector.  

• IPSAS XX (ED 52) requires that a controlling entity that controls an investment entity and is not 
itself an investment entity disclose information in respect of unconsolidated investment entities. 
IFRS 12 does not require such disclosures because it would require that the controlling entity 
consolidate the investment entities.  

• IPSAS XX requires the disclosure of information about non-quantifiable ownership interests. 
IFRS 12 does not specify such disclosures.  

• IPSAS XX requires the disclosure of information about interests in entities that are held for sale. 
IFRS 12 does not specify such disclosures because they are addressed in IFRS 5 Non-current 
Assets Held for Sale and Discontinued Operations. 
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ISSUES PAPER – FIRST-TIME ADOPTION  
AND INTERESTS IN OTHER ENTITIES 

Objectives of Issues Paper 
1. The objective of this paper is to consider the impact of the project on interests in other entities on the 

proposals for first-time adoption of accrual basis IPSASs and agree the process for dealing with the 
interaction. 

Background 
2. When ED 53 First-Time Adoption of Accrual Basis International Public Sector Accounting Standards 

(IPSASs) was issued it stated “In developing transitional exemptions relating to consolidated financial 
statements, the IPSASB considered the existing guidance in IPSAS 6, Consolidated Financial 
Statements, IPSAS 7, Investments in Associates and IPSAS 8, Interests in Joint Ventures. The 
IPSASB will reconsider these transitional exemptions once comment is received on the proposed 
IPSASs on Separate Financial Statements (ED 48), Consolidated Financial Statements (ED 49), 
Investments in Associates and Joint Ventures (ED 50), Joint Arrangements (ED 51), and Disclosure 
of Interests in Other Entities (ED 52) which are issued at the same time as this Exposure Draft.” 

3. Now that the two projects are close to being finalized it is necessary to consider how the proposed 
standards on interests in other entities will affect the proposals on first-time adoption.  

4. The draft standard on first-time adoption (refer agenda item 7) establishes first-time adoption 
concessions and requirements in respect of IPSASs 6 to 8. It does not consider how the proposed 
new standards on interests in other entities would affect the proposals on first-time adoption. The 
draft standards on interests in other entities (refer agenda items 6.1 to 6.10) deal with transitioning 
from IPSASs 6 to 8 to the proposed new standards. They do not address first-time adoption.  

5. This paper summarizes the impact of the proposed new standards on interests in other entities on 
the proposals on first-time adoption. It also seeks the IPSASB’s agreement to the proposed process 
for addressing this interaction.  

Proposed Process 
6. The process for making any modifications to the first-time adoption proposals as a result of this 

project (i.e. the interests in other entities project) will depend on the order in which the proposed 
standards are issued. If the proposed standard on first-time adoption is issued:  

(a) Before the proposed standards on interests in other entities, it will include first-time adoption 
transitional exemptions and provisions in respect of the current requirements in IPSASs 6-8. 
Any changes to these transitional exemptions and provisions as a result of issuing new 
standards would need to be addressed by way of consequential amendments (in the standards 
on interests in other entities); or 

(b) At the same time as, or after, the proposed standards on interests in other entities, it should 
include transitional exemptions and provisions in respect of the new standards on interests in 
other entities.  This would be subject to the IPSASB agreeing that the changes to the first-time 
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adoption transitional exemptions and provisions are minor and do not need to be exposed for 
comment. At this stage it does not appear that these changes would be significant.1  

First-time Adoption 
7. Although the IPSASB’s main proposals on first-time adoption would remain the same, the proposed 

new standards on interests in other entities give rise to a few issues that would need to be addressed.  

8. An assessment of the interaction between the proposed new standards on interests in other entities 
and first-time adoption (as per the proposals in ED 53) is set out in Table 1 below. Relevant extracts 
from ED 53 are set out in an appendix to this issues paper. Any changes to the first-time adoption 
transitional exemptions and provisions in ED 53 will be addressed in developing future agenda 
papers.2  

Table 1 
ED 53 
para ref. 

ED 53 Proposals Implications of IPSASs Based on EDs 48 to 
52 for First-time Adoption Proposals 

Generic  Change the titles of standards and update 
paragraph references  

Replace any references to “Jointly controlled 
entity(ies) with the term “joint venture”. 

40-46 IPSAS 6 

3 year concession for eliminating balances and 
transactions upon consolidation. (Affects fair 
presentation) 

  

 

Still relevant.  

Update heading and references to new 
standard (ED 49). 

47-49 IPSAS 7 

3 year concession for eliminating the investor’s 
share in of surplus or deficit resulting from inter-
entity transactions upon applying the equity 
method. (Affects fair presentation) 

 

Still relevant but now applicable to associates 
and joint ventures. 

Update heading and references to new 
standard (ED 50).  

50-51 IPSAS 8 

3 year concession for eliminating balances and 
transactions upon proportionate consolidation 
(for joint ventures). (Affects fair presentation) 

 

No longer relevant – proportionate 
consolidation would no longer be permitted for 
joint ventures.  

52-53 A venturer accounting for a joint venture using 
the equity method can use the 3-year 
concession available in respect of associates 
(in paragraph 47 of ED 53). 

Still relevant but combine with the concession 
for associates (as the accounting for both 
associates and joint ventures would be in the 
same standard). 

1  This view is supported by the fact that the IASB made relatively few consequential amendments to IFRS 1 First-time Adoption of 
International Financial Reporting Standards when it issued IFRS 10-12 and amended IAS 27 and IAS 28. 

2  Two additional matters will be discussed by the IPSASB at this meeting: (a) should relief be provided to prepare consolidated 
financial statements; and (b) should a 3-year relief period be allowed to identify and classify an interest in another entity? 
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ED 53 
para ref. 

ED 53 Proposals Implications of IPSASs Based on EDs 48 to 
52 for First-time Adoption Proposals 

73-74 IPSAS 6 [in respect of separate financial 
statements] 

When preparing separate financial statements 
and applying the cost option to investments, an 
entity can use deemed cost.  

The deemed cost concession is still relevant – 
but separate financial statements would be 
dealt with in IPSAS XX [Separate Financial 
Statements]. The use of the cost method in 
separate financial statements is not available to 
certain entities (such as investment entities).  

Update heading and references.  

Change paragraph 73(a) to refer “Cost 
determined in accordance with IPSAS XX 
[Separate Financial Statements].  

Include a reference to ED 53 paragraph 88 and 
89 that explains how a first-time adopter that 
accounts for an investment using the equity 
method shall deal with first-time adoption in its 
separate financial statements when those 
separate statements are prepared earlier than 
the consolidated financial statements (refer 
IFRS 1 paragraph D15A(b)). 

88-89 IPSASs 6 to 8 

Sets out which carrying amounts to use when a 
controlled entity (or an associate or a joint 
venture) becomes a first time adopter later than 
its controlling entity (or entity having significant 
influence or joint control). 

Sets out which carrying amounts to use when a 
controlling entity becomes a first-time adopter 
later than its controlled entity (or associate or 
joint venture). 

Still relevant.  

Update the heading to refer to the new 
standards.  

 

New This issue was not addressed in ED 53. Joint arrangements – changing from 
proportionate consolidation to the equity 
method 

To address the possibility that a first-time 
adopter of IPSAS XX [Joint Arrangements] 
might be changing from proportionate 
consolidation to the equity method, include 
(optional) guidance based on IFRS 1 
(paragraphs D1(r) and D31).   

IFRS 1 allows a first time adopter to apply the 
transitional provisions in IFRS 11 Joint 
Arrangements subject to a requirement that the 
adopter test the investment for impairment at 
the beginning of the earliest period presented, 
regardless of whether there is any indication 
that the investment may be impaired. Any 
resulting impairment is recognized as an 
adjustment to retained earnings at the date of 
transition to IFRS. 
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ED 53 
para ref. 

ED 53 Proposals Implications of IPSASs Based on EDs 48 to 
52 for First-time Adoption Proposals 

New This issue was not addressed in ED 53. Investment entities 

Consider whether the IPSASB’s decision to 
have different accounting requirements for 
investment entities will have any impact on first-
time adoption transitional exemptions and 
provisions (see discussion below). 

Investment Entities 
9. When the IASB issued Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 27) it 

amended IFRS 1 First-time Adoption of International Financial Reporting Standards.  The relevance 
of these amendments for the IPSASB’s first time adoption project is considered in Table 2 below. 

Table 2 
IFRS 1 

para 
Investment entity amendments to IFRS 1 Implications for IPSASB’s First-time 

Adoption Proposals 

D16 Prevents the subsidiary of an investment entity 
from applying the first time adoption election 
available in paragraph 16(a).  

Modify the proposal in ED 53 paragraph 88(a) 
to prevent the controlled entity of an investment 
entity from applying this provision (as per 
IFRS 1 paragraph D16 (a)). 

D17 Prevents a non-investment entity parent that 
becomes a first-time adopter later than its 
investment entity subsidiary from applying the 
exception to consolidation that is used by the 
investment entity subsidiary. 

Not relevant to the proposals in ED 53 
paragraph 89 as the IPSASB is proposing that 
a non-investment entity controlling entity would 
also apply the exception to consolidation.  

E6 Requires that a first-time adopter that is a 
parent shall assess whether it is an investment 
entity, as defined in IFRS 10 Consolidated 
Financial Statements, on the basis of the facts 
and circumstances that exist at the date of 
transition to IFRSs. 

Relevant. Incorporate in proposed standard on 
first time adoption. 

E7 Permits a first-time adopter that is an 
investment entity to apply the transition 
provisions in paragraphs C3C–C3D of IFRS 10 
Consolidated Financial Statements and 
paragraphs 18C–18G of IAS 27 Separate 
Financial Statements if its first IFRS financial 
statements are for an annual period ending on 
or before 31 December 2014. 

Not required in the proposed standard on first 
time adoption. These provisions are already in 
the proposed standards on interests in other 
entities and would be available to a first-time 
adopter applying those standards. 
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Matter(s) for Consideration  
1. The IPSASB is asked to:  

 (a) NOTE that the process for dealing with transitional exemptions and provisions in the proposed 
standards on interests in other entities and first-time adoption of accrual basis IPSAS will 
depend upon the order in which these standards are issued;  

 (b) CONFIRM that it agrees with the staff assessment of the relevance of the IFRS 1 investment 
entity requirements for the IPSASB’s first-time adoption proposals;  

 (c) AGREE that no further due process is necessary, taking into consideration that the changes 
are not significant; and 

 (d) NOTE that the proposed wording to update the transitional exemptions and provisions for first-
time adoption will be included in future agenda papers.  
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Appendix: Extracts from ED 53 in relation to IPSAS 6, IPSAS 7 and IPSAS 8 

Exemptions that Affect Fair Presentation and Compliance  
with Accrual Basis IPSASs  
……. 

Other exemptions 

…….. 

IPSAS 6, Consolidated and Separate Financial Statements 

44. A first-time adopter shall present consolidated financial statements following the adoption of 
accrual basis IPSASs. A first-time adopter is, however, not required to eliminate all balances, 
transactions, revenue and expenses between entities within the economic entity for reporting 
periods beginning on a date within three years following the date of adoption of IPSASs. A 
first-time adopter.  

45. On adoption of IPSASs, an entity may have controlled entities with a significant number of 
transactions between these entities. Accordingly, it may be difficult to identify some transactions and 
balances that need to be eliminated for the purpose of preparing the consolidated financial 
statements of the economic entity. For this reason, paragraph 44 provides relief for a period of up to 
three years to fully eliminate balances, transactions, revenue and expenses between entities within 
the economic entity.   

46. Notwithstanding the transitional exemption in paragraph 44, a first-time adopter is 
encouraged to eliminate those balances, transactions, revenue and expenditure that are 
known on the date of adoption of IPSASs to comply in full with the provisions of IPSAS 6 as 
soon as possible.  

IPSAS 7, Investments in Associates 

47. When a first-time adopter applies the equity method on adoption of IPSAS 7, the investor is 
not required to eliminate its share in the associate’s surplus and deficit resulting from 
upstream and downstream transactions between the investor and the associate for reporting 
periods beginning on a date within three years following the date of adoption of IPSASs.  

48. On adoption of IPSASs, a first-time adopter may have one or more associates with a significant 
number of upstream and downstream transactions between them. Accordingly, it may be difficult to 
identify some upstream and/or downstream transactions in which the investor’s share in the 
associate’s surplus or deficit needs to be eliminated in applying the equity method. For this reason, 
paragraph 47 provides the investor relief with a period of up to three years to fully eliminate its share 
in the associate’s surplus or deficit resulting from upstream and/or downstream transactions between 
the investor and its associates.   

49. Notwithstanding the transitional exemption in paragraph 47, a first-time adopter is 
encouraged to eliminate its share in the associate’s surplus and deficit resulting from 
upstream and downstream transactions that are known on the date of adoption of IPSASs, to 
comply in full with the provisions of IPSAS 7 as soon as possible.  
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IPSAS 8, Interests in Joint Ventures 

50. When a first-time adopter applies the proportionate consolidation treatment on adoption of 
IPSAS 8, a venturer is not required to eliminate all balances and transactions between itself 
and entities that are jointly controlled for reporting periods beginning on a date within three 
years following the date of adoption of IPSASs.  

51. On adoption of IPSASs, a first-time adopter may have one or more jointly controlled entities with a 
significant number of transactions between these entities. Accordingly, it may initially be difficult to 
identify some transactions and balances that need to be eliminated for the purpose of preparing the 
financial statements. For this reason, paragraph 50 provides a first-time adopter relief with a period 
of up to three years to fully eliminate balances and transactions between the first-time adopter and 
its jointly controlled entities.   

52. When a first-time adopter applies the equity method on adoption of IPSAS 8, the venturer can 
elect to apply the transitional exemptions provided in paragraph 47. 

53. Notwithstanding the transitional exemptions in paragraphs 50 and 52, a first-time adopter is 
encouraged to eliminate those balances and transactions, or eliminate its share in the jointly 
controlled entity’s surplus and deficit resulting from upstream and downstream transactions, 
that are known on the date of adoption of IPSASs, to comply in full with the provisions of 
IPSAS 8 as soon as possible. 

……. 

Exemptions that Do Not Affect Fair Presentation and Compliance  
with Accrual Basis IPSASs  
…….. 
Using Deemed Cost for Investments in Controlled Entities, Jointly Controlled Entities and 
Associates (IPSAS 6, 7 and 8) 

73. Where a first-time adopter measures an investment in a controlled entity, joint venture or 
associate at cost in its separate financial statements, it may, on the date of adoption of 
IPSASs, elect to measure that investment at one of the following amounts in its separate 
opening statement of financial position: 

(a) Cost determined in accordance with IPSAS 6; or 

(b) Deemed cost. The deemed cost of such an investment shall be its fair value (determined 
in accordance with IPSAS 29) at the first-time adopter’s date of adoption of IPSASs in 
its separate financial statements. 

74. A first-time adopter may have established a deemed cost in accordance with its previous basis of 
accounting for an investment in a controlled entity, joint venture or associate by measuring it at their 
fair value at one particular date because of a specific event. In such instances, a first-time adopter 
applies paragraph 67(a) and (b).   

……. 
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IPSAS 6, Consolidated and Separate Financial Statements, IPSAS 7, Investments in Associates and 
IPSAS 8, Interests in Joint Ventures 

88. If a controlled entity becomes a first-time adopter later than its controlling entity, the 
controlled entity shall, in its financial statements, measure its assets and liabilities at either:  

(a) The carrying amounts determined in accordance with this IPSAS that would be included 
in the controlling entity’s consolidated financial statements, based on the controlled 
entity’s date of adoption of IPSASs, if no adjustments were made for consolidation 
procedures and for the effects of the entity combination in which the controlling entity 
acquired the controlled entity; or 

(b) The carrying amounts required by the rest of this IPSAS, based on the controlled entity’s 
date of adoption of IPSASs. These carrying amounts could differ from those described 
in (a): 

(i) When the exemptions in this IPSAS result in measurements that depend on the 
date of adoption of IPSASs. 

(ii) When the accounting policies used in the controlled entity’s financial statements 
differ from those in the consolidated financial statements.  For example, the 
controlled entity may use as its accounting policy the cost model in IPSAS 17, 
whereas the economic entity may use the revaluation model.  

A similar election is available to an associate or joint venture that becomes a first-time adopter 
later than an entity that has significant influence or joint control over it. 

89. However, if a controlling entity becomes a first-time adopter later than its controlled entity (or 
associate or joint venture) the controlling entity shall, in its consolidated financial statements, 
measure the assets and liabilities of the controlled entity (or associate or joint venture) at the 
same carrying amounts as in the financial statements of the controlled entity (or associate or 
joint venture), after adjusting for consolidation and equity accounting adjustments and for the 
effects of the entity combination in which the controlling entity acquired the controlled entity 
(or associate or joint venture), subject to the exemptions that may be adopted in terms of this 
IPSAS. Similarly, if a controlled entity becomes a first-time adopter for its separate financial 
statements earlier or later than for its consolidated financial statements, it shall measure its 
assets and liabilities at the same amounts in both financial statements, subject to the 
exemptions that may be adopter in this IPSAS, except for consolidation adjustments. 
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